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Bush budget plan

would

By JERRY GEISEL

WASHINGTON-The Bush adminis-
tration is readying a proposal to make
flexible spending accounts more attrac-
tive to employees.

As part of a federal budget "blueprint,”
the administration disclosed last week
that it is preparing legislation to improve
FSAs. In that same document, the admin-
istration also said it wants to make per-
manent a pilot program that allows small
employers to offer tax-favored medical
savings accounts to employees, provide
new tax breaks for long-term care and
adoption expenses and add a prescription

drug benefit to Medicare for low-income
retirees.

The administration did not provide any
more details about the FSA proposal.
Those details are expected to be disclosed
when the administration presents its for-
mal budget package next month.

But the FSA proposal likely would re-
semble one President Bush made during
the election campaign. In October, he
proposed allowing employees to carry
over from one year to the next up to $500
in unused FSA balances.

That proposal would effectively over-
turn an Internal Revenue Service regula-
tion known informally as "use it or lose

improve FSAs

it." That rule, issued in the mid-1980s, re-
quires employees to forfeit unused ac-
count balances at the end of the year.

While awaiting more detail, employer
groups say they would welcome any lib-
eralization of the "use it ir lose it" rule as
good health care policy.

Use it or lose it "enccurages waste as
employees rush at the end of the year to
spend those unused dollars. That should
be a signal that there is something wrong
with the current system,"” said Kenneth
Feltman, director of the Employers Coun-
cil on Flexible Compensation in Wash-
ington.

See Budget on page 4

UPDATS

HHS reopens comment period
on privacy regulations

WASHINGTON-Employers and others
concerned about implementation of a con-
troversial medical records privacy bill
now have until March 30 to submit writ-
ten comments to the Department of
Health and Human Services.

HHS had originally issued its rules on
Dec. 28, 2000, but a paperwork error
pushed the effective date of the rule to
April 14 from the original date of Feb. 26.
HHS Secretary Tommy G. Thompson an-

See Updates on next page
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President Bush's budget plan includes several ben-

Hewitt mulls
benefits of IPO

By JERRY GEISEL

LINCOLNSHIRE, Illl.-Hewitt Associates LLC. is con-
sidering whether going public is the best way to fulfill its vi-
sion as a benefit consultant.

In a brief statement released last week, privately held He-
witt said its executive committee and management are eval-
uating the merits of an initial public offering.

"Hewitt Associates has an aggressive vision of our future
as an HR consulting and delivery firm. We see major oppor-
tunities to serve the current and emerging needs of our
clients and their people and believe we're very well posi-
tioned to pursue those
opportunities. We be-
lieve that becoming a

public organization

-
Hewitt
could help us in our
pursuit of that vision,"

the company said.

As a result, it now is evaluating "whether an IPO is the
right way for us to deliver on our vision and to take steps
that would better position us to proceed if the answer is
'ves,"' Hewitt said.

While Hewitt declined to comment beyond its statement,
outside observers say one factor behind Hewitt's considera-
tion of an IPO could be the need to raise funds for invest-
ments in technology.

"They may want to infuse the organization with addition-
al funding to invest more broadly in total outsourcing. What
they want to do requires massive amounts of money," said
Donn Bleau, national director of the employee benefits prac-
tice at Solomon-Page Group Ltd. in San Diego, an executive
recruiter.

Furthermore, Mr. Bleau said, an IPO could generate funds

See IPO on page 20
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efit-related provisions, including expanding FSAs.

Insured losses may reach
$1 billion in Seattle quake

By ROBERTO CENICEROS

SEATTLE-Insured losses from the earthquake that shook
the Pacific Northwest last week could reach $ 1 billion or more,
which would make it one of the most costly U.S. quakes for in-

Property damage from the Feb. 28 quake, a 6.8-magnitude
temblor that was centered 35 miles southwest of Seattle, is
widespread. But property damage is expected to be largely su-
perficial, and major structural losses are not likely, according
to preliminary reports.

Risk managers in the region credit advance planning and
preparedness for helping keep casualties and insured losses
from being far greater.

Initial estimates of insured losses from the quake ranged
from hundreds of millions of dollars to as much as $1 billion as
of late last week, though estimates are expected to grow as
more loss data becomes available. The quake also caused in-
juries to about 320 people and resulted in one death from a
heart attack, according to media reports.

State and federal officials late last week estimated total eco-
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Seattle's Pioneer Square was one of many areas

in the city hit hard by the Feb. 28 earthquake. See Quake on page 22

Were carpal tunnel injury reports withheld?

Feds eye Burlington data

By ROBERTO CENICEROS

BNSR may have failed to report certain carpal tunnel
incidents to it as required under federal law, a
FORT WORTH, Texas-The Federal Railroad Ad- spokesman for the FRA said last week.

ministration is investigating whether Burlington "We have heard that there have been several cases

Northern Santa Fe Railroad Co. improperly withheld
information from the agency about employees mak-
ing claims for work-related carpal tunnel syndrome
during the past year.

The FRA's investigation comes several weeks after
the Equal Employment Opportunity lommission
threatened to sue the railroad for discrimination over
its practice of conducting genetic tests on employees
who filed carpal tunnel claims BNSF agreed to halt
the practice (Bl, Feb 19)

In light of the testing controversy, the FRA suspects

over at Burlington Northern Santa Fe that are under
dispute that should have been reported," he said.

A spokesman for Fort Worth, Texas-based BNSF
said that it is required to report only work-related
ailments, which it determined was not the case with
any of the carpal tunnel claims it investigated. Con-
sequently, the spokesman said, no carpal tunnel
claims have been reported to the FRA within the past
vear.

Unlike other employers that must report workplace

See Claims on page 21
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HHS seeking comment

Continued from premous page

nounced a few days ago that he would reopen the comment period,
"to ensure a thorough review" of the issues involved The notice of
the extended comment period, which began last Wednesday, ap-
peared in the Feb 28 Federal Register

Under the rules, health plans and health care providers would
be required to disclose how a patient's information is used and to
whom it's released, and physicians would generally have to obtain
written permission from patients to release any information (Bl,
Jan 1)

The rules drew fire from employers, insurers and others Oppo-
nents complained that the HHS regulations would apply to all
medical records, rather than only to electronic records, as
Congress had specified when It originally called for a privacy rule
Opponents also charge that the rules would make obtaining pa-
tient authorization to release personal medical information very
difficult In addition, insurers and employers fear the regulation
would cause health care providers to withhold necessary informa-
tion about treatment from insurers and other payers for fear of
fines and jail time for unauthorized release

Patient advocacy groups and privacy advocates, on the other
hand, have hailed the rules as necessary to protect confidential
records

HHS issued the regulations in the final weeks of the Clinton ad-
ministration, after Congress failed to meet its own deadline for
doing so, as set by the Health Insurance Portability and Account-
ability Act of 1996

U.S. insurer failures up: S&P

NEW YORK-The number of U S insurers that failed in 2000
increased 40% from 1999, and the increased rate of failures could
continue through 2001, according to Standard & Poor's Corp

In 2000,56 insurers failed, up from 40 in 1999, according to a
new study published by the New York-based rating agency Of the
56 companies, 31 were property/casualty insurers, 17 were health
insurers, five were life insurers, and three were title insurers, the
study found

With one exception, all the insurers rated by S&P that failed in
2000 had ratings that fell below the secure financial strength lev-
el

S&P said that, even though the U S insurance industry has been
long recognized for its strength, resilience and ability to provide
policyholder protection even in troubled times, the number of fail-
ures could continue through 2001

The full text of the study i S available at www standardand-
poors com/ratings

COLI taxes force charges

Two companies have announced they will take charges to earn-
1NngS In connection with interest deductions claimed on their cor-
porate-owned life insurance policies following a Feb 20 federal
court decision in Columbus, Ohio

More companies are expected to make similar announcements

Columbia, Md -based W R Grace & Co said It W111 take a $75
million charge against its 2000 financial results in connection
with potential additional taxes and interest related to loans se-
cured by the cash value of ItS COLI policies W R Grace said It
would report an $89 7 million net loss for 2000

Similarly, Cleveland-based National City Corp, a financial ser-
vices company, said last week that It W111 take a $40 million
charge to first-quarter 2001 earnings related to tax exposure on
interest deductions for its COLI policies

Depending upon the outcome of negotiations with the Internal

$40 million charge either later this year or in a subsequent year,
said Thomas A Richlovsky, National City senior vp and treasurer

OSHA rule may be at risk

Senate invoking CRA to overturn ergonomics standard

BY MARK A. HOFMANN Thursday that "We'll have that ministration during the last days

vote in the not-too-distant fu- of the Clinton administration,
WASHINGTON-The Senate is ture," speaking before a group of would drive up health care costs if
scheduled to vote this week to employer representatives during a allowed to go into effect as writ-
overturn the controversial federal brief address at the U S Chamber ten
ergonomics standard by invoking of Commerce Although Sen OSHA "put some things into
the Congressional Review Act Nickles had initially been slated this that people Just couldn’'t
A spoKesman for Assistant Sen- to focus on health care reform- imagine that they did," said Sen
ate Malority Leader Don Nickles, which he addressed-he also told Nickles He cited in particular a
R-Okla, confirmed Friday that a his audience that the ergonomics provision that would create a spe-
vote would take place standard, promulgated by the Oc- cial federal benefit for er-
Sen Nickles had promised last cupational Safety and Health Ad- See Standard on page 20

All eyes on Pennsylvania
for pollution clause case

By DAVE LENCKUS sion, find that insurers resenting the exclusion to state
promised regulators 30 years insurance regulators
PITTSBURGH-INn a case that ago that the exclusion would Mr Ellison, a partner with
is drawing wide interest from not bar coverage for unexpected Anderson Kill & Olick PC in
policyholders and insurers, the gradual losses, and hold insur- Philadelphia, said the Pennsyl-
Pennsylvania Supreme Court ers to that promise vania case poses a threat to in-
today is scheduled to hear oral The Pennsylvania case has surers because the state has a
arguments on the meaning of drawn eight amicus briefs from significant industrial base with
the sudden and accidental pol- numerous policyholders, the "heavy environmental issues "
lution exclusion and whether Pennsylvania Department of He also said that the insur-
insurers misrepresented the ex- Environmental Protection- ance industry might be con-

clusion to regulators 30 years which supports policyholders' cerned about the "unfavorable

ago arguments-and U S and Lon- trend"” for insurers in recent
The policyholders m the case, don market insurers pollution rulings For example,
who have lost in two lower state The plaintiff, household prod- Rhode Island's Supreme Court

courts, want the court's seven ucts manufacturer Sunbeam last summer ruled that the sud-
justices to rule in favor of at Corp of Fort Lauderdale, Fla, den and accidental pollution
least one policyholder argu- would not allow its attorney to exclusion does not bar coverage
ment comment on the case for unexpected gradual losses and
- The exclusion does not bar Policyholder attorney John that insurers made that clear to reg-
coverage for unexpected and Ellison, who filed an amicus ulators in 1970 when seelang ap-
unintended gradual pollution brief for several companies, said proval for the exclusion (Bl, June 26,
losses, which would reverse he rarely has seen such a flurry 2000)
more than 16 years of case law of such briefs One exception, he The attorney for Boston-based
established by lower Pennsylva- said, was a 1993 New Jersey Liberty Mutual Insurance Co,the
ma state courts Supreme Court case that ended lead defendant rn the Pennsylvania
= The court should look be- with the court lambasting the case, could not be reached for com-
yond the wording of the exclu- insurance industry for misrep- See Pollution on page 20

Trend toward growth

Encouraging use of programs

By LEE FLETCHER - W Fred Jenkins Jr , executive
A The AI I Iance Of director of work/life strategies
ORLANDO, Fla ~-How dP Wr‘clg rI—I(/I_i'Fe with Verizon Communications
and family programs move from I Inc in New York, emphasized
Revenue Service, National City may have to record an additional being mere ideas to becoming NV Professionals that it IS unrealistic to expect
common company practice? rapid work/life changes within a
Panel members addressed that company
question at the keynote presenta- Things Can Make a Big Differ- "We can't grab the whole brush

What prompted both company announcements was aUS Dis-
trict Court Judge's ruling in American Electnc Power Inc us
United States Judge James L Graham ruled that the interest de-
ductions claimed by Columbus, Ohio-based AEP on its federal m-
come tax returns in connection with its COLI program were not
allowable under applicable tax laws The Internal Revenue Ser-
vice had challenged the deductions The company said it would
appeal the decision

An AEP spokesman said the Feb 20 decision will have no cash
impact on the company because the taxes had already been paid
to the IRS in anticipation of the decision

The AEP spokesman said he expects additional companies will
make announcements similar to Grace's and National City's as a
result of the decision "It wouldn't surprise me to see other an-
nouncements," Mr Richlovsky said

Some black lung rules on hold

WASHINGTON-Recent court action has temporarily suspend-
ed some of the new federal black lung regulations, which greatly
expand the ability of miners to obtain benefits for the disease

U S District Court Judge Emmet G Sullivan of the District of
Columbia issued a preliminary injunction earlier last month sus-
pending some of the new regulations until he decides the merits of
a lawsuit filed by the National Mining Assn and some workers
compensation insurers (Bl, Jan 29)

The new regulations went into effect Jan 19, one day before
President George W Bush was sworn in

The Judge's inJunction against some of the regulations grants, in

See Updates on page 22

tion of the annual conference of ence,"” explained that what IS and change the world in one fell
the Alliance of Work/Life Profes- known about how disease epi- swoop It's those small, incremen-
sionals, held Feb 7-9 in Orlando, demics spread can also be applied tal steps that we can engage in

Fla to societal trends, including the within our respective markets
Malcolm Gladwell, the author growing activity in the area of that will collectively make a dif-
of "The Tipping Point How Little work/life programs See Work/life on page 18
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High court rejects cost/benefit argument

By MARK A. HOFMANN

WASHINGTON-The Supreme Court's
unanimous ruling that the federal govern-
ment does not have to consider compliance

costs when setting certain environmental

standards underscores the need for

Congress to subject proposed rules to
cost/benefit analysis before they take ef-
feet, employer groups say.

The case, Whitman us. American Truck-
ing Assns- revolved around the question of
whether the Environmental Protection
Agency had overstepped its bounds when it
set new standards for soot and ozone under
the Clean Air Act in 1997. Business groups
held that Congress, rather than the EPA,
had the power to set such new standards

and that the agency should consider com-
pliance costs when setting environmental
standards.

The U.S. Circuit Court of Appeals for the

District of Columbia reject-
ed the notion that costs had

Siaysdhionian into con EPA

way it set the rules.

The Supreme Court ruled
Tuesday that the EPA had done nothing
wrong in its general approach to the issue,
though the agency needed to revisit its
ozone standard.

In fact, the text of the relevant section of
the Clean Air Act, "interpreted in its statu-

2000 broker results

Year-end results for the world's largest publicly held brokers. Dollar amounts in millions.

Bvekerace & Comultiag Col,o0,ate
Pemeat Pe,cent P ce#
chase Nes: chamle Net clia40

Re,enues */ 1899 revelies from 1999 income *em 1999

Marsh & Mciennan $6,915.0 6.8%

Ao” 5,137.0 7.0

Arthur J. Gallagher* 699.2 11.6
7.3

Jardino Lloyd Thempsont 435.4

*1999 figum have h- re:lated.
t British Bound+ $1.5156 (2000), $1.6172 (1999)

Broker

get a

By SALLY ROBERTS

After years of being plagued by soft
pricing in the property/casualty insur-
ance market, the world's largest insur-
ance brokers finally saw some relief in
2000.

All of the world's largest publicly held
brokers reported better top- and bot-
tom-line growth for the year ending Dec.
31, 2000. Much of that growth was char-
acterized by new business, a better pric-
ing environment and acquisitions, ac-
cording to the brokers and the analysts
that cover them.

London-based Jardine Lloyd Thomp-
son Group P.L.C. reported the largest in-
crease in brokerage and consulting rev-
enue in 2000, with a 14% rise, to £287.3
million over 1999 revenues. Converted to
U.S. dollars using average annual ex-
change rates, though, JLT's revenues in-

House passes

$10,180.0 10.9% $1,181.0 62.7%
7,304.0 6.0 474.0 35.0
740.6 12.8 87.8 249
467.6 7.3 79.2 6.6

results

boost

creased only 7.3%, to $435.4 million for
the year.

Itasca, lll.-based Arthur J. Gallagher
& Co. reported an 11.6% rise in broker-
age revenues, to $699.2 million. Chicago-
based Aon Corp. reported a 7.0% in-
crease in brokerage and consulting rev-
enues to $5.14 billion, and New York-
based Marsh & McLennan Cos. Inc. saw
its brokerage and consulting revenues
grow 6.8% to $6.92 billion.

"In general, 2000 was really a positive
inflection year for brokers," said Adam
Klauber, managing director of Cochran
Caronia Securities L.L.C. in Chicago.
"Across the board, brokers had substan-
tially better revenue growth, better
earnings and better cash flow," he said.

Much of that growth is attributable to
property/casualty rate firming, which
analysts said gradually grew more

See Brokers on page 6

tory and historical context and with appre-
ciation for its importance to the CAA as a
whole, unambiguously bars cost considera-
tions" from the national ambient air quali-

ty standards-setting
thus,
"ends the matter for us
as well as the EPA,"

wrote Associate Justice

process and,

Antonin Scalia for the
court.

The EPA also did not
usurp congressional authority by setting its
1997 standards, he wrote. The scope of the
EPA's discretion spelled out in the relevant
section of the Clean Air Act is "well within
the outer limits of the court's nondelegation
powers," he wrote. Justice Scalia added

that the high court has overturned regula-
tions for granting too much traditionally
legislative power to federal agencies only
twice-both in decisions issued in 1935.

While the Supreme Court said that the
EPA had the power to regulate ozone under
the Clean Air Act, it ruled that the agency
had implemented its standard in the wrong
way and would have to come up with a new
way to do so.

Despite that provision, the EPA hailed
the ruling as a vindication of its policies.
"The Supreme Court issued a solid endorse-
ment of EPA's efforts to protect the health
of millions of Americans from the dangers
of air pollution and affirmed our constitu-
tional authority to set these kinds of health-

See EPA on page 21

RIMS adds work time

to FRM requirements

Workshops needed for fellow designation

By MICHAEL BRADFORD

NEW YORK-Risk managers will have to
spend a little more time in the trenches to
qualify for the industry designation award-
ed by the Risk & Insurance Management
Society Inc.

RIMS is changing the requirements for re-
ceiving its Fel-
low in Risk Man-
agement desig-
Nnation so that

, those who earn it

fj must have at

. least three years
'i of experience in
* the profession.
11 Previously, there
#4 existed no indus-
try experience

requirement.
That and other

changes apply
Mr. Hampton not only to risk
managers but

also to brokers, underwriters and others
who pursue the FRM designation.

Other changes include a new requirement
that six two-day workshops be completed.
The workshops, which begin Sept. 1, will be
interactive programs in which participants
will be asked to work out risk management
problems under the guidance of instructors.
The titles of the three fall programs are Per-
speetives in Risk Management, Disaster
Planning and Recovery, and Litigation:
Minimizing the Total Cost of Risk. Three
other programs will be offered in the spring
of next year.

The workshops replace one of the require-
ments, which had called for three elective
college-level courses, although other such
college-level requirements remain in place.
Also gone in favor of the workshops is the
required completion of a "capstone" pro-
ject-which tested understanding of ac-

counting, finance, information systems and
business law as those disciplines relate to
risk management.

RIMS is making the changes partly be-
cause it wants to offer a designation that
has a broader application, providing value
to professionals managing risk in a variety
of organizations. The revisions also are de-
signed to indicate the competency of those
who earn the FRM designation.

"In order to be a RIMS fellow, a person
has to demonstrate an understanding of
what it takes to manage risk across the or-
ganization,"” said Jack Hampton, executive
director of the New York-based society.

Those who earned the FRM before Jan. 1,
2001, must comply with continued-standing
requirements of the revised designation,
Those requirements are 15 continuing edu-
cation credits every two years, which can be
earned by attending the workshops or
RIMS-approved educational programs.
Twenty Frco>uvar= «—7F
professional activities related to risk man-
agement-such as participation in the soci-
ety's annual conferences, regional meetings
or other activities-also must be completed.
Adherence to ethical standards, which are
being developed, and membership in the
Global Risk Management Institute are re-
quirements as well.

The institute, which administers the FRM
program, may also see its structure revised.
The revisions continue to require that those
who pursue the designation be members of
the insritute.

"Obviously, there will be a governing
board or an institute; how that will be re-
vised is what we are looking at now," said
Mike Phillipus, vp of RIMS' education com-
mittee and manager, risk management, at
Pennzoil-Quaker State Co. in Houston.

Mr. Phillipus pointed out that it is possi-
ble to take courses offered as part of the
FRM curriculum without pursuing the

WASHINGTON-The House of

Representatives approved a
bankruptcy reform bill, H.R.
333, last Thursday that would
protect from creditors the
pension benefits of em-
ployees who work for
certain nonprofit and

public employers.

tection

The Bankruptcy
Abuse Prevention

and Consumer Pro-

Act also

contains a provi-
sion that could
help some U.S.
iNnvestors in

Lloyd's of Lon-

don to avoid paying outstanding li-
abilities related to asbestos losses.
The bankruptcy legislation would
bar the enforcement of foreign
judgments that involve allegations
of fraud occurring in the United
States between 1975 and 1993 (Bl,
Feb. 19).

Lloyd's sustained large asbestos-
related losses in the late 1980s and
early 1990s and was subsequently
sued by investors, known as names.
The Lloyd's names alleged, among
other things, that the market
fraudulently recruited investors
during the 19705 and 19805. Names
alleged that executives at Lloyd's
had attempted to conceal the mag-

nitude of impending asbestos-re-
lated losses and duped them into
becoming investors.

In October, the U.K. High Court
dismissed those charges last year in
a high-profile case (BIl, Nov. 6,
2000). Courts in both the United
States and the United Kingdom
have so far upheld Lloyd's at-
tempts to collect unpaid debts from

The pension provision contained
in the bankruptcy bill would ex-
tend the same protection from
creditors enjoyed by plans subject
to the Employee Retirement In-
come Security Act to non-ERISA
plans.

bankruptcy reform bill

These include 457 plans that cov-
er employees who work for state
and local governments. The provi-
sion also covers certain types of
403(b) plans-chiefly those funded
solely by employee salary defer-
rals-that are typically offered by
hospitals and colleges.

The Senate has yet to act on the
bankruptcy measure, which has
drawn the opposition of consumer
groups that fear its other provi-
sions are tilted too heavily in favor
of creditors, notably credit card
companies. The Senate could vote
on its version of the legislation as
early as next week.

-By Mark A. Hofmann



4 / Business Insurance, March 5, 2001

Budget highlights

What the Bush administration's budget plan would do:

IN Improve flexible spending accounts

E Add Medicare prescription drug benefit for low-
income seniors

i Permanently extend tax-favored medical savings
accounts

| Offer new tax breaks for long-term care expenses
11 Expand tax breaks for adoption expenses

I Impose liability protection for certain corporate
donations

1D '

Budget

Continued from page 1

In fact, Mr. Bush said last year that
permitting FSA rollovers would en-
courage "mom efficient use of medical
benefits and enable employees to meet
their health needs more efficiently."

Benefit experts concur, saying that
if rollovers were permitted from year
to year, employees likely would con-
tribute more to the accounts, resulting
in bigger accounts to meet uncovered
health care-related expenses.

"Useitorloseit' probably results in
employees putting in less money than
they otherwise would," said Frank
McArdle, a consultant with Hewitt
Associates L.L.C. in Washington.

With the ability to roll over unused
account balances from one year to the
next, employees also would be less
likely to indulge in end-of-the-year
spending splurges for items that they
don't reallv need, such as an extra pair

of glasses, and instead would have
more funds available forfuture uncov-
ered health care costs.

"This would be a very tax-effective
way to meet future expenses," said
Mary Case, a principal in the New
York office of Unifi Network, a Price-
waterhouseCoopers unit.

Since flexible spending accounts
were authorized under a 1978 tax law,
they have beome a mainstream bene-
fit offering. While exact figures am not
available, a sizable majority of major
corporations offer FSAs.

Under an FSA, employees make
pretax contributions to an account
that is used to pay for uncovered
health care expenses, such as a medi-
cal bill deductible or eyeglasses. In ad-
dition, many employers offer FSAs to
cover dependent care expenses De-
pendent care FSAs do not appear to be
covered by the Bush proposal.

The attraction of FSAs for employ-
ees is that they are able to use pretax
dollars to pay for benefit expenses,
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cutting their true cost significantly.
Because employees' effective costs are
less, employers can place higher cost-
sharing requirements on employees.

Underthe "use it orlose it" rule, for-
feitures revert to the employer. Em-
ployers use forfeitures, which tend to
be small, in a variety of ways.

Some companies use the funds to
offset their own costs of administering
FSAs, while others redistribute the
funds to plan participants. Such dis-
tributions am legal as long as they are
done on a uniform basis and not
linked to any individual employee's
forfeiture. In addition, some employers
donate the amounts to charrities.

While benefit experts say modiing
the FSA "use it or lose it" rule would
be good health care policy, they ac-
knowledge that it would entail addi-
tional, largely one-time, administra-
tive costs to employers.

"Employers would have to commu-
nicate the change" and they would
have to adjust their administrative
systems to keep track of rollovers, said
Randy Abbott, client strategy leader
with Watson Wyatt Worldwide in
Philadelphia.

Aside from the FSA proposal, which
Congress would have to approve, the
administration also wants to make
permanent a provision in a 1996 law
that lets employers with up to 50 em-
ployees offer tax-favored medical sav-
ings accounts. That provision will ex-
pim at the end of 2002, though current
policyholders dould keep their MSAs.

During his presidential campaign,
Mr. Bush said he favored making
MSAs a permanent benefit option and
allowing all employers to offer them.
He also said he favored re-
moving the cut'lElt 750,000 cap on the
number of MSAs that are allowed.

Other benefit-related provisions in
the budget plan include expanding tax
breaks for adoption expenses and cm-
ating new tax breaks for long-term

care expenses,

8/ hires
ad sales

director

NEW YORK-Business Insur-
ance has added to its sales staff in
NewYork.

Ken Luker has joined the maga-
zine as advertising sales director.
He succeeds Martin J. Ross I[I, who
was promoted to publisher at the
beginning of this year.

In his new role, Mr. Luker will be
Isponsible for directing the maga-
zine's 11-person sales staff, coordi-
nating print, online and RIMS-TV
sales and special projects.

Before
joining B,
Mr. Luker
was adver-
, tising sales
director for
The Avia-
tion Week
Grdup, a
multimedia
6 division of
the Mc-
Mr. Luker Graw-Hill

Cos. whose

operations include a magazine, a
Web site and television program-
ming.

Prior to joining The Aviation
Week Group, Mr. Luker held vari-
ous sales positions at AutoWeek
and Advertising Age, both sister
publications of Business Insurance

He has a bachelor of science de-
gree in marketing from the Univer-
sity of South Carolina.

Mr. Luker can be reached at 212-

210-0133.
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Brokers

Continued from page 3
pronounced toward the end of 2000.

Fourth-quarter numbers were
"generplly characterized by accelerat-
ed organic revenue growth," said Jay
Cohen, first vp with Merrill Lynch &
Co. Inc. in New York. "lIt's pretty ap-
parent that the improving pricing en-
vironment is gradually working its
way into the revenue numbers."

"The momentum continues in the
insurance marketplace toward higher
premium rates across all lines of cov-
erage, contributing to increased corn-
missions and growth in risk manage-
ment opportunities," Michael J. Clo-
herty, executive vp of Arthur J. Gal-
lagher, said in the broker's year-end
results statement.

Marsh, Aon and JLT also expressed
optimism within their own organiza-
tions regarding rising premium rates.
In fact, a recent market forecast issued

u/J

by Mansh predicted double-digit rate
hikes for most lines of coverage at
least through the first six months of
the year (Bl, Feb. 26).

"The outlook for all brokers is en-
couraging, given that the pricing is
rising not only in the U.S. but it also is
starting to rise in other parts of the
world," notedGary Ransom, senior vp
for Conning & Co. in Hartford, Conn.

Buoyed by better pricing and new
business development, corporatewide
revenues at Marsh, which include in-
vestment income and revenue from
Putnam Investments Inc., its Boston-
based investment management com-
pany, increased 10.9%, to $10.18 bil-
lion. Net income improved 62.7%, to
$1.18 billion, for the year. Excluding a
$233 million special charge taken in
the fourth quarter of 1999--relating to
the integration of Sedgwick Group
P.L.C., which Marsh acquired in
1998-profits rose 23% in 2000.

In a statement, Marsh noted that
the integration of Sedgwick has "pro-

FINEOS

Innovation through knowledge

ceeded smoothly and ahead of sched-
ule.” Marsh said its earnings were
helped by net consolidation savings,
which totaled $30 million in 1999 and
$90 million in 2000. The broker antici-
pates an additional $40 million in sav-
ings for 2001.

"Significant improvement” in
Aon's operating segments contributed
to the Chicago-based broker's revenue
and profit growth in 2000, the compa-
ny said. Corporatewide revenues,
which include investment income and
revenues from Aon's underwriting op-
erations, increased 6.0% to $7.30 bil-
lion.

As expected, Aon took an $82 mil-
lion special charge against its fourth-
quarter earnings as part of a compre-
hensive business transformation plan
it announced last year (BIl, Dec. 18,
2000; Nov. 6,2000). Including the spe-
cial charge, net income increased 35%
for the year, to $474 million.

Unlike other publicly traded bro-

kers whose stocks fared well in 2000-

Gallagher's stock, for example, was
up more than 100% at the end of De-
cember-Aon's share price tumbled
last year.

Gallagher shares closed Friday at
$27.51, while Marsh finished at
$104.26 and Aon ended at $36.27.

Aon's shares fell following the com-
pany's announcement that it would
spend up to $325 million over the next
three quarters to improve the way it
conducts its business, services clients
and creates shareholder value. Aon
also said it would eliminate 3,000 jobs.

In Aon's year-end results statement,
Patrick G. Ryan, chairman and chief
executive officer, said, "Implementa-
tion of our business transformation
plan is proceeding well, and we are on
track toward achieving the objectives
we announced last November. The
more challenging phases of the trans-
formation lie ahead, but we are en-
couraged by our initial performance.”

Analysts air optimistic about Aon's
future.

FINEOS is giving insurance companies throughout North America

cause to think again. FINEOS, formerly Managed Solutions
Corporation (MSC), heraldsthe dawn of a new standard forenterprise

solutions for the disability sector by enabling our clients to build and

maintain profitable long-term relationships with their customers.

At FINEOS, our continuous commitment to understanding the global

financial services

environment has

contributed to our

success, helping us becomea major player in this industryand winning

us accolades as one of the world's fastest-growing providers of enter-

prise software for insurance companies.

Our unrivalled knowledge of the disability sector within insurance

enables us to work in close partnership with clients to transform their

companies, makingthem more streamlined and cost-effective and giv-

ingthem a very real and enduring competitive advantage.

To find out more about how we can help deliver business benefits to

your organization, visit our website today: www.FINEOS.com
Alternatively, please call 1-877-893-7904 (US) or 1-877-827-6485

(Canada).

Offices: Portland, Maine Copenhagen Dublin London Utrecht

www.FINEOS.com

"Aon will work its way back," said
Conning's Mr. Ransom.

"l think Aon will ultimately turn it-
self around," agreed Cathy Seifert, an
equity analyst with Standard & Poor's
Corp. in New York. This is due in part
to the dominant market position Aon
holds, she said. Both Aon and Mansh
should be better able than smaller
brokerages to capitalize on the rising
pricing trend, she added.

In addition to improved pricing, ac-
quisitions continue to play a major
part for many brokers.

Aon, which made a name for itself
in the acquisition world during the
1990s, continued to make smaller
strategic deals in 2000. For example,
Aon acquired the captive manage-
ment and risk financing consulting
operations of Bermuda-based Inter-
national Risk Management Group
Ltd. in December. In September, it ac-
quired Horizon Consulting Group
Inc., a New York firm specializing in
commercial policyholder claim con-
sulting services. And in August, Aon
acquired Actuarial Sciences Associ-
ate Inc., a Somerset, N.J.-based em-
ployee benefits and compensation
consulting firm.

Most recently, Aon said it entered
into a definitive agreement to acquire
ASI Solutions Inc., a New York-based
human resources and compensation
consulting firm. The stock deal, ex-
pected to be completed within the
next 90 days, shouldn't have a materi-
al impact on Aon's earnings, the bro-
ker said in a statement.

Arthur J. Gallagher also maintained
an active growth-by-acquisition strat-
egy throughout 2000. The world's
fourth-largest broker acquimd rough-
ly 13 insurance intermediaries in 2000.
The deals included the acquisition of
reinsurance intermediary John P.
Woods Co. Inc., which made Gal-
lagher one of the world's largest min-
surance brokers. Last year, Jersey
City, N.J.-based John P. Woods was
the world's ninth4argest reinsurance
broker, based on $25 million in 1999
revenues (BIl, Oct. 23,2000) Earlier in
the year, Gallagher purchased a ma-
jority shareholding in MBR Pty. Ltd.,
a Sydney, Australia-based reinsur-
ance broker.

Overall, Gallagher's COlporatewide
revenues, which include commission,
fee and investment income, rose
12.8%, to $740.6 million. Net income
grew 24 .9% to $87.8 milhon

Gallagher "continues to be helped
out by a successful acquisition state-
gy." Merrill Lynch's Mr. Cohen noted.
"It's not as big as Marsh or Aon, so ac-
quisitions still make a difference in
their revenues. For Marsh or Aon to
make a diuerence in revenues, they
would need a very large acquisition,
and there's not much left to buy,"”

Revenues at Jardine Lloyd Thomp-
son also continue to benefit from ac-
quiisitions. Last November, the
world's fifth-largest insurance broker
paid £22.5 million ($34.1 million) in
cash to acquire Abbey National Bene-
fit Consultants Ltd., the pension ad-
ministration and consulting division
of Abbey National Group P.L,C. In
August, its subsidiary, JLT Risk Solu-
tions Ltd., agreed to acquire a portfo-
lio of marine and energy reinsurance
business from Bradstock Ltd; a Lon-
don market reinsurance broker and
subsidiary of The Bradstock Group
PLC. In May, JLT Corporate Risks &
Services acquired Burke Ford Group,

a U.K. retail and employee benefits
broker.

"We have made substantial invest-
ments and acquisitions in all three
core businesses in 2000, with the aim
of further developing our existing ser-
vices to benefit our clients, particular-
ly as harder market conditions now
apply," Ken Carter, chief executive
officer of JLT, said in a statement.

Overall, JLT's 2000 corporatewide
revenues, which include investment
income, rose 14.5%, to £308.5 million
($467.6 million), and profits grew
13.5% to £52.25 ($79.2 million) m
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Speak out on privacy rule

ECOND-ORANGE Say bedare-buttneyare
medical records privacy regula’tion are learn-
ing.

Now that they've got that second chance, it's up to
those critics to make the most of it.

Like a similarly troublesome federal ergonomics
standard, the medical privacy regulation appeared
in the final weeks of the Clinton administration. But
while the arrival of the Occupational Health and
Safety Administration's final ergonomics regulation
was something of a surprise, the Department of
Health and Human Services' privacy regulation had
been expected before President Bush took office.

The surprise, though, came in how sweeping the
regulation would be.

Whereas earlier drafts of the regulation would
have covered only the dissemination of electronic
personal medical records, the final rules would cover
all types of medical records and communications.

The rule would put new restrictions on self-in-
sured employers and would require, under most cir-
cumstances, written permission for the release of
even the most routine information. Ironically, the fi-
nal regulation includes a loophole that would still
permit the release of information for certain market-
ing purposes-one of the chief activities the regula-
tions were supposed to curb.

Employers, insurers and others immediately cried
foul, claiming they had not been given a chance to
comment on any expansion of the scope of the priva-
cy regulations before the complicated final rule was
promulgated.

In fairness to HHS, the department didn't get
much help from Congress in drafting the regulation.
In fact, the Health Insurance Portability and Ac-
countability Act of 1996 put the onus of drafting pri-
vacy rules on Congress, which failed to meet its own
deadline for doing so. As a result, the responsibility
passed to HHS, which delivered its rule on Dec. 28.

But, because of a paperwork error, what appeared
to be the final rule is turning out to be not so final
after all. HHS failed to deliver the regulation to the
General Accounting Office on time, which led the
new HHS secretary, Tommy Thompson, to postpone
the effective date of the rule to April 14. At the same
time, Mr. Thompson ordered that a comment period
be reopened until March 30.

Employers, insurers, health care providers and
others worried about the expansion of the rule
should seize this opportunity to make their concerns

known.

While there is broad agreement that that personal

X REPRIENES
I'M NOT SORC...

©2£>el

medical information deserves stringent protections,
HHS also should realize that the guarantee of priva-
cy cannot be absolute. A variety of interests-in-
cluding those of employers that need to make sure
their health plan participants are receiving appro-
priate treatment-must be balanced against the
right to privacy. Effective cost-containment mea-
sures also require the gathering of information, and
if that information is overly expensive or impossible
to obtain, everyone ends up paying, in the form of
higher premiums and co-payments. And that could
lead some employers to drop employee health care
coverage altogether.

During a luncheon address at the U.S. Chamber of
Commerce last week, Mr. Thompson said that the is-
sue of medical records privacy must be approached
with a good dose of common sense. We couldn't
agree more, and that's why the extended comment
period is so important.

There's no guarantee that the regulation will be
modified to address every concern raised by employ-
ers. But there's a good chance that if employers don't
bother raising their legitimate concerns, fewer
changes will be made than would otherwise have
been the case.

Mr. Thompson has used a paperwork error as a
way to give employers and others an unexpected
chance to correct another sort of mistake. It's up to
them to make the most of that opportunity-by mak-
ing sure their voices are heard.
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Violence story raises questions

To the editor: Your Feb. 19 article
"Showing No Mercy to Violence at
Work" was a bit too self-serving from the
insurance perspective.

Unless there are unreported facts in the

Business Insurance welcomes letters to
the editor. The section is intended to be afo-
rum for readers' opinions and comments.
We reserve the right to edit letters for clari-
ty or space. We will not pubtish unsigned
letten. Please send your letten to Lettem to
the Editor, Business Insurance, 740 N. Rush
St., Chicago, nt. 60611;fax. 312-280-3174;

e-mail: pwinston@crain. com

case of William Baker, | can not imagine
what steps Navistar Corp. could have
taken in this case.

The employee was terminated six years
prior to the outbreak of violence! Can
one expect the employer to monitor Mr.
Baker's court appearances in the expec-
tation that a jail date might/would trig-
ger some unforeseen act? Likewise, what
is the "trigger" for insurance coverage to
begin? At what level of threat, perceived
or actual, will a policy "meet the costs as-

sociated with increased security to pre-

vent an event” of violence?
Mention was also made in the article of
a 49% rate of employers performing

"thorough background investigations of

prospective employees." From my many
years of experience, | would believe a fig-
ure of only 4% to 9% to be more realistic.
| base this assumption on the number of
times that others have contacted me for a
reference of my ex-employees. And yes, |
do obtain references on all new hires. |
am constantly amazed by the lack of re-
ciprocal requests from other employers.
The article did address a serious work-
place problem. Unfortunately, answers,

easy or otherwise, are not readily avail-

able.
Michael Herman
VP

Hargro Fabrics Inc.

New York

S.R. Bernstein
Chairman executive commi#ee ( 1907- 1993)
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Taking stock of securities litigation reform

1995 law has slowed number of suits, but plaintiffs now seek bigger settlements, speakers say

By MICHAEL PRINCE

past five years, the figures are t:ives sought to commit fraud when IS chosen, It was designed to bring resolve a shareholder class-action

somewhat deceiving, said John the false financial statement was In more large investors as lead lawsuit agamst Cendant Corp As a

NEW YORK-One aim of the Coffee, a professor at Columbia made, said Elliott Weiss, professor plaintiffs
Private Securities Litigation Re- Law School in New York That's of law at the University of Anzona

form Act of 1995 was to reduce the because the number of publicly
number of frivolous securities traded companies has Increased
fraud lawsuits filed Three law significantly, he said Consequent-
professors who took part in a re- ly, Mr Coffee concludes that the
cent panel discussion about the law has had a hmiting effect on the
changes in the nature of directors filing of suits
and officers suits disagreed about But it's not clear yet that the law
the effectiveness of the law has reduced worthless suits while
While the number of suits filed allowing valid actions to proceed,

annually has changed little in the said Michael Penno, assistant pro-
fessor of law at St John's Univer-

I'missionaW,f,abnlfRRidhdbang Soaety

MU s

the 41*intmmtial *s*01'#tion and ducanon

result, defendants are labonng un-
Mr Coffee said, though, that der "Cendant shock,” Mr Coffee
these investors-frequently state said The Cendant lawsuit charged
pension funds-often are not that the defendants had artificially
versed in the value of these cases, Inflated the company's stock price
and they assume that the cases are through accounting fraud
worth more than plaintiffs cus- Mr Penno said that if more cas-
tomarily receive es are dismissed, plaintiffs attor-
Additionally, Mr Weiss said, neys will seek larger settlements
these investors tend to seek the from the surviving lawsuits
maximum settlements allowed by He said that more lawsuits today
law and oblect to the lower settle- focus on insider trading by key
ments that have customarily re- corporate executives Such a suit
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sity School of Law in New York College of Law in Tucson, Ariz

In a case in which the restate-

solved such cases will often allege that an executive
"That, to me, is still an open The law's drafters held that if in- sought to sell stock before some
question," Mr Perino said ment of results is significant, It'S stitutional investors were invited bad news about the company be-
The panel discussion took place often difficult for a trial Judge to to become lead plaintiffs, they came public To avoid such suits, a
at the Professional Liability Un- accept that fraud was not intend- would be less likely to pursue the company should create a trading
derwriting Society's D&O Liabili- ed, he said cases aggressively But such a be- plan that determines in advance
ty & Insurance Issues Symposium, When the restatement is very lief has not held Lp, Mr Perino when its executives can sell shares,
held last month in New York large, "l don t think the motion to said as well as the amounts they can
Mr Coffee said that the types of dismiss is going to work," Mr Cof- Having investigated virtually ev- sell
cases being filed have changed in fee said ery shareholder suit in the last five
recent years Rather than finding

Because a plaintiff must show
In a majlor shift since the law years, Mr Perino said, he found that a stock sale was out of the or-
fault with projections by a compa- was enacted, institutional in- that not one institutional investor dmary in order to succeed, it
ny's executives of future good vestors are now usually the lead had dropped a case In fact, he makes the plaintiff's case more dif-
times that never develop, lawsuits plaintiffs in the suits, the panelists said, state pension funds are very ficult if the sale was executed ac-
today tend to be filed after compa- said Before the law, the lead aggressive in recovering as much cording to the trading plan, Mr
nies announce they have discov- plaintiff was, typically, the first money as possible for their benefi- Weiss said
ered financial irregularities in shareholder to file the suit, regard- ciaries Boris Feldman, a partner with
their financial statements less of how many shares that indi- The value of settlements has also Wilson, Sonsini, Goodrich &
For these cases, a plaintiff has to vidual owned But the 1995 law gone up following a $2 83 billion Rosati in Palo Alto, Calif, moder-
show only that a company's execu- changed the way the lead plaintiff settlement reached in late 1999 to ated the session

As stocks fall, D&O rates head upward

By MICHAEL PRINCE such as creating false financial Because of increased exposures, he said
statements Mr LaCroix said And insurers must probe deeper with When evaluating a company's fi-
NEW YORK-The meltdown in if they are caught, lawsuits will companies that seek D&O insur- nancial statements, D&O insurers
Internet stocks last year has pushed likely follow, he said, criminal ance, especially those that are must be skeptics, said Martin Per-
up rates for directors and officers prosecutions could follow as well preparing for initial public offer- ry, president of Chicago Under-
liability coverage, according to a But a steep stock drop does not ings, said National Union's Mr writing Group Inc m Chicago
panel of experts mean the company's directors and Sparro "Underwriters need to be more
And the price increases are ex- officers will necessanly be sued, While it's important to read a like bond analysts, looking at the
pected to worsen as more compa- said Christopher Duca, executive company's stock offering docu- company's downside," he said
nies whose stocks plunged last year ments carefully, any prudent D&O A few key areas should be exam-
renew their D&O coverage, they insurer should also engage in de- med with extra care, because they

say Rof=onatRmU“ng Soc,cty tailed discussions with manage- are places where companies typi-

In addition, large losses from rment cally try to hide their weaknesses,

mr figltlypeanneratf excess
6,w,temin,lJk,*Ej40non andedumbon

D&O layers and making excess in-
surers Increasingly wary, they say on pr)<Lang:)11*thty
As insurers take on these grow-

"The issues you don't know Mr Perry said
about are the ones that cause you For example, how a company de-
problems,” D P Mar-n's Mr War- cides what IS revenue should be
nor said clearly spelled out, he said Some

For example, Mr LaCroix rec- companies count bartered goods or
ommended that an insurer ask why services as revenue although no
a company is going public A satis- cash has been received, he noted
vp at Axcelera Specialty Risk Inc factory answer would be that the

"It's going to be a rapidly chang- in New York The plaintiffs have to company seeks to raise capital to revenue from customers that are
ing environment over the next show that the directors and officers expand operations An answer that unprofitable This raises questions

three to six months," said Christo- Intended to defraud investors

ing exposures, they should scrub-
mze the risks they cover more thor-

oughly, experts say Also, companies often receive

should raise a red flag IS that the about whether the prospective pol-
pher Span o, president of the mid- "There must be a misconduct by company needs money to launch its leyholder's revenue can continue,
dle=market division at the National the company and the directors and operations
Union Fire Insurance Co of Pitts- officers,"” he said Also, it's important to look at
If there _s misconduct, though, a whether the company has received also be carefully examined, he said
International Group Inc In New large drop in a company's stock venture capital If it has not, that is
York price means greater losses for a sign that venture capitalists may pany may report its earnings on a
Mr Sparro spoke at the Profes- shareholders and greater potential have looked at the company and pro forma basis But by checking
sional Liabihty Underwritmg Soci- damages m a sult, Mr Duca said decided It was too nsky to fund If the SEC filings, insurers can learn
The losses from such suits are it'S too risky for venture capitallsts, the actual numbers, Mr Perry said
sues Symposium in New York re- also extending to different insurers, insurers should stay away as well, Pro forma numbers "usually show
cently Mr LaCroix said he said a bigger gain or smaller loss than m
The management team is critical SEC filings," he said
past year, "unfortunately, there is a been an increase in exceptionally A team that lacks experience in the
long way to go," said Chris War- large losses These large verdicts field or that lacks experience in of pubhc statements made by com-
nor, an underwl iter with Lloyd's of and settlements have penetrated runmng a pubhcly traded company pany executives, said Jane Kor-
London syndicate 435, which is Into excess layers that in the past should also serve as a warning to nesczuk, senior vp of the executive
managed by D P Mann Ltd
In particular, premiums will in- were these excess layers priced After a company has filed its IPO can Insurance Cos m Schaumburg,
crease in the excess layer, because with the e>-pectation of such large documents with the Securities and lll
some insurers will withdraw from and frequent losses, Mr LaCroix Exchange Commission, insurers
the market, he said said should attend its "road show " This more hype than substance should

Mr Perry said
The cash flow statement should
burgh, Pa, a unit of the American

In earnings press releases, a com-

ety's D&O Liabihty & Insurance Is-

While rates have gone up in the In the past few years, there has

It's also important to be skeptical

have not seen claims, he said Nor insurers, Mr LaCroix said liability division at Great Amen-

"Any statements that sound like

In the past several years, stock
prices have become more volatile, surers are raising rates and even re- travel to meet with various securi- said
said Kevin LaCroix, president of fusing to offer coverage for some ties underwriters to gather their She also noted that the manage-
Genesis, an underwriting manager riskier companies, he said support for the stock offering ment team should have experience
in Beachwood, Ohio "There will be dogs that can't Sometimes, at these presentations, in the company's particular field
the management will make state-
Policyholders seeking coverage ments that are inconsistent with miserably in a different Industry,”
he said should come up with creative the company's public filings, Mr Ms Kornesczuk said

Because of these greater risks, in- is when the company's executives be looked at with caution,” she

These wild swings m stock prices find homes,” Mr LaCroix said "A CEO in one industry can fail

make shareholder suits more likely,
Furthermore, executives at com- strategies to control costs, such as LaCroix said John Semeraro of ARC Excess &
panies that have seen their stocks mixing layers of excess coverage "If the facts are altered, you need Surplus LLC in Mineola, NY,

plunge "may do desperate things," with self-insured layers, he said

to alter your terms and conditions,” moderated the session
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Proposed changes to M&A accounting awaited

By JUDY GREENWALD

recommendation to eliminate the pooling

! m ! accounting for U|S. mergers and acqui-

- iti a urchase accounting is

- It ifigant impact on the in-
1

Until now, instirers and brokers have been able
to use either method, though the tendency has been to use
the pooling approach in large transactions.

But the Financial Accounting Standards Board, which is-
sued the recommendation, also is suggesting that the treat-
ment of goodwill under purchase accounng be modified to
bring it doser to the approach that is used in pooling. This
change is likely to satisfy insurers and brokers that prefer the
pooling method's treatment of goodwill when accounting for
mergers. FASB's recommendation on the treatnent of good-
will was issued on Feb. 14 with a 30-day comment period.

Some observers contend, however, that the introduction of
goodwill provisions for purchase accounting could create new
complications, because the FASB recommendation would al-
low more discretion on a companfs part than is permitted
under edsting rules pelning to goodwill.

Pooling-of-interest deals are tax-free, all-stock transactions in
which the balance sheets of the two merging companies are
simply added together.

Under purchase accounting, the acquired company is con-
sidered an investment. As a result, any premium paid over the
market value of its assets is treated on the balance sheet as
goodwill, which typically is amortized, or writ:ten off on the
companfs income statement over a period of 40 years.

, One advantage of pooling over purchase accounting has
been that because goodwill is not written off over time, it does

not create a potential hit to the buyer's balance sheet.

In a move that makes purcliase accounting more 3ke pool-
ing, however, the Norwalk, Conn.-based FASB is proposing
that goodwill be written only off if the asset's value has been
"impaired."

"They've really done a compromise here that ends up being
something thafs fairly easy to live with," said Tom Bradley, se-
nior vp of finance for The St. Paul Cos. Inc. in St. Paul, Minn.

In some ways, by revising the goodwill provisions for pur-
chase accounting, the FASB recommendation "is better than
pooling, because pooling was very restrictive in terms of the

'1 think FASB has come up with an
approach that seems of have addressed
a lot of the concerns,’ raised by the

elimination of pooling, says Richard Gilli
of Swiss Re New Markets.

types of capital transactions you could do in order tc keep the
pooling accounting, and those things aren't present with the
purchase accounting rules," said Mr. Bradley.

"Fundamentally, it looks like th«re providing a reasonable
replacement for pooling of assets,"” said John Pottridge, of
Alexandria, Va.-based Pottridge & Associates, which advises
agents, brokers and banks on mergers and acquisitions.

"l see this as somethjng very favorable to the industry. It's a
great compromise," said Richard Girilli, associate director at
Swiss Re New Markets in New York

Goodwill amortization was the main issue in considering
pooling vs. purchase accounting, "so | think FASB has come

up with an approach that seems to have addressed a lot of the
concerns," said Mr. Grilli.

FASB Chairman Edmund L. Jenkins said in a statement that
the purchase method "reflects the underlying economics of
business combinations by requiring that the current values of
the assets and liabilities exchanged be reported to investors.

"Without the information that the purchase method pro-
vides, investors are left in the dark as to the real cost of one
company buying another and, as a result, are unable to track
future returns on the investment," he said.

When the proposed change in accounting was announced
in 1999, it was expected to slow the pace of M&A activity in
the industry. But, in general, expectations have changed.

"Deals get done because they make economic sense--they
support a strategic objective and complement the growth
strategy of the company," not because of a particular account-
ingmethod, saidJohn Wicher, managing director ofSan Fran-
cisco-based Russell Miller Advisors Asia LL.C., an insurance in-
vestment banking rm.

"Over the long term, it's going to have little effect on the
overall desires of different business sectors to consolidate," said
Kevin Donaghue, senior vp at Hartford, Conn.-based BMG
Capitol Advisors Group. a consultant to brokers, agents and
banks.

"l don't think there's going to be any impact at the end of
the day. The companies that need to be acquired will find ac-
quirers," said Michael Smith, an analyst with Bear, Stearns &
Co. in New York

Sean Mooney, chief economist for reinsurance intermediary
Guy Carpenter & Co. in New York, said that on paper the
change would reduce the attractiveness of merger or acquisi-
tion activity. However, he added, "Oul sense is that the effect

See Pooling on next page
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is not strong enough to make a ma-
jor difference in the motivations of
companies to merge or not to
merge."

But Michael A. Cohen, vp at Old-
wick, NJ.-based A.M. Best Co., said
he believes that the change would
mean "acquisition targets will be a lot
less desirable in a finandal sense."

If the rule change is slated for ap-
proval in June, "you could see some
extra M&A activity"” in the months
prior, he said.

Brokers' reactions to the recom-

mendation vary.

Bernard H. Mizel, chairman and
chief executive officer of San Frands-
co-based USI Insurance Services
Corp., which uses purchase account-
ing in its acquisitions, said he wel-
comes the proposal.

"It makes companies like ours
much more attractive," because such
companies will no longer necessarily
have to write off the goodwill on
their books, he said.

Edward J. Bowler Jr., USI's vp-fi-
nance, said the proposal "puts com-
panies that were pooling historically
and companies that were historically
purchasing on par with one another
for the first time.”

But J. Patrick Gallagher Jr., presi-
dent and CEO of Itasca, lll.-based

Arthur J. Gallagher & Co., which has
used the pooling method, is unhap-
py with the recommendation.

"l think we're a dassic example of
how pooling accounting, when used
properly, is extremely effective, and |
think you can look at our track
record and see shareholders have not
been misled, or deals overpriced."

Mr. Gallagher noted, though, that
certain provisions of purchase ac-
counting will give the brokerage
more flexibility in arranging deals
than it enjoyed under pooling.

Some observers are concerned
with how companies may interpret
the proposed goodwill provisions.

The FASB recommendation would

give companies some discretion in

deciding whether an asset is impaired
and, therefore, whether its goodwill
should be written off.

Previously, companies simply had
to amortize their goodwill over a 40-
year period, said Swiss Re's Mr. Grilli.
"It was simple, it was dear, it was ar-
bitrary. The impairment tests now
probably will not be as crystal dear,"
he said. "Each company will adopt
the way they test for impairment
slightly differently."

BMG's Mr. Donaghue said it could
be very difficult for a company to ef-
fectively judge whether goodwill will
be impaired, "so there still exists a
doud of uncertainty as to how that
could be properly managed.”

John Modin, controller of Enter-
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prise Reinsurance Holdings Corp. in
New York, said: "Companies are go-
ing to have to be more careful when
analyzing a potential acquisition. If a
company overpays, an impairment
charge will most likely result.”

The recommendation "may dis-
courage an acquisition that otherwise
would be based on the underlying
economics" because of concern
about the impaired goodwill, Mr.
Modin said.

"l think it would be in FASB's best
interest to set out strict guidelines re-
garding the testing of impairment,”
said Beth Harper Briglia, knowledge
manager for the financial services
M&A practice at Arthur Andersen
L.L.C. in New York m

M&A not

affected

by pricing

unlikely to affect the de-

gree of merger and acquisi-

tion activity among insur-

ers and intermediaries in

the near future, industry
experts predict.

While the soft pricing environ-
ment limited the profitability of
many in the insurance industry and
contributed to a flurry of acquisitions
throughout the 1990s, several other
factors are likely to have a bigger im-
pact on continued industry consoli-
dation.

"l believe that consolidation (in
the insurance industry) is an inex-
orable force that has been going on
for 20 years," said Michael Allen, di-
rector of Strategic Decisions Group
Inc., a Menlo Park, Calif.-based con-
sulting firm. Within that 20-year
span, "we've been through a number
of insurance cydes," he said. "Is there
going to be any more impact with
this cyde than in previous cydes? |
doubt it."”

Paige Proctor of Paige Proctor Con-
sulting Inc., an agency consulting
firm based in Carlock Ill., agreed. "So
far, the change in the marketplace
has not had any impact on the rate
of consolidation that has been going
on, and I'm beginning to think that
it probably won't have much impact
as the market continues to firm up,"

he said.

Mr. Proctor pointed out that, be-
cause insurers continue to want siz-
able premium volume from agendes
they have under contlact, consolida-
tion among agencies will continue
regardless of the changing pricing en-

vironment.

"So much is driven by premium
volume that there doesn't seem to be
any other factof significantly affect-
ing consolidation activity, Mr. Proc-

tor said.
Insurer consolidation "willcontin-
ue regardless of premium rates," con-

curred Barbara D. Stewart, president

of Stewart Economics Inc., an insur-

See Pridng on page 120
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ance consulting firm in Atlanta. Con-
solidation is driven by many factors;
not the least is the shrinking of the
insurance-buying market, she said.
"It doesn't matter if premiums are
going up; there is less and less busi-
ness out there," Ms. Stewart said. The
only ways companies can grow are
through mergers and acquisitions
and exploring new markets and
products, she said.
Others say the firming will have
little impact on consolidation be-

cause it will be short-lived.

"I think it would be pretty unlike-

2001

ly that companies make a decision
on the perception of a short-term
change in the marketplace," said
Rodger Lawson, president of the Al-
liance of American Insurers in Down-
ers Grove, Il

Timothyd. Cunningham, a prind-
pal with INSIGHT Management
Consultants in Chicago, said that

those agencies that are less driven to
sell their firms due to an "inflated

sense of worth" have a "false sense of
hope."

The market is firming not harden-
ing, and the trend will not last long,
Mr. Cunningham said.

But at least one insurance expert
says firming could tfigger more merg-
ers and acquisitions in the industry.

"The return on investment in the

property/casualty insurance sector
has not been significant enough to
make propertykasualty insurance
firms enticing targets...to those out-
side the insurance sector," said Terry
Tyrpin, senior vp for the National
Assn. of Independent Insurers in Des
Plaines, lIl.

The firming pricing environment
may help change that, though, Mr.
Tyrpin said. And passage last year of
the Gramm-Leach-Bliley Finandal
Services Modernization Act could
provide a foundation for more merg-
er and acquisition activity, as finan-
dal conglomerates look to proper-
ty/casualty insurers as an opportuni-
ty, he said.

A prediction you can
take to the bank

More agency purchases by banks seen

By PETER VAN
AARTRUK JR.

greed and "me too"
competitive pressures,
banks and property/ ca-
sualty independent
agencies are marrying up
at a feverish pace that isn't expected
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to let up in 2001.

And the hardening market could
bring even more deals, as the po-
tential value of agency revenue in-

"The amount of activity coming
this year will dwarf that of prior
years," said John Wepler, Senior vp-
mergers and acquisitions for consul-
tant Marsh, Berry & Co. in Con-
cord, Ohio.

The implications of the buying
spree for the independent agency
system are profound:

« Banks and agendes will be
merging faster than agendes will be
combining with other agendes.

« Agents will be part of larger
conglomerates but will retain their
autonomy instead of rolling up
their business into brokerages.

» Larger agents will have deeper
pockets to help them grow, which
could put more pressure on small
and midsized agencies.

« Insurance companies eventual-
ly could be affected by the in-
creased leverage that bank-owned
agendes will bring to bear.

For banks, agencies seem to be a
smart fit. Banks lack the service
platform and sales and product ex-
pertise for commerdal property/ca-
sualty, surety, bonding, and group
life and health. And because three-
fourths of their customers prove
unprofitable or marginally prof-
itable, banks surely are driven by
the need to diversify their income
streams beyond interest income.
Changes in accounting for intangi-
bles in acquisitions also will drive
more bank interest in Insurance
agencies.

As pressure mounts on banks to
build "wallet share" of higher net-
worth business owners, the banks
are obsessed with snapping up the
consultative selling style of peak-
performing insurance agencies and
the problem-solving relationships
the agencies have with the en-
trepreneurial owners of middle-
market cornmercial businesses.

But because most of the potential
of bank-agency mergers has yet to
be realized, banks are choosing
their targets more carefully these
days. The most-attractive market
will be the midsized-to-large com-
merdal property/casualty agents

that also round out their nonlife ac-

counts with group life/health prod-
U(its.

"When you get into personal
lines and small commerdal and in-
dividual life/health, that's where
you broaden the scope of distribu-
tion options. And in some areas,
banks will find other ways," said
Bobby Reagan, president and chief
executive officer of Atlanta-based
Reagan Consulting, which tracks
merger activity. While there have

See Banks on page 12F



Wachovia
Corporation
Winston-Salem, NC

acquired

Davis Baldwin, Inc.
Tampa, FL

Huntington
Bancshares, Inc

Columbus, OH
acquired

J. Rolfe Davis

Insurance

Maitland, FL

Bantmorth
Group, Inc.
Portland, ME

acquired

The Watson Group
Wethersfield, CT

Ulster Savings Bank

Kingston, NY

acquired

Ryan Insurance
Kingston, NY

J. Smith Lanier & Co.

West Point, GA

acquired

Schultz Rowson, Inc.

Alpharetta, GA

Peoples Bank

Bankers Insurance

Hartford, CT Richmond, VA

acquired

R.C Knox & Company

Hartford, CT

Sky Financial
Group, Inc.
Toledo, OH

acquired

Meyer & Eckenrode

Insurance

Carnegie, PA

TIB Bank
of the Keys
Key Largo, FL

acquired

Keys Insurance Agency

Marathon, FL

Bankers Insurance

Richmond, VA
acquired

Washington,
Chichester & Clarke

Fredricksburg, VA

Brown & Brown

Oaytona Beach, FL

acquired

Bowers Schuman
& Welch

Washington, NJ

acquired

Welton, Duke & Hawks
Portsmouth, VA

Trustmark
Corporation
Jackson, MS

acquired

The Bottrell Agency
Jackson, MS

Northeast Pennsylvania
Financial Corp
Hazleton, PA

acquired

Higgins Insurance
Associates, Inc.

Pottsville, PA -

First Sterling
Banks, Inc.

Covington, GA

acquired

Williamson

Insurance Group
Monroe, GA

Louisiana Companies

Baton Rouge, LA

acquired

Mid-South Insurance
Lake Charles, LA

OneValley Bancorp

Charleston, WV

acquired

Carson

Insurance Agency-
Charleston, WV

Peoples Heritage Bank
Portland, ME

acquired

Morse, Payson & Noyes
Portland, ME

The Adirondack
Trust Co.

Saratoga Springs, NY

acquired

Round Lake
Company,Inc.
Round Lake, NY

Alabama National
Bancorp
Birmingham, AL

acquired

Rankin linsurance

Decatur, AL

Arthur ]. Gallagher
Itasca, IL
acquired

Sternfels Insurance
Agency
Plattenville, LA

Columbus, OH

acquired

The General
Insurance Agency
Columbus, OH

Branch Bank & Trust

Raleigh, NC

acquired

Ingram-Mcl)aniel

& Assoc.

Thomaston, GA

Mellon Bank

Pittsburgh, PA

acquired

Clair Odell Group
Plymouth Meeting, PA

Palmer & Cay

Savannah, GA

acquired

Defrain Mayer
Overiand Park, KS

Summit Global
Partners

Dallas, TX
acquired

LonWorth Crow

Insurance Corp
Coral Gables, FL
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acquired

Brewer & Lord
Norwell, MA

Acordia

Indianapolis, IN

acquired

W.A. Lang Company
Minneapolis, MN

FNB Bank

Hermitage, PA

acquired

Roger Bouchard

Insurance

Clearwater, FL

Bankers Insurance

Richmond, VA
acquired
Insurance Partners

of Virginia
Staunton, VA

Cooper, Love
& lackson

Nashville, TN

merged with

Allen Agency.Inc

Nashville, TN

.DCX

ny Palmer & Cay

Savannah, GA

acquired

Slabaugh, Morgan.
White & Assoc.

Richmond, VA

Synaxis Group

Nashville, TN

acquired

Merritt & McKenzie
Atlanta, GA

Branch Bank & Trust

Raleigh, NC

acquired

Barger Insurance
Waynesboro, VA

Palmer & Cay

Savannah, GA
acquired

Powell-Walton-
Milward.Inc.

Lexington. KY

Commerce
National Bank
Cherry Hill, NJ

ecquired

IA Montgomery,Inc.
Wilmington, DE
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been nearly 200 transactions in the
last four years--and 75 predicted for
this year alone«Inly 106 of U.S.
banks has been involved in mergers,
he said.

Larger agendes are more attrac-
tive, as banks are looking to establish
a "high-quality foundation agency,"
said Mr. Wepler of Marsh, Berry.
More than 40 of the top 100 inde-
pendent agendes will be owned by
banks by 2002, he predicted.

"Most banks have failed in insur-
ance," Mr. Wepler said. "Those that
have succeeded have taken a very

specific strategy to look at market ter-
ritories they want to enter and End
the highest-quality commercial bro-
ker in the area that has the people,
the infrastructure, the technology,
the growth, wants to stay indepen-
dent and has no compelling interest
to sell.”

Large regional banks, in particular,
have been very active in buying
agendes. The largest 5% of banks
have completed 75% of deals, Mr.
Reagan noted.

And larger community bankers-
those with $500 million to $10 bil-
lion in assets-have been getting out
the checkbook lately, looking for 10-
cal beachheads for insurance opera-
tions, Mr. Reagan said. "A larger

community bank will be doing busi-
ness in a tight geographic area--such
as a dty, county or larger part of a
state-which, from an insurance
standpoint, is more appealing. Be-
cause an acquisition can match up
much better with that footprint, as
opposed to a large finandal institu-
tion that has a lot more marketing
territory to cover."

For independent agents and bro-
kers in certain parts of the country
that haven't seen any action yet, stay
tuned.

"You see a lot (of mergers) in the
Southeast and Northeast," said Tim
Cunningham, a principal with
Kansas City, Mo.-based consultant
IMCG. "Frankly, 1 think a lot of it is a

'me too' mentality."

Texas is shaping up as a hotbed of
activity, Mr. Wepler said. That's be-
cause, in part, banks want to posi-
tion themselves for an insurance
border strategy to drive south in the

wake of the North American Free

Trade Agreement. Meanwhile, there
also could be more consolidation in

Chicago and Denver and on the
West Coast.

"California has advanced from a
simmer to a boil," said Mr. Wepler,
noting some major deals will hit the
streets by mid- to late 2001.

Bank acquisitions of agendes have
worked better than strategic al-
liances, some argue.

‘Joint ventures are, typically, the
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chosen route when neither party is
truly committed," Mr. Wepler said.
"They are more focused on their en-
tity independent of the joint ven-
ture. The only way the cross-referral
process will work is if it is the core
strategy of both operations. And a
bank will never drive cross-selling as
a core strategy."

But some banks do view strategic
alliances as viable, according to Anita
Gentle Newcomb, president and
managing director of Washington-
based A.G. Newcomb & Co. and au-
thor of a recent study, "Winning
Strategies in Retail Sales Delivery:
Cross-Selling Investment and Insur-
ance Products with Traditional Bank
Offerings."

Because banks lack a strong sales
culture, Ms. Newcomb said, th«re
"often better off entering into the in-
surance business through a joint
venture with a local agency. Under a
joint-venture arrangement, the bank
can learn about insurance, cross-sell-
ing and working with insurance
agents while building equity and val-
ue. There is minimal financial otitlay
in terms of cash, employees and
brick and mortar, and less risk."

One thing that hasn't changed in
regard to bank-agency mergers is the
problem of culture shock After a
merger, agents often lose autonomy
and must work in a bureaucratic en-
vironment that in many cases lacks a
sales mentality.

"A bank can just kill an agency if
they try to implement a bank cul-
ture," Mr. Reagan said. "At the same
time, the agency must realize they
can't just conduct business as usual;
banks are one of the most regulated
industries around. They have to
work effectively with the bank.
Banks bring a financial disdpline, in
terms of business planning, organi-
zational planning, (human re-
sources) planning.”

Banks are stilllearning how to be
rAlirtic about growth after an acqui-
sition, Mr. Reagan said. "We have
seen some naivete about levels of
(cross-selling) penetration, how
quickly things can take place, and it's
very important for bank and agency
management to be strategic about
what they try to do together," he

said.

A lot of deals don't deliver intend-

ed results, IMCG's Mr. Cunningham
said. "If it's an exit for the seller, they
begin to check out mentally before
they check out physically. And it's
very acute for the bank because they
don't have the expertise. In many
cases, th«re not buying the very,
very best agendes in their area. The
reality is, the really good firms don't
need to sell out.”

Turning down a bank's offer could
be tough, though. Banks, by and ,
large, continue to pay full price-or
to overpay-for acquisitions.

"Some agents have made out like
bandits, especially if they have no-
body else to perpetuate the firm,"
Mr. Cunningham said.

"If I'm an agent," he said, "lll take

the money and nm." m

Peter van Aartdjk is ma,wging direc-
tor of The van Aart,ijk Group L.L.C., a
Springfield, Va.-based branding limi
specializing in insurance and financial

se,vices
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Federal guidance needed in genetics debate

Court rulings, patchwork of state laws serve to muddle testing issues

By Steven D. Baderian

and Joanne Seltzer

managers, with a resulting emphasis on cost rather

than care

It is well documented that some managed care

mployers, benefit managers and insurers wntmg orgamzations use discruninatory practices, suck as

E employment practices hability coverage should
anticipate a new area of potential employment

claims genetic discrimination

Increasingly, the courts, as well as some state
legislatures, are acknowledging that employees and
their dependent:s may have nghts to pnvacy and other
legal claims arising from the use of genetic data to
evaluate fitness for employment and insurabillty

On June 27,2000, newspapers across the country
heralded a long-awaited milestone-the deciphering of
the human genome, the elusive double helix of DNA
molecules that predetermmes a large part of an

"cream slomming" and "cherry piclang," whereby they
insure only the healthiest Individuals, to control costs
and mamtam their market position Clearly, to make a
healthy yearly profit from the sale of pohcies, an
Insurance company must target the majority of its
plans to mdividuals who have a lower probability of

to offer comprehensive guidance to Insurers and
protections to individuals Simply put, most state laws
are too narrow to offer the broad protection necessary
to prevent discnmination

For example, many state laws exclude a number of
classifications from protection Pnvate, self-funded
Insurance plans are usually exempt from state
insurance laws pursuant to the Employee Retirement

gettmg sick Based on the profitablhty mandate of the A lack of uniformity in states that have

managed care organizations, access to genetic
information would provide a scientihcally lustifiable
way with which to identify and exclude individuals
who seemingly have a higher probabihty of contracting
costly illness In the absence of laws requinng

individual's physical and mental destiny Unlocking the commumty ratmg and prohibitmg discnmination on

elusive genetic code almost five years m advance of its

the basis of genetic information, it would be ludicrous

original goal of 2005 has caught employers and msurers to expect an Institution dependent on risk prediction
unprepared for the potential legal and ethical problems for its sumnval not to act m its best Interests m the

that will arise once access to an employee's genetic
Information becomes a possibihty Although a number
of states have enacted confhcting statutes preventing
access by employers and Insurance companies to a
person's genetic information, the federal government
has not yet enacted legislatnon that would guide
employers and insurers m the ethical and legal use of
genetic information

Although genetic tests are still not used by the
Insurance Industry m the United States, it would be
naive to assume this trend wlll contmue once genetic

Although genetic tests are still not used

by the insurance in(lustry in the Unite sharing of information would be particu

collection and use of an individual's genetic

information

In addition to the transformation of the medical

enacted legislation on genetic testing,
and the total absence of legislation in
approximately half the states, points to
a need for federal action.

Income Secunty Act leaving nearly half of all
Amencans, mcluding the majority of people who are
not on Medicare or Medicaid, uncovered Moreover, a
number of state laws offer no protections for family
members of the individual tested, and stlll others hmit

msurance Industry the rapid progress m the sharing of their protections to specific types of msurance, such as ' »

patient mformabon among physicians, hospitals,
payers, employers and other related health care
agencies, unll signihcantly contribute to the
stigmatization of individuals who possess detrmlental
genetic traits The use of networked computers and
relational databases has become a common and
permanent feature of the medical care landscape
Information about our Individual future health care
costs is available to both mechcal personnel and
managers/pollcymakers in the health care system that
have cost-saving as their primari/ imperative This

States, it would be naive to assume this to individuals with a genetic predisposition to disease

trend will continue once genetic
testing becomes cost-effective.

testmg becomes both cost-effective and widely
available Considering the fact that msurers already

base pohcymaking decisions on more basic genetic

To further add to the potential for widespread
dissemination of personal genetic mformation, the
physician-once the stalwart protector of an
mdividual's medical informatton-has often been
forced mto a position of "double agency " Torn
between the ethical mandates of a patient's right to
confidentiahly and the cost-saving mandates of a
managed care organization-which is often the

information, such as family history and diagnostic tests physician's employer-the physician's role as protector

performed previously on the applicant as part of
medical care, the use of actual genetic data to make
insurance decisions is only to be expected.

The Human Genome Project, the contribubon of the
Umted States to the mternational venture to sequence

of a patient's medical information could be quickly
eroded

Confronted with the potential legal and ethical
dilemmas of the use of genetic information, employers
and msurers have, lustifiably, looked to legislatures for

and map the entire human genome, has been estimated guidance in using the newfound knowledge of genetic

to cost $3 bilhon over the 15 years from its inception in
1990 to its prospective completion in 2005 The

discoveries

To keep pace with the rapid advancements of

ovemding goal of the project is the identification of the biotechnology, and in the absence of federal response,

estimated 80,000 genes m human DNA and the

state legislatures saw an explomon of bills addressing

determination of the sequences of the 3 bilhon chemical genetic privacy in the msurance and employment

bases that comprise DNA Although much of the
human genome remams to be sequenced, a number of

contexts According to the Nabonal Conference of
State Legislatures, more than half of the states passed

life or accident insurance

This lack of uniformity m states that have enacted
legislation, and the total absence of legislation m
approximately half the states, points to a need for
federal action to provide guldance to msurers The
federal government, however, has been less than

responsive to the challenges posed by access to genetic
data

4.9,
r./

Currently, the main protection agamst the misuse of 4,

genetic information in the health msurance Industry is
the Health Insurance Portability and Accountabihty

arly damagmg Act of 1996, better known as HIPAA Significantly,

H[PAA allows group health Insurance companies to
impose a pre-existing condition exclusion only when
the exclusion relates to a condition for which advance
treatment, diagnosis or care was rendered, and the
exclusion must last less than one year. HIPAA also
expressly provides that the presence of an adverse
genetic marker is not to be considered a pre-existing
condition without the actual manifestation of the
condition that the genetic test identifies

HIPAA's protections, however, do not extend to
unmsured individuals who apply for individual
coverage or who fail to continue coverage through
COBRA provisions Moreover, the act also does not
prevent Insurance companies from charging higher
prermums to an entire group on the basis of the genetic
mformation of individual members, thereby
encouragrng employers to discriminate against
individuals to gain lower insurance rates These
limitations m H[PAA's protections have spurred
Congress to introduce a large number of bills
addressing genetic discrimination m employment and
insurance, none of which has yet been enacted into law

The latest entry mto the federal race to leglslate

genetic tests are becoming available not only for single- legislation prohibiting the discriminatory use of genetic protectlon of genetic mformation is the Genetic

gene diseases such as cysbc hbrosis and Huntington's
disease, but also for multifactonal diseases such as
cancer and heart dsease To date, commercial tests are
available for the detection of mutations m
approxirnately 15 genes, resulting in about 450
disorders, including breast and colon cancer,

information by insurance companies The common
goals of the state initiatives are to hrnit the ability of
msurers to use genetic information to deny coverage,

Nondiscrimination in Health Insurance and

Employment Act This Senate bill and its House
counterpart purport to amend ERISA and the Pubhc

raise rates or reduce benefits, and to protect the pnvacy Health Service Act to prohibit health Insurance

of the genetic information of both individuals and

discnmination on the basis of predictive genetic

family members Although the goals are laudable, state information

hP

381

44

. Alzheimer's disease, Parkinson's disease, glaucoma and legislatures have exhibited varying levels of success in Initially, the bill would restrict its purview to group *S
Ir Fragile X Syndrome. achievmg them, and they offer vannng and often health plans or health insurance issuers that offer

The Health Management Act of 1973 forever
changed the landscape of insurance by marking the
begmning of the era of managed care The goal of the
new for-proht, market-driven managed care
organizations is to control costs through improved
efhciency and coordmation Sigmficantly, managed
care has effectively shifted the locus of control of
medical practice from physicians to financial

conflicting guidance to insurers This poses a particular group health plan coverage, thereby excluding from its

dilemma for larger msurers that operate m more than
one state and that w11 be forced to Juggle diverse and
often conflicting mandates from different state
legislatures

protections persons seeking individual coverage.
Secondly, although the bill would limit the abihty of a
health plan or health insurance issuer to request an
individual or a family member of an individual to

An examination of the legislation of even progressive undergo a genetic test as a condition of ehgibillty, it

states such as New Jersey, Wisconsin and Oregon
highhghts the problems that must be resolved m order

would not impose similar hmitations on health care
See Genetics on next page
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Testing

Continued from previous page
Science and Technology Committee
have been listening to testimony from
insurers, reviewing the findings of the
Genetics and Insurance Committee
and reading public comments. The
House of Commons panel expects to
publish its findings by the end of this
month.

During the committee hearings,
Mike Urmston, chief actualy for Nor-
wich Union Life Insurance Society,
the York, England-based life insur-
ance division of CGNU P.L.C., told
members of Parliament that NU's un-
derwriters have been asking to see the
results of genetic tests voluntatily tak-
en by insurance applicants for all of
the seven diseases originally identified

Outbreak

Continued from previous page

stern from the virus' highly contagious
nature. Although it affects only
eloven-hoofed animals, such as cattle,
sheep and pigs, the disease can be car-
ried by other animals and humans,
and even by the wind. As a result, cer-
tain sporting events likely to draw
spectators from other countries have
been canceled or postponed to stop the
spread of the virus. Cattle-hauling
companies also are losing business due
to a ban on the movement of cattle,

and in some farming communities,
schools have even been closed.

Train

Continued from preuious page
coal. The freight train is owned by
Freighainer Ltd,

The derailment occurred near the
Yorkshire village of Great Heck, about
150 miles north of London.

In its statement, Railtrack said is
unable to confirm exactly the se-
quence of events, but that the incident
"triggered a catastrophic combination
of events, which the railway industry
was powerless to prevent.

Private passenger rail operating
companies are required to have liabili-
ty coverage of at least £155 million

Need Dental Care?

Check Out Our Dental Plans
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by the ABI.

A spokesman for London-based
CGNU-ne of the United Kingdom's
largest life and property/casualty in-
surance companies-stressed that it
has not asked applicants to undergo
any of the tests as a condition of ob-
taining coverage.

"The Norwich Union, along with
other member companies of the ABI,
has been following the ABI code on
genetic testing. If someone applies to
us for life insurance and has a family
history of any of the seven diseases, we
ask them to show us the results of any
genetic tests they have had for the dis-
eases. We do not ask for a test to be
carried out," the spokesman said.

Following the decision by the ABI to
withdraw its requests for approval for
some of the tests, NU now will ask

only for the results of tests for Hunt-

Grocers and butehers also are con-
cerned about the increasing scarcity of
meat supplies, particularly because
the suspected spread of the disease to
Northern Ireland has dashed their
hopes of importing from that area.

The fatality rate of the disease,
which causes blisters on the mouth

and feet and can lead to lameness and
reduced milk output, varies consider-
ably among different animals. Al-
though people can aid in transmission,
foot-and-mouth disease is thought to
be largely harmless to humans.

Most farmers whose herds have
been affected by the disease are un-
likely to have insurance coverage for
losses, insurers say.

($223.9 million).

The last four months since the Oct.
14, 2000, rail crash at Hatfield, just
north of London, have been devastat-
ing for Britain's privatized rail indus-
try. The Hatfield crash, which investi-
gators concluded was caused by a bro-
ken rail, prompted Railtrack to con-
duet a major overhaul of its track net-
work and to set aside about £150 mil-
lion ($218.0 million) to compensate the
27 train operators for disruptions to
service (Bl, Nov. 20,2000).

The British Transport Police and the
Health and Safety Executive are con-
sidering corporate manslaughter
charges against senior Railtrack exec-
utives (Bl, Jan. 29). .
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ington's disease, breast and ovarian
cancers and Alzheimer's, the
spokesman said. The insurer also wi11
"re-underwrite any policies that have
been adversely affected"” by under-
writers' access to test results for the
four diseases for which test approval
was withdrawn, the spokesman said.
Only 30 policies fell into this category,
and only three were subject to higher
rates due to the test results, the
spokesman said.

While the potential use of genetic
testing by insurers is generating con-
troversy, insurers already commonly
ask applicants to disclose knowledge
of hereditary illnesses, such as heart
disease or cancer, or asking whether
an api)licanthas tested positive for the
presence of certain life-threatening
diseases, such as the human immun-
odeficiency virus that causes AIDS.

Stratford-upon-Avon-based Na-
tional Farmers Union Mutual Insur-
ance Society Ltd., the country's main
livestock insurer, which insures 80,000
livestock farms, says that only about
10% to 20% of these farms have cov-
erage specifically for foot-and-mouth
disease. Standard farm business inter-
ruption policies, which generally are
linked to property ecposures, do not
cover losses related to livestock, an
NFU spokesman noted.

He said that, based on the 18 foot-
and-mouth cases confirmed as of
Wednesday, payouts by NFU Mutual
likely would not be significant. If the
outbreak were prolonged, however,
claims could reach "several million
pounds," he said. As of last Thursday,
there were 28 confirmed cases in Eng-
land and Wales, two suspected cases in
Scotland and one suspected case in
Northern Ireland. Fears of the disease
spreading to Continental Europe grew
last week after U.K. animals exported
to Germany were found to have anti-
bodies to the disease.

A spokeswoman for Lloyd's of Lon-
don, where a few syndicates write
foot-and-mouth insurance, confirmed
only about 10% to 20% of U.K. live-
stock farmers have the coverage.

Chris Smith, head of agribusiness
for loss adjuster Crawford & Co. in
London, who has been watching the
crisis, said, "we believe that few farm-
ers will be insured for this outbreak, as

many are facing near bankruptcy in
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Meanwhile, a new survey commis-
sioned by the Human Genetics Com-
mission indicates considerable public
concern about the use of genetic infor-
mation by insurers and employers.

Of 1,038 individuals surveyed be-
tween Oct. 6 and Dec. 17, 2000, four
out of five believe that information
from genetic testing should not be
used to set insurance rates. While 70%
of the respondents said they think it is
inappropriate for an employer to see
the results of a test for a employee or
potential employee, a majority said it
might be appropriate if the test indi-
cates that the individual may be sensi-
tive to certain substances he or she
may come into contact with on the job.

The poll is part of the government's
attempt to seek comments on genetic
testing following the publication last
November of a discussion document,

the aftermath of BSE (bovine spongi-
form encephalopathy), swine fever

and tuberculosis," referring to other
diseases that have plagued livestock in
recent years.

The NFU Mutual spokesman said
that interest in the coverage has

steadily declined over the past 20

'Few farmers will be
insured for this
outbreak' in the

aftermath of BSE, says
Crawford's Chris Smith.

years, since the last serious outbirak of
the disease in Britain. He attributes
the reduced interest to the declining
incidence of the disease and the fact
that the government compensates
farmers for the full market value of
animals destroyed because of foot-
and-mouth. He also said that the fi-
nancial woes of farmers in the wake of
the ongoing cattle crisis involving
BSE-commonly known as mad-eow
disease-and swine fever had shifted
farmers' attention away from foot-
and-mouth disease and hindered them
from buying additionalinsurance.

Standard & Poor's Corp. said that
even if the cument outbreak of the dis-
ease were to reach the scale of the last
major epidemic, which occurred in
1967, "it is unlikely to have a big im-
pact on the financial strength of most
insurers.”

Rowena Potter, managing director
of S&P's financial services group, said,
"the extent of insurers' liability will,
for the most part, be limited to busi-
ness interruption claims."

Ms. Potter also points out that with
the decline in demand for cattle insur-
ance-for the same reasons noted by
the NFU Mutual spokesman-many
insurers that covered livestock in the
past have found it necessary to diversi-
fy. Such edmpanies, notably Equine &
Livestock Co. Ltd., which now writes
livestock business only on specialist
breeds, are unlikely to be significantly
affected by even a prolonged out-
break, she said.

A Lloyd's spokeswoman said the
main impact for insurers will likely be
business interruption and contingency
claims from parties other than live-
stock farmers. She added, however,
that few of the affected businesses are
likely to have business interruption
coverage, which many such businesses
view as unnecessary.

Most contingency claims, she said,
will likely come from organizers of
horse racing and sporting events. For
example, the U.K government has im-
posed a seven-day suspension on horse
racing in the country starting last
Wednesday.

However, because many of the
events will be postponed rather than
canceled, insurers will be liable for
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"Whose Hands on Our Genes?" The

cornrnent period, which had been
scheduled to end Feb. 28, was extend-
ed to March 23.

The Consumers' Assn., a London-
based consumer advocacy group, also
supports public participation in re-
solving the controversy. "A full, public
debate needs to happen before genetic
insurance becomes widespread," says
a recent statement issued by the
group.

"Our main concerns are that a 'ge-
netie underclass' could be created if
the potential for disease is identified in
the genes of part of the population and
they find it too difficult or expensive
to get insurance. Insurers carrying out
genetic testing could also mean people
are less likely to take tests which could
benefit their health,"” the statement

said.

only rearrangement costs, the Lloyd's
spokeswoman noted.

The Road Haulage Assn. said that
few cattle hauling companies, which
are losing about £4 million ($5.8 mil-
lion) per week from the ban on cattle
movement, are covered for foot-and-
mouth incidents. That ban, initially
imposed for one week, has now been
extended for two more weeks and will
expire March 16.

Meanwhile, the W.K. government
will consider recommendations from a
working party on the effects of cattle
diseases, including a proposal that it
require farmers to insure against ani-
mal disease. The Working Party to Re-
view the Commercial Impact of Ani-
mal Disease, which was set up after
last year's outbreak of swine fever, is
due to publish its report this month.

As the crisis worsens, farmers are
turning to the government for aid.

The main compensation to farmers
will come from U.K. government and
European Union funds. The govern-
ment has agreed topay 100% compen-
sation for animals slaughtered in the
attempt to eradicate food-and-mouth
disease. In addition, it will compensate
farmers who incur other costs stem-
ming from the ban on livestock move-
ment, which it initially refused to do.

Prime Minister Tony Blair last
week unveiled a £168 million aid pro-
gram for farmers after calling the out-
break and the destruction so far of
over 12,000 animals "the worst night-
mare for the livestock farmers.” The
"agri-monetary" compensation, 80%
from the U.K. government and 20%
from the European Union, is the max-
imum permitted under the E.U. agri-
monetary program.

The aid package will help compen-
sate livestock farmers for losses as a
result of not being able to send ani-
mals to market and for the loss of
overseas sales after most other coun-
tries banned U.K cattle and meat im-
ports. According to Meat and Live-
stock Commission figures, the total
value of U.K. meat and livestock trade
is around £8 million ($11.6 million) per
week.

Already the problem has affected
Continental Europe. France and Ger-
many have begun destroying livestock
imported from Britain, while Belgium
has closed its cattle markets and
banned the movement of livestock,
and the Netherlands is banning a long
list of British food products.

The key issue now in the foot-and-
mouth crisis is whether measures tak-
en to curb the spread of the outbreak
will bring a swift end to the crisis, or
whether it will reach proportions of
the 1967 epidemic, in which more than
2,000 farms were affected. In that out-
break, however, foot-and-mouth cases
were restricted to Northern and west-
central England. In the current crisis,
however, because of the much-greater
movement today of animals between
farms and to distant markets, cases
have been reported over a much wider
= « = <3
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retain top talent and to spot trends, of 6 4 milhon shares of stock, roughly and House would vote to rescmd the
I P O such as the growth of fteable benefit half the shares were sold by the com- Sta n d a rd rule

plans, as well as its development of pany and half by its employees "We're going to kill the regulation
Continued from page 1 resources to meet employer needs Watson Wyatt President and Chief Continued from page 2 If not, you're gomgto be m court for a

needed for alhances or Joint ventures Hewitt has been well positioned to Executive Officer John C Haley said gonomics-related miuries that long, long time and spend lots of
Hewitt might pursue with other meetthemostrecenttrend-employ- onereason for his company's IPOwas would bemore generous than that money, and hopefully you'll win," he
rms er mterest m outsourcing administra- to make funds available if an attrac- generally available under state work- told the employer representatives
Hewitt's consideration of an IPO- tion to third parties For yeam, Hewitt tive acquisition should present itself ers compensation systems The bene- Employer and Insurer groups, in-
an evaluation that began about a year has made significant investments in One beneficial side-effect of the ht, which would compensate workers cluding the Risk & Insurance Man-
ago--<onles amid growth unmatched the technology needed to support its IPO, Mr Haley said, has been a mgnif- with ergonomics-related inluries at agement Society Inc, are seeking
by its malorcompetitors Overthelast outsourcing operations, such as its icant boost in theproftle ofthe Wash- 90% of pay for up to six months, federal court review of the standard

decade, the benefit consulting rev- call centers mgton-based benefit consultant would encourage all irjurles to be- Employers have long opposed the
enues for Lmcolnshire, lll -based He- "They have invested in technology Purchasing Watson Wyatt shares come ergonomics-related, he said
witt have Increased more than four- at the nght time," Mr Bleau said also has been a good investment The "We're going to try and make an

foId rising from shghtly more than And, most recently, Hewitt has tak- corporation's shares, 11sted on the effort to stop this regulation," he By invoking the CRAm

250 milhon m 1990 Just over $1 1 en its outsourcmg services to another New York Stock Exchange now are said The Senate MIl attempt to pass .
bilhon last year level Last year, it launched Sageo, an just under $20, down from a high of legislation under the Congressional 'We're going to try and
Hewitt is now the world's second- e-commerce service that provides the $24 50 but up S|gmf|cantly from the Review Act of 1996, which allows make an effort to stop

Iar% est benefit consultant, according complete administration of health opening-day pnce o federal regulations with an

usmess Insurance's annual rank- plans Among other things, Sageo al- Stlll; going pubIIe ism't for every or- impact of more than %%L('Ja;niltlon to this regulation,' says Sen.

ing-compared with its No 4 ranking lows the employees and retirees of ganization, Mr Haley said He noted be reviewed andrescmdedbysimple Don Nickles, R-Okla.
m 1990 For the past several years, clients to use the Internet to compam that pubhc ownership necessitates malonties in both houses of

Hewitt has been the largest consul- and enroll m health plans the disclosure of detailed financialin- Congress, provided that the president
tant based on U S revenues Its work- Whde profitable, the technology formation With the exception of doesn't exercise the veto, he said
force, which numbered about 3,000 a needed to develop and improve out- Watson Wyatt, malor benefit consul- The CRA has never been used to idea of what they consider a "one-
decade ago, now exceeds 12,000 sourcmg is, as Mr Bleau pUtS It, tants either are privately held or are overturn a regulation before size fits all" standard

Unlike most of its competitors, "hugely expensive " As a privately part of larger firms and, consequent- Sen Nickles called the ergonomics They claim the OSHA standard
whose growth has been fueled at least held firm-ownership is held by an ly, don't have to disclose such mfor- rule "an unbehevable power grab by lacks adequate scientific justifica-
m part through acquisittons, Hewitt's undisclosed number of employees- mation as profits the Clinton administration tion, w111 be overly expensive to Im-
growth has lagely been organic One Hewitt doesn't have the option of But pubhc disclosure was not an is- He said that during negotiations plement and willl illegally encroach
exception was its acquisition-an- raising funds thmugh the pubhc sales sue for Watson Wyatt, which had with the White House before the rule on state workers compensation sys-
nounced last year-of Bacon & of stock been Ming financial reports with the was put)11shed m the Nov 14, 2000, tems

Woodrow, a UK -based beneht and If Hewitt does launch an IPO, it Securities and Exchange Commission Federal Register, opponents of the Organized labor has long support-
actuanal consultant with a httle over would be the second major benefit pnor to its IPO Watson Wyatt offi- regulationweretold "if youdon'thke ed the idea of a federal ergonomics
$100 milhon in revenues consultant to do so Last year, Watson cials believed the frrm had an obbga- it, use the CRA " The CRA is "now standard, saying it is needed to pre-

Observers say part of Hewitt's sue- Wyatt & Co and its employees raised tion to do so because ownership was our only congressional recourse,” he vent hundreds of thousands of m-
cess has been its ability to attract and lust over $80 milhon through the sale so widely held by employees m said, predicting that both the Senate juries per year m

companies generated the pollution means abrupt, the lower courts m gradually The pollution exclusion, late as last year has barred htigants

P O I I u tl o n during routine busmess operations this case erred by not reviewing evi- however, refers to an event that in vanous types of cases from takmg
The sudden and accidental pollution dence that the Insurance industry causes pollution-not the damage it- positions that were mconsistent with

Continued from page 2 exclusion m 1970 and later general has modified the word's meaning self, the rnsurer maintains those they argued in administrative
ment liability policies bar coverage for through usage A bnef explanation of the exclu- and other non-judicial proceedings,

But insurance industry attorney such gradual pollution losses, the m- In standard boiler and machinery sion that insurers submitted to in- according to Sunbeam's bnef

Laura Foggan said interest in the surers argue hability pohcies written before 1970, surance regulators in Pennsylvania Liberty Mutual contends that
case has been generated by policy- A trial court, an appellate court the insurance mdustry used the term and other states m 1970 notes that Sunbeam's regulatory estoppel argu-

holder attorneys, who have mined panel and the state's full appellate "sudden and accidental” in coverage the exclumon was designed to clanfy ment is another effort "to avoid the
for chents to help in their attempt court ruled for the insurers between descriptions, the Sunbeam brief that general habillty insurance poll- plain meamng of the exclusion" and
"to dislodge settled case law" on the May 1997 and November 1999 notes Many courts and authontabve cies do not cover damages that were has been "universally" rejected out-
exclusion m Pennsylvania Ms Fog- In briefs filed with the Pennsylva- treatises agreed that those policies expected or Intended side of New Jersey Unlike the West
gan, a partner with Wiley Rein & ma Supreme Court, Sunbeam and covered damage that occurred grad- The explanation further states that Virginia and Rhode Island supreme
Flelding in Washington, filed an am- other policyholders cite vanous dic- ually as well as abruptly, the brief pollution coverage is available when courts, the New Jersey court found
icus bnef for the Insurance Environ- tionaries that hst ynexpected" as points out the damage results from an accident that "sudden" meant abrupt and
mental Litigation Assn ill the case the primary definition of "sudden " The explanation does not define"ac- then ruled insurers had to cover
Mr Elhson said a pro-pohcyholder That means the exclusion does not cident,"” and pohcyholders and m- gradual pollution losses because they
ruling (':ould help win over supreme bar coverage for gradual pollution Sunbeam is suing several surers disagree over whether that told regulators the exclusion would
courts in states where those courts losses as long as they were unexpect- word includes a temporal element not bar coverage for such losses

have not settled the issue and lower ed and unintended, the bnefs main- insurers for tens of millions The exclusion's explanation is a In 1999, the Pennsylvania

courts have sided with insurers tam of dollars to cover its cost vital piece of Sunbeam's regulatory Supreme Court refused to consider

But Ms Foggan said the Pennsyl- Sunbeam and the other policy- estoppel argument, which contends the drafting and regulatory history
vania Supreme Court's eventual rul- holders note that those reference ma- of cleaning 11 polluted that the court should hold msurers to of the absolute pollution exclusion,
1ng probably would have little im- terials list "abrupt” as a secondary sites nationwide. the alleged coverage promises they the insurers' briefs note The court
pact outside the state, because many definition and that courts nation- made to regulators m 1970, regard- ruled that considering such evidence
states have resolved the issue al- wide disaglee over the primary less of how the court might define would violate state law, because the

ready meaning of "sudden " Because the "sudden " exclusion clearly barred coverage for
Pollcyholder attorneys say insul- word is subject to morethan onerea- But Liberty Mutual and the IELA Indeed, much of the focus of poh- any type of pollution loss (BI, July
ance buyers hold a 20-18 edge in sonable interpretation, it is ambigu- argue that the Supreme Court cyholders' and insurers' briefs is on 30, 1999)
state supreme court rulings on the ous, they aigue State law requires should not look beyond the pollution how the Pennsylvama Supreme Adopting the argument also would
sudden and accidental pollution ex- courts to construe ambiguous terms exclusion's language, because it Court should treat that argument usurp the authority of the Pennsyl-
clusion But insurer attorneys, saying in favoi of pohcyholders, they note clearly means coverage is intended Poheyholders have had some lim- vania Insurance Department, which
that fewer courts have ruled polnt- The IELA argues, however, that only for abrupt occurrences Even if ited success with that argument in could have voided the exclusion any
edly on the exclusion's meaning, most words have multiple meamngs, the court considers such extrinsic ev- othei junsdletions Besides the New time over the past 30 years if regula-
claim at least a 16-13 advantage but "that fact alone does not make 1dence, there is no proof that the m- Jersey and Rhode Island high courts, tors had determined that insurers
In the Pennsylvania case, Sun- them ambiguous " surance mdustry interpreted and the West Virginia Supreme Court in had misrepresented the exclusion's
beam is suing several insurers for The IELA also suggests that courts used the term "sudden and acciden- 1992 found that Insurers won regula- Impact On coverage, Liberty Mutual
tens of milhons of dollars to cover its would lose their power and obliga- tal" in a universal manner, Liberty tory approval of the exclusion by and the IELA argue
cost of cleaning 11 polluted sites na- tion to independently interpret con- Mutual argues promising it would not bar coverage
tionwide tracts if conflicting rulings automati- Citing a 1993 Flonda Supreme for unexpected gradual losses Sunbeam Corp et al vs Liberty
The insurers have refused to de- cally rendered a term ambiguous Court decision, Liberty Mutual ar- In pollcyholders' favor m Pennsyl- Mutual Insurance Co et at, No 0032
fend and indemnify Sunbeam, argu- Sunbeam argues that even if the gues that the boiler and machinery vania, the state Supreme Court WD Appeal Docket 2000, Pennsyl
mg that Sunbeam's predecessor high court determines that "sudden" pohcy covered damage that occurred throughout the 20th century and as vania Supreme Court

ment courses are needed to estab- from among business, economies, Tuition for the workshops varies things,” Mr Phillipus said about

I: RM lish a risk management founda- managing information security, For two-day programs, the cost w11 the revisions "A number of people

tion-one course each in risk man- law, marketing and management be $500 for members of the Global said they hke the changes," he said,

Continued from page 3 agement, risk control and risk fi- classes Risk Management Institute For a noting that, previously, he had
designation and therefore, without nancing The Associate in Risk The business foundation require- participant who is not an Institute heard complaints from some who
belonging to the institute "The Management and Canadian Risk ment can be met if the candidate member but IS a RIMS member or had opted not to pursue the FRM
pricing structure w111 be different,” Management designations fulfill has earned an undergraduate or associate, the cost is $600 Other because of requirements such as

Mr Philhpus said, but he noted that that requirement but are no longer graduate business or management participants wlll pay $700 completing a capstone project or
individuals "not moving toward the prerequisites for the awarding of degree The Chartered Property Ca- The cost may be reduced, though, taking semester-long courses
FRM" will have the opportunity to the designation as they were under sualty Underwnter and other pro- If, for example, a local chapter were It was also important to make the

participate in the classes as a way the old FRM requirements Credit fessional designations also fulfill to hold a workshop in a free or low- designation geographically and fl-
to broaden their risk management earned in undergraduate and grad- the requirement The previous cost venue, Mr Hampton pointed nancially accessible, Mr Phillipus
expertise uate courses also fulfills the re- structure required four specific out Chapters or conferences that said

In addition to the requirements quirement business courses offer reduced fees have to have "We have to look at the environ-
for industry experience and com- A busmess foundation is based on The workshops w111 be offered in those reductions approved by the ment in which we are working
pletion of the workshops, others four college-level courses that help class periods of varying lengths national organtzation Many employers are cutting back
call for establishing a "risk man- candidates understand risks in a RIMS anticipates offering the RIMS plans to schedule the first on time out of the office and on ed-
agement foundation” and a "bust- variety of areas Courses in ac- workshops at its annual conference, workshops in New York, Chicago, ucation and tuition reimburse-
ness foundation™ counting and finance are required, regional and Canadian conferences Atlanta and Los Angeles ments Everybody is working hard-

Three college-level risk manage- two other courses can be chosen and as part of chapter events "We've heard some very positive er, longer hours,"” he said



A fair shake

for insurers

Early estimates of the insured damage caused by last week's
earthquake in Seattle range from hundreds of millions to as much
as $1 billion.

I'm betting that the insured losses will be a lot more when we
look back several years from now, partly because estimating
insured losses is still a bit of an art as well as a science, and partly
due to what one could call "creative claim compilation" by some
policyholders.

Just recall what happened in the January 1994 Northridge
earthquake in California.

The early estimates of insured damages caused by the Northridge
earthquake were $1.5 billion to $3 billion. By August of 1994,
insured losses were estimated at $7.2 billion. Just a few months
later, in October, the insured damage estimate was increased 25%,
to $9 billion. Now, the insured damages caused by Northridge are
estimated to total $12.5 billion to mom than $13 billion.

What happened? For starters, there was simply more damage
caused than was initially thought. As Karen Clark, president of
Applied Insurance Research Inc., patiently explained to me, the
Northridge earthquake showed the "basin effect” in Los Angles-
in which ground motion is amplified in basin areas-and caused
more damage than expected, and certain construction performed
worse than had been expected. For example, as Business Insurance

reported back in 1994, there was an
unexpected degree of damage to steel-frame
buildings.

In addition, many homeowners found out
by the fall of 1994 that their repair costs
exceeded their policy deductibles.

As Ms. Clark also told me, insured damages
in earthquakes are trickier to model than
other catastrophes because of varying
deductibles and policy limits that are applied
to earthquake losses.

But what is not discussed publicly is how
many people-and, heaven forbid, even
commercial enterprises-padded their claims

by claiming damages from the earthquake that existed before the
earthquake struck. And they got paid, because either they were
good at making their case or instu'ers just decided it was easier to
pay a small but questionable claim than to fight it.

This fraudulent milking of insurance companies is
euphemistically referred to as «working the system" by those who
believe that beause they have paid insurance premiums, they
should collect under their policies, regardless of the policy
provisions.

Indeed, 35% of Americans believe it is acceptable to increase the
amount of an insurance claim by a small amount to make up for a
deductible, according to a recent Insurance Research Council
survey. And nearly one in four respondents said that it is OK to
increase the amount of a claim to make up for insurance premiums
paid when no previous claims were made. As individuals file claims
on behalf of commercial enterprises, could the attitudes be that
different among less-sophisticated commercial insurance buyers?

Less than one-third of homeowners in western Washington
currently has supplemental earthquake coverage, according to the
Insurance Information Institute. But considering that the
deductible applied to earthquake losses ranges from 10% to 25% of
the insured value of the home, you can anticipate that there will be
some very creative claim compilation by 35% of those with
earthquake coverage to help reduce the amount of the loss they
pay.

And, earthquake damage to an automobile is protected under the
comprehensive portion of an auto insurance policy, so imagine 25%
of those owning cars deciding to file claims for earthquake damage
that was really caused in a minor brush up with a post or pillar
weeks or months earlier.

Before I'm written off as too cynical, let me say that | do
sympathize with those suffering injuries and loss of property in the
Seattle earthquake, and | don't consider the residents of Seattle to
be dishonest. In addition, | do understand that some people's
knowledge of the mechanics of insurance would lead them to

conclude that padding claims is not the act of theft that those of us
who deal with insurance matters know it is. So this is a reminder to

insurers that constant consumer education efforts are
indispensable to making policyholders undenstand what they
deserve--and don't deserve-under their insurance policies.
Having said that, I'm still betting that the losses from the Seattle
earthquake will be higher than expected. There will be more to
learn from this earthquake for the next generation of computer
models, and computer models don't model people's honesty.

Publishing Director Kathryn J. Mcintyret commenta appears
fortnightly and on www.businessinsurance.com. She can be
reached at kmcintyre@crain.com.

Claims

Continued from page 1

illnesses and injuries to the Occupa-
tional Safety and Health Administra-
tion and to state officials, railroads
must report certain work-related in-
juries to the FRA.

The controversy that followed the
EEOC action over the railroad's use of
genetic tests is bringing new attention
to a bill in Congress that would pro-
hibit the use of genetic testing by em-
ployers and insurers (see related story).

In the United Kingdom, insurers,
lawmakers and the public are also de-
bating the use of certain genetic tests
in underwriting (see story, page 15)

As part of an "extensive investiga-
tion," the FRA will review BNSF files
and interview railroad employees and
medical providers who treated injured
workers, the FRA spokesman said.

He said the agency "heard through
multiple sources" that the railroad
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company rnight have withheld the re-
porting of claims. He declined to name

those sources.

BNSF said in a Feb. 12 statement
that "about 125 BNSF employees
have filed claims since March 2000 for
carpal tunnel syndrome." The state-
mentcame in response to the EEOC's
Feb. 9 announcement that it was tak-
ing legal action against the company.

The railroad is not under legal obli-
gation to report worker injuries if it
deems they are not work-related, a
BNSF spokesman said. And in the
railroad's opinion, the cases of carpal
tunnel syndrome reported by its em-
ployees were not work-related, he
said.

The federal regulatory agency can
"do whatever they would like to do,"
the BNSF spokesman said of the FRA
investigation.

The FRA spokesman agreed that if
the railroad found injuiy cases were
not work-related, it would not be obli-

gated to report them.

But an attorney for the Brotherhood
of Maintenance of the Way, a union
representing railroad employees, said
the union knows of specific cases in
which BNSF workers filed carpal tun-
nel claims and were told by doctors
that their injuries were work-related.

It is inconceivable that the railroad
has workers who for years operated
jackhammers or worked as clerks typ-
ing on keyboards, yet did not receive
any work-related carpal tunnel
claims, said Harry Zanville, the attor-
ney representing the union.

Mr. Zanville said the union suspects
other railroad companies also have
failed to forward work injury reports
totheFRA as required.

The FRA spokesman said that if its
probe of BNSF's claims determines
that valid claims were not reported as
required, then the agency could ex-
pand its investigation to include other
railroads_. rm

Bill would Iimit use of info

WASH[NGTON-The controver-
sy over an employer's use of genetic
testing for carpal tunnel syndrome is

sparking new interest in federalleg-
islation that would restrict how such

information is used.

The measure, the Genetic Nondis-
crimination in Health Insurance and
Employment Act, would prevent
health insurers from using predie-
tive genetic information to deny,
cancel or change the rates and con-
ditions of coverage, according to a
statement issued by the legislation's
sponsors. It would also prohibit em-
ployers from using predictive genet-
ic information in hiring, firing and
performing other employment-re-
lated actions.

Supporters say that they intro-
duced the legislation because of ad-
vances in genetic studies, including
the mapping of the human genome,

EPA

Continued from page 3

protection standards in the future.
Congress delegated to EPA the stan-
dard-setting function, and EPA car-
ried it out appropriately,” EPA Ad-
ministrator Christine Todd WWhit-
man wrote in a statement issued af-
ter the ruling.

The American Lung Assn. also
praised the ruling. "The court af-
firmed the health-based premise of
the Clean Air Act by supporting the
principle that air pollution stan-
dards must be set to protect public
health with an adequate margin of
safety and not based on costs,"”
wrote John R. Garrison, the group's
chief executive officer, in a Feb. 28
statement.

Business groups that have long
complained that many federal regu-
lations are imposed without being
subjected to cost/benefit analyses
had hoped that the high court would
view the EPA's powers narrowly,
while a number of states filed briefs
in support of -the EPA's broader in-
terpretation of its powers under the
Clean Air Act.

Nevertheless, the business groups
found positive aspects to the ruling.

"The big impact is that the -
Supreme Court found EPA's ozone
implementation policy to be unlaw-
ful," said Robin Conrad, senior vp of
the National Chamber Litigation
Center Inc. in Washington. Ms. Con-

rad noted that the high court sent
the matter back to the circuit court

"to decide whether-EPA acted arbi-
trarily in setting those standards in
the first place. The bottom line is,
implementation of the revised ozone
standard is blocked for the foresee-

able future.”

and concern over how that informa-

tion could be used. Disclosure that

some organizations are moving
ahead with genetic testing could
help their case, they said.

"If any more cases like the
Burlington Northern one surface,
the interest will be raised even high-
er," said a congressional staff mem-
ben who asked not to be identified.

"We certainly think it is getting
more attention because of that situa-
lion. It would directly relate to that.
In other words, it bars companies
from testing folks without their per-
mission and sharing that informa-
tion," the staff member said.

Although the legislation does not
specifically address workers com-
pensation, it is intended to cover
many employer-provided benefits,

the staff member noted.

The legislation was first intro-

"There probably are not too many
other environmental laws that are
written the way this is written," said
Glenn Lammi, chief counsel-legal
studies division of the Washington
Legal Foundation, a think tank that
supports free-market measures.

"I definitely see it having an im-
pact on the way the Clean Air Act is
implemented. If Congress truly
wants to have them take cost into
consideration, it will have to go back
and change the law. It's a boost for
the EPA, because everybody was
beating up on them for not taking
cost into consideration, and their re-
sponse was, 'Congress told us we
couldn't." And they ended up being
right in the eyes of the Supreme
Court,” Mr. Lammi said.

Quentin Riegel, deputy general
counsel for the National Assn. of
Manufacturers, said the decision
will make it more difficult to use the
nondelegation of powers doctrine
when trying to block regulations.

"The language they used in re-
spect to the nondelegation doctrine
was pretty sweeping. Even though
the EPA's authorizing statute is
broadly worded, the court found it
not to be an unconstitutional delega-
tion of legislative power from
Congress," said Mr: Riegel. "In the
future, it will be difficult to chal-
lenge an agency's power under the
nondelegation doctrine."

But Mr. Riegel noted that the
cost/benefit analysis portion of the
decision might have a narrower im-
pact. The provision addressed by the
decision "is specific to this law, and
we will continue to argue in any con-
gressional debate on agency power
that cost/benefit factors be consid-

ered together when issuing a rule,”
he said.

Mr. Lammi noted that Associate

duced two years ago but failed to
pass beyond certain congressional
committees, the staff member said.
Opponents have aqued that cases of
genetic discrimination did not exist.

Currently, the bill has 150 spon-
sors, including about 20 Republi-
cans, the staff member said. But it is
impossible to predict whether it will
pass. The main sponsors of the legis-
lation are: Sens. Tom Daschle, D-
S.D.; Tom Harkin, D-lowa; Christo-
pher Dodd, D-Conn.; and Edward
Kennedy, D-Mass.; as well as Reps.
Louise Slaughter, D-N.Y.; and Con-
stance Morella, R-Md.

The bill's supporters argue that
few Americans are participating in
genetic testing that could lead to
health improvements because they
fear the results could result in dis-
crimination against them.

-By Roberto Ceniceros

Justice Stephen Breyer's concur-
renee did not slam the door on
cost/benefit analysis in regard to
other regulations, noting that Asso-
ciate Justice Breyer said that, in
some cases, a rule could cause more
harm to health than it prevents.

"In order better to achieve regula-
tory goals-for example, to allocate
resources so that they save more
lives or produce a cleaner environ-
ment-regulators must often take
account of all of a proposed regula-
tion's adverse effects, at least where
those adverse effects clearly threaten
serious and disproportionate public
harm. Hence, | believe that, other
things being equal, we should read
silences or ambiguities in the lan-
guage of regulatory statutes as per-
mitting, not forbidding, this type of
rational analysis," Associate Justice
Breyer wrote.

The Chamber's Ms. Conrad noted
that the Clinton administration had

issued an order directing agencies to
"to consider costs and benefits when

they issue regulations," but, she said,
that order had been often "honored

in the breach.”

The ruling should "absolutely
serve" to emphasize the need for
cost/benefit analysis when regula-
tions are considered in the first place
by Congress, she said.

"Rational agency decision-mak-
ing should include consideration of
societal costs," Ms. Conrad said.

Christine Todd Whitman, Adminis-
trator Of Environmental Protection
Agency, et alL us. American Trucking
Assns., et at. and American Tnicking
Assns., et at. vs. Christine Todd Whit-
man, Administrator Of Environmen-
tat Protection Agency, et at., US.
Supreme Court; Nos. 99-1257 and 99-
1426. Decided Feb. 27, 2001.
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office buildings, said Ed Rhone, added, it is still too early to deter-
Q U a ke branch manager in Seattle for GAB nune the precise extent of damage
Robms North America Inc Members likely suffered losses to
Continued from page 1 We are not seeing a whole lot of older buildings, infrastructure and
nomic losses from the earthquake It, because most of the systems other property such as golf courses
at $3 6 billion, including damage to have been changed to dry systems, In addition to insurance coverage,
roads, bridges and government but there aie some continuing ex- cities also are likely to receive dis-
buildings posures from wet systems that are aster assistance funds from the
One day after the quake, Swiss out there," he said Federal Emergency Management
Reinsurance Co estimated that in- Additionally, water gushing in Agency
sured property losses would reach from broken water mains caused Prior to the quake, federal funds
at least several hundred million damage to three or foul ietail bum- had already helped WCIA members
dollars, based on an estimated $1 nesses, Mr Rhone said to reinforce buildings, bridges and
billion in total economic damage, Retail stores also may experience other public Infrastructure, which
said Luzi Hitz, head of Swiss Re's business interruption losses be- helped limit damage, Mr Leigh
earthquake group in Zurwh cause damage to streets is keeping said City emergency plans also
But that preliminary assess- shoppers and workers away, he helped minimize damage
ment-which does not include added "Everybody knew their jobs, and
damage to Insured pubhc property Initial inspections by loss ad- they worked through the night to
or business interruption losses- justers with McLarens Tophs do their jobs," Mr Leigh said
could change, he said, as more data North America Inc revealed a high At GES Exposition Services
and msulance company reports be- volume of claims is hkely from the Inc 's two Seattle-area locations,
come available and provide a bet- quake, but claims will be limited the quake broke some fire sprinkler
ter picture of the event mostly to cracked walls, floors and connections, causing widespread
Catastrophe modeling company building facades, said Robert J water damage, and upset racks of
Applied Insurance Research Inc Barnett, property operations leader  stored goods and crates, according
estimated that msured losses could for MeLarens Toplis in Los Ange-  to Lance Ewing, the company's se-
reach up to $1 biIIion, including les nior director of insurance and loss
claims for damaged contents and

e e

based company quake’s epicenter ale located Just south of Seattle, he

Other companies with catastro- Last week's quake had loughly said
phe modeling software estimated the same magnitude as the North- Eaithquake preparedness drills
insured damages would fall in a ridge earthquake, which killed 57 helped workers cope, as did the
similar range, between $500 mil- people and caused an estimated company's crisis management plan,
lion and $1 bilhon $12 5 billion in insured damage which Mr Ewing directed from the

Even within that range, the against $40 billion m total econom_ company's Las Vegas headquar-
quake would rank as one of the five le damage But the Washington ters
largest U S quake losses Sitill, it temblor was centered more than 30
would fall far behind California's miles below the earth's surface, company .
1994 Northridge quake-the most while the Northridge quake was here is™ a human side” that must
costly quake, with an estimated only about 10 miles below ground
$12 5 billion in losses-and the While the earth's crust absorbed
1989 Loma Prieta quake, which
caused an estimated $7 billion in
insuied losses, according to the In-
surance Information Institute

prevention
One reason that properties ap-, ’We were fortunate we had no

In the wake of such an event, a
must remember that

be addressed, Mr Ewing said GES
employees were told to take care of
then home needs first, he said

One big difference between this
and earlier catastrophes, Mr Ew-
ing noted, was the rapid commum-
cation capabilities provided by e-
mail and digital photography
"Within two hours, we already

'We have some

One reason for the lower loss es-
damage here, but
timate is that only about 30% of in-

sured structures m the Seattle-area nothing catastrophic,' digitized photos of the damage he pr

said As a result, he was able to
contact his insurer and promptly
try sources Statewide, Insurance of Weyerhaeuser Co. arrange for sprinkler system re-

Commissioner Mike Kreidler esti- pairs

have earthquake coverage, said Mr
Virkud and other insurance indus-

says John W. Lambdin,

A few school districts and some

mated that only about 12% of poli-
cyholders have earthquake cover- a large portion of the quake's ener- Individual schools shut down be-
age gy, to risk managers, It Stlll felt cause of the earthquake, said
Mr Vukud said that he expects plenty strong David Hayasaka, executive direc-
that many of the claims from last "It felt like | was on the deck of a tor of Puget Sound Schools Risk
week's quake will involve resi- boat It was really rolling,"” said Management Pool m Burien, Wash
dences, rathei than commercial John W Lambdin, insurance man- Some closed only temporarily for
buildings ager for Weyerhaeuset Co, a Taco- pl ecautionary inspections
According to prehminary reports ma-based forest products compa- "But | fear some of it is to assess
on commercial propetties, older, ny But damage was relatively light teal damage," Mr Hayasaka said
masonry buildings bore the brunt and, based on initial estimates, is He creditec school drills with help-
of structural damage, while mod- expected to fall within Weyer- ing avoid student injunes
ern office buildmgs and other new- haeuser's self-insured retention, he The quake caused a significant
er commercial buildings hkely suf- said crack in the state's Capitol dome in
fered limited structural damage, "We have some damage here and Olympia, which is not insured for
according to Mr Virkud there, but nothing catastrophic," the damage, said Betty Reed, risk
Much of the damage to newer Mi Lambdin said Weyerhaeuser's management administrator for the
buildings likely was limited to business interruption losses also state of Washington As of Friday,
cracked facades, broken glass and are hmited One company pulp and about 10,000 state workers in
fallen ceiling tiles, Mr Virkud said paper mill in Longview, Wash, Olympia began returning to work,
There are probably thousands of south of the epicenter, shut down as the capitol complex began re-
small property losses, far outnum- for a damage appraisal But opera- opemng
bering severe losses from the tions were expected to resume Additional damage could result
quake, said Swiss Re's Mr Hitz As quickly, he said to policyholders' pocketbooks
of Thursday, he had received no re- "As a whole, the region did very when they attempt to renew earth-
ports of claims for severe damage well," Mr Lambdin said
to commercial buildings Other rlsk managers agreed
As of Fnday, Factory Mutual In- "It was as reahstic and friendly a pacity and terms and conditions,"
surance Co had received loss re- dnll as the Pacific Northwest could said Don Cnapman, chief operating
ports from about 25 policyholders, hope for," said Lewis Leigh, execu- officer for SAFECO Insurance Co's
of which 10 to 15 were claims for tive director of the Renton-based commercial enterprise unit in Seat-
sprinkler leaks, said Jeff Tenn, op- Washington Cities Insurance Au- tle
erations vp-engineering for FM thority, which provides propeity/ It is probably too early to deter-
Global Earthquake Services in casualty coverage for about 100 mine the impact on pricing and
Woodland Hills, Calif pool members "It was a good test availability, because the losses are
One of the highly piotected risk of our emergency communication not yet all known, said Anne An-
insurer's immediate priorities in re- plan " derson, a senior vp for Marsh Inc
sponse to the eatthquake was con- Still, the WCIA had to evacuate in San Francisco Many losses will
tacting its pollcyholders in the area its headquarters for a few hours not be determined for weeks to
to make sure their sprinklers were during a precautionary inspection come, she said
opei ational and prepared for the Total damage incurred by its mem- "We really do not have a sense of
secondary risk of fire, Mr Tenn bers will easily exceed a $100,000 what the commmercial msurable loss
said None of the insurer's commer- self-insured retention the WCIA will be," she said "As that devel-
cial policyholders reported fires, he holds for earthquake risks, Mr ops, we will see carriers decide
noted Leigh said where they will be "
Water damage from broken In some cases, damages at a sin-
sprinklers accounted for damage to gle member will probably exceed Meg Fletcher contributed to thts
some retail operations and a few that deductible, he said But, he report

quake coverage
"l suspect it will tighten up ca-

TSPIRE Working at The o Gifices which 02

UPDATS

Some black lung rules on hold

Continued from page 2
effect, a delay sought by Elaine Chao, the new secretary of the
U S Department of Labor Ms Chao, Mr Bush's appointee, had
sought 60 days to study all of the controversial black lung regula-
tions before taking a position on them, according to the Labor De-
partment

In a related development, the United Mine Workers of America,
which supports the new regulations, was granted intervenor sta-
tus by the court After the union unsuccessfully argued against the
delay, the judge agreed to shorten the hearmg schedule

Oral arguments are scheduled for May 21

Brown free during appeal

BATON ROUGE, La -Louisiana Insurance Commissioner Jim
Brown remains free on bond while he appeals his conviction of ly-
ing to the FBI

The 5th U S Circuit Court of Appeals in New Orleans ruled ear-
lier this week that the commissioner can remain free dunng the
appeals process The ruling meant Mr Brown did not have to be-
gin serving a six-month prison term that was supposed to start on
March 1

Mr Brown IS appealing his conviction in the case involving the
defunct Cascade Insurance Co of Shreveport, La He was prose-
cuted on charges that he gave false information to federal investi-
rs who were looking into what they have called a "sham set-
tlement" that helped the insurer avoid a lawsuit by the state

Mr Brown's attorney said the appeal could be lengthy "We're
looking at a process that could take some months," said William
H Jeffress Jr of the Washington law firm of Miller, Cassidy, Lar-
roca & Lewin LLP "We're optimistic about the outcome "

PacifiCare fined on late payment

SANTA ANA, Calif -PacifiCare Health Systems Inc will pay a
$250,000 fine as part of an agreement reached with the California
Department of Managed Health Care, which found the health
maintenance organization was taking more than the mandated
maximum of 45 days from receipt to pay doctor and hospital
claims

As part of the understanding, the department agreed to lift a
censure, known as a "cease and desist" order, that It had placed
on PacifiCare of California last month, said a PacifiCare
spokesrnan

PacifiCare said that the combination of the $250,000 fine and
r% associated interest is not expected have a material effect on its
ofitabihty this year

Brad A Bowlus, president and chief executive officer of the
company's health plans division, said in a statement, "We are
pleased we were able to address this issue and bring it to resolu-
tion promptly "

The company said it has taken steps to improve the staffing and
systems in its claims administration area

Mr Bowlus said PacifiCare will continue with our business
strategy that calls for system upgrades to facilitate our business
expansion and turnaround efforts

Briefly noted

Accused swindler Martin R. Frankel was scheduled to be extra-
dited from Germany last Friday to face federal charges that he si-
phoned about $200 million from a group of life insurers he con-
trolled Mr Frankel fled the United States in 1999 and was later
arrested in Hamburg, Germany, where he was convicted of smug-
gling diamonds and holding several false passports German au-
thorities announced the extradition shortly after Mr Frankel un-
successfully tried to escape by cutting through the bars of his
cell Royal & SunAlliance PLC IS buying much of the Canadian
operations of Kemper Insurance Cos. for an undisclosed amount
Kemper's Canadian operations had $73 5 million Canadian ($47 8
million) in personal lines premiums and $12 million Canadian
($7 8 million) in commercial lines premiums in 2000 Kemper will
retain the commercial lines business related to the subsidiaries of
U S -based policyholders, as well as its Canadian environmental
liability business A federal Judge has sentenced former insur-
ance executive Albert W. Lawrence to 37 months in prison, fol-
lowing his conviction last year on charges of defrauding his com-
panies and their policyholders of $37 million The 72-year-old Mr
Lawrence, former chairman of the Schenectady, N Y -based
Lawrence Group Inc , was found guilty last June on 20 counts of
mail and wire fraud, embezzlement of insurance company assets
and tax evasion Six lawsuits charging drug makers with know-
ingly selling potentially dangerous cold and allergy drugs and ap-
petite suppressants were filed in federal Court in Seattle last week
The suits, filed individually against six different drug makers,
seek class-action status They charge that the companies were
aware of studies that had linked over-the-counter drugs contain-
ing phenylpropanolamine-known as PPA-to Increased risk of
stroke, seizure and heart attack in users The lawsuits were filed
against American Home Products, Bayer Corp , Bristol-Myers
Squibb, Novartis Corp, Schering-Plough Corp, and Glaxo-
SmithKline PLC Last November, the six companies pulled prod-
ucts containing PPA after the U S Food and Drug Administration
urged them to remove the drugs from the market Programming
Resources Co. Corp; a Hartford, Conn -based provider of software
and services for the property and casualty marketplace, agreed to
purchase Cumming, Ga -based Insurity Solutions Inc, an Internet
rating, underwriting and policy services vendor
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* QUAKE RISK SECURITIZED As a result of a further information on access fees for ISOnet to lobby Congress for legislative changes, President Dale Crandall said in a statement
reinsurance and capital markets transaction members and nonmembers, contact Gary however, because, so far, all of the plans its
worked out with Swiss Reinsurance Corp, Kerney at Property Claims Service, at 732- members offer meet current regulatory re- MUTUAL PAYS PREMIUM DIVIDENDS The
Swiss Re Capital Markets and Goldman 388-2525 quirements, the Minneapolis-based American Bankers Professional & Fidelity In-
Sachs & Co, another $100 million will be spokesman said. Although the companies surance Co, a mutual reinsurance company
available to California Earthquake Authority AON TO BUY ASI Aon Corp has agreed to participating m the organization offer differ- for the American Bankers Assn -sponsored m-
policyholders if there are one or more earth- acquire ASI Solutions Inc., a human resources ent business models, "they are all focused on surance program, will distnbute more than
quakes over the next 23 months As part of and compensation consulting firm in New creating access to health services m a way that $4 million m underwriting profits to 939 fi-
the transaction, CEA signed a $100 million York The deal, a stock swap, is valued at be- meets consumer needs for more choices and nancial institution customers Qualifying
reinsurance contract with Swiss Re Then, tween $99 7 million and $1232 million. de- control over health care spending,” the ABA member banks-those involved In the
New York-based Swiss Re Capital Markets pending on the spokesman said Insurance program as of Jan 15-will receive
e . . price of Aon's a distribution of up to $46,000 Each bank's
3 rft,'—ed Sfdmilhonof oatlng-rate stock when the DEMUTUALIZATION PROPOSAL A policyholder share is based on premiums it paid over the
notes and $3 milhon of preference shares that, AO N sale closes The group is pressing Massachusetts Mutual Life past five years on policies that are still in
m effect, will replenish SWISS Re's capital if an acquisition is ex- Insurance Co to convert to stock ownership place Since 1991, eligible member banks
earthquake occurs. pected to close The Mass Mutual Owners Assn IS callmg for have received approximately $34 million in
within 90 days the distribution of $4 billion in stock, cash distribitions from the Bermuda-domiciled
ASI, which reported revenues of $22 7 mil- and policy credits ro policy owners in ex- mutual The ABA program, which is under-
E,,li--1--I----j, hon for the quarter ending Dec. 31, 2000, will change for the voting ri%hts and claims on written by Progressive Casualty Insurance Co.
. 2 .0. 2,2 flit2 likely become part of Aon's benefit consulting earnings they would give up m the demutual- and reinsured by ABPFIC, provides coverage
arm, Aon Consulting, according to an Aon ization The owners association says its pro- for directors and officers liability, financial m-
statement No change in the senior manage- posal is in the best interests of policyholders stitution bond, trust errors and omissions,
S I ment of ASI is expected and is collecting proxy ballots for demutual- employment practices liability, entity errors
o R ization to be cast at the annual meeting of and omissions, and other related insurance
T , FMLA SERVICES OFFERED To help organiza- Springfield, Mass -based MassMutual m coverages
— tions better comply with the Family and Med- April The company has said that while it will

- - ical Leave Act, ComPsych Corp IS now offer- examine its structure as the business environ- BRIEFLY NOTED A M Best & Co has down-
ing FMLA administration and consultative ment changes, for now the mutual form al- graded Meadowbrook Insurance Group Inc.
services Chicago-based ComPsych will track lows it to meet its corporate objectives and to B++ from A- The downgrade reflects the
employees' FMLA requests and eligibiliry best serve its policyholders and clients. Southfield, Mich -based Insurance group's

er,Emnnr,81,3183r,v,rwerommr-r,- while ensuring and documenting company poor results and dimmished capital after it in-

compliance with federal and state FMLA re- KAISER SEES TURNAROUND Kaiser Founda- creased loss reserves last year, the rating agen-
4 NEW ONLINE ISO DATABASE Insurers, risk quirements The service, called FMLASource, tion Health Plan Inc reported net income of cy said The Pension Benefit Guaranty
managers and other industry professionals aims to reduce employers' corporate liability $584 million on revenues of $17 7 billion for Corp. is taking over a severely underfunded

can now access a catastrophe loss history and the probability of legal scrutiny under the the year ended Dec pension plan sponsored by Outboard Marme
database online via ISOnet, the New York- tightened guidelines of the Health Insurance 36.A__ - 31, 2000. The results Corp, a Waukegan, lll -based recreational
based Insurance Services Office Inc 's Internet Portability and Accountability Act, according demonstrate a turn- boat and engine manufacturer, which is now
information service The new online database, to a company release Additionally, FMLA- around from 1999, in bankruptcy liquidation The plan, which
called ISO CatCube, uses data from the Prop- Source provides consultative services for an when the health main- has about 10,000 participants, is underfund-
erty Claims Service division of ISO. CatCube employer and employee regardmg FMLA be- tenance organization ed by about $73 milhon, according to the
users armed with only a Web browser and a fore, during and after the employee takes posted a net loss of $6 PBGC .Jim Ansaldi has been named execu-
password for ISOnet will be able to explore family leave million on revenues of tive vp at Aon (Bermuda) Ltd, where he will
any combination of database elements and $168 bilhon Kaiser be responsible for property/casualty pro-
examine how different types of information DEFINED CONTRIBUTION HEALTH GROUP An as- was able to improve its grams Mr Ansaldi was previously a senior
interact For example, an insurer may look at sociation is being formed to promote defined financial results by re- ' vp at XL Capital Ltd

information on catastrophes such as wind- contribution health plans The group, which ducing administrative

storms, fires or hurricanes, by catastrophe se- will be composed of the leading players in this costs, selling some non-essential assets and
rial number, date of occurrence, state or states emerging market, will be called The Con- raising premiums, according to a company
affected, any of 10 categories of catastrophe sumer-Driven Healthcare Assn, according to statement In addition, Kaiser's membership
types, the amount of loss; and the type of in- an association spokesman The group's pri- increased 1 6% to 8.1 million members na-
sured loss estimate, such as preliminary or ft- mary objective will be to promote the con- tionwide in 2000 But while the Oakland,
nal Users also can view multiple levels in each sumer-driven health care model through con- Calif -based health plan has made significant
category of mformation and display the re- ferences, public relations, and other educa- progress in recent years, it still has a way to
suits in preformatted reports or graphs For tional efforts. The association does not plan go to meet its financial objectives, Kaiser 1

h To get breaking news as n occurs, visit Busl-
ness Insurance's tree online Upllates at www.
husinessinmrance.com. All of the material in the
For The Record cokimn, as well as other coment
m this week's issue, is generated from daily
news postings that appeared on the Web site in

me previous week.

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

B/Industry Stock Report ees. 26, 2001, THROUGH MARCH 2, 2001

Weekly Year to date Yeartodate Weekly Year to date Yeart) date Weekly Year to date Yearto date
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Ambac Financial Group NYS 5725 044 182 61.25 2591 a198 Penn-Amenca Group Inc NYS o3c 109 2197 °75 688

Amencan Financ,al Group NYS 24.00 0oo 965 2900 1838 1191 PMA Capital Corp ~NDO 1775 000 2900 1913 15.19 ‘ \

Amencan In0 Group s a225 173 ress  toars  soosoacos it o s e a1z 7me sore asse |

Amencan Safety Insurance  NYS 784 ses s 705  s26 12 RelaStar Financial Corp nve sssa 000 o000  ssos  zars ‘ 8/ Insurance Index

Argonaut Group NDO 1675 268 2024 2125 1444 1aa RernissanceRe Holdngs Ud NYS 7460 204 aza 8a.19 asss } |“|

AXA-LIAP Group NYS 62.74 625 1263 8150 5800 1156 RLI Corp NYS az00 057 -601 46.16 2625

Baldwin & Lyons Inc NDO 2244 651 aa9 28.75 1525 10 St Paul Cos NYS a7os 332 1337 5700 21.31 U 2

Belldey W R Corp N[O 4613 837 225 4763 14.00 a7eo SCOR NYS 4935 133 179 53.75 3838 -850

Beashlre Hathaway Inc NYs 6950000 161 2.11 7460000 66800 : SAFECOCorp Noo 228 ez ~3061 3588 1800 7228 2,800

Capitol Transamenca Corp NAS 1300 400 as2 1325 1000 10 SCPIE Holdings Inc NYS 250 ass 586 s4.63 1831 NA 2,750

Chubb Corp NYS 7200 331 16.76 9025 a3 25 3605 Se.bels Bruce Group Noo 100 101 7778 225 053 52

CIGNA Corp NYS 11242 1000 1503 13675 6075 a674 Selectrve Ins Group N 2156 115 11.08 2694 14.88 1559 2,700
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Top advanang issues Fremont General Corp, HCC Insurance Holdings, MAIC Holdings Inc Leading ded,ners Gainsco inc, PacifiCare Heath Systems Inc , Mutual Risk Management Ltd Most active Issue Ckgroup The B/Index rose 1 1%, the Dow Jones 30 Industnals increased 0 3%, the S&P 500
decreased 0 9%, and the NYSE Composite went up 06% Average RE Brokers, 21 6, Insurers/reinsurers, 343, and HMOB, 184

Source  CNET jnyestor (investor cnet com) Boulder, Colo
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9 Call it a gift. But when disaster strikes,
I'm always around. Whether it's a hurricane,
fire or any other catastrophic event, I'm
there to help my customers when they
need it most. That's because | get to know
each business from the ground up, so |
understand what it takes to keep them
running when something goes wrong. |
help prepare for storms. | arrange for
backup production facilities when plants
go down. It's all about anticipating my
customers' concerns. Some might say my
life is one disasteF after another. But if it

helps my customers, it's OK by me. #/

O ll@®maos@]ilb] 8@fO@Q] Our "Severe Weather Alert

System" provides<.our customers with warnings of incoming

storms and step-by-step checklists on how to prepare for them. MUTUAL® A*

W



