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Bill would require large employers
to detail pension plan differences
WASHINGTON-Legislation introduced

last week in the Senate and House would re-

quire large employers to provide employees a
benefits comparison when converting defined
benefit pension plans into cash balance plans.

The bill, The Pension Right to Know Act,
sponsored by Sen. Daniel Patrick Moynihan,
D-N.Y., calls for employers with more than
1,000 employees to issue individualized state-
ments comparing retirement benefits under
the current plan with benefits under the cash
balance plan. The comparison would look at

See Updates on nert page

Patient rights bill advances
By JERRY GEISEL

WASHINGTON-In spite of
sharp partisan differences, pa-
tient protection legislation is on
its way to the Senate floor.

After defeating more than a
dozen amendments that would

have broadened the scope of the
legislation, S. 326, the Senate
Health, Education, Labor and
Pensions Committee last week ap-
proved the bill with a party-line
10-8 vote.

The bill largely mirrors a pro-
posal that was assembled last year
by a Senate Republican health
care task force but was never act-

ed on. The current bill would set
new federal standards to assure

patients the right of independent,
external reviews of coverage de-
termination decisions, as well as
give patients more information
about benefits offered by their
health care plans and about their
providers.

Other provisions apply only to

employer-sponsored, self-funded
plans, including measures that
would: prevent health care plans
from imposing "gag" rules on
providers; assure patients greater
access to emergency medical care;
mandate a new point-of-service
option; and give patients direct
access to obstetric/gynecological
care and pediatric care.

During the last congressional
session, partisan differences de-
railed enactment of patient pro-
tection legislation.

Amtrak crash suit filed
Suit names rail companies, trucker
By ROSEANNE WHITE

WASHINGTON-While

it may take months to de-
termine conclusively who
was at fault in last week's

crash of an Amtrak train

and a truck, the first law-
suit was filed two days af-
ter the accident.

Both Amtrak and Illi-

nois Central Railroad Co.,
which owns the track on

which the accident oc-

curred and operates the
signals at the site, are cov-
ered for any property loss-
es and liability from the
incident.

Eleven people were

killed and more than 100

were injured when Am-

trak train No. 59, en route
from Chicago to New Or-
leans, struck a flatbed
tractor trailer loaded with

steel at a highway/rail-

road grade crossing near
Bourbonnais, Ill., about 50

miles south of Chicago.
The train was carrying
196 passengers, 18 crew
members, one off-duty
Amtrak employee and one
Illinois Central employee,
an Amtrak spokesman
said.

The Amtrak spokesman
said last week that the
railroad had no assess-

ment of property damage
from the incident, which
occurred shortly before 10
p.m. March 15. The City of
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New Orleans train was

made up of 14 cars and
two locomolives, Amtrak
said in a release.

Amtrak has several hun-

dred million dollars in ex-

cess liability coverage
over a $10 million-per-oc-
currence attachment. The

first $50 million is written
by Amtraks Bermuda-
domiciled captive, Passen-
ger Rail Insurance Ltd.
PRIL reinsures 100% of

the risk with commercial

reinsurers, Amtrak said.
Above $50 million, Am-
trak purchases excess lim-
its from Starr Excess Lia-

bility Insurance Co. Ltd.,
ACE Ltd., XL Capital Ltd.

See Amtrak on page 4

Cars from Amtrak's

"City of New Orleans"
lie strewn across the

tracks in Bourbonnais,
111., where it collided
with a truck on March

15. Firefighters (below)
probe the wreckage.

To Subscribe Call
1-888-446-1422 in the U.S. or

1-313-446-0450 outside the U.S. or

go online to www.businessinsurance.COM

Those differences, judging from
the debate surrounding the debate
on the committee bill, remain in-
tact. Sen. Edward Kennedy, D-
Mass., the panel's ranking mem-
ber, labeled the measure as a "Bill
of Wrongs." Sen. Kennedy added,
"If you have a right without a
remedy, you don't have a right."

But Committee Chairman James

Jeffords, R-Vt., said, "For the first
time, millions of people will have
protections they did not have be-
fore."

Panel Republicans and

Democrats both agreed, though,
that the bill will go forward to the
Senate floor, where Sen. Kennedy
and other Democrats are expected
to continue their drive to broaden

the bill and press again for
amendments that were defeated

last week by the Republican-ma-
jority committee.

Those amendments would apply
all of the bill's provisions to all
health care plans, not just to

See Senate on page 21

AIRMIC hopes other brokers follow

Aon adopts U.K. conduct code
By SARAH GODDARD .  d and striving to

attain the bestLONDON-U .K. risk a. 1 r 111 i c solutions for the

managers praise a new

AON'
client.

code of conduct adopted by The Aon code

the U.K. unit of a largely echoes an AIRMIC
megabroker, and buyers proposal submitted last
hope it will bring greater its remuneration. Aon Risk year in an ongoing govern-
transparency in U.K. in- Services U.K. aims to elim- ment review of proposals
surance transactions and inate incentive-based com- for broker regulation in the
serve as a model for other pensation from insurers, United Kingdom.
brokers. such as volume overriders The move in London

Aon Risk Services U.K. and profit commissions. cornes on the heels of a

Ltd. last week unveiled a Instead, it will charge spe- similar, though more-lim-
new code of business con- cific fees for any services it ited, arrangement between
duet, developed with the provides to insurers, fully a rival broker and a U.S.

Assn. of Insurance & Risk detailing them to buyers. risk manager organization.
Managers, and will imple- The code also sets out Broker Marsh Inc. in

ment it starting next terms of trade, dispute res- January reached an agree-
month. olution arrangements and ment with the Risk & In-

The code calls for full an overriding principle of surance Management Soci-
disclosure in all its deal- dealing with clients with ety Inc. on a procedure for
ings with clients, including "good faith at all times" See Conduct on page 21

Exec challenges ouster
from Sable Insurance

By DOUGLAS McLEOD

SAN FRANCISCO-The union between

Reliance Group Holdings Inc. and an
African-American businessman to form a

minority-owned insurer was always a
marriage of convenience. Now it is lead-
ing to a messy divorce.

Reliance struck a deal with African-

American insurance executive Aaron
Richardson to create Sable Insurance Co.

in 1996, and as recently as last June it was
trumpeting its niche
writing property/ca-
sualty coverage for #fr IL 0
companies seeking l."fkk#g///Tr,
to do business with a ME* 1:2' di'
minority-owned C N-,1,

company.

Earlier this month,

though, Reliance

forced Mr. Richard-

son out, going so far,
he says, as to post a

Er'
guard to bar him Mr. Richardson

from Sable's San Francisco offices.

Edward S. Rice Jr,, an African-Ameri-
can executive recruited from The St. Paul

Cos. Inc. last year to be Sable's chief oper-
ating officer, has taken over as president
and chief executive officer.

As with most divorces, the answer to
what went wrong depends on whom you
ask.

A Reliance spokesman says the compa-
ny became dissatisfied with Mr. Richard-
son's slow progress building Sable's pre-
mium volume.

Mr. Richardson says Reliance never ex-
pressed this dissatisfaction to him and
that many of Sable's start-up problems
were, in fact, caused by Reliance itself,
which handled some of the insurer's oper-
ations under an administration agree-
ment.

"I wish I knew what precipitated this,"
Mr. Richardson said.

The impact of the bitter breakup on
Sable is uncertain.

See Sable on page 23
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Bill seeks pension disclosure
Continued from previous page
differences at the time of conversion and at three, five and 10 years into
the future, as well as at the projected age of retirement.

Sen. Moynihan's goal, he indicated, is to inform employees of changes
in their benefits, not to oppose conversions.

"I feel strongly that employers must fully and comprehensibly inform
their workens regarding whatever pension benefits the company offers,"
he said in a written statement. "It is time to let the sun shine on pension
plan conversions."

The statement also said that upwards of 500 large U.S. employers
have converted to cash balance plans from defined benefit plans.

The bill also calls for employers to use standard assumptions for in-
terest rates, mortality rates and wage inflation.

One problem with converting to cash balance plans from defined ben-
efit plans is that older workers nearing retirement might actually lose
money. Under current law, Sen. Moynihan's office noted, employers
don't have to inform employees of any changes in their individual pen-
sions.

This bill is an overreaction in addressing this problem, said Larry
Sher, a principal with PwC Kwasha in Fort Lee, N.J.

"It goes too far," he said. "While there may very well be some good
policy reasons" to expand disclosure in those cases, the bill imposes too
high a burden on employers, especially in making the projections for
years to come.

Mr. Sher also questioned how it would benefit employees to receive
statements comparing the differing plans. "How does that help an em-
ployee?" he said.

Identical legislation was introduced in the House of Representatives
by Rep. Jerry Weller, R-Ill.

Papers seized in London probe
LONDON-City of London police confirmed last week that they have

seized papers from a number of U.K. insurance brokers as part of"Op-
eration Chain."

Acting in conjunction with police forces in Kent, Suffolk and Norfolk,
City of London police officers searched 10 premises at the end of Febru-
ary for documents relating to the reinsurance of Caribbean offshore in-
surers.

The investigation is being led by the U.S. Internal Revenue Service,
which is looking into allegations of asset rental by insurance companies
operating out of several Caribbean countries. IRS information has de-
termined that some of the insurers under investigation may have tried
to reinsure exposuies in the U.K market, particularly at Lloyd's of Lon-
don.

A member of the Lloyd's regulatory staff has been helping the IRS sift
through papers seized in the Caribbean to search for indications that
reinsurance was placed into Lloyd's. David Gittings, director of regula-
tion at Lloyd's, said he is confident that no reinsurance was placed with
Lloyd's syndicates, and he praised the "timely action" by U.S. and UK
authorities in preventmg the scam from reaching Lloyd's.

NCQA to require outside review
WASHINGTON-The National Committee for Quality Assurance will

require health plans to provide participants with an independent outside
review of treatment decisions before receiving NCQA approval.

The change is part of the NCQA's draft"Accreditation 2000" standards.
The new standard requires health plans to have an independent appeals
process after a patient exhausts the plan's internal appeals system. Many
employers and health care coalitions require the health plans they con-
tract with to have NCQA accreditation.

In addition to outside appeals, the new standards include a requirement
that internal appeals of decisions be conducted by a specialist in the same
field of medicine as the treatment in question.

Also, the draft standards includea provision that patients undergoing
treatment continue with the same physician for 90 days even after the
provider is removed from the network. This is especially important for
pregnant women, the NCQA noted.

The final Accreditation 2000 standards will be available July 30, and
final standards will be released in August or September. Until April 30,
the NCQA will accept comments on the new standards, which are avail-
able from its web site at www.ncqa.org.

South Dakota reforms comp
PIERRE, S.D.-Gov. Terry C Anderson has signed legislation aimed at

helping South Dakota employers reduce workers compensation expens-
es.

The legislation, S.B. 211, amends the state workers comp code and in-
corporate several changes recommended by a governor's task force.

Among the changes is that mentalinjuIy is compensable only if there is
"clear and convincing" proof of a relationship to a compensable physical
injury. This establishes a higher standard of proof than existed before.

The changes also establish a statute of limitations on workers comp
claims. Under the statute, a lawsuit cannot be filed if no medical treat-
ment has been sought within seven years of the first report of injury. The
changes also allow an employer to be free of workers comp obligations for
permanent total disability claims if it can show that a suitable job is avail-
able within 60 miles of an injured worker's home. The job no longer needs
to be with the current employer.

See Updates on page 22

Errors & omissions
• Due to a production error, a March 15 story on Lloyd's syndicate re-

sults incorrectly stated that managing agency D.P. Mann Ltd. was in-
volved in a line slip for U.S. extended-warranty business. D.P. Mann is
not affiliated with the line slip.
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Broker sues risk manager
over terminated contract

By RODD ZOLKOS

CHICAGO-A broker hired to

participate in a construction
wrap-up insurance program for
the Chicago Board of Education is
suing the school system and its
risk manager for terminating its
contract.

Near North Insurance Broker-

age Inc.'s suit charges that the
school board improperly broke its
contract at the urging of Cynthia

Asghar, the school system's direc-
tor of risk and benefits manage-
ment, who also is named in the
lawsuit.

Neither Ms. Asghar nor Michael
Segal, president and chief execu-
tive officer of Chicago-based Near
North, would comment on the
lawsuit. The suit, which was filed
late last month in Cook County
Circuit Court, seeks several mil-
lion dollars in compensatory and
punitive damages.

In adopting a wrap-up program
in 1998 for a $1 billion-plus capi-
tal improvements program,

Chicago public school officials
said they hoped to save more than

$10 million in costs that they ,
would otherwise incur if individ-

ual contractors each obtained

their own coverages and passed
their insurance costs back to the

districts (BI, Feb. 16, 1998).
School officials also hoped the

See Lawsuit on page 22

Brokers' clients want more: Speaker

Demand driving M&A
By SALLY ROBERTS

PHOENIX-Fast-paced acqui-
sition activity in the insurance
brokerage market is the result of
buyers demanding more resources
and services, according to an ex-
ecutive from one of the megabro-
kers.

During a dinner reception at
Standard & Poor's Corp.'s 15th
annual insurance symposium last
week, Harvey N. Medvin, execu-
tive vp and chief financial officer
of Chicago-based Aon Corp, said
that demand for global services is

STANDARD

& POOR'S

creating a need for some brokers
to align themselves with other
global leaders in order to main-
tain their large international ac-
counts.

While Aon and Marsh &

McLennan Cos. Inc. together have
spent nearly $7 billion in the past
21/2 years acquiring various bro-

kers, effectively shrinking the
brokerage arena, competition in
the distribution market remains

as fierce as ever, Mr. Medvin
maintained.

"Distribution in the industry is
undergoing very, very dramatic
change," he said. "There's been a
lot of focus on the global play-
ers-ourselves, of course, and
Marsh-and that's been for a

number of reasons, not the least of
which is, in the last 21/2 years,
Marsh has invested $4.2 billion in
the business and we, in that same

See S&P on page 22

Rate increases,  Directory
cost control fofus ' deadline
help fuel optimism

By JUDY
GREENWALD

Results
Managed care com-

panies are looking
forward to improved
financial results this

year as rate increases
begin to take hold.

"I think things are going to
improve, I definitely do," said
David Olson, vp-investor rela-
tions for Woodland Hills,
Calif.-based Foundation

Health Systems Inc.

'I think that a strong pricing
environment and a more con-

scientious effort on the part of
the industry to address the
whole drug cost problem is go-
ing to bear fruit in 1999," said
Mr. Olson. In addition, "the

industry has also matured and

Inside

is pricing its premi-
ums consistently with

· health care cost

trends."

"From our perspee-
tive, I think 1999 is

going to be a better
year overall than

1998 was," agreed
David Erickson, director of in-
vestor relations for Santa Ana,
Calif.-based PacifiCare Health

Systems Inc.

In addition to a better pric-
ing environment, "you have
the HMOs that are focusing
more intently on their core
competencies, if you will,
sticking to what they do best
and exiting things that they
aren't so good at, and I think
there's just an increased focus

See HMOs on page 6

• Last week's collision of an Amtrak train and a semi-trail-

er truck demonstrates that basic changes are still needed
in the nation's railway safety system, this week's editorial
says PAGE 8

• A National Assn. of Insurance Commissioners working
group has endorsed the use of fully funded securitization
transactions conducted through "protected cells" indepen-
dent of insurers' general operations. PAGE 10
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Ask a Casualty Actuary
Books & Ideas
Classifieds

Business Insurance will publish its
annual Directory of 401(k) Plan Ad-
ministrators in the May 10 issue. The
directory is published as an editorial
service, and there is no charge to be
included.

To be listed, companies must pro-
vide 401(k) plan administration ser-

i vices, such as enrollment recordkeep-
ing, daily maintenance of participants
accounts and handling of account ac-
tivity. Plan administration services
must be offered on an unbundled ba-
sis.

If your company meets the require-
ments but has not received a question-
naire, please request one immediately
by calling Directory Editor Kevin
Edison at 312-649-5279.

Copies of the questionnaire also can
be printed from the BI Web site at
www.businessinsurance.com/maga-
zine/directories.html.

Completed questionnaires must be
submitted by the extended deadline of
April 9.
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Insurance-related transactions, in billions of dollars

Number of deals Total value

Sector *I  1997 1998 1997 1998

Propey/casually*ilf' 117 =$30.87 *$55.83

12.251 32.47

Health)inailag*8[9_54» 76 Z.26 - 5.28
services*E®SR558£.03*5.88
0!skibution* 109_ ._ _183 .*72 _ 5570

Total 432 565 $56.13 $165.36

* Includes agents, brokers and financial services companies
Source: Conning & Co:

M&A activity
sets another
record in '98

By MICHAEL BRADFORD

As any risk manager knows,
insurance-related businesses

are gobbling each other up
through mergers and acquisi-
tions.

But insurance buyers who
are seeing new names appear
on their policies might not re-
alize how furious the feeding
frenzy has become.

Last year, insurance industry
mergers and acquisitions
reached a record level, with
565 transactions at a total val-

ue of $165.4 billion, a recently
released study says. According
to the study, the 1998 dollar
figure is a 194.6% increase
over the $56.1 billion value of
the 432 deals posted in 1997.

The Conning & Co. study, en-
titled "Mergers & Acquisitions
and Public Equity Offerings,
Whole Lotta Shakin' Goin'

On," said a "general trend of
building bulk and gaining
economies of scale played into
many of the acquirers' strate-
gies. In today's highly compet-
itive, overpopulated market,
more deals involved insiders

buying insurers to gain scale.
This contrasts with more non-

traditional buyers outside the
insurance market seeking only
financial opportunities during
the early 1990s."

 "Growth in most companies
*has been small or flat," said

Nancy Carini, vp at Hartford,
Conn.-based Conning & Co.
and author of the study. "It's
difficult to sustain any growth
unless you buy it."

Most of the total transaction

value last year, 77.4%, was
concentrated in the 10 largest
deals, according to the study;
the top five deals accounted for
60.9% of the total.

Mergers and acquisitions
among companies in the distri-
bution sector led the way. The
study expanded its definition
of the distribution sector in

1998 to include not only those
transactions among agents and
brokers but also deals that "re-

fleet the change that is occur-
ring with alternative distribu-
tion channels," particularly in
the financial services area.

Overall, there were 183 deals
among those companies, with
an aggregate transaction value
of $55.9 billion. That compares
with 109 deals with a total val-

ue of $2.7 billion the year be-
fore.

The Travelers/Citicorp merg-
er, valued at $37.4 billion, was
at the top in the distribution
sector and was the highest-val-
ued among all 1998 transae-
tions.

There were 117 property/ca-
sualty insurance company
deals, valued at an aggregate
$55.8 billion in 1998. The

See Deals on page 16
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Poor defense can spa rk
insurer bad-faith suits

By DAVE LENCKUS

/'A es-

TUCSON, Ariz. How insurers
handle their duty to defend, re-
gardless of their less-broad duty
to indemnify, exposes them to po-
tentially costly bad-faith claims
by policyholders, according to two
policyholder attorneys.

Indeed, even an insurer that a
court eventually finds has no duty
to indemnify a policyholder still
can be held liable for bad-faith

damages if the insurer bungles the
policyholder's defense, an attor-
ney said.

But, an insurer attorney said,

bad-faith

awards

sentially
provide poli-
cyholders

with coverage they did not have.
She asserted that the more judi-
cious way of handling disputes is
under contract law. That provides
a remedy that more closely
matches the policyholder's dam-
ages, she said.

Unlike in bad-faith cases, con-
tract law does not allow policy-
holders to recover punitive dam-
ages. Contract law also does not
allow the recovery of treble corn-

RIMS members learn the art of influence

pensatory damages, which is per-
missible in some jurisdictions or
when an insurer's conduct expos-
es the company to liability under
federal racketeering law.

Courts in some states, most no-
tably Texas, are beginning to
agree that disputes between poli-
cyholders and insurers should be
resolved under contract law, said
some panelists during a session at
an American Bar Assn. confer-
ence. The ABA held the confer-

ence, the 11th Annual Insurance
Coverage Litigation Committee
Midyear Meeting, in Tucson,

See Bad faith on page 16

Lessons in lobbying
By MARK A. HOFMANN tol Hill event.

Rep. Emerson, a former senior
WASHINGTON-Know both A vp for the Washington-based

sides of an issue before you / American Insurance Assn.,
lobby your congressman. I stressed the importance of
That was one bit of prac- . ,- grass-roots lobbying.
tical lobbying advice a  "A lot of folks are
member of Congress intimidated by the
gave risk managers as ..Owill"....7 thought of meeting
she delivered the keynote  with your member of
address to the Risk & Insur-  Congress," she said. But
ance Management Society  she said there's no need for
Inc.'s first Washington "fly-in" trepidation. "We're normal peo-
last week. ple."

"Just make your side be the Risk managers and others who
strong side," added Rep. Jo Ann wish to influence public policy
Emerson, R-Mo., to appreciative need to see themselves as educa-

chuckles from the 50 or so risk tors, not only for congressmen but
managers who attended the Capi- for their staffs as well, she said.

Staffers are the ones who work

with the issues on a day-to-day
basis and understand the "minu-

tiae" of issues, she pointed out.
When approaching congress-

men, risk managers should "keep
your pitches short," otherwise
lawmakers' eyes will glaze over,
she warned. Those approaching
congressmen should frame their
concerns in such terms as how the

resolution of an issue will affect

their bottom lines and how many
employees in the lawmaker's dis-
trict will be affected by the issue,
she said.

"Just remember that you repre-
sent a core of people in your con-

See Lobby on next page

Insurers hear insights
on investing in brokers

By JUDY GREENWALD IT

SAN FRANCISCO-In-

surers investing in regional
brokers use different ap-
proaches, but regardless of
the approach, the invest-
ment can help build business for
both the insurer and broker and

be mutually profitable as well, say
officials of insurers active in this

area.

Insurers representing three ap-
proaches to investing in brokers-

debt capital, large syndicated
transactions and equity capital-
discussed each at a session at the

National Insurance Sym-
posium Leadership Confer-
ence earlier this month.

The conference was spon-
sored by the Russell Miller
Cos. and Swiss Re.

Harold N. Marsh III, se-
nior vp and treasurer for Novato,
Calif.-based Fireman's Fund In-

surance Co., said the insurer pro-
vides debt capital, or a loan, to re-
gional producers. He said Fire-
man's Fund does so selectively,
"with what we call strategic part-
ners."

There must be a long-term com-
mitment that is mutually benefi-

cial to both parties, said Mr.
Marsh. There also must be a

recognition that "profitable
growth is important for both par-
ties in meeting our customers'
needs," said Mr. Marsh.

He said Fireman's Fund prefers
to use debt-rather than equity-
capital to invest in brokers be-
cause it believes the latter creates

potential conflicts of interest in
terms of the broker's indepen-
dence.

Furthermore, "It's a cheaper
source of financing, frankly, over
the long haul," said Mr. Marsh.

See Brokers on page 16

Societal trends raise workers comp issues: Panel
By MEG FLETCHER

CAMBRIDGE, Mass.-Certain

societal trends are changing the
nature of employer-worker rela-
tionships and raising new ques-
tions about the relevance and

adaptability of state workers
compensation systems, panelists
say.

"Can a 90-year-old system, de-
signed for an industrialized econ-
omy, adapt for the information
age?" asked Glenn Shor, senior
policy analyst for the California
Division of Workers' Compensa-
tion.

It is not a easy question to an-
swer, according to comments from

the state administrator, the union

representative and the employer
who considered the topic during
the annual issues and research

conference of the Workers Com-

pensation Research Institute. The
conference was held in Cam-

bridge, Mass., earlier this month.
Workers comp systems began

when society was shifting from an
agriculture-based economy to an
industrialized one, Mr. Shor said.
As work became concentrated

into large product manufacturing
and distribution centers, issues of

negligence and responsibility
changed.

The earlier workers comp sys-
tems "worked best with injuries

WCRI
More WCRI

conference

coverage on page 20

that were caused by single events,
clearly related to work hazards or
exposures and that occurred with
knowledge of employers and co-
workers," Mr. Shor said.

Determining cause and com-

pensability was easier for these
more-obvious claims, such as, for
example, the loss of a worker's
arm in a punch press. But claims
have become more difficult now
that the nature of work has

changed, with more workers
claiming, for example, muscu-
loskeletal repetitive stress injuries
that may not be entirely work-re-
lated.

In addition, the relationship be-
tween an employer and an em-
ployee has become less direct, as
workers telecommute from home

or hold more than one job.
Contingent workers pose a par-

ticular problem.
According to federal labor

statistics, there are at least 6.5
million contingent workers in the
United States, said Heather Grob,
a labor economist and director of
economic research for the Center

to Protect Workers' Rights, the re-
search arm for the Building and
Construction Trades Department
of the AFL-CIO.

"The AFL-CIO believes that all

workers should be covered by
workers comp," she said.

A special concern is that the in-
creased use of contingent workers
reduces employers' ability to con-
1:rol training, and that could in-
crease the risk of those workers

being hurt through accidents and
See WCRI on page 20
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Amtrak The suit w111 be amended and ex- was a Melco employee or not wlll be tional Transportation Safety Board's mittee, said the case is complex But,
panded as more is learned from the determined dunng discovery, Mr mvestigation was expected to be he said, "As far as liability issues, it
official investigation and from the Murphy said completed last week, though certain may not be tembly complex "

Contmued from page 1 attorney's discovery, said Mr Mur- The suit seeks for each of the six investigators wlll return to the area "If the accident reconstruction is

and Chubb Atlantic Indemnity Ltd phy, a semor associate with Hofeld & counts damages in excess of $50,000, to reinterview the Amtrak engineer, pretty clear that the truck driver
Amtrak has limits of several hun- Schaffner, a plaintiffs' personal in- the minimum threshold for filing in who was hospitalized with injuries went around the crossing gates, it

dred million per occurrence in its Jury firm in Chicago "Through in- the Law Division of the Cook Coun- last week, NTSB board member doesn't seem to me the railroad
master property insurance The vestigation, the responsibdities of ty Circuit Court, Mr Murphy said John Goglia said dunng a press should be hable," he said
property insurance deductible on the various parties are going to flesh Melco had no comment on the suit briefing last week However, it will The risks at grade crossings have
rollmg stock damaged in a derail- themselves out," he said An Amtrak spokesman said the rail- take between nine and 12 months for declined markedly over the past 35
ment is $10 million Amtrak has a The suit alleges that Amtrak failed road does not comment on pending the NTSB to determine a probable to 40 years, said Ian Savage, a pro-
layered program m which several to properly operate the train, failed htigation The Illinois Central cause for the accident, he said fessor of economics and transporta-
commercial insurers participate The to keep a proper lookout and failed The NTSB found no indication of tion at Northwestern University m
top excess layer, which attaches at to maintain signaling devices, said signal malfunction last week, Mr Evanston, Ill

$100 million, is written by HSB In- Mr Murphy Although Illinois Cen- The risks at grade Gogha said In 1960, 1,410 road users were
dustnal Risk Insurers tral said it is responsible for the sig- The NTSB and the Federal High- killed at grade crossings Last year,

A spokesman for Chicago-based nalmg devices at the site, Mr Mur- crossings have way Administration last week still there were about 420 fatallties
Illinois Central said the company phy said, 11 lS unclear how or declined markedly were analyzing tire tracks that could The decreased nsk can be attnbut-

does not release damage estimates whether responsibility for maintain- indicate whether the driver went ed to three factors, he said Under a
He would not release insurance in- ing the signaling, track and crossing over the past 35 to 40 around the crossing gate The NTSB program that began in the 1970s, the
formation, but he said, "Our cover- lS shared with Amtrak years, says lan Savage. also conducted sight-distance tests federal government pays 80% of
age is adequate for any habillty that The complaint alleges that Ilhnols of the accident, using the actual cab states' costs to installhghts and gates
we foresee here " Central was negllgent in maintain- from the semi-trailer and a flatbed at such crossings And a Joint gov-

The lawsuit was filed in the Cir- ing the signahng, track and crossing, carrymga load of steel ernment/railroad industry program
cult Court of Cook County, Ill, on the attorney said spokesman said he was not sure if An NTSB spokesman said Friday called Operation Lifesaver puts out
behalf of passengers David and Lau- The suit also accused Mr Stokes of the company had seen the suit that several people have come for- public service announcements and
ra Roe of New Orleans, who were simple neghgence for fal]Ing to stop, The case was filed quickly, the at- ward who claim to have witnessed literature warmng drivers of the
treated for injuries sustained in the look and listen and pay attention to torney said, to enable the lawyer to the accident The NTSB began inter- dangers of golng around railroad
crash, said their attorney, Brian warning signals, Mr Murphy said seek protective orders to preserve viewing them last week and is trying crossings Finally, the federal gov-
Murphy The suit names as defen- Melco is being sued under VicarloUS documents related to the investiga- to determine the valldity of the state- ernment has been encouraging clo-
dants Amtrak, Ilhnois Central, the hability or respondeat supenor, the tion until attorneys are allowed ac- ments sure of some grade crossings so that
truck dnver, John Stokes, and the principle that when an employee is cess to them and to begin discovery Benjamin Slater III, principal of traffic w111 be consohdated at fewer
company for which he was hauling a negllgent in the course of employ- while the investigation is fresh and the Slater Law Firm m New Orleans crossmgs and the most high-tech sig-
load of steel, Melco Transfer Inc of ment, the employer can be held h- ongoing and vice chair of the Defense Re- naling devices can be installed, Mr
Peotone, Ill able, he said Whether Mr Stokes The on-scene portion of the Na- search Institutes Railroad Law Com- Savage said

Lobby ter the address, Rep Emerson
predicted that some form of
patients' bill of rights legisla- Y2K needs bipartisan help

Contmued from page 3 tion Mll pass this year Al-
gressman's constituency," she though she said she "hates" By MARK A. HOFMANN ment on Y2K legislation m the Senate caps and hmits on attorneys' fees, Mr
said Lawmakers hsten to vot- managed care, Rep Emerson unless a bill enjoys bipartisan support Mcintyre said Nevertheless, passing a
ers, she assured her audience said she does not see a work- WASHINGTON-Partisan bdls that He said there are three major blils un- bill will take a lot of effort because of

Effective lobbying means able alternative nght now m seek to hmit liability arising from Year der conmderation-two m the Senate opposition from the trial bar, he said
presenting the other side of the the face of rising health care 2000 computer problems aren't likely to and one in the House-that share cer- Medical records pnvacy, particularly
issue as well, said Rep Emer- costs win approval in the U S Senate tam approaches to hmitmg habillty as affects workers compensation, ls an-
son Lawmakers don't want to She emphamzed that she That's the read of James T Mcintyre, stemming from Y2K Mr Mcintyre fo- other area of concern to nsk managers
hear Just one side The tnck for does not favor exposing em- a former head of the Office of Manage- cused on the proposals m the Senate, Michael Ferguson, a lobbyist for the
rusk managers is to make their ployers to lawsuits stemming ment and Budget and who has served as where passage is hkely to be more rliffi- Self-Insurance Institute of America m
argument stronger than that of from managed care decisions Risk & Insurance Management Society cult Washmgton, noted that the Health In-
the other side Instead, she favors creatang ap- Inc's RIMS Washington lobbyist for One of those Senate buls--sponsored surance Portability and Accountability

Drawmg on her own expen- peals boards that would review years Mr Mcintyre assessed the out- by Sena'e Commerce Committee Chair- Act mandates that Congress set federal
ences as a lobbyist, Rep Emer- managed care disputes, and look for Y2K legislation-one of RIMS' man and presidential hopeful John Mc- guidehnes on patient privacy this year,
son cautioned her listeners to she emphasized that she thinks tno of major federalleglslative issues- Cain, R-Ariz -appears to have httle though Congress might be able to ex-
avoid getting "overly aggres- the boards should be made up at RIMS Capitol H111 "fly-m" in Wash- Democratic support Another, spon- tend the deadlme But, warned Mr Fer-
sive and nasty " Instead, ama- of physicians, not msurers ington last week sored by Senate Judiciary Comrmttee guson, a situation could anse where
teur lobbyists should try to Rep Emerson urged her au- The other issues he reviewed for risk Chairman Orrin Hatch, R-Utah, and Congress falls to act or extend the dead-
"close the sale" with the con- dience not to send postcards or managers were medical records pnvacy Sen Dianne Feinstein, D-Cahf, which line, allowing the Department of Health
gressman before leaving Try e-mails to Capitol H111, but and managed care regulation, both of has been introduced but has not come and Human Services to 1rnpose its own
to get the lawmaker to take a rather to employ a more per- which are relatively new concerns for to a full committee vote, appears to be pnvacy regulations without pre-empt-
position, and if the lawmaker sonal touch Telephone calls, the nsk management professional on hold while Sen Christopher Dodd, mg state efforts to do the same
demurs by expressmg a need personal letters and face-to- group D-Conn, puts the finishing touches on Jim Green, risk manager for Fort
for more information, make face meetings in a lawmaker's Mr Mcintyre also noted that a pair of his Y2K bill (BI, March 15), said Mr Worth, Texas-based Justm Industries
sure the congressman receives home district m addihon to RIMS longbme legislative concerns- Mcintyre Inc, addressed managed care leglsla-
the information necessary to Washmgton visits all are effec- reform of Superfund and of the Occu- While all of the bills share common tion by noting that"we believe the best
make the decision, she said tive ways to get a message pational Safety and Health Administra- characteristics, such as rehance on al- patient protection is msurance cover-

"The hotter the issue is, the across, she said tion-appear unlikely to be dealt with ternative dispute resolution to stave off age " He said he believes that certam re-
more impact you'll have," she "Don't forget You are the thls year a flood of Y2K-related htlgation, the forms, such as mstitutlng some sort of
said experts in your field-we are And, Mr Mcintyre made clear, he Dodd bill is expected to avoid the con- external review for managed care dis-

As she fielded questions af- not" Ell doesn't expect there will be any move- troversial subjects of punitive damages putes, wlll pass in this Congress m

For citizen lobbyists, patience is a virtue
By MARK A. HOFMANN byists should be prepared to wait, stances where the staff is more A "The Tempest " rector of government affairs, asked

they should not miss their next powerful than the member," he  Daniel J Conway, senior vp Hlll staffers whether they think"in-
WASHINGTON-Atnptoacon- meetmg because lawmakers do not said "The staff is the policy-  In Chubb Corp 's Washmg- surance" or"employers" when they

gressman's office often is not exact- like to be kept waibng, he said making backbone of the A--Fil,Illan ton office, also stressed hear"RIMS " David Wescott rephed
-/·„///ill.......-

ly what a first-time citizen lobbyist The visitors also should not be Congress," he noted a few the importance of unity that they think "Who the heck iS
expects surprisediftheirmeetmgs withlaw- minutes later  "Uniting as a trade associa- RIMS'7'

That was a theme repeated last makers get interrupted-that's sim- "One of the best pieces of ad- bon ls ectremely effectlve,"par- Mr Wescott, legislative assistant
week by several speakers at the Risk ply the nature of life on Capitol Ell, vice" Mr Wood said he has ever re- - ticularly regarding complex issues to Sen Edward M Kennedy D-
& Insurance Management Society he said Citizen lobbyists also ceived was to send a personal let- A divided trade association loses its Mass, suggested that RIMS mem-
Inc 's first Washington "fly-In " The shouldn't expect to be ushered into ter-indeed, a letter marked "per- effectiveness, he pointed out If a bers carry a one-page fact sheet
fly-in brought about 50 risk man- "luxunous corporate digs" when sonal"-to a congressman after a group isn't umted, a congressman with them when visiting the Hill,
agers from all over the country to they meet with congressional meeting with a staffer, informing can "duck the question" and tell his explaining that RIMS represents
Capitol Ell to learn the art of lob- staffers, he advised the lawmaker "how dehghtful it visitors to return when they are "such-and-such companies with so-
bying and then to practice it as they In fact, Capitol H111 visits can be was" to talk with the staff member united, said Mr Conway and-so employees" in a glven state
presented RIMS' concerns to their frustrating, said Joel Wood, senior The letter also should say that the Mr Conway praised RIMS as rep- or distnct
lawmakers vp-government affairs for the Coun- visitor looked forward to working resentlng a "cross-section of Amen- Another staffer, Roger Monse, was

Risk managers and others hoping d of Insurance Agents & Brokers in with the congressman's office again, can mdustry" that could prove to be asked how many issues RIMS mem-
to get involved m the polltical pro- Washington Such frustration often he said Despite the torrent of mail a "very potent" advocate on Capitol bers should stress as they visit the
cess need to keep their expectations occurs when the citizen lobbyist is that floods the typical congressional Htllif it presents a united voice Bll Mr Morse, legislative director
reasonable, said Francis D shuffled off to a congressional intern office, such personal letters do get RIMS' efforts also drew praise for Rep Van Htlleary, R-Tenn, said
Bouchard, vp and director-federal or other low-ranlang staffer, said read, Mr Wood assured his hsten- from Mr Wood, who said "this leg- citizen lobbyists should stress no
affairs m the Zurich Group's Wash- Mr Wood, who was himself leglsla- ers islative conference lS the first in more than three issues, as they risk
ington office Citizen lobbyists tive director for former Republican Mr Wood also urged his hsteners what I hope will be a long series " losmg the attention of their listeners
shouldn't expect that meetings will Rep -and current Tennessee to speak with"one voice" on issues The risk managers also heard Mr Wescott added that, if possible,
begin nght on time, because there is Gov -Don Sundquist "The harmony of their tongues hath from some of the people they'd be the three Issues should be woven to-
always a lot golng on m a typical Those visitmg the Hlll need to re- to attention brought my ear," he trying to influence Hill staffers gether to enhance the effectiveness
congressional office Although lob- member that "there are many in- said, quottng Wilham Shakespeare's Anne Allen, the outgomg RIMS di- of the presentation
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HMOs reported $213 million in net in- loss, vs a $187 1 million loss ln The fourth quarter "was the Improvement in fourth-quarter
come, exclud-ng charges, up from 1997 first quarter in a while that didn't results is a reflection of rate im-
$173 million in 1997 • Oakland, Calif -based Kaiser have any surprises," said Con- provement among the commercial

Conhnued from page 2 • PacifiCare posted $202 million Foundation incurred a $288 mil- ning's Mr Jamilkowski In addi- HMOs as well as acquisition-re- r

on performance that we haven't in earnings, compared with a $22 lion net loss last year, following tion,"the relative recovery by the lated membership growth and a |
seen in several years " million loss in 1997 1997's $266 million loss large franchise players tended to tighter focus on medical costs,

It sounds like there is a good • St Louis-based RightCHOICE • Norwalk, Conn -based Oxford outpace the i ate of margin im- said Patrick Finnegan, senior vp 1
year ahead, agreed Rob Mains, an ManagedCare Inc reported $5 7 Health Plans Inc reported a provement seen by the smaller, at rating agency Moody's In-
analyst with Advest Inc in Al- million in net income, compared less leveraged HMOs " vestors Service Inc in New York

bany, N Y "There still are ques- with a $24 million net loss in 1997 Arun N Kumar, director at rat- "The Medicaid HMO business

tions about the ability to control • Los Angeles-based Maxicare Whether HMOs will be ing agency Standard & Poor's has been a thorny problem for
medical costs, and government Health Plans Inc reported a $27 5 Corp in New Yolk, said results many companies throughout the
Medicare reimbursement pIO- million net loss for 1998 com- able to 'keep a lid on for commercial managed care op- year, but in the fourth quarter, I
grams are kind of a quagmire, but pared to a $25 1 million net loss in pharrnaceutical cost erations were "pretty good," think, a number of companies
a 7% to 10% commercial price 1997 while some of the Blues plans had were able to arrest the problems
premium increase can smooth • Minnetonka, Minn -based trends' is uncertain, a good quarter as well they were having in the area by
over a lot of those hills," said Mr UnitedHealth Group, which says Michael Barry. Among the commercial opera- virtue of either withdrawing from
Mains changed ltS name from United tions, for instance, WellPoint, markets, or slowing down their

"We're eautiously optimistic HealthCare Corp in December, PacifiCare, Aetna and CIGNA had marketing of the Medicare risk
about improved operating perfor- reported a $166 million loss, vs a "decent" fourth quarters And products," said Mr Finnegan
mance for this sector as a whole in $460 million profit in 1997 The $6245 million net loss, compared while FHS did take a substantial Also evident, he added, are the
1999," said Douglas L Meyer, an company's $900 million second to a $291 3 million loss in 1997 fourth-quarter write-off, it is ex- initial effects of the renewal rate
analyst with Duff & Phelps Credit quarter loss lead to the collapse of For the fourth quarter, the com- pected to be the last one the com- hikes, which will emerge more
Rating Co in Chicago its planned merger with Humana pany posted an $18 8 million loss, pany reports Non-profits, howev- fully in 1999 "I guess the key

"The pricing lag in the business last year (BI, Aug 17, 1998) compared to a $284 7 million loss er, including Kaiser, fared rela- word I would say here lS not rapid
caught several of the players in • FHS reported a $165 2 million for the comparable period in 1997 tively poorly, said Mr Kumar Contiued on next page
1998, and I think everyone has
(now) pretty much priced in ap-

--

propriate rate incI eases to lIn-

piove operating results," said Mr
Meyer

"We're looking for incremental
margin improvements and some
stability in the sector, said Mark
Jamilkowski, an analyst with
Hartford, Conn -based Conning &
Co "There's a chance for every-
body to get their footing "

From a commercial pricing per-
spective, the outlook appears to be
favorable, said Michael Barry, a
director at rating agency Fitch
IBCA in New York He noted that

two-thirds of the business renews

in January, so the Industry al- 41:25*'EVR. 1: 4,3:.A .f-..,6.....tri'·f.2.7.1.3-,3.43% ,; jifA  - -ready has a pretty good Idea of *_f-»7*.'UU LI >I ©A:*7 LUMY:.{i r& A this year's rate hikes
,2,

However, "What's not so cer- i l- . . 'f '4 2.'. 4 4 = .,,
1

tam," he added, is "will the indus-
"

16'
I71 4iA 4/12«6=xef r. , p.,4 ::',4) . ·*4 ::S,fS)·3::03 4-

try be able to keep a lid on phar-
maceutical cost trends'>"

"We're in the midst Inght now of
-C=26*,4 . 8474'1/1,-Y.:-«rhasI ./* A ...ti.4 -

the first of the year optimism
about the outlook," said Michael

LeConey, an analyst with Nation- L, 33445.Exbsn J

al Securities Corp in New York - * -/-*-i-27#fr*.4/ Se.... '..; ,*cus-..=7.'..
i r >V--It's a tough period, because the

r
0. 1, .

optimism sort of peaks right about .ar

16+
now, and people get a little more
worried as the year goes on " «-r

However, he added, "I think it's

probably reasonable that the
worst is, if you will, over in terms
of the shakeout of the industry In
other words, people who are still
standing are survivors at this

26., '* 7«7,,*f-''Sq'i,i >» .
Point" 6244 ,.,;3,(-#STS"$5,«9* *6:,4.' '.:,f'' Cqi 31, ./r'Ji,/RR:...44P.,1i.Zi

Mr LeConey said that while he
would not necessarily predict I f '292 : 1 -/14•

r4.. 5 . 19, :' .3 . *44· I 48< -fl 4 /, 4 .1

1999 will be a good year, "I think k & .' " r B '.

at least the odds seem to favor
..,1. .

that it will be the last bad 4,427.
'0. ;5- .r +F-t .... ly S v, Z:'5321rxl?S122 .44 2:, 9 'Ze,Vy,HEATT , .p

year We ought to see better »'- .*i, 24,+ ./2,44,445'.'·, .,4,:6,··4jg}*'* *,6, S,,21."1,*,.,-*¥ijf*
trends "

Among the reported HMO re-
7.1-7.

1 VA·>6 . r :i '·
sults

• Philadelphia-based CIGNA 1

Corp 's employee health care, life I OSY- w3/'ll'll'll'll'll'll'll'll'll'll'll'll"/9&0/*At
A- . JO.?=r-*

and disability benefits business
segment, which includes its HMO 1 r: I

and indemnity operations, posted - rtflth .
$617 million in operating income,
up 20 7% from 1997 Its fourth-
quarter income increased 324%
to $184 million

• Hartford, Conn -based Aetna

U S Healthcare reported operat-
ing earnings of $381 8 million,
which was a 06% decline from

1997 Its fourth-quarter operating
earnings, though, increased 15 1%
to $100 8 million

• Thousand Oaks, Calif -based ,
WellPoint Health Networks Inc,

parent company of Blue Cross of
California, reported $2313 mil-
lion in net income, up 1 7% from
1997 However, ltS fourth-quarter -- -- ---

net income increased 87% to

FOR MORI· UN OUR UNPARAL [ 1,11, D DISABI[.1 rY PRO(:RAM, CONTACT PETE R COOK Al 1-860-843-3707 OR abilityinfo@hai tfordlife com$67 4 million, after excluding dis- '
continued operations, a one-time
gain and certain one-time , © 1099 7114' Hartford Financial Seruttes (Ayoup, 1nt. Cove,ages undrnintten by f Imtfoid Life and lecutent Insitian, f (:omp(my, HAL} Ifwi 1-1.fe f nsumnre Compitny, and Haitjml Fly

charges
• Louisville, Ky -based Humana L

--



Contiued from previous page
or robust improvement, but stabi-
lization to gradual improvement
that we can expect over the near
term."

Mr. Finnegan also said the busi-
ness' cyclical nature appears to be
re-emerging. The health care in-
dustry had a three-year cycle for
many years, but "that seemed to
be interrupted with the advance-
ment and wide penetration of
managed care products in the ear-
ly to mid-90s," said Mr. Finnegan.

Now, however,"I think you're
going to see a return to the cycli-
cality of this industry. Whether
the cycle will be shorter or longer
is not clear, but it's very clear that
the cycles have not been broken
entirely," said Mr. Finnegan.

Meanwhile, analysts expect
merger and acquisition activity to
continue, but say it will involve
more smaller firms than in the

past. "I don't think there's going

iumnce Company.

to be any big activity in '99," said
S&P's Mr. Kumar.

"There are not many big compa-
nies out there for sale any more.
but there are several medium-

sized companies that are on the
block, and we expect that some of
the large companies will continue
to do small to medium-sized ac-

quisitions," focusing on firms that
operate in attractive markets
where they want to build critical
rnass.

Mr. Finnegan also said that
while merger and acquisition ac-
tivity may abate somewhat to-
ward the end of the year because
of concern about the Y2K issue, "I
don't see any lack of interest on
the part of the large players in
trying to consolidate regional and
metropolitan plans."

He added, "Large scale mergers.
I think, are not necessarily as like-
ly, but I wouldn't necessarily rule
them out either." lai
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Analysts predict improved
HMO stock performance

By JUDY GREENWALD

Anticipated improvement in
managed care companies' 1999 fi-
nancial results is expected to be re-
flected in their stock market per-
formance, say analysts.

Last year, the stock prices of six
health maintenance organizations
tracked by Business Insurance de-
clined 1.82% as a group through
Dec. 30, 1998. To date this year, the
group's stock price has declined
5.45% through March 12.

But analysts are generally opti-
mistie the stocks will do better dur-

ing the year.
"I think what investors want

JUST GOT A HERNIA LIFTING A SHIPMENT OF OFFICE SUPPLIES.
THE HARTFORD'S INTEGRATED DISABILITY MANAGEMENT PROGRAM

GETS HIM BACK TO WORK QUICKLY.

POSSIB[BITY#2

--

more than anything else out of
HMOs is dependability, and if they
deliver the types of earnings that
they're all expecting this year, then

TAKING
STOCK

I think the prices could still go up,"
said Rob Mains, an analyst with
Advest Inc. in Albany, N.Y.

That assumes, however, that

jUST GOT A HERNIA LIFTING HIS 10 YEAR-OLD DAUGHTER.
DOESN'T MATrER HOW IT HAPPENED. THE HARTFORD IS ABLE TO SEAMLESSLY HANDLE THE

CASE WITHOUT DISRUPTION AND STILL GET HlM BACK TO WORK QUICKLY.

PGSSIBILITY*3
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JUST FOUND OUT HIS COMPANY DOESN'T HAVE
INTEGRATED DISABILITY COVERAGE FROM THE HARrFORD.

OUCH.

ABILITY MANAGEMENT: BRING IT ON.°<->)

HARTFORD
F/.\:4.\7:,AL St:Rl'/(.'A,5

t

there are no negative surprises,
which have marked the past three
years, he added.

"I would expect (HMO stocks)
would improve," said Patrick
Finnegan, senior vp at Moody's In-
vestors Service Inc. in New York.

While much of the stocks' perfor-
mance will depend on technical
factors that affect the stock market

as a whole, improving margins or
stabilized medical loss ratios "will

go a long way to buoy the stock
prices of a lot of these companies,
so I see it as being a more attractive
situation over the long term."

"As a whole, this sector should be

better than it's been over the past
three or four years" because of im-
proved results, said Douglas L.
Meyer, an analyst with Duff &
Phelps Credit Rating Co. in New
York.

"Most HMO stocks have actually
done fairly well in the past few
months," noted Arun N. Kumar, di-

rector at rating agency Standard &
Poor's Corp. in New York.

The group "appears to slowly be
coming back in favor," he said.
There has been some recent im-

provement in the prices of some
companies-including United

HealthGroup, which changed its
name from United HealthCare

Corp. in December, Oxford Health
Plans Inc. and WellPoint Health

Networks Inc.-though he said
Aetna U.S. Healthcare "hasn't

moved too much."

"Meeting earnings expectations
is more likely in '99 than it was in
'98 and presumably for the year
2000 as well. The outlook is some-

what positive, and I think the stock
market generally reacts well to
prospective expectations," said Mr.
Kumar.

"I think there are some real un-

dervalued names in the group,"
said Mark Jamilkowski, an analyst
with Hartford, Conn.-based Con-

ning & Co. "I think the larger, more
well-established franchise names

are going to outperform," though
he added: "I would be cautious of

companies that have too high a
concentration or exposure to Medi-
care, just because we don't know
how that's going to evolve."

Michael LeConey, an analyst
with National Securities Corp. in
New York, said he expects a "see-
saw year" for HMO stocks.

But, "when the year's over, I
think the stocks will have generally
done well against the market aver-
ages," he said.

Among those who recommend
specific stocks, analyst favorites in-
clude Oxford, WellPoint and Aetna.

Oxford, which is Mr. Mains' sole
recommendation, is "tough to get
your arms around," the Advest an-
alyst said. "I think that's created
some misunderstanding in the in-
vestment community," which in
turn creates an opportunity for in-
vestors.

Mr. LeConey recommends Well-
point and Aetna. "Generally speak-
ing, I think the enthusiasm for
Wellpoint is well focused," he said.
"California gets better faster, soon-
er. Trends start in California and

proceed to the East Coast, and
Wellpoint is the best-managed,
best-positioned player on the
coast," he said.

"We may be early, but I would be
a buyer of Aetna here, just because
they've got a big business that's
well positioned. . .they've got plen-
ty of financial muscle and a good
name, and that counts for a lot,"
Mr. LeConey added. Ell



8 / Business Insurance, March 22, 1999

Opinions

Stop danger in its tracks
NVESTIGATORS LAST WEEK were still trying todetermine who is at fault for the Amtrak crash in Illi-

nois in which 11 people were Idlled and more than 100
injured when Amtrak's famed "City of New Orleans" col-
lided with a semi-trailer truck near Bourbonnais, Ill.

Regardless of who is to blame, the fact that a truck was
in the intersection at all shows that more solid accident

prevention measures are required.

To their credit, the railway industry and federal regula-
toI's have together made huge strides in reducing the num-
ber of accidents in recent years.

That trend continued last year: There were 3,446 high-
way/rail crossing incidents in 1998, down 10.8% from

1997, and 422 fatalities, down 8.5%, according to the Fed-
eral Railroad Administration's Office of Safety Analysis.

Public education and awareness campaigns, voluntary
safety comphance programs and joint regulatory and man-
agement initiatives, among other efforts, have all helped
reduce the number of accidents and fatalities involving ve-
hicles and trains.

However, the Bourbonnais crash demonstrates that even

more basic changes still are needed in the railway system.
The sad fact is that a railway safety system reliant upon

the common sense of car and truck drivers is doomed to

fail. Impatience and idiocy are a volatile combination in
too many people and will lead some to ignore warning
signs, signals or safety gates if there's an avenue to bypass
them.

Of course, the safest solution to the problem is the in-
creased construction of overpasses and underpasses, which
altogether prevent trains and street traffic from sharing
crossings. One step down from this expensive and labor-
intensive response is the wider use of a newer type of bar-
rier that physically prevents traffic from crossing rail lines.
These more-effective barriers are in use in some parts of
the country and should be adopted universally at public
grade crossings.

The breach in the rail crossing barriers near Bourbon-
nais has been attributed to intentional design. The purpose
of not having an impassable barrier allegedly is to allow
emergency vehicles, such as police cars and ambulances,
to cross the tracks through the gaps without waiting.

j
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The logic of such a bypass system is flawed. If working
properly, the only reason a gate would be down is because
it is unsafe to cross a railline because of an oncoming train.
Regardless of whether it's an emergency or private vehicle
bypassing the gates, the risk of a collision with a train is
not diminished, nor are the corsequences.

Why, therefore, don't government safety officials insist
on rail barriers that truly bar vehicles from entering the
rail crossings when trains are about to pass through?

Past arguments against such safety improvements have
likely included the expense of upgrading the systems. An-
other, no doubt, is public resistance to any measure that
would create longer traffic delays when freight and pas-
senger trains cross public roads. And many also will argue
that barrier malfunctions are an all-too-common occur-

renee requiIing that motorists have an "out."
Those arguments, hopefully, will be lessened by last

week's crash, which amply demonstrates the high cost of
not doing more to assure that cars and trucks are kept out
of the paths of trains.

Letter<

OSHA should slow down on ergonomics
To the editor: Your Feb. 8 editorial, "El>

gonomics Draft Chilling," is right on
point. One wonders why the Occupational
Safety and Health Administration is in
such a hurry to issue a final rule before
the end of 1999. It appears that OSHA
hopes to push through its proposed rule

on ergonomics before the National Acade-
my of Sciences completes its ergonomics
study.

Particularly troubling is OSHA's appar-
ent lack of concern for the cost of compli-
ance on business, particularly to the small
employer. While OSHA likes to tout coop-
erative efforts between the agency and

business, clearly the new standard would
create an additional layer of costs on em-
ployers already struggling to remain in
compliance with numerous federal laws.
For example, general industry employers

with manufacturing and/or manual han-
dling operations would be required to es-
tablish an ergonomics program, even if no
musculoskeletal disorders are reported or
identified on the job. In many cases, try-
ing to maintain compliance with such an
open-ended and ambiguous set of obliga-
tions would devastate smaller employers.

Many associations representing em-
ployers of all sizes support the National

Academy of Sciences' review process. This
process would define concrete views and
identify abstract areas concerning er-
gonomics. It defies logic that OSHA
would try to release a final rule before the
appropriate research is completed.

OSHA characterizes the proposal as a
"work in progress." I suppose employers
should be thankful the draft is not the

agency's final product.
Margaret Fiester

Director, Human Resource Services
National Employers

Resource Alliance Inc.

Baltimore

Settling issues through court legitimate
To the editor: In a Feb. 22 story an at-

torney representing the gun industry,
Mark Behrens, comments that "courts

are trying to legislate certain products

Business Insurance wetcomes letters to

the editor. The section is intended to be a

forum for readers' opinions and com-
ments. We reserve the right to edit letters
for clarity orspace. We witt notpublishun-
signed letters. Please send your tetters to
Letters to the Editor, Business Insurance,
740 N. Rush St., Chicago, lit. 60611; fax.
312-280-3174; e-mail.pwinston@crain.com

off the market. The courts shouldn't be

making these decisions. If there's a
broad public policy here, then it should
be up to the legislatures."

Of course this is a Catch-22. The leg-
islative branch of government, both
state and federal, has long been a black
hole to reasonable gun control and gun
safety bills thanks to the National Rifle
Assn. and its Republican allies. When

such blockage happens on public pol-
icy issues, settling issues through
the court system, a co-equal branch
of government in this country, is per-
fectly legitimate albeit inefficient and
slow.

For example, take civil rights. There
was little movement on civil rights and
desegregation until the 1954 U.S.
Supreme 'Court decision in Brown us.
Board of Education of Topeka. Congress
certainly never would have passed such
a law and only passed meaningful legis-
lation starting in 1964 after consider-
able litigadon and agitation.

Those special interests that make leg-
islative progress impossible on broad
public policy issues in turn make litiga-
tion inevitable, e.g, civil rights, tobac-
co, firearms, product liability.

William E. Murray Jr.
Portola Valley, Calif.
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IFOR DAY-ONE CLAIMS RESPOINSE

At GAS Robins, we know how to take advantage of the calm before the storm.

By working with you to design a pre-catastrophe or CAT agreement, we identify

your priorities and needs. Long before any sign of trouble, appropriate personnel

is placed in reserve and systems are ready to go with your specific instructions

noted. So when a storm does hit, we can start handling claims from the

first gust of wind. Questions? answers@gabrobins.com or call 888.888.4242

01998 GAB Robins North America, Inc.
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Secu ritization gains momentum with regulators
By MEG FLETCHER

WASHINGTON-A National

Assn. of Insurance Commissioners

working group recently endorsed
the concept of fully funded securi-
tization transactions conducted

X4IC
through "protected cells" indepen-
dent of insurers' general opera-
tions.

However, in action taken earlier
this month in Washington at the
NAIC's quarterly meeting, mem-
bers of the NAIC's Securitization

Working Group first made some
minor changes to a proposed mod-
el law in order to emphasize that
such transactions must be fully
funded and indemnity-triggered.

Under the current timetable, the
working group will soon release an
exposure draft of the proposed
model law at an unspecified inter-
im meeting and take comments

during a hearing at the NAIC's
next quarterly meeting, June 5-9 in
Kansas City, Mo., according to
Arnold Dutcher, chairman of the
working group. Mr. Dutcher is
chief deputy director of the Illinois
Insurance Department. If that
timetable stands, NAIC members
could then vote on formal adoption
of the model at the fall meeting,
Oct. 2-6 in Atlanta.

Meanwhile, regulators and other
interested parties continue to con-
sider securitization-related tax and

accounting issues, as well as other
proposals to make it easier for U.S.
insurers to use onshore capital
market instruments for their catas-

trophic exposures. Currently, near-
ly all securitization transactions
involve offshore special-purpose
reinsurers (BI, Feb. 15).

"It seems like we have a lot of

momentum on the concept of secu-
ritization," said Jeffery C. Alton,
director-statutory accounting and
financial regulation for Chicago-
based CNA Financial Corp.

"This will provide additional op-

portunities for insurers to spread
risk in this country, as cpposed to
having to go outside the country to
accomplish it," said Phillip
Schwartz, vp-financial reporting
and associate general counsel of
the Washington-based American

Onshore deals'will

provide addmonal
opportunities for insurers to
spread risks in this country,'
says Phillip Schwartz.

Insurance Assn.

In other action during the meet-
ing, state insurance regulators:

• Approved allocating an addi-
tional $500,000 to the $300,000 al-
ready provided to state insurance
departments for Y2K preparedness
and monitoring activities.

In addition, states are directing
domestic insurers to disclose spe-

cific Y2K information in the man-

agement discussion and analysis
letters filed with their 1998 annual

statements. The NAIC also has de-

veloped a process to share the in-
surers' Y2K information with oth-

er states, using a uniform confiden-
tiality agreement.

• Adopted a model regulation for
synthetic guaranteed investment
contracts. Under synthetic GICs,
unlike traditional GICs, the assets
underlying the insurer-issued in-
vestment contracts are owned by
the contract holders.

• Announced that Connecticut,
Montana and Pennsylvania re-
ceived second-round accreditation

certificates, bringing to 32 the
number of states that have

achieved that status.

• Adopted at the working group
level an "efficiency and effective-
ness" project for the NAIC's Secu-
rities Valuation Office. The propos-
al would eliminate SVO filing re-
quirements for some insurers' in-
vestment securities that are al-

ready rated by other organizations.

• Heard that a Florida lawsuit

between two workers compensa-
tion rating organizations over in-
tellectual property rights to work-
ers comp data is nearing settle-
rnent.

Representatives of the National
Council on Compensation Insur-
ance Inc. and Insurance Data Re-

sources Inc., both of Boca Raton,
Fla., told the Workers Compensa-
tion Task Force that they are
putting an oral agreement in writ-
ing.

• Heard Jamie Beletz, the new
executive director of the Interna-
tional Assn. of Industrial Accident

Boards & Commissions, say that he
wants to increase the IAIABC's

participation at NAIC meetings
as a way of enhancing communica-
tion between the organizations.
South Dakota Insurance Director

Darla Lyon, chairwoman of the
NAIC's Workers Compensation
Task Force, is considering
Mr. Beletz's request to resume pe-
riodic joint meetings between the
groups. Eli

Consumer information study findings disputed
WASHINGTON-The National

Assn. of Insurance Commissioners
and the Consumer Federation of

America recently traded barbs

NAIC
over the CFA's study of all state
insurance departments' consumer
information brochures and writ-
ten materials.

The study, by the Washington-
based non-profit CFA, was based
primarily on a written question-
naire and review of insurance de-

partments' literature. It focused

on the quantity and quality of
consumer information for major
lines of insurance bought by indi-
vidual consumers, including auto,
homeowners, life, health and dis-
ability. The study was conducted
by former Texas Insurance Com-
missioner J. Robert Hunter, the
CFA's director of insurance.

The CFA study gave seven
states an "A": Colorado, Florida,
Kansas, Missouri, Ohio, Texas and
Wisconsin.

In addition, the CFA gave 13
states a "B"; 14 a "C"; seven a

"D"; five an "F"; and five an "I,"
or incomplete.

NAIC President George Reider

arvi
Reinsurance Intermediary

Jr. challenged the study's find-
ings, saying in a recent statement
that the survey was "incomplete
and flawed" for not considering
the broad range of consumer in-
formation and services state in-

surance departments provide.
For example, the CFA's analysis

did not consider insurance de-

partments' use of toll-free hot
lines, consumer outreach meet-

ings, public service announce-
ments and regular newspaper
columns, he said. In addition, Mr.
Reider said that several states

provided information that the
CFA did not acknowledge.

Mr. Reider also faulted the CFA

INDEPENDENCE

INTEGRITY

SERVICE

CONSISTENT PHILOSOPHY & PERFORMANCE

SINCE 1977

Atlanta Bermuda Chicago London Stamford

for including Internet informa-
tion, primarily because, he said,
not all consumers have Internet
access. But Mr. Hunter said de-

partmental World Wide Web site
addresses were merely listed in
the report; Internet information
was not used in the evaluation of

the individual insurance depart-
ments.

While the NAIC was critical of

the CFA study, at least one com-
missioner publicly touted his
state's 44."

rating.
In a release, Florida Treasurer

and Insurance Commissioner Bill
Nelson said: "This is a nice hon-

or." Also, "we've worked hard

here to assist and protect con-
sumers."

Mr. Hunter said in an interview

that he disagrees with Mr. Rei-
der's criticism that the report was
"incomplete and flawed," calling
this criticism "silly," in light of
the fact that the CFA reviewed

about 350 pieces of written mate-
rial.

"The quality of brochures sent
to consumers is something you
can discretely study to measure
the quality of response by states
to their consumers' insurance in-

formation needs," Mr. Hunter
said.

-BY Meg Fletcher
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PEST CONTROL INSURANCE

While everyone else in Pest Control Insurance plays

the switching game, TIG Insurance and Wilson &

Schmidt remain stable together. Established in I 966,
Wilson & Schmidt has successfully written this

business for over twenty years. In addition to giving

you the best coverage for your clients, they back it

up with the best service in the business. Whether it's

underwriting, policy issuance/service or paying claims,
it's at! done by Wilson & Schmidt. Call Richard Sweat

at (800) 879-5700 and start doing business with the

people who really know pest control insurance.
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Swiss Re has built a reputation for
superior workers' compensation coverage.

Swiss Re has been providing reinsurance for the US workers
compensation market for well over a half century.

We offer excess capacity for risks that meet our standards
in all occupational classes. Swiss Re can also provide full
statutory cover throughout the US.

Each of our branch offices has a workers compensation
specialist who understands local regulatory and market
conditions. We can analyze risks from a pure workers'

www.swissre.com/america
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compensation perspective or as part of an integrated capital
and risk management program.

In addition to our-willingness to underwrite all kinds
of risk, we offer clients access to value-added services such
as financial analysis, actuarial, claims and medical
rehabilitation.

So when you're looking for reliable workers' compensation
reinsurance programs, call us at 888-SWISS RE.

III

Swiss Re

Management of Capital and Risk



A+I

A

1

0

4-j

1

./.

A.

A. a. A.



Business Insurance, March 22, 1999 / 13

ASK A CAS aALTY ACTGARY

Q
Why do actuaries use several

methods to derive estimates,

while accountants generally use
only one method?

While I can't provide a

 definitive answer regarding thepractice of accountants, I can
specifically address the question
regarding actuarial practices.

First, I will venture an

educated guess. Almost by
definition, estimates derived by

actuaries involve the effects of future events. While

accountants do provide such estimates in a variety of
circumstances, in many other instances their work
involves the quantification of the effects of past or
current events.

It is widely acknowledged by actuaries that every
estimation method is based on specific underlying
assumptions that may or may not be satisfied. In
some way, the future is expected to replicate the
past, at least by analogy. If the underlying
assumptions of a particular method are not satisfied,
then the projections of that method may either be
understated or overstated-sometimes by a
substantial percentage.

It is because of this potential risk that actuaries
generally apply more than one method and make
selections based on a range of indications. In truth,
most actuarial methods are highly sensitive to
changes in case reserving practices and/or settlement
practices. Often, the effect is leveraged.

In applying the incurred-loss development method,
for example, it is assumed that development patterns
exhibited in the recent past will be repeated in the
near future. If there have been no changes in the
level of adequacy of the case reserves in recent years,
then this assumption probably is reasonable.

There are, however, several possible events that
can noticeably change the adequacy level of case
reserves. Here is a partial list:

• A claims audit finds that case reserves are

generally weak, and the claims adjusters are
exhorted to strengthen their provisions.

• Guidelines for reserving long-term workers
compensation claims change from estimating
reserves at ultimate values to their present values,
such as with a reduction for anticipated investment
income.

• The head of the claims division issues a directive

that case reserves are no longer to be set at their
expected settlement value but are to be minimum
possible settlement values. This could be done in the
belief that claims adjusters' performance often is
measured by comparing final settlement amounts
with the previous case reserves. By making this shift,
it is hoped that adjusters will be pressured into
generally settling cases for less.

• An account is shifted to an incurred-loss retro,
and the insurer, out of concern that case reserves
may be short at the time of the final retro
calculation, attempts to set case reserves at a higher
level.

• There has been a change of claims administrators
or of some other personnel adjusting claims.

• The definition of a claim that can be fast-

tracked-settled quickly with one check and without
the establishment of a case reserve-increases to

$5,000 from $1,000.

• Retention levels double or triple within a short
period of time, causing a fundamental upward shift
in development patterns.

• Recent legislation or court decisions significantly
change the expected settlement value of many
outstanding claims or cause the settlement process to
become much more complicated.

• A claims operation becomes increasingly short-
handed, and the number of claims per adjuster rises
markedly. As a consequence, adjusters fall behind in
reviewing claims and in making sure that case
reserves reflect the current facts on major cases.

When one or more of these changes occur, they can
cause major distortions in incurred-loss development
patterns. Unless the actuary or analyst is fully aware
of the existence and extent of such changes, he or she
may make projections that implicitly assume that
such one-time distortions will keep repeating
themselves into the future. In this way, undetected or
unmeasured shifts can have a multiplying effect on
reserve or funding estimates.

To gain a greater appreciation for and
understanding of this multiplication effect, let's look
at a relatively simple example. It will illustrate how
a 50% increase in the adequacy level of case reserves
during the most recent calendar year can easily have
the effect of causing projected total reserves to be
nearly twice what they should be.

For the sake of simplicity and illustration, suppose
that total claims for each accident year are the same
at the end of each year of development. These
assumptions are shown in Figure 1.

Profile of every accident year illustrated
by taking accident year 1994 as an example

As of

year end

Paid

losses

1994 2.0

1995 4.5

1996 6.5

1997 8.0

1998 9.0

All amounts are in millions of dollars.

Case

reserves

Reported
incurred

losses

FIGURE 1

Accident year 1994 is taken as an example. It
comprises solely claims arising from incidents
occurring during 1994. As of year end 1994, $2
million has been paid; as of year end 1995, a total of
$4.5 million has been paid; and so forth. Similarly,
total case reserves as of each year end are shown, as
are total reported incurred losses.

We will assume that every accident year's claims-
from 1994 through 1998-develop by exactly the
same amounts. If this occurs, then we can exactly
calculate, for example, what the total loss reserve
should be as of year end 1998. This is done in Figure
2.

Accident

year

Calculation of correct total

indicated reserve at 12/98

(A)

Ultimate

losses

1994 10.0

1995 10.0

1996 10.0

1997 10.0

1998 10.0

Total indicated

reserve:

All amounts are in millions of dollars.

(B)
Paid

losses

at 12/98

9.0

8.0

6.5

4.5

2.0

2.0

3.0

2.0

1.5

1.0

4.0

7.5

8.5

9.5

10.0

(C)
Indicated

reserve

[(A)-(B)1

1.0

2.0

3.5

5.5

8.0

20.0

FIGURE 2

For each year, the indicated-loss reserve is equal
to projected ultimate losses minus paid losses
through year end 1998. As documented in Figure 2,
the total indicated-loss reserve is $20 million.

In calculating indicated-loss reserves, the standard
approach is to organize the various historical values

1994

1995

1996

1997

of reported incurred losses by accident year and year
of development-as displayed in Figure 3. Months of
development are counted from the beginning of each
given accident year.

For example, for accident year 1994, 12 months of
development is the same as year end 1994, and 36
months is the same as year end 1996.

Estimation of cumulative
development percentages

Development of reported incurred losses ($ millions)
Accident Months of development
year 12 24 36 48 60

1994 4.0 7.5 8.5 9.5 10.0

1995 4.0 7.5 8.5 9.5

1996 4.0 7.5 8.5

1997 4.0 7.5

1998 4.0

Percentage changes in reported incurred losses
Accident Months of development

year 36/24 48/36 60/48 Ult./60

Average
ot latest

2 years 87.5%

Cumulative

development 150.1%

FIGURE 3

24/12

87.5%

87.5%

87.5%

87.5%

13.3% 11.8%

13.3% 11.8%

13.3%

13.3%

33.4%

11.8%

17.6%

5.3%

5.3% 0.0%

5.3% 0.0%

In the bottom half of Figure 3, we have displayed
the development percentages that correspond to the
development triangle in the top half of thattigure.

For example, the 87.5% development percentages
shown in the 24/12 column were calculated as the

increase in reported incurred losses between the 12th
and 24th months of development ($3.5 million),
divided by the earlier incurred amount of $4.0
million.

No development beyond 60 months was assumed,
because a review of development experience for
accident years 1985 through 1993 showed that
incurred losses have not tended to increase to any
degree once an accident year has reached 60 months
of age.

Cumulative development is calculated by starting
from the rightmost average percentage change and
taking the cumulative product of the corresponding
development factors.

See Casualty Actuary on next page

Estimation of cumulative

development percentages
Development of reported incurred losses ($ millions)

Accident Months of development
year 12 24 36 48 60

1994 4.0 7.5 8.5 9.50 10.5

1995 4.0 7.5 8.5 10.25

1996 4.0 7.5 9.5

1997 4.0 9.0

1998 5.0

Percentage changes in reported incurred losses
Accident Months ol development

year 24/12 36/24 48/36 60/48 Ult./60

1994 87.5% 13.3% 11.8% 10.5%

1995 87.5% 13.3% 20.6%

1996 87.5% 26.7%

1997 125.0%

Average
of latest

2 years
Cumulative

development

FIGURE 4

106.3%

246.4%

20.0%

68.0%

16.2%

40.0%

10.5% 9.0%

20.5% 9.0%
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For example, the cumulative development
percentage of 33.4% from 24 months to ultimate was
obtained by taking the product of 1.0, 1.053, 1.118

and 1.133 (1.334), and then subtracting 1.0.
What would happen to the projection of total

indicated-loss reserves if the adequacy level of case
reserves increased by 50% during calendar year
1998?

We can model this by simply taking the amount of
case reserves shown in Figure 1, increasing it by
50%, and adding paid losses to obtain the revised
amount of reported incurred losses for each accident
year. This is shown in Figure 4. The increased values
of incurred losses are shown in boxes along the lower
right diagonal in the top of that figure.

In the lower half of Figure 4 is a display of the
percentage increases in reported incurred losses,
given a constant level of adequacy of case reserves
for calendar years 1997 and prior and case reserves
that are 50% higher than they otherwise would have
been at the end of 1998.

By comparing Figures 3 and 4, we can readily see
the effect that the change in the adequacy of case
reserves will have on the reserve analysis.

A 9% tail factor was selected as an estimate of

incurred development from 60 months to ultimate.
This selection was based on the rate of decline of the

average development percentages for prior
development years as you move from left to right.

Figure 5 displays the standard approach used to
calculate the indicated reserve by accident year. It is
worth noting that the total indicated reserve of $39.5
million is almost twice the $20 million reserve that
we know to be correct.

There are three reasons why a 50% increase in the
adequacy of case reserves has led to a virtual

doubling of the indicated-loss reserve.
First, the selected development percentages are

applied to a higher-than-usual base of reported
incurred losses.

Second, some of the selected factors are applied to
the reported incurred losses of several successive
accident years.

And finally, higher reserves for very old cases led
to an upward revision in the selected tail factor. That

factor is applied to all accident years.
How would projected funding for accident year

2000 be affected? If we simply fit an exponential
curve down Column (C) of Figure 5, projected
funding for the year 2000 would be $20.8 million,
which is more than twice the correct funding of $10
million.

1994

1995

1996

1997

1998

Actual calculation of total

indicated reserve at 12/98

(A) (B) (C) (D) (E)
Cumulative Projected Indicated

Accident Reported development ultimate Paid reserve

year incu,Ted percentage losses losses [(CHO)1

10.50

10.25

9.50

9.00

5.00

Total indicated reserve:

9.0%

20.5%

40.0%

68.0%

246.4%

11.4

12.3

13.3

15.1

17.3

All amounts are in millions of dollars. (C) = (A) x [1.0 + (B)]

9.0

8.0

6.5

4.5

2.0

2.4

4.3

6.8

10.6

15.3

39.5

FIGURES

Although this example is a bit laborious, I have
attempted to make it as simple as possible while still
illustrating how changes in claims practices can
become amplified in terms of reserve indications.

The incurred-development method is not the only
one for which the projections are highly susceptible
to distortions based on changes in claims practices.
While the projections of the paid development
method are not affected in any way by changes in
reserving practices, they are quite sensitive to
circumstances that might change the rate of
settlement of claims. The method basically assumes
there have been no changes in the rate of settlement.

But this rate of settlement can change due to any
one of the last five phenomena cited above with
regard to the incurred method. In particular, a

noticeable change in the average case load can result
in definite changes in the rate of settling claims.

The rate of settlement also can change because of a
shift toward greater use of structured settlements,

and it can be affected by changes in the relative
emphasis g:iven to defending claims vs. the more
rapid resolution of claims.

Because of the sensitivity of each method to
dynamic changes in the claims environment, the
chances of significantly misstating loss reserves are
reduced when several methods are applied and
differences among the sets of projections are
"reconciled."

Investigating the reasons behind such differences
often involves the review of various statistics that

can measure the extent of shifts in the adequacy
level of reserves (e.g., average case reserve) and the
rate of settling claims (e.g., claims disposed ratios).

It also can include the application of various
techniques to adjust past loss experience to attempt
to place it on a relatively constant basis-with
respect to any of the kinds of changes we have
mentioned. Eli
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Neutrals can resolve recurring, multiparty suits
Instead of acting as advocates for one side or another,
independent panels decide key issues and procedures

By Donald V. Jernberg

R
ecurring, multiparty litigation presents a
significant challenge not only for the
American judicial system but also for the

economy overall. The transaction costs in such
litigation can be staggering and can divert dollars
from addressing the root causes of the litigation.
Varying reforms are suggested from time to time,
often with at least an undercurrent of the acclaimed

Shakespearian solution. However, little seems to
change. Therefore, when an innovation appears that
might make a difference, it is worth noting and
analyzing.

Thousands of women with silicone breast implants
have brought personal injury lawsuits in various
courts across the country. The Honorable Sam C.
Pointer of the U.S. District Court for the Northern

District of Alabama took a creative approach to
expedite the resolution of this extensive breast
implant litigation. Under the federal rules governing
multidistrict litigation, Judge Pointer was appointed
to oversee discovery on common issues of fact (In re:
siticone get breast implants product liability
litigation). One recurring issue in the cases of many

of the women is whether the use of silicone products
causes or exacerbates connective tissue disease.

To address this issue, Judge Pointer, with the
support and urging of the plaintiffs' steering
committee, appointed a neutral scientific panel to
render a report on whether systemic illnesses in
women are caused by breast implants. The panel
recently issued its report, which happened to support
the position of the manufacturers. While the report
and its authors will be subject to questioning by the
lawyers for all parties and the breast implant
litigation will continue, there can be no doubt that
Judge Pointer's decision to appoint the panel will
prove to be a material contribution to expediting the
resolution of this mass litigation in a fair and
objective manner. Judge Pointer is to be commended.

Judge Pointer's initiative also should be analyzed
to see whether there are lessons that might be
applied to other types of mass litigation. The obvious
point is that, in circumstances where the
determination of a defined scientific or factual issue

is pivotal to settlement of multiple claims, it may pay
dividends for the court to appoint qualified neutrals
to provide reports on those subjects. This approach
can reduce transaction costs by focusing the debate

on a key issue.
However, not all instances of mass litigation

involve a defined, single issue where the opinion of
neutral experts can serve to expedite the process.
The extensive savings and loan litigation of the mid-
1980s and early 1990s is an example from the past;
the recurring pollution and related insurance
coverage litigation is a current example. And, by
many accounts, the anticipated flood of Y2K
litigation will be a future example of mass litigation
that will not revolve around a fairly narrowly
defined set of factual issues. Indeed, the challenge in
these types of recurring litigation is that, while the
factual scenarios are often quite similar, there are
differences that are, at least, sufficient to prevent
any single determination from having a material
influence on the resolution of multiple claims.

Nonetheless, Judge Pointer's innovative step still
may have an application in repetitive litigation such
as that surrounding the question of insurance
coverage for Superfund and other legacy
environmental liabilities. To understand the

application, it is necessary to view Judge Pointer's
action as doing more than employing qualified
neutrals to opine on the relative positions of the
parties, which is more of a traditional mediation
function. Rather, Judge Pointer integrated a
qualified, neutral process that addressed a key
impediment to the resolution of multiple claims.

Continued on next page
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Further, the process operated independently of the
parties' advocacy in arriving at its neutral
observations and conclusions.

A major obstacle to the resolution of breast
implant cases was a particular scientific issue. With
the extensive litigation that continues over pollution
liability and related insurance coverage matters, one
material difficulty involves the structure of these
cases. Nevertheless, the same principles as followed
by Judge Pointer could be employed to facilitate a
more-efficient resolution.

The structural hurdles to the efficient resolution of

such matters come from the liability scheme
established under Superfund and the equivalent
state statutes. These laws create joint-and-several
liabilities among many parties, spanning decades
and encompassing thousands of sites. In turn, each of
the potentially liable parties at the thousands of
hazardous waste sites is likely to present a claim
under the various insurance policies that were in
place over the decades during which the party may
have had involvement at the different sites. As a

result, enormous numbers of old insurance policies
become part of the claim resolution process. For
example, it is not uncommon for 250 parties to share
liability for a hazardous waste site. If each of these
parties places three of its prior insurers on notice,
the ultimate resolution of the liability at this single
site involves 1,000 decisions. This notion is called
"fragmentation of liability."

A single corporate policyholder's environmental
liabilities may involve 20 sites and claims against 15
insurance companies. The relative share of liability
of each insurer and the policyholder likely will vary
from site to site. This, too, is a form of fragmentation
of liability.

Compounding the problem of fragmentation is the
notion of interdependence. Put simply, the ability to

make any individual decision resolving liability with
respect to a single site or a single policyholder is
affected by the decisions made by many other
parties. If we visualize Humpty Dumpty being
assembled by all the king's lawyers and all the king's
experts, we can see the structural impediment to
efficiently resolving environmental and related
insurance coverage claims. This vision also helps
explain why transactional costs have been
extraordinarily high with respect to pollution claims.
A study done in the early 1990s for the RAND Corp.

In the breast implant situation, the
panel introduced its neutral
observations and conclusions into

the litigation.

found that 88 cents out of every dollar spent by
insurers on environmental claims went toward

transactional costs. A more-recent report by
Standard & Poor's Corp. concluded that about 40%
of the total dollars spent by insurers was going to
litigation costs.

The importance of Judge Pointer's approach stems
not only from the use of the neutral process but also
from how the process operated. In traditional
mediation, the neutral operates as an intermediary
between opposing parties. The neutral listens to each
party and, through various techniques, tries to
narrow the differences in those positions. In the
breast implant situation, the panel operated outside
the advocacy process and introduced its neutral
observations and conclusions into the litigation. The
input from the panel is then intended to bring about
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the resolution of a number of separate, independent
claims. This differs from mediation and most

common forms of alternative dispute resolution, and
it presents an interesting example of how innovative
claims resolution processes can be employed in mass
litigation.

In the context of pollution claims, Judge Pointer's
model would suggest the use of a qualified neutral
process to address the difficult issues of
fragmentation and interdependence. The process also
would operate outside of-as opposed to as an
intermediary among-the positions of the opposing
parties. The focus would be on advancing the
resolution of multiple claims, not simply of one or a
limited number. To address fragmentation and
interdependency issues, the neutral process would
need the ability to effect the simultaneous resolution
of multiple subsets of claims revolving around either
a single site or a single policyholder.

From breast implant to pollution claims, taming
mass litigation will require innovative approaches.
The ability to employ neutral processes that operate
independently and address basic impediments to the
efficient resolution of multiple claims will be an
important step in the right direction. Again, Judge
Pointer is to be applauded. Ell
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By Kevin M. Quinley

eople are our most important resource. . ."intone the chief executive officer, the
annual report and the corporate mission

statement hanging in the lobby.
Oh, please! Sensations evoked by such stimuli

have many business professionals reaching for the
anti-nausea pills. Contrasted to the obligatory
corporate mantra is the reality of massive

downsizings, rising CEO salaries and declining
training budgets. Against this backdrop, it is
tempting to view such biz-speak as, at best, a cliche
and, at worst, a corporate lie.

According to Arthur Andersen partners Brian
Friedman, James Hatch and David Walker, many

companies simply don't know how to value their
people. Based on their own and their firm's

experience helping hundreds of organizations realize
the potential of their employees, the consultants'

new book, "Delivering on the Promise: How to
Attract, Manage and Retain Human Capital,"

explains how to clarify business strategy; assess
existing human capital policies and programs; and
how to design, implement and monitor new ones.

Risk managers increasingly are involved in human
resource management. Benefits administration,
employment practices liability and workers
compensation claims all demand that today's risk

manager be conversant with the personnel function.

Even if the risk manager has little contact with these
areas, he or she typically manages a staff, however
far-flung or compact. In this capacity, the risk

professional is just another manager, grappling with
the challenges of achieving results through the
efforts of others. For a background perspective on
human resource issues, risk managers should
consider reading "Delivering on the Promise."

"We recognize that people are an asset that should
be valued and developed, not a resource that should
be consumed," write Friedman, Hatch and Walker.

Moreover, they argue, if companies do not learn how
to enhance human capital, they will not achieve
business success. That, they write, is especially the
case in today's scarce labor market, a market that

will only get tighter in the years ahead.
In "Delivering on the Promise," the Andersen

troika claims that companies must transcend the

notion of human resources as an available supply for
companies to draw upon when needed, embracing
the notion of human capital as something that gains
or loses value depending on how companies invest in

it. In other words, companies must treat their people
as their most valuable asset in order to attract and

retain the employees they need to prosper.
The authors argue that only through a systematic

methodology-a step-by-step, conscious, committed

approach-can companies successfully manage
human capital. In "Delivering on the Promise," they
tout Arthur Andersen's approach for human capital
enhancement. Risk managers will find within these
pages tips on how to:

• Align human capital programs to business
strategy.

• Evaluate the current worth of human resources

and the efficiency of current human resource

programs.

• Assess the return on investment in human

resources.

• Minimize the risks inherent in managing human
resources.

The book is organized into individual chapters

that address what the authors see as the five stages
of human capital development: clarification,

assessment, design, implementation and monitoring.
At each stage, the authors show how companies can
evaluate key management issues such as:

• Recruitment, retention and retirement.
• Performance management and rewards.

• Career development, succession planning and
training.

• Organizational structure.
• Human capital "enablers"-systems for

improving legal compliance, employee and industrial
relations, and communications and information flow.

In addition to checklists, questionnaires and red
flags that risk managers must watch out for,
"Delivering on the Promise" offers success stories
from a number of well-known companies that, in the

authors' view, have programs that recognize the
value of their people.

"Delivering on the Promise" is a top-level treatise

that attempts to show risk managers and others how
to develop and implement a human capital program
by applying one major consulting company's

approach. Some readers may object to such a narrow
view. Others may view the book as a bit too ethereal,
appealing to business school types rather than to

front-line operational managers. Despite these
quibbles, "Delivering on the Promise" provides risk
managers a needed perspective on the human
resources function.

f
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Global Briefs No insurance regulatory change
The General Insurance Standards

Council, the new self-regulating agency
for property/casualty insurance in seen in wake of E.C. resignationsBritain, has appointed Chris Woodburn
as chief executive, effective Apnl 6 Mr
Woodburn lS currently chief executive By EDWIN UNSWORTH the 20-member executive committee late 
of another self-regulating agency, March 15 They had little choice but to step
the Securities and Futures Authority BRUSSELS, Belgium-The decision by down after members of EU polltical parties,
Ltd One dozen, or less than 8%, of all 20 European Commission executives to led by the dommant Socialists, had threat- I - :
Britain's financial services companies resign following a damning report Into cor- ened to try to censure them if they did not
facing a high impact on retail customers ruption and mismanagement within their resign Although some committee members  10·1-
from the Y2K problem are in serious ranks is unlikely to have any effect on msur- were not criticized individually, the EC was  \ »-AL,
danger of not achieving Year 2000 com- ance regulation within the 15-member Eu- criticized collectively for its failings and
pliance, according to a study by the Fi- ropean Umon faced mass censure

nancial Services Authority The study Among those who resigned is Marlo Mon- A European Comrmssion spokeswoman m
found about 58% of financial services ti, who, as head of financial services within London said that despite Mr Monti's resig-
companies are on track for compliance, the EU, had responsibihty for insurance nation and no appointment yet of a succes-
while 35% are behind but likely to get regulation However, like the other commis- sor, "the day-to-day running of the (entire)
on track Liberty Syndicate Manage- sioners who quit, Mr Monti will remain in Commission will carry on as normal " The
ment Ltd. reports that Lloyd's of Lon- office until his replacement is found only possible short-term effect for msurance
don syndicates 190 and 282, which it PHOTO AFPAlthough not singled out individually for regulation-as for all other areas of gover-
manages, made a profit for the 1996 criticism m the "Report on Allegations Re- nance-is that no new decisions are likely to The entire executive committee of the Euro-

year of account Syndicate 190, which garding Fraud, Mismanagement and Nepo- be made until new executives are appoint- pean Commission, including Chairman
writes property and professional indem- tism in the European Commission," Mr ed Jacques Santer, resigned March 15 after the
nity coverage, achieved a 95% return Monti was part of the mass resignation of See E.C. on page 19 release of a critical report.
on capacity of £40 million ($664 mil-
hon), while syndicate 282, which under-
writes marine excess-of-loss, liability Major insured natural disasters 1998
and space risks, had a return of 19 5% Losses in millions of dollars

on capacity of £25 million ($41 5 mil- New Cap Re seeks
lion) Stockton Reinsurance Ltd. of Dates Event Location Insured Economic

rjrZrr422 IhnassucroacpelesLatqusro losses losses

Se01. 20-30 lidhkane 6*6rges Caribbean - ¥3,3-60' ' '$10,600 which manages six Lloyd's syndicates
and has two Lloyd's corporate vehicles, May 15-16 Hailstorm,
Crowe Dedicated Ltd and Crowe Cor- severe storm U.S. 1,345 1,800 By SARAH GODDARD cent adverse claims expen-
porate Capital Ltd, w111 contmue to op- ence, the company said in a
erate under its own name and current Jan. 5-10 ke storm  Canada, U.S. 1,150 2,500 HAMIL'ION, Bermuda- statement
manage-ment Brockbank Syndicate May-Sept. Flooding China 1,000 30,000 New Cap Reinsurance Holdmgs Only last month, New Cap Re
Management Ltd. in conlunction with Ltd last week requested ltS warned it was facing losses m
Aon Group Ltd. has initiated the first ' June *11 Trogica cyclone - india -' 4Og f T;700- shares be suspended (m the the region of $90 milhon follow-
reinsurance recovery usmg the comput- Oct. 30- Australian Stock Exchange be- ing a run of catastrophes last
er-based World Insurance Network

Nov. 11 Hurricane Mitch Central America 150 7,000 cause its actuanes and auditors year It suspended underwntlng
Brockbank said the transaction took need more time to complete the toward the end of February,
four mmutes, rather than the usual sev- Source Munich Reinsurance Co relnsurer's annual accounts when its reserves fell below the

en days, and the managing agency plans New Cap Re was due to file statutory minimum of $100 mil-
to request future remsurance recovenes its fmal figures by March 16, hon
be done electronically Hans Eichel
will take over the post of German fi- Cats growing but a severe deterioration in its Now the remsurer expects the

loss exposures and late claims losses to be "materially worse"
nance minister Apr·Ll 4 following the meant the company was unable than its recent calculation,
abrupt resignation this month of Oskar

%h
to meet the deadline The rein- which itself was more than dou-

Lafontaine Mr Eichel lS the outgoing
premier of the state government of in cost, number surer expects to file at least one ble its earher estimate of $41.5

week after the due date milhon

Hesse, Germany Copenhagen Rein- The company requested the New Cap Re lS a Bermuda
surance Co. Ltd. has taken on three un- 5,Australian Stock Exchange holdmg company with operat-
derwriters in London who formerly By DON LEWIS KIRK the 1960s Total insured losses suspend trading m its shares at mg subsidiaries in Australia
were with Liberty Re in London Paul for the 19905 are 15 times the the beginning of last week At and Bermuda It was set up in
Brown has loined as a property treaty MUNICH, Germany-Ex- total for the 1960s, according to the time, however, company late 1996 with $200 milhon in
underwriter, Andrea Newman as a mo- treme weather patterns contin- Munich Re management said it was confi- capital and was hsted on the
tor and liabillty treaty underwriter, and ue to take a heavy toll world- The dramatic rise in econom- dent trading would be resumed Austrahan Stock Exchange in
Phil Sloan as a pro-rata treaty under- wide, according to a study ic and insured losses lS due when the final hgures for 1998 December 1996.
writer Aon Consulting in London by Munich Reinsurance Co re- largely to both global warming are released some time this Last year, New Cap Re re-
has made two appointments Karen leased earlier this month and higher concentrations of week, even though those figures ported after:tax losses of $31
Butroid, formerly with Sedgwick Noble Munich Re's analysis of natu- people and property in disas- , are expected to be "matenally · mdlion Australian ($2 millton)
Lowndes, ]oins as an actuary and con- ral catastrophes shows that ter-prone areas said Gerhard worse" than the $90 million for 1997.
sultant Samantha Dixon, who has catastrophic events of the 1990s Berz, Munich Re's chief meteo- previously estimated. At the' tinle, Chairman
joined as a consultant, was formerly not only are more frequent but rologist and head of its Geo- The delay jn issuing the au- UclayanDamel Ghosemidina
with Abbey National Benefit Consul- the economic and insured loss- science Research Group Mr dIted nesulls forlastyear'is du* statement "The 10#s waslarge-
tants French msurer AXA Group re- es are much greater than those Berz was one of the authors of to late claims reportmg, plus an- 19 rtriven by some 14e claims
ported a 16 5% rlse in 1998 income be- of the 1960s the study

/ Extensive claims review to that *ere reported'1*te in the
fore taxes and minority interests to 24 5 The current decade has had 'We see an indication of an ensureleserves #readequatetn-, fourth quarter 1997 md early
billion francs ($4 41 billion) Profit in- nearly three times the number increase in extreme weather the light of the company's re- 8% New Cap on next page
creases in life and reinsurance offset a of eatastrophes as occurred in See Disasters on page 19
12 5% fall in property/casualty profits,
which fell to 2 1 billion francs ($378 4
million) Revenues rose 2% to 371 91

billion francs ($67 02 billion) Win- European Y2K risk not yet managed
terthur Swiss Insurance Co. reported
that its aftertax net income rose 32% m AIRMIC issuing guidelines to help :,:::a:a:::I,:Abe there as a fa- Bnghton, noting that "many orga-
1998 to 892 million Swiss francs ($653 2 cilitator and a nizations are hesitant to be open
million) Winterthur's results were aid-

ed by the sales of its reinsurance busi- address exposure, backup plans '< catalyst m about their preparations because
making sure of potential htigation "

ness and its stake in Australian insurer By CAROLYN ALDRED what insurers are doing about there is a con- Lack of disclosure by suppliers
HIH Gross premiums grew 14% to 28 6 Y2% coverage,' said Derek tmgency plan and makes it difficult for compames to
billion Swiss francs ($20 94 billion), LONDON-With just 10 Bnghton, head of insurance and that it w111 work," said Mr come up with a comprehensive
mainly from life operations Amen- months to go before the dawn of risk for the London-based pub- Brighton view of their exposure to the mil-
can International Group Inc has set up the next rmllennlum, European lisher Reed Elsevier PLC AIRMIC is prepanng guidellnes lennium bug, he said Govern-
a joint venture company in the Repubhe Ask managers stlll face uncertam- As head of the Y2K working that risk managers can use to ments across Europe have tned to
of Azerbaijan with Nurgun Group, ty over their exposure to the prob- group of the U K Assn of Insur- identify the risks and prepare con- remedy the situation by pushing
an Azerbailani trading and finan- lem and what insurance protec- ance & Risk Managers, Mr tmgency plans The organization compames to be more open about
cial services conglomerate The Joint tion is available Bnghton stresses the vital role of also has been active in alerting its their Y2K problems (see related
venture company, AIG Caspian Insur- Lack of disclosure on Y2K com- the rlsk manager in managing the members to the potential problem, story)
ance Co., will write personal and phance by supphers makes it dif- exposure as the next millennium he said Meanwhile, nsk managers' Year
commercial property/casualty business ficult for many compames to ac- approaches However, "one of the problems 2000 headaches are compounded
and provide reinsurance to the local curately assess their corporate "It is not an (mformation tech- everyone will face is that inforrna- by a lack of uniformity in the in-
market nsk, and there is stll "a lot of con- nology) risk, it is a business risk tion of others' compliance iS not surance market over the issue, Mr

fusion among nsk managers as to The nsk manager should certainly readily available," said Mr See Year 2000 on page 19
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New Cap ment of converting notes closed at the as well as the onslaught of catastro- said m a statement acted by lowermg its claims-paying

end of December However, only 87% phes m 1998 In addition, the compa- Less than a week later, the compa- abihly rating of both subsidianes to B
of the issue was subscnbed m the ny had Increased its reserves and ny suspended underwntlng in its from BBB+, with an "uncertain" rat-

Continued from page 17 maiket commuted liabilities for some of its Bermuda subsidiary, New Cap Rem- ings watch Also, two directors of
this year The company has taken sig- When the share offering was an- "worst-performing contracts" surance Corp (Bermuda) Ltd, be- New Cap Re and the Bermuda sub-
mficant steps to ensure such outsized nounced, New Cap Re also released New Cap Re also changed its un- cause its capital and surplus were set sidiary, Craig Deery and Jonathan
losses wlll not occur m the future, in- estimates on its catastrophe expo- derwnting criteria for this year, tak- to fall below the statutory $100 mil- Beach, have resigned from both the
cluding eating certam classes of bum- sures, as calculated by Austrahan ac- ing a "considerably more cautious ap- hon minimum company and subsidiary m the past

ness, substantially boosting under- tuary Trowbndge Consulting The es- proach to the 1999 renewal season," it Duff & Phelps Credit Rating Co re- three weeks

wntmg controls and purchasing add- timates showed likely net losses for
tional retrocessional protections to re- Swissair and Hurricane Georges
duce'frequency' types of losses " reaching about $14 8 mllion In total

Despite Mr Ghose's statement, the At the time, New Cap Re said the esh- Bill may limit investment in India
major deterioration in 1998 figures mated $6 5 million loss from Georges
has taken place over lecent weeks, would be setagamstnet eat'ned prop- BOMBAY, India-Legislators nies' equity in Indian insurance money going out of India," the of-
culminating m last week's tiading erty premiums of $25 milhon, while considering a bill that would cornpanies would be limited to ficial said
suspension the net loss on aviation business due deregulate India's insurance mar- 26%, but an additional 14% stake Mark Mileusnic, vp and India

But the factors leading up to this to the Swissair disaster would be $7 ket have recommended reducing could be held by non-resident Indi- country manager for Chubb Corp
pomt have been building up since the milhon It also anticipated a net loss of the level of foreign investment that ans (individuals), foreign institu- in New Delhi, which has an Indian
end of the last year's third quartei In $2 nulhon for the losses of Galaxy X would be permitted tional investors (fund or asset man- venture with large finance compa-
October, the rernsurer announced that and 12 Globalstar Commumcations A parliamentary standing com- agement companies based outside ny Kotak Mahindra Finance Ltd,
it was facing net exposures to Hum- Ltd communication satelhtes in 1998 mittee assessing the Insurance India) and overseas corporate bod- said it is too soon to determine how
cane Georges and the Swissair Fhght In addition, Trowbridge calculated Regulatory Authority Bill. intro- ies (overseas companies at least the legislation would alter foreign
111 loss of just under $10 milhon for reserves needed at the end of June duced in 1998. recommended in a 60% owned by non-resident Indi- companies' mvestment strategies
each event, it stated those amounts 1998 to be $139 6 milhon At that report earlier this month that for- ans or persons of Indian ongm) In "Those with long-term interests

were "within the net event hmits tar- point, New Cap Re had reserves of eign investors hold only 26% of In- essence, the orlglnal blll would rn India view the equity position as
getedby the company $141 1 nullion dian insurance companles, as op- permit foreign interests to hold up an important factor, but Just one

Less than two weeks later, New Before the nghts issue had closed,  posed to the 40% proposed in the to 40% of an Indian insurer How- Until the bill is passed, and all
Cap Re announced a capital-raismg New Cap Re had pubhshed a state- bill ever, the committee studying the pomts are clarified, there is little

lights issue, "to enhance the capital ment onits claims position after what Incha's Union Cabinet last week bill reiected allowing the addition- pomt in guessing what impact any
base of the company to take advan- lt described as"an unusually high m- approved the 26% limis on foreign al 14% stake one factor would have," he said

tage of business opportunities avail- cidence of major claim events" in the ownership It relected, however, The Insurance Regulatory Au- A 26% equity stake "would al-

able to it dunng the forthcoming Jan- second half of the year In less than I the recommendation zhat imtial thority Bill was expected to be low an investor to block any
uary 1999 reinsurance renewal season two months, the net loss for Swissair capital investment be set at more reintroduced in Parhament last changes to the articles of incorpo-
by being able to select from a broader and Humcane Georges had topped than $47 milhon week, but that move was delayed ration of the new entity-an lm-
and better-quahty pool of busmess" $18 milhon, and it was notihed of oth- The Insurance Regulatory Au- until the next session, set for mid- portant consideration for an m-

At the same time, funds raised er claims relabng to Humcane Mitch thonty Bill would allow for the April A government official who vestor, actually having some con-
would be used to lower the company's and December's Thai Airlines crash deregulation of India's currently spoke on condition of anonymity trol over what he has mvested in
borrowings, said a company state- By the end of last month, claims led nabonallzed sector and would per- said passage is likely So in the larger scheme of thlngs, a

ment The $80 million Australian the company to announce it expected mit limited foreign participation The mvestment cap is not "an is- 26% startrng position is solld point
($503 milhon) 7-10 stock spht, in an operating loss of $90 milhonfor the and mvestment sue for Indian investors The innate of entry," Mr Mileusnic said

which the company issued seven new year New Cap Re blamed continuing Under the bill, fore-gn compa- fear (for the government is) of -By Kaumudi Marathe

shares for each 10 shares, and a place- claims detenoration on 1997 business
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CHICAGO CLAIMS OPPORTUNITY SENIOR AVIATION UNDERWRITER

Insurance
A leading transportation insurer seeks Houston-based Insurance Company
md w/ a min 2 yrs experience handling seeking Senior Aviation Underwriter
1st & 3rd party auto claims Ideal Applicalt must have Looking Circulation Breakdown

Commercial Consumers
candidate will have "No Fault"experience . Experience handling treaty and fac '
and/or New York State experience We reinsurances in London/International .' lora Administrative

offer an excellent compensation package markets CEO's Presidents, and Owners, 5,007

With $2 billion m sales last year, and The ideal person has 10+ years of
including employer paid benefits Fax • 12 years underwriting experience both , Vice Presidents General Managers and

500+ stores m the US.UK and experience, combined with a BS/BA
resume to HR department at (312)
456-2099

Internatioial and domestic In general
Canada, PETsMART is the world's CPCU and CPA preferred aviation and airline insurance of which 0 candidate

Other Administrative Personnel 5343

Financial

leading retailer of pet supplies and a minimum of 8 years have been in Chief Financial Officers and Vice Presidents

services As we continue to grow and PETsMART offers a competitive salary CONNECTICUT OPPORTUNITY
the Lindon market and a minimum of *

expand our business through strategic and a comprehensive benefits package 4 years with a domestic aviation r to fill
of Finance 4,872

in an exciting rapid growth environ
Secretanes Treasurers controllers and

planning, we have a challenging Growing specialty insurance firm ha insurance company other Financial Personnel 3927

opportunity for an experienced risk ment Please send your resume to immediate need for motivated producer • Existing relationships with London and .,-
management professional at our PETsMART, 19601 N. 27th m Connecticut Competitive salary,

international brokers

corporate headquarters in Phoenix Avenue, Phoenix, AZ 85027,
Attn· HR Dept-Job Code. RM bonus, car Far resume to Ernie at ' Complete knowledge of LPSOALU the job?

Risk/Employee Benefits
Vice Presldents Directors Managers, and other

related department personnel of Insurance nsk

We are seeking a leader to monitor E-mail us at Jobs@ssg.petsmart.com (312)416-2355 operating procedures employee benefits personnel compensation

a variety of functions, mcluding No phone calls please Visit us at •FCIl qualified pension safety secunty industnal relations

purchasing insurance, reviewing and www petsmart com on the World • Experience preparing policy wordings 1 human resources and employee/

managing workers' compensation Wide Web We test for drugs EOE and contractual agreements labor relations 13,774

claims. safety, property and customer
INSURANCE PRODUCER

Please respond to
F Call Irals Amleshl

Sub-total 32,926

claims, and claims that go to Immediate openings for Commercial and Business Insurance, Box 3102, at 312-649-5340
litigation You will be actively
involved in overseeing these areas

Associations 259

Personal Lines Producers for growing 740 N Rush Street, Chicago, IL Government, Unions and

Insurance Agency m the St Louis, MO 60611 2590 for advertising
Educational Institutions 921

and using your expertise to make area Select your territory in Missouri details.
improvement recommendations Where pet are fal¥lif® and/or Illinois Office space provided, Commercial Consumers

and/or may work from home Fax resume Sub-total 34,116

to Barb at (314)241-0383 Insurance Agents and Brokers 77.5

Insurance Companies 66€8

 Accountants Actuanes,
3 Attorneys & Consultants 2,510

Adlusters, Appraisers, TPA s Captive Managers

www.businessinsurance.com & Health Care Providers 1437

Others Allied to the Field 759

Total Qualified 53,225

Non qualified/Paid Subscnptions 7

For all the latest in Corporate Risk, Employee Benefit and Managed Health Care News Visit Bl online for a host 4 Single Copy Sales 3

of in-depth news and services that include Updates, Datebook, Classifieds, Article Archive and more  TOTAL CIRCULATION 53,255
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breakdown of qualified circulation

Los Angeles: Tel 323-651-3710 • Fax 323-655-8157 May 25,1998 Issue, as
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E.U. governments Year 2000 product liabillty or property cover- service manager for the BIIBA
age, according to Mr Quack- "There is no clear, consistent
Grobecker message being delivered by insur-

Continued from page li "There's a widespread belief ers There is a need for consistent

readying forY2K Brighton said among French underwriters that international messages, as Year
There is little consistency among the argument of foreseeability and 2000 is a global issue," Mr Staddon

insurers across Europe in their re- lack of fortunity will be a strong de- stated in a recent bulletin sent to
sponse to coverage of the Y2K prob- fense against all kinds of Y2K-re- BIIBA members

Companies facing pressure to comply lem, agreed Alexander Quack- lated claims, even if they are not As a result, European brokers and
Grobecker, a casualty director for specifically excluded," he ex- pollcyholders are faced with a wide

By CAROLYN ALDRED noted that gas and water supphes and General & Cologne Reinsurance Co plained vanety of approaches, ranging from
transportation, mcludIng the airlines in Cologne, Germany Mr Quack- "It's a very risky position, because blanket exclusions to partial exclu-

As Jan 1, 2000, approaches, Euro- and airports, are beheved to be safe Grobecker is one of several experts if the courts rule that a specific in- sions to no exclusions at all
pean governments are increasing ef- With a general oversupply of electric- advising a German government cident was not foreseeable," it could According to the BIIBA, many m-
for·ts to identlfy nsks and stepping up ity and a very flexible distnbution panel on the problem cost French msurers a lot of money, surers are including blanket exclu-
the pressure on companies to demon- network m Europe, there should be an German insurers approached the he said sions for engineering nsks, legal ex-

strate they are adequate electricity supply even if issue ' far too late to cope with the In the Umted Kingdom, the Assn penses coverage, product and pub-
_..,..„,„, fully prepared some power stations default problem," he said -  lic liability, and professional in-

to face the Meanwhile, the Umted Kmgdom's The prevaihng coverage of mdus- demnity coverage In addition,
mlllenm- Healthand Safety Executive, the gov- tnal property business in Germany The millennium bug many are applying partial exclu-
um ernment agency responsible for work- 15 on a named-peril basis There- sions to business interruption risks,
Actlon place safety, is begmnmg a major fore, insurers are exposed only to problem has been 'a contractors risks, directors and of-

2000, the U K campaign to make sure that all em- severe secondary losses created by a marvelous exercise for ficers liability, and motor and theft
government agency set ployers assess the safety nsks of the Year 2000-related problem, such as risks No exclusion has been ap-

up to tackle the so-called millennium millennium bug fire and explosion, which the insur_ everyone,' says BlIBA's plied to employers hability, accord-
bug, recently announced that the Starting this month, the HSE and ance mdustry obviously is prepared Peter Staddon. ing to the BIIBA
United Kmgdom's water, gas, elec- local authority inspectors wlll visit to cover, he said German insurers A spokesman from the ABI pomt-
tricity, 0}1, telecommunication and fi- companies to help them address theE have looked with more scrutiny at ed out that it was up to each insur-
nancial services industries havetheir problems and, if necessary, to takele- all-risk policies and policies for ance company to decide on its own
preparations well under way gal action agamstemployers that fail large or high-risk companies and of British Insurers in 1997 devel- pohcy

A color code-from red to amber to to make the grade have introduced exclusions in some oped a recommended millennium Meanwhile, the BIIBA's Mr
blue-was introduced last month to "Where there is a potential nsk to cases, Mr Quack-Grobecker ex- exclusion clause for material dam- Staddon noted that the Year 2000
measure companies' preparedness health and safety, employers had bet- plained age and business interruption nsks problem has been an excellent

The mx key mdustnes, which are all ter be able to demonstrate readiness For casualty insurance hnes, Y2K According to the ABI's recommen- means of focusing minds on risk
part of the National Infrastructure to ident* and deal with the potential exclusions have been included in dations, direct and indirect acc:i- management
Forum, a gathenng of representatives consequences of the Year 2000 prob- directors and officers coverage and dental damage caused by Y2K fail- "It's been a marvelous exercise

lem, or inspectors wlll demonstrate professional habihty and errors and ure would be excluded, but fire and for everyone It's showed compames
their readiness to take legal action," omissions policies, particularly for other defined secondary perils their vulnerabilities and made them

There is a shortage of said David Eves, the HSE's deputy di- computer-related industries would be covered, provided that the devise disaster scenanos," he said
rector general in a statement In Germany, most professional h- policyholder had taken reasonable "It's going to be an 1nterestmg pe-infomiation about what "What mspectors wllllook for is ev- abillty business stdlis wntten on an action to deal with the underlying mod, and there will be some inter-

smaller firms are actually idence that employers' health and act-committed basis. so "policy- Y2K problem esting cases, but I don't think many

doing' about the Y2K
safety risk assessments have been ex- holders are keeping their old poh- "The test of reasonableness will problems will be insurmountable,
tended to cover risks from any effect cies in their cupboards, and I think vary from case to case but is likely and most companies wlll make con-

problem, says David Eves. of the Year 2000 problem," he said, insurers have a lot of exposures to include the implementation, in tingency arrangements," he said
adding that, if mspectors"find made- sleeping in their books," said Mr sufficient time, of an adequate Year But Mr Staddon's optimistic out-
quacies, either in the way firms have Quack-Grobecker 2000 comphance plan which has the look is not shared by all in the in-
identified potential safety-related French insurers, meanwhile, gen- support of the Insured's senior man- dustry

of the essential services, now are all m failures m programmable electronic erally are taking a different posi- agement," according to a bulletin In a memorandum prepared last
the amber category eqwpment or m the steps they are tion prepared by the British Insurance & year for the U K government's Year

"This means that, although risks re- talang to deal with them, they wlll Although they have drafted Y2K Investment Brokers' Assn 2000 committee, the ABI warned
mam, robust plans are m place to act " exclusions, French underwriters are However, many U K insurers that the problem "is very diff,cult to
manage them," said Don Chuck- In particular, the HSE wlll be tar- using them only in professional in- have not adopted the exclusion, and quantify but, under some scenarios,
shank, chairman of Action 2000, in a getmg small and medium-sized com- demnity coverage and occasionally, others have adopted wordings dif- the cost could be so vast it could
statement panies m directors & officers Insurance, he ferent from that recommended by threaten the capital base of the U K

"By April, when the NIF next "We expect all organizations, large said French insurers are rarely us- the ABI due to diffemng legal ad- insurance industry if widespread
meets, I expect reports to show much and small, wall be working on this ing Y2K exclusions in general and vice, said Peter Staddon, technical cover was provided"
more blue," indicating no nsk of dis- program Reports from our own in-
ruption, he added spection activities and from elsewhere

Reports on the readiness of lower- m the government network tell us weeks ago by the European Par- Despite the fact that their
tier essential services, Including quite a lot about programs of check- E.C. liament after the Commission sur- renominations may not be en-
health care, emergency and postal ser- mg and remedial work being earned vived a censure vote in the parlia- dorsed, a number of commission-
vices, food production and distribu- out by larger firms in the UK,espe- Continued from page 17 ment ers not criticized individually are
tion, and transportatton of people and cially m the more hazardous mdus- The spokeswoman said a clearer The report criticized several expected to be reappointed to of-
goods wlll follow, accordmg to Action tnes Thisgivesusconfidence that, for view on the appointment of suc- commissioners, including E C fice Ifa European Union country
2000 the most part, those SIms are taking cessors should emerge from a President Jacques Santer While it contends that its appointed com-

A similar survey of vital services is the right approach to the issue," said meeting of heads of government found no proof of commissioners missioners are qualified, that
being undertaken by the German gov- Mr Eves set to take place in Berlin this having been personally involved country is free to renominate
ernment, confirmed Alexander "But while there has been much week Even before the resigna- in or having gained from any them to office
Quack-Grobecker, who is on the pan- raising of awareness about the Year tions, part of the meeting's agen- fraudulent activities, it did find Britain already has said it will
el of experts advising the German 2000 problem," Mr Eves said, "there da was the routine replacement of instances where commissioners, press for the reappointment of its
government's group that is studying is a shortage of information about commissioners in January 2000 or the Commission as a whole, two commissioners, trade com-
the problern what smaller firms are actually domg Last week's report on European bear responsibility for instances missioner Sir Leon Brittan and

Mr Quack-Grobecker, a casualty They figure large m the economy and Commission operations was pre- of fraud, irregularities or misman- transport Commissioner Nell Km-
director for General & Cologne Rem- are important as supphers to the larg- pared by five independent experts agement in their services or areas nock, who were not singled out for
surance Co in Cologne, Germany, er flrms" i who were appointed over six of special responsibility " criticism in the report

Disasters similar to those developed for earth- meters (3 9 bllhon cubic yards) of record Mr Berz said in the study, cluded heavy precipitation m regions
quake and wmdstorms In coopera- water "The manmade greenhouse effect of Africa, Asia, Australia, Central
tion with two Munich-based univer- According to the study, Germany may, on the basis of present esti- and South America, and New

Cont:nued from page 17 mties, the remsurer developed a has had 459 natural-hazard events mates, produce a nse in temperature Zealand El Nmo also caused dry
events with growing damage," he model that hnks geographical infor- since 1970 Wmdstorms predommat- of several degrees within the next weather and cyclone activity in the
said "A deterioration of natural en- mation with data about weather, to- ed, making up 65% of the total, fol- hundred years," leading to an in- eastern Pacific
vironmental conditions is accelerat- pography and the capacity of nvers lowed by floods and other extreme crease in the number of extreme Other effects that came from El
mg the process " Munich Re said the frequency of weather events, such as hail Most weather events Nmo were strong humcanes m the

To better assess rlsks, Mumch Re flooding in Germany was one incen- economic losses came from wind- Last year, Mumch Re recorded 707 Canbbean and the United States, in-
has developed a new model for tive for the model "On account of storm damage, amounting to 27 bil- events worldwide, whereas the "nor- cludmg hurricanes Georges and
trackmg accumulation losses-mul- the usually large masses of snow in hon deutsche marks ($15 10 bilhon), mal" range is between 530 and 600 Mitch Munich Re expects another
tiple losses caused by a single the Alps, the probability of major of which 9 billion deutsche marks events per year In 1998, Canada and "particularly stormy humcane sea-
event-from flooding in Germany floods on the Rhine and Danube is ($5 03 bilhon) was insured parts of the Northeastern United son" if the effects related to El Nino

"Flood risk is influenced more by higher than usual," said Mr Berz Worldwide, particularly severe States were hit by ice storms The and La Nina, a cooling effect follow-
local aspects such as soil conditions "Snow melt alone does not lead to catastrophes occurred last year, ac- storms caused Canada's most expen- mg El Nmo, persist
and topography, the exact elevation extreme floods, however," he ex- cording to Munich Re Economic sive insured catastrophe, costing m-
and the effectiveness of flood pre- plained Those are caused by addi- losses totaled $93 billion, of which surers there $950 million U S in- Munich Re pubtished a new ver-
vention measures," said Mr Berz tional heavy rainfall m already $15 billion was insured The only sured losses totaled $200 milhon sion last year of its "World Map oj
Flood risk thus is a good candidate soaked flood plains, or catchment year with higher economic losses Munich Re blamed El Nino, the Naturat Hazards," which ts avadable

for modelmg, because many of its areas, he said Mumch Re estimates was 1995-the year of the earth- periodic warming of the equatonal m English, French, German, Itahan
causal factors are known 30 billion cubic meters (39 billion cu- quake in Kobe, Japan-which to- eastern Pacific, for economic catas- and Spantsh A CD-ROM verszon ts

Consequently, Munich Re began bic yards) of snow have fallen this taled $180 bilhon trophe losses of nearly $14 bilhon empected to be avaztable at the end oj
accumulation analysis and what-d winter m the Rhine catchment area, Accordmg to mean global temper- and insured losses of about $2 bilhon 1999 For mformation, contact Mu-
calculations of insurers' liabilities which equals about 3 billion cubic atures, 1998 was the warmest on last year Related weather effects m- nich Re by far at 49-89-3891-5696
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FTR FOR THE RECORD
Panel upholds verdict for plaintiff American Insurance Assn cializes in property/casualty insurance and surety bond-

Newer federal laws, including the Americans with Dis- ing for the commercial construction industry
NEW YORK-Even if a manufacturer designs a product abilities Act, and other state laws now prevent employers Derrell Dodson, area president, and his employees will

that is ieasonably safe to begin with, it can still be consid- from discriminating against workeis, as long as they can opeiate from their present location under the direction if
ered negligent if it does not warn of the danger that could perform Job-related duties, Ms Lyon said In addition, re- James Agnew, Gallagher's south central iegional manag-
result from its modification, says a federal appellate court pealing the fund will stem the growing trend toward high- er
in a decision involving a meat grinder that had ltS safety er assessments on insurers and self-insurers in the state,
guard removed she said Anderson Kill to trim staff

Luis Liriano, a 17-year-old supermarket worker, was About 12 states and the District of Columbia have elim-

severely inlured in 1993 when his hand was caught in the inated such funds in recent years, and several s.ates are Law firm Anderson Kill & Olick PC plans to cut its
meat grindei, which bore no warning that it should not be currently considering similar legislation to do so accord- current staff by about 22 attorneys and 25 support peison-

operated without 115 safety guard ing to the AIA nel, a majority of whom handle policyholdei insurance
attached coverage litigation, accoiding to a company statement In-

After consulting with the New Three brokers leave J&H M&M creased competition and a drop in large cases made the
York Court of Appeals on the le- cuts necessary, a company spokesman said Anderson Kill,
gal issue involved, a three-Judge MILWAUKEE-Three brokers from the Milwaukee of- which was founded in 1969, still considers its main busi-
panel of the federal appellate hee of J&H Marsh & McLennan have left to start up a new ness to be representing policyholders in insurance cover-
court in New York upheld a jury office for The Hays Gioup age matters, the spokesman said, despite the fact that

 verdict in Lzriano vs Hobart Daniel Sapiro, a former vp and middle-market services more than half of the firm's 1 evenues come from business
Corp that found Troy, Ohio- manager for J&H Marsh & McLennan, is now president of other than insurance coverage litigation

based Hobart was partially liable for the accident despite The Hays Group of Wisconsin in Milwaukee Daniel
the apparent obviousness of the danger involved "One Kwiecinski, a former vp and bond department manager, Texas Blues buying HMO
who grinds meat can benefit not only from being told and Wendy Miller, a former vp and property department
that his activity lS danget ous but from being told of a safer manager, now are senior vps at the new office AUSTIN, Texas-Blue Cross & Blue Shield of Texas is
way," says the decision The Hays Group was founded in 1994 by Jim Hays, who one step closer to expanding its operations through ltS

The decision "has national significance in product lia- previously was chairman of Rollins Hudig Hall of Min- paient's acquisition of Harris Methodist Health Plan
bility law," said Mr Liriano's attorney, Jeffrey Lichtman neapolis The Hays Group lS headquaI tered in Minneapo- The Texas Attorney General's cf-
of Trolman, Glaser & Lichtman in New York lis and has offices in Chicago and New York  fice has said it was satisfied in its

However, Aaron D Twerski, a professor at Brooklyn "We weren't unhappy at Marsh, but we felt that we investigation that the sale of tne
Law School who submitted an amicus brief in Hobart's could better serve our clients working for an alternative Arlington, Texas-based health
suppoit, said he does not expect the decision to be influ- broker," said Mr Sapiro maintenance organization did not

®ential "I do not think it will catch on," he said violate laws governing charitatle
A decision has not been made as to whether to seek a re- Gallagher buys two agencies trusts Harris' parent, Texas Health Resources, is a non-

hearing before the full appellate court If the appellate piofit organization The Texas Blues plan is owned by
panel's decision stands, Hobart is liable for about $46,000 ITASCA, Ill -Aithur J Gallagher & Co has acquired BCBS of Illinois

Goodman Insurance Agency Inc of Laguna Niguel, Calif, The deal, which still must be approved by both compa-
Second-injury fund close to repeal and Dallas-based Dodson-Bateman & Co Terms of the nies' boards and the Texas Department of Insurance,

transactions were not disclosed would add Hairis' 300,000 HMO members to Blue Cross &
PIERRE, S D -South Dakota Gov William J Janklow Goodman is a retail property/casualty agency opei ating Blue Shield of Texas' mote than 2 million members

is expected soon to sign a bill he helped propose that primarily in Southern California, specializing in all lines Ham is Methodist Health Plan recorded 1998 losses of

would repeal the state's second-injury fund of coverage for aitisan contractors and hospitals $49 6 million

Under S B 49, companies are required to file notice of Steve Goodman, area president of Goodman Insurance
any remaining claims against the fund by June 30 and and affiliated managing general agency ARM, and Good- Information in brief
complete claim filing by Oct 1, said Darla Lyon, director man's employees will opeiate from
of the South Dakota Insurance Department their present location under the di- Two top Insurance regulator posts were filled through recent

A second-injury fund originally was designed to pay a 1 rectlon of James MeFarlane, Gal- gubernatonal appointments Terry Vaughan was reappointed
portion of the workeis compensation benefits due when a lagher's southwestern regional in Iowa, and Lee Covington, a current deputy commissioner
worker with a pre-existing in]ury sustains a subsequent manager Linda Abell, area vp of with the Arkansas Insurance Department, was appointed m
Job-related iniury -%&99 ARM, and ARM's employees will Ohio The Pension Benefit Guaranty Corp. last week re-

"Second-inlury funds no longer achieve their original continue working in Canoga Park, leased an updated model notice that employers can use to m-
purpose of promoting employment of individuals with dis- Calif, as part of Gallagher's Risk Placement Services Inc form palticipants about the funding level ot their pension
abilities or equitably spreading the costs of previous in- wholesale brokerage operation plans A 1994 law requlles employers whose plans are less than
lunes," said Paul Blume Jr , vp-Midwest region for the Regional retail insurance agency Dodson-Bateman spe- 90% funded to distribute such notices to participants Ell

Meeting 1 Benchmarking program applauded
attracts By MEG FLETCHER "The program is called Comp- tainment state reports on all of those states

Scope because it piovides stake- A state's estimated cost to partic- The first detailed state report,

over 200 CAMBRIDGE, Mass -A new holders with the opportunity to put ipate ranges from roughly $150,000 which will focus on Pennsylvania,
program for multistate benchmaik- their system undei a pei formance for only a multistate report, to up to is expected m June The first multi-
ing of workers compensation microscope and compaze their out- $250,000 for both a multistate and state report will be available in the

CAMBRIDGE, Mass - claims data is expected to generate comes to those of other participat- detailed individual state report first quarter of next yeaI, Ms Clay-
i About 220 people gathered at excitement among researchers ing states," the WCRI said in a Each state also must establish an ton said

| the Workers Compensation This mformation has never been statement advisory committee to help finalize Several other states are also ccn-

Research Institute's annual is- available before," said Ann Clay- To participate, a gioup of work- the report and make it responsive sidering participating, the WCRI
sues conference March 3 and 4 ton, deputy director of the Workers ers compensation stakeholders to constituent groups and policy- says
in Cambridge, Mass Compensation Reseatch Institute in from a specific state Joins the re- makers, according to the WCRI For more information, contact

The assembled group heard Cambridge, Mass, during the insti- search program by agreeing to fund The CompScope program's over- Ron Stone, director of resource de-
researchers and panelists, in- tute's annual issues conference ear- its participation in the pro]ect and all public policy goals are "to build velopment, at 617-661-9274, ext
cluding employer and labor her this month help supply the necessary data A tools that will assist policymakers 282

p representatives, discuss cur- The new program is centered on a state's participants t> pically in- and state constituents in monitor-
database that the WCRI says will clude representatives of govern- ing the major outcomes of sys-
provide meaningful comparisons of ment, business, laboz and service tems," the WCRI said That will al-

WCRI
woikers Comp Information across providers low them to focus their limited re- ADVERTISER
states. across data sources and The WCRI collects the state-spe- sources on those issues that will

I across time The Detailed Bench- cific data and incorpoiates it into provide bettei outcomes for work-
I mark/Evaluation database now the database Researchers then use ers and mitigate the tiaditional cy-

rent issues in the workers i contains data from eight states on that data to produce reports that cles of "crisis-leform-crisis," 1t
INDEX

comp marketplace ( about 4 5 million claims with injury allow states to look a: how their said
The WCRI describes itself 4 dates from 1994 to 1997 The WCRI workers comp system -s function- CompScope already has received Issue of March 22

as a non-profit research group  plans to expand the database to in- ing on a key numbei of indicators, the support and endorsement ot
that analyzes issues but does clude 20 million claims from up to including the timeliness ot claim workers comp stakeholdei s in Call- ADVERTISER PAGE #

not take positions on them Its 25 of the largest states, which reports, cost of medical and indem- fornia, Massachusetts, Minnesota
' work is funded through con- would represent 80% of all workers nity claims, and expenses for de- and Pennsylvania WCRI Intends to AIG Corporate 24

tributions primarily from in- comp benefits paid nationally fense fees and medical cost con- do both a multistate and detailed
Burnham Systems 16

surers, employers and indi-
vidual workers comp admin-
istrative agencies in the Unit-
ed States and the United WCRI

Bubiness Insurance 12

tions that ai e marginally work-re- cooperation can help them make
lated to obtain medical care they their workplaces better and safer Carvill Amenca, Inc 10

Kingdom otherwise couldn't afford for workers, she said
GAB Robins 9Details about the WCRI's Continued from page 3 Employets, too, aze facing new FoI example, many workers are

, next annual issues conference Injuries, she said challenges, because trends such as attracted to the new employee Swiss Re America 11
are not yet available For in- In addition, workers may feel consolidation require :hem to op- benefits employers can offer, such
formation about the organiza- mot e needy because of larger soci- erate "better, faster, cheaper," said as flexible work arrangements, The Hartford - EBD Group 67

tion, contact the WCRI at 955 etal trends such as the lack of Andrea Trimble Hart, director of family 01 unpaid leaves, long-term
i Massachusetts Ave, Cam- health care benefits and an aging insurance and risk management care insurance, employee assis_ TIG Insurance 10

I bridge, Mass 02139, 617-616- workforce, Ms Grob said for The Pillsbury Co, based in tance programs, and child or elder
Wausau Insurance Company 5

 9274 Such factors may induce work- Minneapolis care resources, referrals and cen-

ers to file comp claims for condi- But continuity, commitment and ters



Commentary

Bermuda attains

predicted statu re
The presentation of two new awards at the Bermuda Insur-

ance Institute's annual gala dinner March 20 vindicates my
declaration of almost 20 years ago that Bermuda had become
the third insurance center in the world, giving London and
New York new competition.

I freely admit that 20 yeam ago I had jumped the gun on
trumpeting Bermuda's stature in the worldwide market. I
had based my report on just a week's visit to the island,
where I interviewed some of the first underwriters and bro-

kers to set up shop there, as well as captive managers and
government officials. I was bowled over by their enthusiasm
for the future of captive insurers and the ability of Bermuda-
based insurers to compete in the commercialinsurance mar-
ket worldwide under Bermuda's tax and regulatory systems.

Even worse than having jumped the gun by about a decade,
I also have to admit that not in my wildest imagination did I
fathom just how large and powerful the tiny island of Bermu-
da would become in the world's insurance market. I didn't

envision the large excess-liability insurers that would be
formed out of necessity in the 1980s by Fortune 500 compa-
nies and then later sold to the public to grow into today's di-
versified insurance and reinsurance companies. I didn't know
enough about catastrophe reinsurance to imagine that there

would ever be a capacity crunch in that
market, driving the development of these
specialist reinsurers in Bermuda. The
term financial reinsurance had not even

been coined. And the idea that Bermuda-

based companies would invest in Lloyd's
of London and buy U.S. insurance com-
panies was way beyond my imagination.

I also was a cub reporter.
But while I am a little embarrassed that

I was too quick to elevate Bermuda's
stature in the commercial marketplace
and that my vision was too limited as to

what the Bermuda market would one day encompass, I do
take heart that my instincts were right.

And now, the Bermuda Insurance Institute's creation of
two awards to recognize leadership in the island's insurance
industry reflects the self-confidence that exists in the Bermu-
da marketplace.

The BI[ says the creation of the awards is a signal that the
Bermuda insurance market has matured to the extent that

the BI[ can recognize not only an outstanding insurance ex-
ecutive during the past year, but also can trace developments
historically to recognize the pioneers that helped advance in-
surance commerce on the island.

The first recipients: Brian Duperreault, chairman, presi-
dent and chief executive officer of ACE Ltd., has been named
the Bermuda Insurance Market Leader of the Year. And Fred

Reiss, a pioneer in the development and management of cap-
tive insurance companies, has been named, posthumously,
the first recipient of the BII Lifetime Achievement Award.

The pending acquisition by ACE Ltd. of CIGNA's proper-
ty/casualty insurance operations is just one of the reasons the
Bermuda insurance market has selected Mr. Duperreault as
its first Bermuda Insurance Leader of the Year. ACE made

several other acquisitions during 1998, each one propelling it
and Bermuda into a stronger leadership position.

While those newer to the business may not recognize the
name Fred Reiss, he coined the term "captive insurance" and
convinced Bermuda's leaders that it could be an important
business for the island. The formation of his captive manage-
ment company, International Risk Management, required an
act of Parliament. I am only sorry that Fred was so press-shy
that I never was fortunate enough to meet him.

I am honored that I was asked not only to chair the com-
mittee that selected the honorees but also to make the award

presentations at the gala dinner.
The BII award selection committee included representa-

tives of Bermuda-based underwriters, brokens, captive man-
agement companies, the BII, the president of The College of
Insurance in New York and the editor of The Royal Gazette,
Bermuda's daily newspaper.

I write this on the eve of my departure for Bermuda for
what I 1mow will be a great evening. And I will smile broadly
as I say, in so many words, "I told you so."

Publisher and Editorial Director Kathryn J. McIntfe's
commentary appears fortnightly.

Senate
Continued*om page 1
self-funded plans. They would also
allow patients in group health plans
to seek damages allowed under state
law, such as punitive awards, from
insurers and employers for adverse
coverage decisions.

In response to criticism of the bill's
focus on self-funded plans, Sen. Jef-
fords said it was not necessary to set
new federal patient protection stan-
dards for HMOs and insurers because

states can regulate HMOs under the
McCarran-Ferguson Act. By contrast,
the pre-emption provisions of the
Employee Retirement Income Securi-
ty prevent states from regulating self-
funded plans, thereby justifying fed-
eral rules for those plans, he said.

Provisions in the bill that would

apply only to self-funded plans in-
clude:

• Point of service. An employer
with more than 50 employees offering
only a closed-end network of
providers would be required to offer
participants a point-of-service op-
tion. An employer would be free to
impose higher premiums and higher
out-of-pocket cost-sharing require-
ments for employees opting for the
POS.

• Patient access to medical care.

Health care plans would have to
give-without financial penalty-fe-
male patients direct access to obste-
trician/gynecologists, something

Conduct
Continued *om page 1
disclosing contingent commissions to
clients (BI, Feb. 1). A spokeswoman
for Marsh in London declined to com-

ment on Aon Risk Services U.K.'s

code, saying only that Marsh would
continue the disclosure policy it nego-
tiated with RIMS.

Some brokers simply refuse to ac-
cept such forms of compensation.

Lloyd's of London broker Berry,
Palmer & Lyle Ltd. publicly stated
last year that it does not accept any
incentives from insurers when placing
clients' business.

"Berry Palmer & Lyle has no hid-
den or specialincentive remuneration
arrangements with any insurers and
believes in transparency as to its re-
muneration," said Director Anthony
Palmer. He said the broker was un-

likely to expand this policy to match
the Aon code.

A year ago, London-based Jardine
Lloyd Thompson Group P.L.C. stated
in its 1997 annual report that less than
2% of revenue came from incentive

commissions. JLT Chief Executive

Ken Carter wrote in the report: "We
will operate a policy of transparency
with our clients by providing, where
requested, appropriate disclosure of
incentive commission whilst, at the
same time, separately identifying the
total remuneration which the group
derives from these incentive commis-

sions in future report and accounts."
While other brokers do not yet have

formal arrangements with RIMS or
AIRMIC, many now disclose contin-
gent commissions at a client's request.

U.K. risk managers welcomed the
new code of conduct.

"My key feeling is that there is a
demonstrable commitment to trans-

parency," Richard Reddaway, group
insurance manager for pharmaceuti-
cals company Glaxo-Wellcome P.L.C.
in Greenford, England, said of the
Aon code, "It is answering a lot of
questions as to how clients' monies
are handled through brokers."

David Gamble, executive director
of AIRMIC, said in a statement: "The
Aon code is a positive, tangible initia-
tive which we hope other brokers will
adopt or emulate, both here in the
U.K and in other world markets, be-
cause it goes further than any other

plans already increasingly are doing
on their own.

In addition, a health care plan
would have to give direct access to

pediatric care and cover care provid-
ed in an emergency room in any situ-
ation that a "prudent layperson"
would consider an emergency. A pru-
dent layperson is one who possesses
an average knowledge of health and
medicine and who could identify a
medical condition as one for which

there are severe symptoms.
• Continuity of care. A self-funded

plan would have to give timely notice
to a participant undergoing a course
of treatment when that provider's
contract is terminated.

A patient who was terminally ill
could keep his or her existing
provider for up to 90 days, while a
pregnant woman who had entered
her second trimester could continue

to see her current provider through
the post-parturn period.

While committee Republicans re-
jected Sen. Kennedy's effort to make
health care plans liable under state
law for coverage decisions, the legis-
lation includes provisions-applica-
ble to all group plans-that would set
new federal standards for coverage
determinations and patient appeals
of those decisions.

Under the legislation, routine cov-
erage determinations would have to
be made within 30 days and notice
would have to follow within two

working days. If the medical problem
is one that could seriously jeopardize

disclosure agreement."
Implementing the code will im-

prove relationships between commer-
cial insurance buyers and their bro-
kers, said Mr. Gamble.

The origin of Aon's work on the
code, which has been in development
for several months, came from indus-

try initiatives to clarify the relation-
ship between brokers and their
clients, said Ron Forrest, chairman of
Aon Risk Services U.K in London.

"We felt it was sensible to put our
position down with AIRMIC," he said.
"We genuinely have a desire to be
transparent in negotiations with the
client."

Full compliance with the code is not
mandatory until the beginning of
2001, but the transition period starts
April 1 this year.

Key to the code is a set of basic
principles by which an Aon broker
will deal with an AIRMIC member.

Before business is accepted from a
client, Aon will send a terms of busi-
ness letter to the client, outlining sev-
eral factors, including the nature of
the service to be provided, compensa-
tion, complaints procedure, a state-
ment of duty of disclosure and duty of
utmost good faith, and information
about Aon's client confidentiality ar-
rangements.

The code also sets out mediation

measures if disputes arise between the
client and broker, aiming to avoid lit-
igation in favor of negotiation or dis-
pute resolution.

Where the code differs from previ-
ous broker attempts to establish ac-
cepted business procedures is in its
treatment of broker compensation.

The code states: "ARS will disclose

to the client the amount of brokerage
and/or commission it receives in rela-

tion to each placement on behalf of
the client (including any captive in-
surance subsidiary). This disclosure
will include all prompt payment dis-
counts and long-term agreements or
renewalincentives."

The code also calls for Aon to

charge underwriters by either an ad-

ministration fee or a standing charge
for services, such as credit control and

claims support, that the broker pro-
vides to insurers.

In situations where incentive-based

compensation exists-such as a vol-
ume overrider, growth incentive or
profit commission from an insurer-

the life or health of a patient, a plan
would have to give a determination
and notice within 72 hours.

If a participant is denied coverage,
he or she would first appeal the deci-
sion to the plan. Routine appeals
would have to be determined within

30 days; a decision would have to be
made within 72 hours in situations

that could seriously jeopardize the
health of an individual. A reconsider-

ation request would have to be re-
viewed by a physician with the ap-
propriate expertise and who was not
directly involved in the initial cover-
age determination.

If the decision to deny coverage is
upheld by a plan's internal appeals
process, a plan participant could seek
an independent, external review in
situations exceeding a "significant fi-
nancial threshold," which is not de-
fined in the legislation, or in a situa-
tion where there is a significant risk
of placing the life or health of a pa-
tient in jeopardy.

External reviews also would be al-

lowed for treatments considered by

the plan to be experimental or inves-
tigational.

The health plan would select the
external review organization and pay
the costs of the review. The external

review organization would select an
independent expert medical review-
er. The independent medical review-
er decision's would be binding on the
plan, though the participant could go
to court to appeal the reviewer's deci-
mon.

the code calls for those arrangements
to be disclosed to the applicable
client.

"In the past, the whole question of
overriders and contingent fees was

kers' work for insurers," Mr. Forrest
explained. "Now that it is out in the
open, we won't take volume payments
as a rough-and-ready way of getting
payment. We want to change the way
we do business so that we are not paid
by volume overriders, etc., in the
UK"

However, if an insurance company
does not want to pay a specific fee,
Aon Risk Services UK will continue

to work on an incentive basis, but
with full disclosure, Mr. Forrest said,
adding that he hoped Aon would not
need to use this provision.

Mr. Reddaway, a former
chairman and a leading voice in the
campaign for public disclosure of in-
surer compensation arrangements,
described the payment information as
"revolutionary."

"My hope is that this is the death-
knell of incentives (from insurers)," he
said.

Increased disclosure may have ben-
efits beyond a full knowledge of the
costs of business, said Mr. Reddaway.
"What you're now doing is focusing
on services provided by underwriters
and brokers," and the code may well
help identify unnecessary duplication
of tasks or generalinefficiencies in the
commemialinsurance market.

As a result, Mr. Reddaway foresees
costs decreasing because obsolete or
unnecessary practices will be identi-
fied and weeded out of the process.

"I expect (the code) will lead to the
re-examination and ultimately an
overall reduction in costs to the

client," agreed Aon's Mr. Forrest. "It
will continue the sharpening-up of
who does what and remove elements

of conflicts of interest."

Regulation of U.K. brokers current-
lyis in a state of flux, as the Insurance
Brokers' Registration Act is to be su-
perseded by legislation handing regu-
lation over to the brokers themselves.

The Aon code already has been hand-
ed over to the General Insurance

Standards Council, the body current-
ly being formed to take over broker
regulation from the Insurance Bro-
kers' Registration Council at the be-
ginning of next year. Ell
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Lawsuit held during the development of and maliciously used the broker's Updates 1

the wrap-up plan, a potential bid- original plan to include wholesale
der had asked whether a broker commissions "as an excuse to in- Ward's to replace pension plan

Conhnued from page 2 would be allowed to use a whole- terfere with the board's contract

owner-controlled insurance pi 0- saler to obtain price quotes foI the with NNIB " CHICAGO-Montgomery Ward & Co, pressed for cash to pull itself ,
gram would allow smaller con- wrap-up program, and whether After the Chicago Public out of Chapter 11 bankruptcy, is termmatwgits pension plan m order to
tractors to compete on a more price quotes provided to the board Schools terminated the Near gain access to surplus funds

even footing with their larger could include the wholesaler's North contract, the services it The company plans to replace its current, overfunded defined benefit
counterparts for Chicago public commissions originally provided reportedly pension plan with a new dehned benefit plan that wtll use the same for-
school construction contracts Accoiding to the suit, a school have been transferred to Aon Aon mula to determine benefits, accordmg to a company spokesman The

The Chicago school board in board executive responded that did not return calls company will take 25% of the surplus funds and add that amount to the

late 1997 had awarded Near brokeis could use wholesalers and The suit claims that the dam- newplan, thespokesmansaid Underfederallaw, a 50% excise tax is nor- <
North a two-year, $550,000 per include the wholesaler's commis- ages the broker suffered due to mally Imposed on plan reversions However, that tax is cut to 20% if the
year contract to provide bioker- the alleged breach of contract ex- employer transfers 25% of the surplus to the new plan

age services and safety consulting ceed $1 million It also claims the The present pension plan covers 22,000 active Ward's employees and
for the four-year construction Near North's suit seeks broker provided considerable ser- 30,000 retrrees Participants wnll have the choice of receiving an annuity I

project vices to the school board prior to from an insurance company, which Ward's has yet to select, or as a lump
The brokerage seivices provided damages from the risk the contract's termination for sum from the company

by Near North were to focus on manager, whom it which lt was never paid, and re- The Pension Benefit Guaranty Corp estimates the plan-on a termina-
obtaining environmental and pro- guests compensation for the value tion basis-has $1 1 bilhon m assets and $882 milhon in hablhties Ward's

fessional liability coverages as claims encouraged of that work has filed with the PBGC a notice that it intends to terminate the plan
part of the wrap-up program breaking the contract. The suit further seexs compen- The surplus funds wall be used for general purposes of emerging from

Aon Risk Services Inc was cho- sation and punitive damages from Chapter 11, planned fortkns summer, he said

sen separately to market the Ms Asghar, whom it claims acted

workers compensation, employ- maliciously in encouraging the M&M to form Lloyd's syndicate
ment liability, commercial gener- sion in price quotes submitted to school board to break the contract
al liability, excess liability and the board with Near North The suit also LONDON-Marsh & McLennan Capital Inc, the insurance investment

all-risk builders risk coverages Near North also contends that a contends that Ms Asghar de- arm of Marsh & McLennan Cos Inc, plans to set up a Lloyd's of London

The lawsuit by Near North sug- "competitor's contract with the famed Near North in discussions managing agency and syndicate

gests that a proposed plan to use board indicated that a whole- with the underwriter of the school Newmarket Managing Agencies wall be headed by Ralph Sharp, who

an affiliated wholesaler opera- saler's commission was included system's environmental insurance currently is the managmg director of Duncanson & Holt Syndicate Man-
tion, MWS Inc, to place coverage in the price quotes provided to the coverage by blaming the broker agement Other underwnters joining the agency are Lloyd's underwriters
for the wrap-up program-and in- board by the competitor " for a lapse in that coverage Jonathan Barnes and Robm Todd, and Peter Trend, who was formerly an

cluding the wholesaler's commis- Based upon those facts, "NNIB According to Near North's suit, underwnter in Assicurazioni Generali SPA's London office

sion in its insurance price initially intended to use an affili- Ms Asghar "deliberately ignored The syndicate, which wall likely be formed later this year, win wnte a
quotes-was a point of dispute ated wholesaler in the same man- repeated requests by NNIB to act broad range of coverages, a Marsh & MeLennan spokesman said He
with the school system ner," the lawsuit says Ultimately, on a proposal for a renewal policy would not say how much would be invested in the new venture The m-

Near North's suit notes that however, the final price quotes which was negotiated and ob- vestments wall be made by funds Marsh & MeLennan Capital manages,
"Insurance brokers such as NNIB that Near North submitted to the tained by NNIB " the brokerage wlll not be Investing any of its own money in the venture
often use wholesalers' to procure school board did not reflect the Ultimately, when the under- The holding company for the agency, NM Holdings Ltd, has been
specialized coverages such as en- payment of commissions to any writer did agree to extend the en- formed in Bermuda

vironmental and professional lia- wholesaler vironmental policy retroactively,
bility policies for their clients " Near North charges that Ms it did so on terms previously nego-

The broket's lawsuit also con- Asghar and other Chicago public tiated by Near North, the suit
No RightCHOICE approval yet

tends that at a pre-bid conference school staff members improperly claims ST LOUIS-A modihed settlement agreement between Blue Cross &
Blue Shield of Missouri and state officials over the creation of the health
organization's for-profit subsidiary has been submitted to a court for ap-

S&P As a result of the UNISON net- "There is enormous competition proval, but its future is unclear
work's demise-which collapsed af- and an enormous battle going on" Although the agreement is supported by almost 100 consumer groups,
ter Marsh's 1997 acquisition of as to who is going to be close to the the Blues plan says Cole County Clrcult Court Judge Thomas Brown III

Continued from page 2 Johnson & Higgins, UNISON's msurance buyer and who the insur- made statements on the record last week mdicabng he has continued con-
period, have invested $26 bil- largest and sole U S member-Aon ance buyer lS going to look to for cerns about a number of issues, Including whether the agreement gives
lion " was able to make four "very strate- advice, he said full and fair value to the foundation it would create

Mi Medvin noted that in addition gic and very important" acquisi- Mr Medvin said that in the com- A dispute involving Blue Cross & Blue Shield of Missoun, its for-profit
to Marsh and Aon acquisitions, tions in Germany, France, Spain petitive market, brokers need to set subsidiary, called RightCHOICE Managed Care Inc , the Missouri Insur-
Willis Corroon Group PLC was and Italy, Mr Medvm noted up alternative ways of accessing ance Department and the state attorney general led to a Sept 15 agree-
acquired by a group led by "Each one of those organizations, markets and accessing clients to ment that requires the court's approval

Kohlberg Kravis Roberts & Co because of the consolidation, need- compete However, a special master appornted by the court issued a report sug-
L P , and both USI Insurance Ser- ed to make some changes and need- While the Internet still is in its gesting the court withhold a ruling on the agreement until certam con-
vices Corp and Arthur J Gallagher ed to do something," he added early stages, Aon is "looking at it cerns are addressed (BI, Feb 22) The modified agreement then was

& Co are acquiring agents and bro- At German brokel Jauch & and where and how lt fits for our worked out

kers focusing on the middle-mai - Huebener KGaA, for example, Mr products and sales force," Mr Med- At last week's informal status hearmg, where he made his comments,
ket Medvin said that without the bene- vin said Judge Brown did not indicate when he wlll issue a formal ruling on the

Despite the frenzy of acquisition fit of UNISON partners, its major For example, "We are investing modihed agreement

activity, Mr Medvm said he was not clients had said "How are you go- significant amounts of money to try
surprised by it "We did see it com- ing to service us outside of Ger- and service small commercial orga- Briefly noted
ing, and it's coming not because of mzations through a variety of elec-
any other reason than by demand tronic commerce activities," he New York-based Capital Re Corp. and Bermuda-based ACE Ltd.

by clients," he said The frenzy of broker said have reached a modified agreement under which ACE still wlll invest
In our service business, clients Aon also is working with a large $75 milhon m the financial guarantee reinsurer's common stock A con-

are demanding that we give them consolidation iS being credit card organization that also is dition of the original agreement was that Moody's Investors Service Inc
the service coverage and global cov- fueled by clients' looking at how it can sell insurance would affrm Cap Re's AAA financial strength ratmg, but the rating
erage seamlessly around the world," products to small commercial agency mstead lowered it two notches to Aa2 (BI, March 15) Wash-

he said "They expect us to be where demand, says Aon's clients that use credit cards and ington Insurance Commissioner Deborah Senn said last week that the
they are, servicing them " Harvey N. Medvin. other services Insurance industry estimates that insured damage from windstorms on

At the same time, Mr Medvin "We're trying to joint venture March 2-3 reached $30 milhon in Washington and $20 milhon in Ore-

said, clients also are demanding with them to see where and how gon The dollar amounts mostly reflect automobile and home damage
more resources, which do not come that program could work," Mr and do not include self-Insured damages suffered by utility compames

cheaply many? Tell us your plan and tell us, Medvin said or local governments A federal ludge in Los Angeles has certified as
"We cleaily have all kinds of new importantly, how are you going to In addition to the Internet, banks a class action a suit by 4,000 former and current employees of Walt Dis-

technology initiatives and service control it?" also offer a new way to distribute ney Co to restore health benefits the company reduced or ehminated

initiatives and other programs that MI Medvin said by owning of- insurance products The two sides reached a tentative agreement in 1997, but that dissolved
require substantial financial invest- fices around the world, as opposed Mr Medvin said that while sell- before becoming hnal The China Reinsurance Co., successor to the
ments," he said to forging relationships or affilia- ing insurance through banks is reinsurance arm of the People's Insurance Co of China, was officially

Putting the changing distribution tions with global partners, Aon is in "nowhere near as successful in the opened m Beiling last week with 3 bilhon yuan ($362 4 milhon) capital
system into perspective, Mr Medvin better control of its worldwide op- U S as it is outside the U S ," some The PICC was disbanded last October, and all subsidianes were pnva-
noted that of the top 31 brokers erations bank initiatives in the annuity and tized A Jury in U S District Court for the Northern District of Ohio
ranked in 1988, 19 no longer exist I can imagine what it would be if credit-related area are being forged ruled last week that a group of more than 100 Ohio labor urnon health
And of the top 10 brokers m 1988, we had affillations and had revenue very rapidly care funds cannot recover the costs of treatmg workers' smolung-relat-
only three remain today sharing or some other type of ar- "Now it's too early to tell, but ed illnesses The California appellate court m Los Angeles last week

"Aon's and Marsh's combined rangement," Mr Medvin said "I there is a new player m Citigroup affirmed a judgment against the State Compensation Insurance Fund
revenues m 1998 ale almost equal to can assure you that even with the that changes the landscape drasti- for unfair business practices, based on charges related to its case reserve
the top 20 brokeis' in '92," he ownership of all of these offices and cally in teims of what they manu- and claims handhng pohcies and practices (BI, Sept 28, 1998, Sept 4,
added employees around the world at Aon, facture and what their distnbution 1995) However, a three-judge panel lowered a punibve damages award

Mr Medvm attributes the consol- controlling all of the activities is capabilities are," Mr Medvin in the case, Joe Notnca us State Compensation Insurance Fund, to $5
idation frenzy to the fact that many still a challenge In our view, (an af- added milhon from $20 million A Fund spokesman said it is reviewing its
brokers were no longer able to ser- filiation) really wouldn't work with In terms of how fai Aon will delve legal options, which include an appeal to the California Supreme
vice their major clients who were all the control that we would need into the investment banking com- Court Salt Lake City busrnessman Pete J. Buffo has pleaded guilty

demanding global services to have " munity, Mr Medvin said the broker to federal securities fraud charges stemming from his sale of bogus cor-
These clients demanded services Mr Medvin said that despite the lS comfortable in having the ability porate promissory notes guaranteed by New England International

that were probably beyond the lev- advent of the megabrokers, direct to find capital market solutions Surety Inc of Panama (BI, Sept 14, 1998) Separately, New England In-
el where (the brokers) wanted to wnters and other companies are ag- when appropriate for the chent temational has settled a civlllawsuit filed by the defrauded noteholders
make investments," Mr Medvin gressively going after insurance- "We're not so fearful that we need seeking recovery under the guarantees
said buying clients to do everything," he said



Business Insurance, March 22, 1999 / 23

Sable provision that the board gtve him 60 days' notice surance Co Executive Vp Albert J Marmo, flew Bi Insurance Index
of its intent to renew-rather than terminate- to San Francisco and told Mr Richardson that

the contract If Mr Richardson ceased bemg Mr Rice was talang over 2,050

Contmued from page 1 premdent and CEO, he was required to return his The Rehance officials offered Mr Richardson
2,000

Questions had been raised even before Mr 51% stake tothecompanyatbook value an advisory job at $100,000 per year and 5% of
Richardson's departure about whether Sable is In addition to the administration agreement, Sable's stock, he said Mr Richardson then hiredl 1,950

truly a minonty busmess enterpnse This month, Rehance also assumed 90% of Sable's busmess a lawyer, who told Rehance he thought the move 1,900
the City of Los Angeles demed the msurer MBE as a quota share remsurer, and Sable carnes Re- amounted to unlawful termination
status, citing Rehance's extensive role 1,850hance's A- ratmg from A M Best Co based on At the same time, while reviewing Sable's

After leaving Sable, Mr Richardson asked an the remsurance deal 1998 fmancial statements, Mr Richardson says 1,800

agency that certifies minonty enterpnses for Reflectmg on the extent of Rehance's control, he discovered that Rehance had shortchanged
1,750

Callfornia pubhc utillties to review Sable's sta- Mr Richardson conceded "I had some reserva- Sable on remsurance ceding commissions by
tus Separately, the Washmgton-based National tions (in the begmning), out I'm kind of a posi- about $1 3 milhon
Black Chamber of Commerce has said it w01 de- bve thinker I knew was I was getttng mto " Reliance paid the money immediately, but Mr
certify Sable and challenge its certification by 3'111,700

1,650
Mr Rice says Sable is a long-term mvestment Richardson, calhng Rehance's action "an egre-

other entities for a 51% shareholder It won't pay off until glous breach of good faith," notified it that he 1,600
"They need to know that what they are doing Sable's surplus grows to the pomt that the value was cancehng their reinsurance agreement 1,550

wlll not fly," NBCOC President Harry C Alford of its common stock outweighs Rehance's pre- He also notified Rehance that he was remov- 1/29 2/5 2/12 2/19 2/26 3/5 3/12 3/19
said of Rehance "You don't fire the owner and ferred stock ingl\dr Marmo-the Rehance-employed direc-
put some other black guy in there and say, 'OK, In the meantime, he suggested, Rehance is tor he had appomted-from Sable's board Base=100 on Dec 29,1978

we're a (MBE) ' It's fantasyland " necessary "Who's got $20 milhon on the table to "Then I knew they were going to come after
Source Nordby /ntemationa/ tne (nordby com) Boulder, Colo

For his part, Mr Rice, Sable's current CEO, start an insurance company from scratch?" me," he says
says the Insurer w111 survive whether or not it is Sable's busmess got off to a slow start While He was nght
recognized as a minonty business enterpnse Mr Richardson had hoped to begin underwnt- Rehance called a Sable board meetmg for PCS catastrophe options

While MBE certlfication may help, "I'm not ing in January 1997, Sable wasn't able to open March 3 At the meeting, which Mr Richardson As 01 March 19

mterested m 1VIBE status per se," Mr Rice said its doors until September, and the insurer wrote and his two other board appointees boycotted,
Call Pnce Call Price

spread bid/ask spread bid/ask

"Aaron and Rehance need to settle their chf- no busmess that year the remammg board members fired him National Annual 1999 California Annual 1999

ferences so we can get on with our busmess," he Last year, Sable generated gross direct premi- Rehance has since demanded that he return 40/60 120/160 60/80 12/23

added ums of $13 5 milhon and ceded $12 1 milhon of his 51% stake, which it values at zero The valu- 60/80 60/120 80/100 1 On 9

80/100 40/80 150C 05/25This isn't how things were supposed to turn this to Rehance After a small amount of other ation excludes Sable's surplus, which is tied
out when Mr Richardson began lookmg for a ceded reinsurance, net prermums totaled solely to Rehance's preferred Sable stock

150C 50/60

200/250 33/40 Western Annual 1999

partner for a long-held dream to build an $948,326,1ts1998 statutory statement reports Mr Richardson has refused to turn over the 80/100 05/22

Afncan-Amencan-owned insurer Thanks mostly to mvestment gains, Sable re- shares--which would be glven to Mr Rice-and Southeastern September 1999

Beginning his career m 1967 as a Fireman's ported 1998 net income of $433,344 and ended he andhls lawyer contend the March 3 termina- 40/60 28/- Midwest June 1999

Fund Insurance Cos underwnter, Mr Richard- the year with surplus of $167 milhon bon was Improper 60/80 21/30 10/20 12/14

80/100 20/24son, now 55, moved on to Johnson & Hgglns and Sable's launch was hampered by Reliance m a A Rehance spokesman msists that Mr
Marsh & McIknnan Inc in San Francisco before number of ways, according to Mr Richardson

Florida Sept /[ec 1999
Richardson was fired properly under the terms

Eastern September 1999 100/150 26/-

starting his own brokerage firm m 1990 For one thing, he said, Reliance wasresponsi- of his contract because Sable's $13 5 milhon pre- 40/60 30/-

Aware of the difficulty pubhc entities and ble for handhng Sable's hcense apphcations and mium volume "fell far short" of its goals Mr
Total volume 0 Total open interest 10,999

some corporations were havmg meetmg com- rate and form fillngs By the time it finally Rice noted that all but $2 milhon of that volume
mitments to deal with mmonty-owned enter- opened for business in September 1997, though, was booked after he Joined the company For Information on PCS cat options, call the Chicago Board of

prlses, Mr Richardson devised the idea for Sable rate and form fillngs made months earher al- Reliance National President Dennis Busti said
Trade at 312-435-3674

and approached several potential backers ready were obsolete, and Sable was m a poor ma statement, "From top management down,
Reliance proved the most receptive, and with competttive position, Mr Pdchardson said Rehance National supported and stlll supports Source Chicago Board of Trade

a $6 milhon capital contnbution from Rehance, Rehance-dictated changes in Sable's business the idea of a truly successful African-American
Sable was mcorporated in Callfornia m April plan also threw the insurer off, shifting its focus insurance company We put our time and our
1996 Rehance contributed another $10 milhon away from mmonty-owned busmess to middle- money behind our behefs, and we Mll contmue

British Issues

to the msurerlast year market accounts and back again between De- to work to make a success of Sable " Price WE Div Yield 52-week

Winle technically mdependent, Sable was tied cember 1997 and June 1998 he says Both sides insist that httgation is the last thlng
to Rehance m a number of ways Mr Richardson Mr Richardson's relationship with Rehance they want, but they seem to have hit an impasse

Companies pence pence % high-low

owned 51% of the common stock of Sable Insur- was already beginning to sour when Mr Rice Mr Richardson says he hopes to form an m- Gdn Royal Exch 350 54 101 36 494-227
ance Holdmg Co , the msurer's parent, while Re- was hired last June Sable's board chd not give vestor group to buy out Rehance's stake m Sable Legal & Gen 736 34 7 14 5 25 946-500

hance held 49%, however, Rehance msurance Mr Richardson notice of its mtent to renew his "This has been my dream," he said "I've been Royal & Sun 571 19 9 23 0 50 825-439

unlts owned 100% of the holdmg company's contract at its August expiration This came, he working on it for 10 years, and I'm not gomg to
preferred stock, issued in exchange for Re- says, despite the fact that in May he had been let them steal it from me " Brokers

hance's capital contributions granted a 50% raise in his annual salary to Rehance does not appear eager to take him up
Sable's seven-member board Included Mr $300,000, retroactiveto September 1997, a move on it though Lmbrt Fenchurch 70 57 57 10 2 121-58

Richardson and two of his appointees, along he says may have been prompted by Mr Rice's "We owe it to our shareholders to look at any JLT 216 95 120 71 237-150

with four Reliance employees, one of whom Mr hinng at a $250,000 salary Sable's board rabfied reasonable offer, the spokesman said "But we
Note Pnces are March 19 dosings, other numbers from March 18

Richardson says he was allowed to name the raise in September, he said beheve that, nght now, with Ed Rice and with
Mr Richardson worked under one-year em- On Feb 1, two Rehance executives, mcluding our structure, this can be very profitable and

ployment contracts that mcluded the unusual Sable board member and Rehance National In- successful as a continwng operation " [II] Source Nordby International /nc (nordby com) Boulder, Colo

B Industry Stock Report MARCH 15, 1999, THROUGH MARCH 19,1999

Weekly Year to date Yeartodate Weekly Year to date Yeartodate Weekly Year to date Yeartodate

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

Aon Corp NYS 6581 0.10 1739 75.56 48.25 2505 CNA Surety NYS 1250 385 1632 1675 10.19 126 St Paul Companies NYS 3281 113 6.25 47.19 28 06 2245

E W Blanch Holdings Inc NYS 5550 5.34 18.88 6000 34.69 410 EMC Insurance Group Inc NDO 11.31 056 11.27 1588 9.00 20 SCOR NYS 5250 958 1923 72 75 5006 73

Gallagher Arthur J & Co NYS 4650 1.59 629 5063 34.88 237 ESG Re Limitec NDO 1650 149 1672 28.00 1275 95 SAFECO Corp NOQ 4250 1.64 0.00 56.00 36.69 2587

Hilb Rogal & Hamilton NYS 1556 4.23 1644 1988 1538 932 Enhance Fnancial Services NYS 22.06 3.02 27.07 37.56 1731 504 SCPIE Holdings Inc NYS 27.19 7.84 9.56 3838 2663 NA

Kaye Group Inc NDO 7.25 -645 0.00 8.06 5.13 11 Everest Reinsulance NYS 33.69 271 -818 45.25 2875 1256 Se,bels Bruce Group NDO 3.25 0.00 7.14 8.38 2.94 223

Marsh & McLennan NYS 76.38 1.05 29.18 7938 43 38 2867 Executive Risk Inc NYS 7244 302 3445 7494 3550 583 Selective Ins Group NDQ 18.88 466 -679 2925 1669 301

Poe & Brown NYS 31.06 5.15 1109 42.50 31.06 41 EXEL Lid NYS 58.00 4.23 18.95 83.25 58.00 1179 Terra Nova Ins Co Ltd NYS 22.81 3.44 -641 35.00 21.25 263

BROKEAS AVERAGE 2.19 4.47 Fremont General Corp NYS 1938 432 1969 3106 1800 873 TIG Holdings NYS 1625 039 484 2775 11.63 2373

Frontier Insurance Group NYS 11.81 4.06 550 2569 1106 1300 Totio Marine & Fire NDO 6200 1247 5.31 62.25 39.00 153

INSURERS/REINSURERS Gainsco Inc NYS 4.94 0.00 21.78 10.00 481 155 Torchmark Corp NYS 3381 -018 2.70 4981 30.69 1607

ACE Ltd NYS 31.75 0.59 2.87 43.00 24.38 2577 Harleysville Group NDQ 2113 563 17.16 2850 1725 130 Transallantic Holdings NYS 7494 4 08 -091 9450 73.50 80

Accel International Corp NDO 269 000 10 42 3.50 2.13 16 Hartford Steam 80tler NYS 3731 2.05 7.15 5956 34.75 342 Travelers Properly Casualty NYS 36.00 103 1755 45.94 24.13 926

Acceptance Insurance Cos NYS 1531 6.99 22.96 25.63 1363 325 HCC Insurance Holdings NYS 1844 1.67 8.86 2394 1600 651 Trenwick Group lic NDO 27.00 4.42 1462 41 75 26.75 194

AEGON N V NYS 98.56 3.96 19.17 130.13 5975 342 ING Groep N V NYS 5581 022 8.50 7675 36.06 389 Unico American Corp NDO 10.38 3.49 10.03 1688 888 83

Aetna bfe & Casualty NYS 8119 164 172 91.44 60.19 1954 IPC Holdings Ltj NDQ 2025 241 1099 3325 1900 417 United Fire & Casualty NDQ 28 75 043 1362 4400 27.75 21

AFLAC Inc NYS 5069 4.51 1520 51.50 25.13 3170 Hartford Financial Services NYS 58.19 5.68 4.26 6000 37.63 3571 Unitrin NDO 68.50 1.48 335 75.47 5556 133

Allmerica Financial Corp NYS 54.50 557 3.75 75.25 3838 598 LaSalle Re Holdirlgs Ud NYS 1731 315 1606 42.94 1675 219 UNUM Corp NYS 49.50 3.26 1741 6250 41.75 2593

Allstate Corp NYS 3850 -016 0.00 52.38 34.75 9064 Lincoln National NYS 97.13 204 17.19 9969 67 00 2070 Vesta Insurance Co NYS 3.75 1781 34.78 5900 3.75 733

AMBAC Indemnity Corp NYS 54.38 4.19 9.28 65.94 40 88 1274 MAIC Holdings ni NYS 27.81 -045 13 09 33.13 2325 89 Zerith National Ins NYS 2494 1 97 784 3050 2031 29

American Bankers Ins NDO 5194 0.12 8.77 65.94 30.13 1326 Markel Corp NYS 18100 0.42 0.42 187.00 132.00 15 INSURERS/REINSURERS AVERAGE 1.21 566

American Financial Group NYS 36.63 135 11.08 45.75 3050 255 MBIA Insurance Group NYS 61.56 1.40 7.16 80.94 4606 1630

American General NYS 74.63 132 4.63 7900 52.38 2407 Meadowbrook Ins-Ir Group NYS 1688 000 345 3500 1494 47 HEALTH MAINTENANCE ORGANIZATIONS
American Heritage Life Ins NYS 25.25 439 494 26.69 1863 304 MMI Cos Inc NYS 1519 083 8.99 25.00 1375 147 Foundation Health Systems Inc NYS 9.50 130 1364 32.63 5 88 1355

American Indemnity/Fin I NDO 12.69 333 1941 1538 10 25 27 Mutual Risk Mgnt Ltd NYS 3988 3.77 511 43.25 2538 408 Hunlana Inc NYS 1881 -0 33 -0 66 32.13 12.25 2142

American International NYS 11875 -0.52 21.95 12338 64 88 11390 NAC Re Corp NYS 51.06 433 937 5588 43.69 459 Oxlord Health Plans NDO 1781 878 27.23 2050 5 81 8022

American Salety Insurance NYS 8.13 236 14.47 1506 6.75 30 Navigators GroK NDO 1388 4.31 9.02 20.75 13.25 30 Pacilicare Health Sys NOO 6300 11.27 1189 8888 53.75 29

Argonaut Group NDO 24.00 1.54 000 37.00 21.25 319 NYMagic Inc NYS 14.75 -0.84 2934 34.25 13.88 39 Safeguard Health Enter NDO 281 426 21 05 9 44 2.69 108

AXA UAP Group NYS 69.06 3.56 349 8025 38.25 205 Ohio Casualty Corp NDO 4031 031 198 5175 33 75 304 Sierra Health Services NYS 13.13 541 37.13 2763 13.13 473

Baldwin & Lyons Inc NDO 2088 0.60 1070 2600 1850 25 Old Republic Int I NYS 1888 3.82 1195 32.25 17.94 1077 United HealthGroup NYS 53.63 2.02 2034 7394 2956 3698

Berkley W R Corp NDO 25.25 2.42 25.19 4988 24.38 383 Orion Capital Ccrp NYS 32.13 191 1802 59.25 2800 363 Wellpoint Health Networks NYS 7963 769 728 8788 50 50 1252

Berkshire Hathaway Inc NYS 77800.00 3.11 13 91 84000.00 57000 00 3 Partner Re Ltd NYS 42.00 0.88 705 52.50 33.63 725 HMOs AVERAGE 051 551

Capital RE Corporation NYS 16.63 431 1502 3869 1194 857 Penn America Grcup Inc NYS 11.19 -0 56 2095 22.13 813 111 ALL COMPANIES AVERAGE 130 223

Capitol Transamenca Corp NAS 1488 4.80 1590 22.75 14.50 29 PMA Capital Corporation NDO 1975 1.25 0.96 2375 1663 21

Centis Group Inc NYS 9.63 2.53 2.67 1481 794 85 Philadelphia Cons Holding NDO 21.75 -057 2.35 24.50 1863 116

Chartwell Re NYS 20.00 2.44 13.98 3456 2000 86 PXRE Corp NYS 1963 248 2228 3288 1900 117

Chubb Corp NYS 6100 2 31 6.06 88.81 54.00 4490 Reliance Group Holdings NYS 788 8.03 39.13 1981 7.75 3086

CIGNA Corp NYS 82.13 2.42 563 8644 57.19 3523 RellaStar Financel Corp NYS 44.50 114 -0.56 5244 29.00 1924

Cincinnati Financial Corp NYS 3800 041 648 45.31 3050 1661 Renaissancege Holdings Ltd NYS 3500 108 311 5075 31 50 111

Citgroup NYS 64.13 2 75 26.82 7350 2850 38124 Risk Capital Holdings NDO 1363 21 01 35.50 2550 1363 184

CNAFinancial Corp NYS 3750 1.64 4 61 5325 3300 593 ALI Corp NYS 30.00 3.03 10.11 45.63 28.00 47

Top advancing issues Toido Marine & Fire, Oxford Health Plans, Wellpoint Health Networks Leading dectiners Risk Capital Holdings, Vesta Insurance Co., Pacificare Health Sys Most active issue: Citigroup The B/Index gained 02%, the Dow Jones 30
Industrials increased 0 3%, the S&P 500 gained 0 4% and the NYSE Composite declined 0 2% Average P/E Brokers, 17 8, Insurers/reinsurers, 23 7, HMOs, 18 0

Source Nordby Intemational inc (nordby com), Boulder, CO



WORLDRISK coverage

W WHAT should you do? Do you know the laws?

The culture? The courts?

This is the real world small companies live in when

they work overseas. And if your company is not properly

covered, the world becomes an ugly place.

How can AIG help?'Ikke our WORT.DRIST' coverage.

It goes far beyond the mere coverage of method of

shipment or unforeseen events. Our coverages insure

you against property damage, product liability, marine

and foreign travel accidents, kidnapping, ransom and

extortion, and provide for emergency medical assistance.

Perhaps our greatest strength lies in our ability

to act swiftly most anywhere.

Because we have operations in virtually every major

market, we have people who bring a local understand-

ing to your business, who grasp the intricacies of a

foreign culture, who can negotiate foreign law.

And because our reputation is solidly backed by

Triple -A-rated financial strength, you can rest assured

that the AIG Companies will be there for you.

Who insures

So no matter what the risk, no matter where the

risk, the AIG Companies possess the global resources

to custom-tailor a policy that places a buffer between

you and the unexpected.

Call your broker or e-mail WORLDRISK@aig.com to

fmd out more about our WORLDRISK- coverage.

What's the worst that could happen? That's

what we think about every day.

AIG
WORLD LEADERS IN INSURANCE AND FINANCIAL SERVICES

ALL FORMS OF COMMERCIAL INSURANCE • PERSONAL AUTO AND HOMEOWNERS INSURANCE • LIFE, ACCIDENT

AND HEALTH INSURANCE • RETIREMENT PRODUCTS AND MUTUAL FUNDS THROUGH SUNAMERICA . WWWAIG COD


