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Web worries worsen
Viruses, Web site d

By ROBERTO CENICEROS

The so-called Love Bug virus-along
with several Web site disruptions that
have grabbed worldwide media atten-
tion-is driving buyers to seek new In-
ternet insurance products, brokers, in-
surers and risk managers report.

While Love Bug-related claims had
yet to materialize as of late last week,
the publicity surrounding the e-mail-
borne virus has made more corporate
leaders aware of the business risks as-

sociated with the Internet, said Emily

--

isruptions sparking
Freeman, practice leader for Marsh
Inc.'s e-Business Risk Solutions in San

Francisco.

Therefore, more risk mangers, either
on their own or at the direction of up-
per management, are shopping for se-
curity and risk transfer solutions.

Some, however, may already have
coverage appropriate for their risks un-
der their traditional property policies,
one insurer said. In some such cases,
additional coverage may not be neces-
sary, the insurer said.

Other insurers, meanwhile, say they

D. James Baker, NOM admin- ,
istraor, pfasents the forecast(
for 2000 in WashIMOton.

Storms br
By MARK A. HOFMANN

WASHINGTON-Be ready
to batten down the hatches: the

Atlantic and Gulf coasts face

an above-average hurricane
season, according to the Na-
tional Oceanic and Atmospher-
ic Administration.

NOAA's National Weather

Service predicted at a Wash-
ington press conference last
week that the continuation of

La Nina conditions in the Pa-

cific means that the eastern

United States and the

Caribbean will probably have
to deal with at least 11 tropical
storms. NOAA predicts that at
least seven of those storms will

nC

*

NOAA forecast released

PHOTOS: NOAA

ewing
grow into hurricanes, and
three of the hurricanes will be

strong enough to be classified
as "major." Major hurricanes
pack sustained winds of at
least 110 mph.

The average annual number
of tropical storms during the
period 1950-1999 stands at 9.9.
But because of last year's
strong La Nina phenomenon,
12 tropical storms formed in
1999, eight of which became
hurricanes, including the un-
usually destructive Hurricane
Floyd.

NOAA's predictions of the
number of storms, hurricanes
and major hurricanes coin-

See Hurricanes on page 48
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interest in coverage
expect virus and hacker attacks to con-
tinue and even to increase in frequency.

Even before the Love Bug attack,
90% of the respondents to a survey on
computer crime and security at large
corporations and government agencies
reported that they had detected securi-
ty breaches within the last 12 months,
with 70% reporting serious security
breaches.

Nearly 300 of the respondents, or
42% of all respondents, reported the
amount of their losses, which totaled

See Virus on page 50

Updates

New group health plan aims
to increase enrollee choice

MINNEAPOLIS-A Minneapolis-based
health care system is launching a new plan
that will allow employees to choose their own
physicians and pay providers a monthly fee
with pretax dollars contributed by employers.

Under the program, established by Vivius
Inc., an employer would fund employees'
health care spending accounts. Funds would
be withdrawn from the accounts to pay a
monthly fee to physicians who are selected
by the enrollees. Enrollees would know

See Updates on net page
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Virus attacks, such as the one involving the so-called Love
Bug, are one factor driving interest in cyber-risk management

California comp market
fraught with turmoil

Top California comp insurers
Ranked by 1998 direct written premiums

Company (in millions)

State Comp. Ins. Fund $1,215,753

Superior National Ins. 505,738

Liberty Mutual 467,894

Fremont General 362,825

Allianz/Fireman's Fund 246,390

Source: California Workers' Compensation Institute

By DOUGLAS McLEOD

Tumult in the California workers compensation
market is likely to continue as years of fierce com-
petition, underreserving and rising claims severity
take their toll.

With the March failure of Superior National In-
surance Group, the state's second largest workers
comp insurer, rating agencies have downgraded or
placed under review the ratings of several other in-
surers with large exposures to California risks.

Standard & Poor's Corp. last week cut the finan-
cial strength ratings of Fremont General Corp. units
to BBB from A- and said it will review ratings of
the State Compensation Insurance Fund-by far the
state's largest workers comp insurer-along with

See Comp on page 49

Record endowment to fund program

Spencer grants $300,000
By LEE FLETCHER

SAN FRANCISCO-Execu-

tives, professors and students
of risk management and insur-
ance will benefit from the

largest monetary endowment
ever granted by the Spencer
Educational Foundation Inc.

During the Risk & Insurance
Management Society's 38th
annual conference and exhibi-

tion in San Francisco, the
foundation's board of directors

voted May 1 to endow $300,000

to assist in the creation of the

Executive Conference on En-

terprise Risk Management at
the Terry College of Business
at the University of Georgia in
Athens.

According to James V. Davis,
vice chairman of Willis North

America Inc. and a member of

the Spencer Foundation's
board, "The plan is to have one
or more conferences yearly for
executives and other individu-

als who want to improve their
See Spencer on page 48

Spencer board member James V. Davis
discussed the endowment on 8/'s RIMSTV.

2000 RI*IS Report
begins on page 3
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Updates
Health care accounts unveiled Cleanup cover upheld
Continued from previous page
ahead of time the monthly fees charged by physicians The eligible Groundwater under polluted sites ruled 'insurable interest'
physicians have signed a participation agreement with Vivius

By DAVE LENCKUS case of an ongoing coverage dis- The test case involved three of
Vivlus customers also may purchase a wrap-around insurance

pute pitting Pittsburgh-based 35 polluted sites that the AL-policy to cover services that physicians they select can't provide
OLYMPIA, Wash -In what is Aluminum Co ot America and COA companies own in Northor for out-of-town emergencies Otherwise, such expenses would

come out of the enrollee's pocket
thought to be the first decision subsidiary Northwest Alloys Inc America Damage at the three
of its kind by a state appellate against the companies' 167 all- test sites alone totals about $850Each month, Vivius will transfer funds electronically from the
court, the Washington Supreme risk difference-in-conditions million

health care spending account to pay providers selected by employ-
Court has ruled tnat property propei ty insurers from 1977 Washington's Supreme Court

ees, as well as to pay the premium for the wrap-around policy
insurance can cover the cost of through 1984 The U S and Lon- on May 4 unanimously upheld aThat feature lS different from other insurance programs, says
cleaning groundwater beneath don market insurers, some of tnal court ruling that the AL-

Dr Lee Newcomer, who formerly was a senior vp with managed
health care giant UnitedHealth Group and now lS chief medical

the property of a policyholder which have settled, provided COA companies have an insur-
responsible for the contamina- limits ranging from $50 m 11ion able interest in their properties'officer for Vivius
tion to $400 million per loss wi:h no ground water, even though the

"The monthly prepayments to health care providers come di-
The 9-0 decision came in a test aggregate See ALCOA on page 49rectly from the customers' health care spending accounts with

no middleman or insurance company involved;' Dr Newcomer
said

Vivius intends to use Minneapolis and the metropolitan Kansas
City area as test markets starting this fall IRS repeals restriction
CS First Boston forms captive

HAMILTON, Bermuda-Credit Suisse First Boston has formed on 401 (k) asset transfers
a captive in Bermuda to address the investment bank's business
risks and to partner with reinsurers on risks in emerging markets By JERRY GEISEL "This is very welcome relief," employees may be working for a

CSFB's captive, Boston Re, will underwrite risks associated said Frank Rogue, a cons iltant new employer, they i eally hadn't
with such transactions as loans and security offerings from bum- WASHINGTON-The Internal with Hewitt Associates LLC in terminated employment and thus
nesses and sovereign borrowers, ceding some of the risk to rein- Revenue Service is removing a key Lincolnshire, Ill were not entitled to their 401(k)
surers roadblock that has prevented em- Under that decades-old rule, account balances

"This is akin to the sharing of risk with other providers of cam- ployees from receiving 401(k) ac- employees who remain at the Federal law generally bars em-
tal," said Jeremy Bennett, Singapore-based global head of emerg- count balances when their em- same Job afteI the sale of their ployers-except when dealing
ing market structuring for Credit Suisse First Boston "We take a ployer sells the unit or division for unit to another company were not with employees who meet cei tain
lot of it ourselves and hold a lot of it ourselves, but leverage is the which the employees work considered to have separatec from hardship criter ia-from disti ibut-
key " IRS Revenue Ruling 2000-27, lS- service As a result, emp-oyees ing 401(k) assets to employees pri-

Mr Bennett said the move is another step in the convergence be- sued last week, essentially repeals were not entitled to receive their or to the employee's termination
tween banking and insurance what has become known as the 401(k) plan assets of employment or retirement

"It's basically designed to give some top insurers access to the "same-desk" rule In the view of the IRS, while See IRS on page 50
CSFB infrastructure," he said "We're not really setting the com-
pany up to be a stand-alone competitor with other insurers " Analysts doubt HMOs can sustain momentum

"We have been working with the direct insurance market for
some time, and that has been very productive for us And we in-
tend to continue with that area of business," added Alex Dubit-
sky, a Credit Suisse First Boston vp responsible for emerging mar- Rates rising. . .for now
kets structured insurance products, who is based in London

The risks transferred to the captive "could be what are tradi-
tionally called political and credit risk," Mr Dubitsky said By JUDY GREENWALD employeis will be willing to accept higher

Willis Management (Bermuda) Ltd lS managing Boston Re Trices

Bermuda has become a popular domicile for vehicles intended Employers are likely to see continued rate Managed care officials are pleased with
to tap the capital markets In the past few years, Goldman Sachs hikes for managed care plans through 2001, FJ fist-quarter earnings
& Co set up Arrow Reinsurance Co Ltd, and Lehman Brothers though some analysts suggest the industry 
formed Lehman Re Ltd as special-purpose reinsurers ResuJ# "I think it was a really solid first quarter,"

may be unable to sustain higher pricing be- said David Olson, vp-investor relations, for
CSFB sees Boston Re as a more-typical captive that will provide yond next year Woodland Hills, Calif -based Foundation

an opportunity to leverage the expertise of its people, ltS business Managed care companies' profitable flist- Health Systems Inc "I think that the out-
relationships around the world and ltS Infrastructure quarter results reflect the higher rates health look is excellent "

Mr Bennett said the reinsurers with which CSFB will look to care plans are charging in 2000 John Crgul vp of investor relations for Thousand
partner through its captive are those looking for high risk/re- Although managed caIe executives and industry Oaks, Cahf -based WellPoint Health Networks Inc ,
turns who are looking for some of the more-creative areas of analysts expect those rates to remain high for at least said that while the Industry lS not homogeneous in
risk transfer " another year, some are questioning how much longer See HMOs on page 48

Boston Re will be involved in deals where CSFB is an investor,

rather than simply as an underwriter passing debt instruments
through to investors rn the capital markets, Mr Bennett said

And with risks from those deals ceded to reinsurers on a pro Florida OKs uniform building code
rata basis, CSFB's interests will be aligned with those of its rein-
surance partners because they will have the same risk profile on By MICHAEL BRADFORD sions for protection against wind- quire shutters, impact-resistant
the deals borne debris The bill woulc take glass and other special protections

CSFB expects to structure at least $2 billion in treaty reinsur- TALLAHASSEE, Fla -Florida effect July 1, 2001 on new construction in coastal ar-

ance capacity through the captive this year "We have already insurers are celebrating a hard- The bill incorporates American eas subject to winds that reach
built a substantial book of business," Mr Dubitsky said won legislative victory with a bill Society of Civil Engineers stan- 120 miles per hour or greater

"The opportunities that we have that come across our desk ev- that would establish a uniform dards 7-98 for all of Florida ex- The Florida Insurance Council,
ery day for deals around the world are huge," Mr Bennett said building code for most of the cept the Panhandle Inclusion of the state's largest insurer trade
"This is going to be a big business for us " state the ASCE 7-98 standards u ere a group, was on the front lines with

Legislators passed H B 219 just point of contention between in- some of its members in the drive

ACE CEO rebuts 'tax loophole before the 2000 session closed ear- surers and homebuilders m the to pass a new code They were
lier this month Gov Jeb Bush lS long push for code changes in hur- pleased with the outcome

NEW YORK-U.S insurers lobbying to close the alleged expected to sign the legislation, ricane-prone Florida "It's a very historic and good
Bermuda "tax loophole" are supporting their argument with er- which would strengthen provi- The ASCE 7-98 standarcs re- See Florida on page 47
roneous figures, says the chief executive officer of ACE Ltd

Brian Duperreault, chairman and CEO of ACE, acknowledged
that U S insurers are claiming they are unfairly disadvantaged

Inside
because they have to pay a 35% tax rate on investment income,
whereas Bermuda companies that reinsure their U S affiliates • The Washington Supreme Court strikes a blow for com- Classifieds 46

pay no income tax mon sense by limiting efforts by an insurer to expand the For the Record . ..51

Once tax-sheltered investments such as corporate bonds are absolute pollution exclusion's reach, this week's editorial Global Briefs.- 45

taken into consideration, however, the U S insurers have an ef- says PAGE 8 Insurance Services Guide 44

fective tax rate of about 19%, according to Mr Duperreault International 45

Mr Duperreault made his comments in New York last week at • Interstate compacts deserve more consideration as an Legal Briefe 1n

the annual International Insurance Day luncheon, which was alternative to existing proposals for improved insurance Letters
sponsored by the International Insurance Council regulation, write Jack Manders and James Schacht in Per- Opinions I. I.
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RIMS report 2000
Defending against hackers

Experts say vigilance is key to maintaining computer security
By JOANNE WOJCIK

KOCHANIEC

SAN FRANCISCO-If you real-
ly want to know how secure your
computer system is, ask a hacker.

Don't trust just any hacker,
though. Make sure he's one of the
"good guys" who has cut his ties
to the world of cyber crime, advis-
es Jeff Fay, a member of the tech-
nical staff at iDEFENSE, an
Alexandria, Va.-based company
that helps clients mitigate or
avoid computer network, Internet
and information asset attacks.

He also warned risk managers
against believing that the most
up-to-date firewalls and encryp-
tion devices will protect their or-
ganizations.

No system is invulnerable, he
said. "I can use a program found
on the Internet to break pass-

words in less than 24 hours."

"So forget about changing your
passwords every 30 or 60 days,"
said Mr. Fay during a session at
the Risk & Insurance Management

mSK

Society Inc.'s 38th annual confer-
ence and exhibition, held April 30
through May 5 in San Francisco.

"The only safe system is one
from which the hard drive and

power supply have been removed
and have been sunk to the bottom

of the ocean. But, even then, it
could probably be broken into,"

he quipped.
Using his own laptop computer,

which was connected to a large
screen that allowed the audience

to watch, Mr. Fay ran the pass-
word decoder software, which

I identified a password every few
1 minutes.

Fortunately, increased media
coverage of hacking and the
spread of computer viruses-such
as last week's so-called Love Bug
epidemic-has actually helped
thwart some cyber criminals by
"getting the word out about hack-
ing," Mr. Fay said.

Still, "every two weeks, there
are new kinds of attacks. It's hard

to keep up," he said.
To illustrate the frequency of

Internet security breaches,

William Boni, director of informa-
tion protection at Motorola Inc. in

See Hacking on page 16

Risk manager Q&A

Quality, cooperation stressed
By SALLY ROBERTS

SAN FRANCISCO-When

asked what the risk management
community can do to improve
quality within the insurance in-
dustry, Stephen M. Wilder quick-
ly turned the discussion to the re-
cent demise of the Quality Insur-
ance Congress.

"The reason the QIC disbanded
. . .was because we couldn't get
our members to buy into what we
were doing." said Mr. Wilder, who
served as the QIC's last president
before it disbanded last Novem-

ber. He is vp-risk management at
the Walt Disney Co. in Burbank,
Calif.

"Risk managers weren't de-
manding quality," he said. "It's
very easy in this environment that
we've been in to not demand top-
level quality with our service
providers because costs have been
decreasing."

"We've got a serious problem

ahead of us," said Mr. Wilder, re-

ferring to what many perceive as a
hardening insurance market.

"Each of us has a responsibility

54
RISK

MANAGEMEPH

to our companies and to our in-
dustry to demand a lot more than
we're getting now," he told risk
managers attending an interactive
session at the Risk & Insurance

Management Society Inc. 38th an-
nual conference and exhibition,
held April 30 through May 5 in
San Francisco.

"I, too, was a part of the QIC,
and it's a shame" it disbanded,
said Judy Lindenmayer, vp-Fi-
delity Insurance and risk manage-
ment at FMR Corp. in Boston.

"Unless we say this is what we
want and stick to it, it will be a
while before we can say that we
have a quality product."

Asked whether brokers are re-

sisting this push, Mr. Wilder said
that, "if you really push and are
very serious, you can get what you
ask for."

"I really think that the industry
is listening and is starting to
change, but you have to be willing
to make some hard decisions," in-
cluding threatening to withhold
fees or move your business, Mr.
Wilder said.

Quality was one of many issues
discussed during the panel ses-
sion, which gave audience mem-
bers an opportunity to ask ques-
tions of three former Business In-

surance Risk Managers of the
Year.

One of the first questions posed
was to Brian D. Casey, director of
risk management and loss preven-

See Managers on page 14

Managing risks on movie sets
Traditional coverages handled, plus some 'Titanic' challenges

By RODD ZOLKOS

SAN FRANCISCO-Risk man-

agement in the motion picture in-
dustry may involve "all the usual
coverages," but to outsiders, the
notion of exposures involving
movie stars, stunts and the occa-
sional 775-foot replica of a leg-
endary ocean liner certainly seems
different.

"We really don't do anything
different in entertainment than

you do in your risk management
iobs," said Michelle L. Darringer,
executive director of risk manage-
ment for the Beverly Hills, Calif.-
based Fox Group. "We handle all
the usual coverages."

Ms. Darringer discussed the risk
management challenges faced by
the motion picture industry, in
particular in the case of the mak-
ing of the film "Titanic," as part
if a panel at the Risk & Insurance
Management Society Inc.'s 33th
annual conference and exhibition,
neld April 30 through May 5 in
San Francisco.

A big part of the job involves
dealing with very traditional cov-
erages, such as commercial gener-
al liability, automobile, directors
and officers, errors and omissions,
fiduciary and crime, she said.

RISK
= ,/A

'e[*MANAGEMENT

But there are some additional

nuances.

"One of the things that we do in
entertainment is we trick every-
one," said Ms. Darringer, who
noted that much of what viewers

see on the screen is not reality but
the result of visual special effects.

In her case, that concept hit
home with "Titanic." When Ms.

Darringer learned of the project,
she naturally assumed she'd be
making sure the appropriate ma-

rine coverages were in place.
"Then they told me how they were
going to make the boats," she
said.

The manner in which the mas-

sive steamship, and its ultimate
demise, were created for the

screen produced its own risks and
challenges, however.

The scope of the undertaking
was one of them.

While the original Titanic cost
$7.5 million to build in 1912, the
motion picture "Titanic" cost
$200 million, with another $150
million spent on marketing and
other costs.

Much of the movie was shot us-

ing mockups of the Titanic situat-
ed in massive tanks at Fox Stu-

dios Baja in Rosarito, Mexico.
The facility, originally built in

1996 specifically for the film, in-
cludes a seven-acre, 17 million-

gallon exterior tank situated to
allow continuous horizon shots

from the tank to the ocean, a
stone's throw away.

See Titanic on page 24
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Well-known companies in the insurance and risk management
industry were among the many exhibitors with booths in the
crowded Moscone Center exhibition hall during the Risk & In-
surance Management Society Inc.'s 38th annual conference and
exhibition in San Francisco. They included, from top, Liberty
Mutual Insurance Co., Marsh Inc., Aon Corp. and Chubb Corp.
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Using insurance as capital adds to company's value
By RODD ZOLKOS

SAN FRANCISCO-Viewing
insurance as a form of capital and
risk management as capital man-
agement can open the door to
managing risks previously consid-
ered uninsurable and new sources

of risk financing.
The return on such a perspec-

tive can be significant: the en-
hancement of an enterprise's val-
ue.

"Insurance is a form of off-bal-

ance sheet capital," said Brian M.
Kawamoto, a director at Swiss Re
New Markets Corp. in New York,
who coordinated a panel on the
changing face of risk financing at
the 38th annual conference of the

Risk & Insurance Management
Society Inc. held April 30-May 5
in San Francisco.

INANCE
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"Think about insurance as a

form of financing and how you
might be able to use that in your
organization going forward," Mr.
Kawarnoto said.

"Risk management is capital
management," he said, adding,
"Ultimately, when you begin to

Pyramid Services
presents the

Pyramid for Windows32

Designed to offer the

industry's most advanced

app/ications for solving
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insurance professionals.
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Microsoft Developers Network

Celerity Technologies

Cover-All Systems

Perot Systems Corporation

think like this there's a payoff."
That payoff can include the

ability to transfer non-core risks
that may dilute the firm's equity
capital. Or it can take the form of
recognition of more efficient
sources of financing and conse-
quently lower costs of capital.

The payoff also might involve
the reshaping of an enterprise's
risk profile in the eyes of other
stakeholders, such as investors,

lenders or clients, Mr. Kawamoto

said. Or it can be the opportunity
to tap a non-traditional source of
capital. "Every CFO likes to di-
versify financing sources," Mr.
Kawamoto said.

The "modern tool ki. used to

achieve this sort of risk manage-

''t

a
PYRAMID™

ment includes:

• Structured finance, '*Where

you're really using insurance -n a
corporate finance way," Mr.
Kawamoto said. These are corpo-
rate finance transactions where

insurance or reinsurance capital
typically is employed to alter an
enterprise's risk profile thereby
widening investor appetite, he ex-
plained.

• Capital relief transactions,
which is event-triggered fin: nc-
ing to provide either debt or equi-
ty capital to the client company.
Such transactions provide a way
for a company to borrow money if
certain events occur, allowing the
organization to optimize calrital
resources, he said.
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• Derivatives, which an enter-

prise can use to optimize its risk
profile by trading risks between
counterparties using swaps, op-
lions or similar instruments.

• Enterprise-wide risk transac-
tions, deals typically driven by
strategic concerns to address
volatility inherent in an organiza-
tion's fundamental business. "Of-

ten, these types of transactions
may result in improving or pro-
moting shareholder value," Mr.
Kawamoto said.

In some cases, the result in

terms of market capitalization can
be dramatic. "When you can cre-
ate billions of dollars in share-

holder value you're really talking
about using insurance in an op-
portunistic way," the Swiss Re
New Markets director said.

Two risk managers whose orga-
nizations have recently imple-
mented programs displaying that
sort of thinking also participated
in the panel.

Think about insurance

as financing and how
you might be able to
use that, says Brian M.
Kawamoto.

For Winnipeg, Manitoba-based
United Grain Growers Ltd., the
process of moving to the integrat-
ed risk program the company put
in place this year (BI, Nov. 15,
1999) was an evolution rather

than a revolution, according to
Michael J. McAndless, the compa-
ny's corporate risk manager,

UGG already had good policies,
defined responsibilities, well-de-
fined position limits, good risk
control practices and formal mon-
itoring and reporting procedures,
he noted.

What the company sought was
improved accountability, better
structure of responsibilities, im-
proved internal communication, a
focus on and understanding of the
costs of principal risks and a risk
management system for keying'in
on the highest risks facing the
company, "not just the property
and casualty and traditional
risks," the risk manager said.

The traditional risk manage-
ment approach is a defensive pos-
ture, Mr. McAndless noted, ad-
dressing only pure risk in which
the only chance is for a loss. It can
be applied only to specified insur-
able areas.

Enterprise risk management, on
the other hand, enables an organi-
zation to take an offensive or de-

fensive posture, addressing specu-
lative risks that hold potential for
either gains or losses and can be
applied to general business appli-
cations, he said.

"We wanted to extend the tradi-

tional risk management process,"
Mr. McAndless said.

Ultimately the company crafted
an insurance program that includ-
ed a grain volume trigger to inte-
grate coverage of its core business
risk with its traditional insurance

program.

The integration of the grain vol-
ume coverage with the traditional
insurance risks combined leverage
from a favorable loss history with
the portfolio effect, Mr. McAnd-
less said, reducing the company's
average long-term cost of risk and
periodic earnings volatility while

See Capital on page 36
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Ratings only part of the information buyers need
By MICHAEL BRADFORD

SAN FRANCISCC)-While insur

ance buyers have more rating agen-
cics than ever to assess the strength
of insurers, there is still a need for

more information, a broker cy,ntends.
The amount of information avail-

able from rating agencies brings
"more in-depth analysis" that is
valuable to brokers and risk man-

agers who must choose which insur-
er will write the buyer's account. said

Paul F. Sherbine, managing director

in the market information group at
Marsh USA Inc. in New York

"We are using ratings as a first
step; we think it's an excellent tool,"
Mr. Sheri)ine told attendees al an od-

ucational session at the Risk & Insur·-

ance Management Siciety Inc.'s 38th
annual conference and exhibition,

held April 30 through May 5 in San
Francisco. Follc-wing that first step,
he said, the brokerage conducts its
own analysis.

But Marsh finds E needs more in-

Formation for insurers based cutside

the United States, Mr. Sherbine said.

"We need more ratings globally."
In areas such as South America.

information on local insurrs is

scarce, he pointed out. And, in fact,
in some Flaces outside the l_Jnited
States, it is nearly impossible to find
life and health companies with rat-
ings, he said.

"One of Marsh s big pushes now is
pei·sonal client services intern.ition
ally," Mr. Sherbine explained. "So if

0 11 1

.1

we're going to place a very large ex-
ecutive life policy, we need thal in-
formation to make a decision."

To fill that information gap, Marsh

9L INSURANCE
al I . continued
vJ;2&I' coverage on

page 39

has hired four life/health analysts,
"where we had none twovears ago,"
he said.

"There is no doubt about it; there

are companies throughout the world
tnal are ti'ying to get -nto (]thei· ci,un
ties," said Alan M. Levin, managing

directoi·, ralings development, insur-
ance ratings with Star_dard & Poor's
Corp. in New York.

Having financial rating infor·ma-
lion on insurers in other countries is

v_tal, Mr. Levin said during the pan-
el discussion. "If you, as a risk man-
ager, air dealing with your· plant in

Indonesia or your pIant in the Philip-
p.nes, then you really need to know
what's going on with the insurance
companies down there. In many
countries around the world, you are
required to at least place some of the
business with a local insurance com-

pany."
Mr. Levin said Standard & Poor's

offices throughout the· world allow
the company to provide risk man-
agers with information on insurance

When delivering immrative, specialty coverages to yonr clier,t ir a must, tberek recilly only mic way m go.

Gettink tbe job done Yi,431 alu·ay.- take- Joitte
SwettiCrawford
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company activity in many parts of
the globe.

Carol M. Pierce, manager, alter·na-
live markets, at A.M. Best Co. in ()ld-

wick, N.J., said the insurance rating
ser·vice intends to "continue to ex-

pand both geographically" and in
terms of the ratings coverage it pro-
vides, "as mai·ket needs dictate."

The ratings service is expanding
into global ratings and debt ratings,
Ms. Pierce told the session attendees.

"That's really due to a lot of the fi-
nancial ccinvergence that's going or_."

A.M. Best operates under a "global
structure with local expertise," Ms.
Pierce explained, with full-service
offices in Oldwick. Toronto. London

and Hong Kong. What the global
strlicture means is that all of the ac-

tivity for our ratings activity is coor-
dinated through our Oldwick home
office in order to ensure that there is

parity among all rating issues
throughout the world."

Each A.M. Best office, meanwhile,
is staffed with "local talent that is

very knowledgeable in the areas that

they air handling." she said.
Another problem buyers face,

Marsh's Mr. Sherbine emphasized, is
that ratings that cover an entire in-
surance group "mean absolutely
nothing. We want to sce a specific, le-
gal, explicit report between affiliates
01· we will ignore the rating"

He also warned risk managers that
"the European infurers that are writ-
ing global programs for you" are us-
ing local companies "that are not i·at-
ed. They could sell those companies
tomon·ow."

Ms. Pierce said that "just because
companies; are interrelated cloesn't
mean that they are going to ca ny the
same rating level" under A.M. Best's
process. "We li)ok to see if companies
within groups are strategic and core
to the (,peration of that (group). If
they aie, they will carry whatever
rating the group has."

A coinpany is rated separately i f it
is not a strategic part of the group. is
an underperformer, or for some oth-
er reason should be regarded individ-
ually, Ms. Pieire said.

Ted Collins, managing director.
propertv/casu.city insurance. in
Moody Invest(,i·> Service Ine.'s finan-

cial institutions group in New York,
pointed out that his company's rat-
inKs air "intended to provide value to
ii>k managers in the commercial in-
surance marketplace. . The risk
manager, in oul· view, is the one
whcise interest should be

par·,iniunt"
And, Mi. Collins said during the

panel discussion, risk managers are,
for the most part, unaware thal they
can contribute to the rating process.

"My .sense. in talking to risk man-
agers. .is thal they all seem to have
this sense thal ratings are important
to look at and undersland, but I don't
get the sense that they realize how
much input they have in determining
the rating system c,i· the rating pro-
cess," Mr. Collins said. "The people
who have the most at stake in ratings
are the people in this room and the
people at this conference, and you
are really the only ones who can en-
sure that the integrity of the process
will be upheld"

He urged risk managers to "take
an active interest in ratings. Ask
questions. Ask us for the analysts
who cover the companies that pro-
vidi your insurance. There's lots of
money at stake, and I'm sure you all
appreciate the bind you nlight be in if
someday you had a claim that could-
n't be paid."

Mr. Sherbine was the session cool'-

dinator. It was moderated by David
Borkowski, risk manager at West-
farni Foods in Seattle. [=I
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Opinions

Ruling was common sense
T

HE WASHINGTON SUPREME COURT has

struck a resounding blow for common sense in li-

ability coverage disputes.
The court rejected efforts by the insurance industry to

extend the absolute pollution exclusion to encompass
not only environmental pollution but also bodily injury
claims involving potential pollutants.

This ruling, while limited to one policyholder-friend-

ly state, should encourage risk managers elsewhere to

challenge efforts to aggressively expand the meaning of
the exclusion. The ruling also should put insurers on no-

tice that such abuses of buyers' reasonable expectations
will not be tolerated.

The case before the Washington court arose from
Zurich Insurance Co.'s denial of a claim filed by Kent

Farms Inc. (BI, May 8). Kent had settled a bodily injury
action brought by a man who was blasted in the face

with diesel fuel because of a faulty valve on Kent equip-

ment. Kent sought coverage of some of its costs of set-
tling the claim, but Zurich refused, arguing that the ab-
solute pollution exclusion barred coverage.

Zurich argued, as insurers have argued in other courts

with mixed success, that the exclusion broadly bars cov-

erage of any loss involving a pollutant or contaminant.
Insurers hold that the exclusion applies even if the pol-
lutant does not cause environmental damage.

The court rejected this overly broad reading, holding
that policyholders have a reasonable expectation that a
pollution exclusion would apply only to claims involv-
ing environmental contamination.

"To adopt Zurich Insurance's interpretation would

unjustly broaden the application of the exclusion far be-
yond its intended purpose," the court held.

We can appreciate insurers' desire not to weaken an

exclusion for coverage of environmental contamination,
but to argue that the exclusion applies to any injury
arising from a substance that could be a potential pollu-
tant is ludicrous and troubling.

If insurers' intention truly was not only to avoid lia-

bility for environmental pollution but also avoid all torts

TOUSA LOCK ...
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involving a pollutant, then that should have been stated

more directly. We are skeptical that was insurers' origi-
nal intent, however, and believe they simply are denying
such claims until a court or regulator tells them to stop.

Indeed, the industry has had ample opportunity to
clarify this alleged misunderstanding over the reach of
the absolute pollution exclusion in the 15 years since it

was adopted. Even after losing previous coverage bat-
tles like this one in Washington, it has not done so.

Coverage disputes involving pollutants but not pollu-
tion obviously can be avoided with plainer, clearer

wording in liability policies and exclusions.

They also can be avoided through better communica-

tion between buyers and insurers at the time coverage is

negotiated. Risk managers and insurers both should
clarify their expectations up front, when a policy is writ-
ten, to avoid revisionist interpretations and protracted
legal battles when a claim arises.

Be prepared for rough weather
HE STORM WARNINGS have been issued.

The National Oceanic and Atmospheric Ad-
ministration's hurricane forecast indicates that

this year's hurricane season-which officially begins on
June 1 and lasts until the end of November-will look

an awful lot like last year's destructive season, and in-
clude an above-average number of major storms. That
prediction, which NOAA made public last week, tracks
exactly with the forecast made earlier this spring by
famed hurricane researcher William Gray of Colorado

State University.

Fortunately for risk managers, there's adequate time
to prepare for the probable rough weather. As Max
Mayfield, the new head of NOAA's National Weather
Service, told a Washington press conference last week,
every business and public entity in hurricane-prone ar-

eas needs to have a hurricane response plan in place.
That may seem like Risk Management 101, but it's

well worth repeating, and not just for risk managers in
hurricane-prone seaside areas. As Mr. Mayfield and

others have noted, last year's Hurricane Floyd showed
yet again that hurricanes aren't simply a threat for

coastal areas. Much of Floyd's destruction occurred far

from the North Carolina beach as flooding swamped in-
land communities and caused billions of dollars in dam-

age.

The NOAA and Gray predictions should be taken as

an impetus to review hurricane response and recovery

plans and make whatever adjustments necessary to

bring them up to date. The warnings have been issued
far enough in advance that there's no excuse to be tak-
en unaware when the real storm flags are hoisted.

Letters

Insurers seek increased regulation
To the editor: I have read with great inter-

est the debate over Bermuda taxation. Of

particula'r interest is the April 17 letter to the
editor from Chubb: "The object of free trade
is to level the playing field among countries
by removing artificially imposed elements
that favor one country over another."

Aren't these insurers actually asking for
the imposition of an artificial element, not
the removal? Why not spend this time and
energy on reducing regulation and taxation
in the United States rather than heaping the

scourge of taxation onto competitors? I am
not at alll served by these actions-not as a
purchaser of insurance, nor as a taxpayer.
(The writer states, "[the tax loophole] robs
U.S. taxpayers." I can tell you with great cer-
tainty that an increase in taxation of Bermu-
da subsidiaries will in no way lessen my in-
dividual tax burden.)

Contrary to the writer's opinion, I have no
concerns with a market moving offshore to
take advantage of tax havens, a free-market
approach that doesn't involve the bungling

bureaucrats of Washington. As a risk man-
ager, I would gladly trade the cost of U.S.
regulations with lower premiums and rely on
my professic,nal sldlls at assessing carriers. I
have yet to see evidence that Bermuda poses
any greater threat in this regard.

I encourage the industry to strive toward
removing regulatory and tax impediments
from all companies, not to be party to the de-
signs of Washington expropriators.

Douglas F. Gafner II
Elkhart, Ind.
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Increased online activity puts risk managers on alert
By SARAH VEYSEY

SAN FRANCISCO-Companies
doing business online must prepare
for the risks that will accompany
the rapid growth of e-commerce.

E-commerce on the Internet will

be worth an estimated $75 billion
by 2002, compared with $8 billion
in 1998, according to John
Fromholtz, vp of global insurance
and risk services for Merrill Lynch
& Co. Inc. in New York.

He spoke recently at a session on
e-commerce risks during the Risk &
Insurance Management Society
Inc.'s 38th annual conference and

exhibition, held April 30 to May 5 in
San Francisco.

"E-commerce via the Internet will

become a worldwide channel," said
Mr. Fromholtz, who coordinated
and moderated the session. "How

will the Internet and e-commerce

change the risk profile of our orga-
nizations? Will we develop new
ways to manage risks in the brave
new world?" he asked.

Michael French, senior consul-

tant-information technology securi-
ty at IBM Global Services in New
York, also spoke during the session.
"You would be surprised how many
firms have not quantified what it

would cost if their brand image was
defamed in some way," he said.

"Many companies have spent
hundreds of years building up their
brand image. Now you are asking
executives to expose all of this on
the Internet," he said. "You don't
know all the risks, but you have to
do it. We are trying to assess what is
the real vulnerability and then
quantify it."

Information technology is no
longer contained in a single depart-
ment in many companies, Mr.
French said. "IT is no longer a glass
box or fortress. It is increasingly
spread out among departments and
sites," he said. "How do you control
that? We feel you have to identify
and quantify the risk."

Mr. French said there has been a

shift from private networks to the
Internet, which is public and open.
"Anybody can be listening-this
greatly magnifies the risk," he said.

Every company's employees
should be aware of security issues,
he suggested. "Traditionally, secu-

rity policies were something that
only the legal department had, but
now we recommend that every em-
ployee should read them and sign a
document to say that they have read
them," he said.

IBM frequently has been ap-
proached by companies hoping to
get some form of official security
certification, he said. But "no one
will give you a permanent stamp of
approval, because security is a con-
tinual process," Mr. Btench said.

He outlined a five-step plan to
implement a security and privacy
program: determine what needs to
be protected; determine relevant
privacy concerns; decide how each
critical asset should be protected;
implement appropriate protection
based on business needs; and con-
tinuously validate that the selected
safeguards are effective and effi-
cient.

Consistency in the approach to

security is important, Mr. French
said. He cited the case of one com-

pany that had very secure systems
of its own but then acquired anoth-

er company. "We found that the
traditional old bits of the company
were very well protected, but the
acquisition was not. You could have
got into this company by'the back
door, '" he said.

Companies that collect individu-

ally identifiable data on people also
must be extra vigilant about pro-
tecting privacy, NIr. French warned.

GEMENT

"If you have data which tells you
something about a person-their
name or their Social Security num-
ber, for example-this person could
sue for damages if their data is in-
appropriately handled," he said.

No technology is guaranteed to
protect against hacking, either from

inside or outside, he noted. "There

are no exact technologies. We can
make things better, but security is a
continuous process. Whatever tech-
nology we have today, somebody
could find a flaw in it next week,"
he said.

Risk managers at companies that
use contract workers, for example,
should restrict the access of those

individuals to corporate informa-
tion and limit the authority given to
any one contract worker, Mr.

French suggested. "And absolutely
provide an audit trail," he said.

Because the Internet profoundly
alters the way business is done, a
risk managers must examine his or
her company's risk profile, said
Dominic Davison-Jenkins, a vp of

Marsh USA Inc. in New Ycrk. "Any
involvement with e-commerce or e-

business will dramatically alter" a
company's risk profile, he said.

The risks of using the Internet in-
clude economic loss liability, intel-
lectual property liability, media or
content-related lia bility, crime,
property loss, and business inter-
ruption, Mr. Davison-Jenkins said.

He explained that econcmic loss
liability could arise from design er-
rors, erroneous advice gi.en over
the Web, faulty service. transmis-
sion of viruses and the unauthorized

release of third-party data.
Intellectual property liability

could arise from the use of patents,
software, copyright issues or trade
secrets, he said.

Go to market.

Mr. Davison-Jenkins also dis-

cussed media or content-related lia-

bility. He explained that companies
must pay attention to their Web
sites' content because it could fall

under several different categories-
advertising, editorial or entertain-
ment-and the lines defining those
may be blurred. "If you look at a
Web site, is the content information
or advertising? You have to assume
that it is commercial speech, which
has onerous controls on it," he said.

Companies with a Web presence
may have to comply with libel laws
or publishing laws to which they
may not have been exposed previ-
ously, he explained. "A Web site
presence gives you access to con-

Continued on next page
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Continued fromprevious page
sumers without the need to go to
advertising specialists," said Mr.
Davison-Jenkins. "But you are
speaking to the world, and you may
be less experienced or well
equipped to do it than people whose
job it is."

Mr. Davison-Jenkins said that

property risks in e-commerce in-
clude disruption to a company's on-
line infrastructure, which could be

damaged or rendered unavailable
by viruses or hackers, and to intan-
gibleassets.

A company with a Web presence
needs to be aware that many of the
risks it faces may not be covered by
traditional insurance policies, he
warned. For example, traditional
property coverage may not apply to
damage to a company's online in-
frastructure, he said.

Mr. Davison-Jenkins also high-

lighted the legal difficulties posed
by the Internet. "There is an uncer-
tain legal environment. Some of the
European Union laws and the Unit-
ed States laws are at odds with each

other," he said.

'There is a need for the

sharing of information,
best practice and risk
control activities,' says
Dominic Davison-Jenkins.

This uncertain and ever-changing
legal environment creates a need
for communication and sharing of
information, according to Mr. Davi-
son-Jenkins. "There is a need for

cooperation between rival corpora-

tions and the sharing of informa-
tion, best practice and risk control
activities," he said.

If a company is transacting e-
commerce in more than one juris-
diction-for example in both the
United States and the European
Union-both jurisdictions' laws
must be observed. This is a compli-
cated process, because many of the
laws applicable to e-commerce are
contradictory. "In the U.S., the em-
phasis is on self-regulation, where-
as in the E.U. it is not-laws are be-

ing made at the European level,"
Mr. Davison-Jenkins said. "My ad-

vice to companies is to try to meet
the lowest common denominator."

He explained that the jurisdiction
that is relevant to companies is the
one where the company holds its
operational assets. Companies op-
erating in more than one jurisdic-
tion must seek legal advice, he said.

com

Buy risk. Sell risk. Settle and trade claims.
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"You have to get a team of lawyers
on to it if you are present in more
than one jurisdiction."

Companies may have to shop
around to get appropriate insurance
coverage for the new risks they
face, said Mr. Davison-Jenkins. "A
great number of insurers which
provide traditional cover feel very
uncomfortable with this new type
of risk. You can expand your exist-
ing cover, but you need to know
what you are buying," he said.

"The first thing a company
should do is identify the risk and
then decide if they need to extend
the existing polices or self-insure or
whatever," added Mr. French.

"On the insurance side, you have
to make your own decisions as to
who is providing the best and most
responsive coverage," Mr. Davison-
Jenkins told RIMS attendees. "In-

surance brokers, risk consultants
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and insurers do not necessarily have
equally good knowledge of these
particular types of claims."

Mr. Davison-Jenkins outlined a

checklist for risk managers think-
ing of buying insurance to cover
their Internet exposures. He echoed
Mr. French's advice that risk iden-

tification is key.
First, Mr. Davison-Jenkins said,

risk managers should buy insurance
only when they actually have the
risk they are buying protection
against. Second, insurance should
be bought only when the level of
risk potential justifies the price.
Third, insurance should be pur-
chased to replace an uncertain risk
volatility with a known cost, he
said. "Insurance is never a substi-

tute for good risk management
practices," he warned. "Always
manage exposure to loss. You have
to do risk identification." Ell
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Property buyers may be acquirin
By SARAH VEYSEY

SAN FRANCISCO-As more and

mC) i·e companies look to buy former
industrial or military property,
their risk managers face a host of
legal and insurance prc,blems.

Many former industrial and mili-
tary sites are contaminated with
pollutants, and the new owners will
face cleanup responsibilities and li-
abilities, according to a panel of ex-
perts at the annual conference of
the Risk & Insurance Management
Society Inc., hold April 30 through
May 5 in San Francisco.

''To understand what liabilities

apply, you must first understand
who owns the property," explained
Lindene Patton, assistant vp, direc-

r

tor of risk management and coinsel
for Zurich U.S. in New York. Cwn-

ership must be determined, she
said, because, according to the 1988
Base Closure and Realignment Act
ansi the 1987 Comprehensive Envi-
ronmental Response, Compensation
ansl Liability Act, the requirements
of previous ownezs of the property
to fulfill certain cleanup respcnsi-
bilities vary depending on whether
the land was owni·d privately Cr by
the military.

Purchasers, operators or develop-
ors of contaminated land that for-

mcrly was privately owned must
contend with several exposures. ac-
cording to Ms. Patton. First, there
are remedistion costs, particularly
those associated with contaminated

4'

so.1 and ground wat:or. Second,
there is a potential loss of the fair
market value of the properly, stem-

R/SK
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1
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ming from either propeily damage
Or .puIC stigma " said Ms. Patton.

Companies could also experience
losses in revenue, bodily injury lia-
bility for workers and damage to
nasural resources.

There also are communizy issues

D

g pollution liabilities
to consider, said Ms. Patton. "A loss

of jobs or tourism could result from
the purchase of the property," she
said.

Military base purchases present
sonie unique legal concerns, said
Ms. Patton. The U.S. government,
she noted, "has sovereign immuni-
ty. Liability only attaches itself to
the sovereign where the govei n-
ment specifically allows it," she
said.

While the Fed(,1·al Facilities Com-

pliance Act, the Federal Tort
Claims Act, and Sectbn 12(jh of

CERCLA-which requires the mill-
taiy to contribute funds for cleanup
cos-«s for former military sites-all
involve some environmental liabili-

ty br the military, the Ease Closure

and Realignment Act was set up to
eliminate the government's respon-
sibility to continue paying for envi-
ronmental liabilities on land that

has been sold.

There are some legal challenges
to the use of insurance by pur-
chasers or developers of contami-
nated land, said Ms. Patton. First,
she said, is that the federal govern-
ment is sol f-insured. "It is very dif-

ficult for the federal government to
purchase insurance," said Ms. Pat-
ton. "So there may be procurement
restrictions-if you could be con-
sidered a government contractor or
if there are issues of national secu-

rity involved. then you will have to
think about who really has the au-
thority to do the deal to avoid refor-
mation."

James Meadows is the first exec-

utive director of' the Presidio Trust.

which was set up to preserve the
Presidio of San Francisco as a na-

tional park after it was decommis-
sioned as a military base in 1994.
He offered his experience with the
Presidio, which required cleanup of
petroleum contamination and re-
moral of a landfill, as a case study
for risk managers undertaking sim-
ilar operations.

Policies should allow new

owners to clean up sites
and'then talk about who

shot whom afterward,'
says James Meadows.

Mr. Meadows procured $100 mil-
lion from the U.S. Army-which
had agreed to work with the Pre-
sidio Trust anci the federal Depart-
ment of the Interior-to help fund
the cleanup of the site. He also ob-
tained a $1()0 million insurance pol-
icy from Zurich U.S. Specialties.
Under thi, terms of this policy, the

Army retained liability for any con-
tamination discovered in the future.

He cited one aspect of the p()Iicx
as being particularly important:
"Although newly found (7)ntamina-
lion is unknown and the Army is

therefore responsible (for cleanup),
you are dead in the water if you
have to shut down." Mr. Meadows

stressed the importance of having a
clause written into a policy that al-
lows the new properly owner to
clean up the site "and then talk
about who shot whom afterward."

Potential land purchasers and de-

velopers should bear· in mind,
though, that the Army has a policy
against cleaning up asbestos and
lead-based paint found in any of its
former buildings, Mi·. Meadows
warned. Both asbestos ancl lead-

based paint were present at the
Prosidio site.

Myla Bobrow is president and
chief executive officer of Reineclia-

lion Financial Inc., a real estate de-
velopment c()mpany based in San
Francisco that specializes in the ac-
quisition, restoration and redevel-
opment of environmentally im-
paired properly. She spoke to clele-
gates about purchasing privately
owned properly that is envjron-
mentally tainted.

"We embrace the liabilities and

ask (themselves), 'Can you insure as

much a possible?' " she said. "The
developer must work with all gov-
ernmental agencies early on," ad-
vised Ms. Bobrow. "These agencies
may have jurisdiction to find an ac-
ceptable model and standards spe-
cific to the (redevelopment) pro-

See Hemediation on page 14
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Remediation
Continued from page 12
ject."

"You should chose an insurer by
its reputation to pay claims and
not just by the one that offers the
lowest premium," advised Ms. Bo-
brow. "You need a major insurer to
stand behind the capitalized devel-
oper for all known and unknown
liabilities."

"One of the consistent themes is

that the price of failure in this type
of project is extremely high," said
William McElroy, vp and project
manager for special environmental
risks for Zurich U.S. Specialities
in New York. "So you have to ap-
proach it with your eyes open."

One of the critical elements in

such projects is due diligence, said
Mr. McElroy. "These projects are

very complex, and you have to take
a very analytical approach. You
have to invest a huge amount of
time and energy to understand
where the elements of risk might
be and the probability of these
risks." Risk managers must make
sure that they have details on the
nature of the project and the
cleanup plan.

Cooperation with regulators is
vital to the success of such pro-
jects, according to Mr. McElroy.
"The regulators need to see that
the project is good for the commu-
nity for it to be allowed to go
ahead."

Mr. MeElroy said that such pro-
jects typically were covered by
cleanup cost cap policies in con-
junction with other EIL policies.
"You would always be amazed by
the level of legal resources that go
into these types of policies. You

It's a whole new ball game.

Because now there's @vantage,
Atlantic Mutual's new commercial

policies. @vantage offers custom
designed programs tailored for
different and diverse industries.

@vantage has what they need
including great coverage and
Atlantic Mutual's game-saving service.

For more info on Atlantic Mutual's

new MVP (Most Valuable Policy),
call 1-877-482-6868.

Atlantic Mutual Insurance Company
100 Wall Street, NY, NY 10005

would be unlikely to see any two
policies that are the same. Every
one is tailor-made," he said.

Ms. Bobrow confirmed that her

organization always uses cus-
tomized policies to cover its risks.
"Everything for us is a blended
mix of policies, always customized
to the risk," she said. "Always, al-
ways blend it."

Coverage for such projects is un-
likely to come cheap, warned Mr.
McElroy. "These projects are very
long term and very complex. This
impacts on the price. The cost of
capital has to be built into the pro-
ject, because it could .ast for 10
years. It is a very complex problem
on the financial side, as well as the
legal and regulatory side."

The session was coordinated by
Betty Schwartz, communications
consultant with Zurich U.S. in

Chicago. [al

Introducing

comprehensive

commercial
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give you the

Unfair @vantage

Managers
Continued from page 3
tion at Corning Inc. in C:orring,
N.Y.. In the mid-1990s, Mr. Casey
raised eyebrows when he hand-
picked eight brokers from twi ri-
val firms-the former Johnscn &

Higgins and Aon Group Inc.-and
asked them to work side by side
and assume joint responsibility for
Corning's new global property
prograrn.

In responding to a question
about how that process was work-
ing out, Mr. Casey revealed that
Corning has gone back to using
only one broker.

He said that the original brcker-
age team was initially able to
work together very well, but as
they each started to leave their re-

spective companies, the cohesive-

,e

@vantage-

---LAilantic]Mutual
Companies
Wben it countsal

ness left with them.

"While it did last, it was a posi-
tive experience," said Mr. Casey,
who was BI's 1996 Risk Manager
of the Year.

Mr. Casey's comment led to a
follow-up question seeking advice
about how the panel of risk man-
agers get their service providers to
work together.

Ms. Lindenmayer, BI's 1997
Risk Manager of the Year, said
that she uses a team approach.

"We've always worked that
way," she said. "And, overall, it's
been a very excellent experience."

"Today, with rumblings about
what might be a turning of the
corner to a harder market, it's ex-

tremely important that each of us
has built a relationship and a feel-
ing of trust with our business part-
ners," she said.

Panel members were asked if

they aspired to be chief risk offi-
cers or whether they regarded the
much-touted CRO position as sim-
ply a passing fad.

"I don't aspire to be the CRO at
Fidelity," said Ms. Lindenmayer,
who noted that Fidelity has had a
CRO position for the last four and
one-half years.

The CRO, who reports to the
head of the auditing department,
determines what is at risk within

the company on a global basis, Ms.
Lindenmayer said, and that infor-
mation is then gathered and con-

Amid signs of a market
turn, it's important to
build 'a feeling of trust'
with business partners,

says Judy Lindenmayer.

solidated.

The CRO has "made my job so
much easier than before," she not-
ed.

Mr. Casey, on the other hand,
said that a CRO position does not
exist at Corning.

As a risk manager, Mr. Casey
said that, despite wanting to spend
more time with each division to

help it eliminate risk, he does not
"necessarily think that it will
mean a new title."

Mr. Wilder, BI's 1990 Risk Man-

ager of the Year, noted that, at the
end of the day, Michael Eisner,
chairman and chief executive offi-

cer of Disney, is the chief risk offi-
cer and "I don't aspire to be that."

When asked how much time the

panel spent on actual insurance
matters, Mr. Wilder said that he
spends less than 10% of his time
on insurance matters; Mr. Casey
said insurance matters take up be-
tween 10% and 20% of his time;
and Ms. Lindenmayer said she
spends between 10% and 15% of
her time on those matters.

Some questions resulted in
light-hearted responses.

For example, when the panel
was asked in what area would

they like to spend more time, Ms.
Lindenmayer quipped, "Vaca-
tion."

When speaking seriously,
though, Ms. Lindenmayer said
that she would like to spend more
time inventing new things. "If I
could, I would spend 100% of my
time doing that," she said.

Mr. Casey and Mr. Wilder each
expressed a desire to spend more
time with the individual business

units within their respective com-
panies.

Catherine D. Bennett, vp of Cost
Control Concepts Inc. in Good-
lettsville, Tenn., coordinated the
session. Ell
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Hacking
Continued from page 3
Schaumburg, Ill., pointed to recent
FBI statistics that 90% of 643 orga-
nizations the FBI tracked suffered

information security-related mci-
dents in the past year. Of those that
experienced such an inciden.,he
said, 74% reported losses, and
those losses totaled $265 million.

'I think that's just the beginning
of a megatrend," he said.

Mr. Boni provided a short list of
"the usual suspects" in cyber
crimes:

• The "ethically flexible" em-
ployees, which may include short-
timers, who are employees that
have announced they are leaving
the company.

• Business partners.
• Outside contractors/cor_sul-

tants.

• Temporary employees.
• Freelanze or mercenary hack-

ers.

• The "re:lity-challenged."
"These are the people who think

that 'The X-Files' is real," Mr. Boni

remarked of the last group.
Because oi the global reach of the

Internet, losses from breaches in

cyber securi.y can occir just about
anywhere in the world. Corse-
quently. it is impcrlant that orga-
nizations have comprehensive in-
surance policies, said Lorelie S.
Masters, a coverage attorney at
Beveridge & Diamond P.C. in

Washington.
"Accidents don't just happen on

a local basis anymore," she said.
"So you need to make sure that
your insurance policies apply to
other locations."

Among the expos ures the policies

should cover are: e-mail; Web page
operations; hypertext links: con-
tent; "imported risks," such as soft-
ware brought in by employees; net-
works, including extranets, in-
tranels, wireless nesworks and

servers; and employees.
"We humans, we do things that

create threats," Ms. Masters said.

For example, people have access
to an organization's intellectual

propei·ty.
"A los of itt's in their heads, and

when they walk out tne door and
go to wirk for someone else, they
take:halt information with them.

What protections do you have in
place"" she queried.

Indeed, former hacker Mr. Fay
said tnat perhaps the most vulner-
able area for a company is its em-
ployees.

He described how easy it is for a
hacker, pretending to be a system

representative, to call a naive, low-
level employee and ask him or hui·
tx, attach to an e-mail some compa-
ny-sensitive files that could be
used :o gain access to the compa-
ny's entire system.

It is because there are so many
exposures associated with Internet

risks that insurance coverage must
be structured appropriately, said
David M. Brenner, an attorney at
Riddell Williams P.S. in Seattle,.

Mr. Brenner specializes in cyber
risks.

Fortunately, he said, a second
generation of Internet insurance
policies is emerging, as property
and liability insurers begin to grow
more comfortable with underwrit-

ing Web-related risks.
Early policies were aimed chiefly

at eliminating cracks between poli-
cies written for old-economy busi-
ness classifications such as "the
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business of advertising, publishing.
telecasting and broadcasting."

Newer policies, however, are ad-
dressing specific Internet risks and
are offering more-explicit coverage
for the kinds of losses both pure In-
ternet and traditional bricks-and-

mortar businesses may soon expe-
rience in their operations, Mr.
Brenner said.

But oven with the new policies,
''business activities need to be de-

fined as broadly as possible," he
stressed.

It may also be necessary to ex-
tend business interruption cover-
age beyond the actual period of in-
terruption, as there may be lasting
effects from a system shutdown, he
said.

The session was moderated by
William B. Hedrick, senior manag-
er of liability risks at The Boeing
Co. in Seattle. lEi

CRO role
suited to

enterprise
risk plans
By MICHAEL BRADFORD

SAN FRANCISCO-As interest

in enterprise risk management
grows, so does the acceptance of
the role of chief risk officers to

manage such a programs.
Robert E. Hoyt, associate pro-

fessor at the University of Geor-

gia's Terry College of Business in
Athens, Ga., said, "I really see on-
terprise risk management and the
concept of a chief risk officer go-
ing hand in hand. By that, I don't
mean that you have to have a CRO
to do enterprise risk management,
but I don't think you can go clown
either one of those tracks without

thinking about some of the issues'
raised by the other, he said.

An enterprisewide approach is
needed because the traditional

approach to managing risk often

RISK

*2MANAGEMENT

is uncoordinated, said Charles R.

Lee, principal with Tillinghast-
Towers Porrin in Dallas. "There

are diff'orent people within the or-
ganization that are involved in
different aspects of the risk and,
quite frankly, they don'l talk to
one another," he explained.

Mr. Lee and Mi·. Hoyt were

among Moveral panelists in a ses-
sion at the Risk & Insurance Man-

agement Society Inc.'s 38th annu-
al conference and exhibition, held

April 30-May 5 in San Francisco.
Mr. Lee also moderated and coor-
dinated the session,

In many organizations, there is
no sharing of information, "the
analysis is done independently
and oftentimes does not follow

specific criteria of performance
measures that are important to
the organization," Mr. Lee said.
"In mv view, there are too many
risk managers. .There are too
many people that have other jobs
and one of their joi,s is to handle a
certain aspect off risk,'

See CRO on prige 20
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PHOTO: MICHAEL MARCOTTE

From left, Theodore G. Jeske, risk manager of Historic Tours of
America Inc. and the 2000 Risk Management Honor Roll winner,
poses with broker John W. Black Jr. of Willis of Maryland Inc.
after receiving his award during a luncheon in San Francisco.

CRO
Continued from page 16

In many cases, a chief executive of-
ficer receives information from a

manager responsible for one aspect of
risk and is then forced to make an iso-

lated decision on how to address that

particular risk, Mr. Lee noted.
Organizations would be better

served, he argued, if they could "find
a way of doing a great job of identify-
ing, analyzing, managing and pre-
senting the entire perspective of risk
to senior management in a coordinat-
ed way. The CEO can spend less time
waking up in the middle of the night
worrying about risks and more time
on what they like to do about their
business, whether it's making prod-
ucts or providing a service."

"So we come to enterprise risk
management as a way to do that," Mr.

C

1

1

r

It takes more than a good design to achieve expert craftsmanship. Structural integrity depends on experience and
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Lee said.

He defined enterprise risk manage-
ment as a "comprehensive framework
for defining, measuring, evaluating,
prioritizing, making decisions and
communicating about all types of
risk." Those risks include business

strategy risk, market risk, credit risk,
funding/liquidity risk and opera-
tional risk, he added.

Such a risk management approach
requires a chief risk officer to manage
the process who can "see the big pie-
ture," get support from senior man-
agement and communicate well, ac-
cording to Mr. Lee.

A CRO should be someor.e "with a

broad knowledge of the business,"
Mr. Lee suggested. The CRC, will be a
person who recognizes his cr her role
as a coordinator-rather ths_n a man-

ag€sr-of risks, he emphasized.
Preparing to become a CRO in-

volves getting an education, in both

Insurance  Finance

traditional and unconventional sub-

jects, said Pamela G. Rogers, director,
risk management at Sears, Roebuck
& Co. in Hoffman Estates, Ill.

"I do believe in every kind of educa-
tion we can get," Ms. Rogers said.
"But I think nothing should substitute
for broad 1mowledge of your business.
If you want to be a chief risk officer-
and I mean a true chief risk officer-I

think you must have" that knowl-
edge, she said.

"This is one reason that I know

clearly that I cannot be the chief risk
officer of Sears, Roebuck & Co. today.
I don't have broad knowledge of my
business. I've spent my 18 years in my
corporate risk management career at
seven different corporations. I've only
been at Sears two years. My greatest
dream would be for Sears to hire a

chief risk officer who would mentor
me."

Ms. Rogers said she is working on
gaining the broad knowledge that she
urges other risk managers to achieve.
"I was very fortunate in the past year.
I spent two weeks in one of our full-
line stores being trained as a store
manager," she said. "I've also gone
out and ridden for a week...with a

product service technician. There's
nothing like learning about your cus-
tomers by going into their homes" and
talking to them while the technician
repairs an appliance, Ms. Rogers re-
marked.

"Try to get out and learn your busi-
ness," she said. "I know it's difficult.

Many of you have very little staff, if
any at all."

Ms. Rogers said a CRO will have to
realize his or her role as a coordinator.

"The front-line risk managers of my
company are the operational people,"
she said. "If I can't understand what it

takes to work that front-line job or to
buy our merchandise. ..how could I
ever be a chief risk officer?"

The chief risk officer for PG&E Na-

tional Energy Group in Houston said
she reports to both the corporate chief
financial officer and the group's pres-
ident and CEO.

Leslie MeNew said the reporting
structure at PG&E "isn't necessarily
best practices, but occasionally one
works in a company where you are
hired for a very specific talent, a tal-
ent that obviously is missing at the
top. So your reporting relationship
may be reflective of that.

"I don't go through the corporate
risk manager," said Ms, MeNew. "Not
because I think he's an idiot, it's just
that his skills don't match mine."

Ms. MeNew, who manages finan-
cial risks, also reports to the corporate
risk management committee and
P&G National Energy Group's risk
management committee, which she
heads.

The University of Georgia's Mr.
Hoyt said a study he helped conduct
showed that around 6% of companies
that responded are using a chief risk
officer. The companies were more
likely to be small organizations or
large ones, as opposed to those in the
medium size range, the study indicat-
ed. That could be because managers
at small companies naturally have
more risk-related duties to handle,
and at large organizations, there is the
opportunity to implement an enter-
prise risk management program, Mr.
Hoyt suggested.

The study, which was published
last year in Risk Management and In-
surance Review, polled organizations
listed in the 1995/1996 Business In-
surance Directory of Buyers of Insur-
ance, Benefit Plans & Risk Manage-
ment Services. From a sample of
1,780 companies, 379 questionnaires
were returned, for a 21.3% response
rate.

The study indicated that financial
services firms most commonly imple-
ment a CRO structure and energy
companies are the next most likely to
have such a position. Ell
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Telecommuters present unique risks to employers
By MICHAEL PRINCE

SAN FRANCISCO-Out of

sight doesn't always mean out of
mind.

Risk managers need to remem-
ber that although workers at
home are not seen, they can still
create claims for their employers,
a risk manager cautions.

With a growing number of em-
ployees who call home their of-
fice, managing the risks associat-
ed with telecommuters is becom-

ing more important, said Tim
East, manager, risk management
business process with The Walt
Disney Co. in Glendale, Calif. The
number of telecommuters could

one day include as much as 30%

of the work force, up from 6% to-
day, he said.

"This is going to be a growing
reality in the workplace," said Mr.
East, who spoke at and moderated

\ W# 6%!mEZI]i@
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a session during the Risk & Insur-
ance Management Society Inc.'s
38th annual conference and exhi-

bition, April 30-May 5 in San
Francisco.

The risks from telecommuters

Absence Management

encompass both well-known risks
and some unique to that segment
of the work force. An example of
the former is that thieves can steal

computer equipment from a home
office. Telecommuters also may be
at greater risk of having corporate
information stolen, such as by dis-
closing valuable information
while talking on the phone at
home or in public, he added.

"There are conversations I hold

in my office that I don't necessar-
ily want to hold at home," Mr.
East said.

Risks for corporate information
can also occur from document

handling at home. Many offices
have paper shredders to dispose of
sensitive documents, while homes

Disability and Life

rarely have one, he noted.
The most common risk, hiwev-

er, is that the telecommuting
worker may not be productive at
home, Mr. East said.

Many managers feel thai they
can monitor employees' pri)due-
tivity by seeing them in the office.
Not only is this an imprecise
gauge, he said, but it also is inap-
plicable to telecommuters. So, a
new method of monitoring worker
productivity is needed, he said.

To minimize productivity risks,
Mr. East recommends that em-
ployers look at whether the job
and the person are both suitable
fer telecommuting.

Ernployees need to be self-
starters who have proved they can

Workers' Compensation
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www.matnxcos.com Absence Solutions-
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Time for a change.

Reliance Standard Life Insurance Company I Safety National Casualty Corporation I Matrix Absence Management. Inc

work independently and still get
the job done.

"If a person does not demon-
strate time-management skills, I
won't let them telecommute," he
said.

In addition, the job must be one
that can be done without constant
face-to-face contact with fellow

employees or customers. A job
also may be unsuitable if it re-
quires too much special equip-
ment or supplies, making a home
office impractical.

It's also important to examine
whether the company is right for
telecommuting. If the corporate
culture would hurt a telecom-

muter's career, then no one will do

it. And if fellow employees will
resent the telecommuter, then it
ultimately won't succeed, Mr.
East said.

Beyond productivity, working
from home creates some interest-

ing health and safety risks, said
session coordinator Carol Mur-

phy, managing director of Aon
Group Inc. in San Francisco.

The best way to address these
risks is to create a telecommuting
policy before the worker starts
working from home. The policy
should include input from human

resources, the risk manager and
legal counsel, she said.

The policy should cover such ar-
eas as who owns the equipment,
where the office will be located,

arrangements for child care and
pet care, setting hours when the
employee is working and when
certain tasks are to be performed,
such as leaving home for lunch or
sending a package.

"The more precise you can be,
within the law, the better you will
be at controlling your risk expo-
sures," she said.

The home office work area itself
also creates risks. It's best that the

telecommuter work from a sepa-
rate room, using ergonomically
correct office furniture, Ms. Mur-

phy noted. Also, the environment
should be safe from risks of fire,
electric shock and theft as well as

equipment falling off makeshift
shelves.

There is also a risk that the em-

ployee working at home will de-
velop a problem with drugs or al-
cohol and even food, she said.

Finally, the employer needs to
make clear it retains the right to
inspect the home office to ensure
it complies with its safety stan-
dards, Ms. Murphy advised.

Despite the growing number of
See Workers on page 24
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Workers
Continued from page 22
telocommuters. legal and regula-
tory guidelines for these workers
have not yet solidified, said John
Roskopf, senior managing direc-
toi· of Aon Corp. in Glenview, Ill.

''Things are changing and are
changing very rapidly," he said.

One area of concern is workers

comp claims. Employees qualify
for workers comp coverage if an
injury occurs while performing
work or services for the employer.
No coverage exists. though, if the
employee is away from wcrk or
not performing work f'or the cm-
plo,yer when an injury occurs, he
said.

With telecommuters, this cre-

ates the situation of deciding
when the person is wwking and

when the person is simply "at
home," he noted.

To address this issue, Mr.
Roskopf recornmends that an em-
p oyer's k lecorrunuter· agreement
speci fy exactly when a person is
c(Insidered at wcrk and which ar-
eas of the home are consicered

work areas. For Eaxample, the
kitchen can be considered a work

area during a sf ecified lunch pe-
rind. Similarly, driving to the post
office can be considered a work

function if done at a specified
time.

For the most part, there has yet
to be a siNnificant problem with
excessive workers comp claims
from teleommuters, he said.

Tclecommuters are generally self-
niotivated people and "they lend
not to report the chinks and dents
of' life," he said.

The most common type of c_aim

alternative
market

corporate accounts

Commonwealth Risk

Empowering producers, associations
and corporate insureds to...

Access Control

Gain greater control of your financial
destiny with loss-sensitive programs.

Access Profits

Participate in risk/reward opportunities
such as the return of underwriting profit
and investment income.

Access Leadership
Partner with the most innovative

insurance structures from leading
Alternative Market experts.

involves reprlitive stress injurie>.
fl'om telecommuters working
without a break or in an improper
unv_ronment, he said.

Anc:thor issue cor_corns owner·-

ship of the home off ce equipment
and who is permitted to operate it.
3nce again, this should all be
spelled out in the tilec:)mmuting
agreement, he said.

Insurance civerage is another
ssue that needs to be acldressed.

For example, a hompow-r_ers poli-
cy generally won't cover claims
arising from : slip and fall by a
business visitor to the house, Mr.
Roskoof said.

Therefore, the employer should
make sure its liability coverage
extencs to ind_ide telecommuters.

Sim_larly, a property policy
should cover con-_pany-owned
Equipment used by telecom-
riuters. El]

Titanic
Ccntinlied f -im page 3

The Fox Bal,1 facility also _n-
cludes a five million-gallon interi-
or tank, a 32,000 square-foot
sound stage and three traditional
stages, along with vai·.ous support.
facilities.

With all that water, "one off the

challenges cn the Titanic was we
hal a water filtration plant," Ms.
Dal·ringer ncled.

The centerpiece of the project
was a 775-loot, no.irly full-size,
exferior moc_el of' the famed ocean

liner, used fci- many of the extericn
shots and in the re-creation of she

ship's sinkind.

"The biggest challenge for us in
that particu.ar film was that we
had hydrauliz cables that could '_ft
the ship up and down," the Fox

experience

specialty
programs

stability

CommonwlthRi«
An MR M Comwiny

Your Access to the Alternative Market

Calll.800A74.3330 vwvw.AccessMRM£om

risk manager said.
Developing that system involved

several departments, "anci once
each one put its piece on paper. we
werent sure the hydraulic cables

would actually work," she said.
Then, once the system was actual-
ly working, there were safety is-
sues to be addressed.

There also was the matter of se-

curing coverage in case the mas-
sive Titanic mc,ckup was sunk for
the mc)vie's climactic effect unly to
finel that a problem with the film
ruined the shot. Extra expense in-
surance addressed that coneo·n,
providing coverage in the event
that the filmmakers had to rebuild

the model.

That problem didn't materialize,
but others did during the "Titanic"
shoot. Coverage carried to loplace
damaged filmmaking equipment
was triggered when 'ihe ship col-
lapsed and we had all kinds off
cameras and lights under there,"
Ms. Darringer said.

Such claims are not uncommon

in moviemaking. Another film in-
dustry risk manager, the session's
coordinator and moderator, Sue
Boucke, risk manatter for Lucas-

'1 think the most

common claims we

have are equipment or
loss of equipment,' says
Lucasfilm's Sue Boucke.

film Ltd. in San Rafael, Calif.,
said, "I think the most common

claims we have are equipment or
loss off equipment."

Another "Titanic" claim

emerged when location shooting in
Hali fax, Nova Scotia, was stopped
one day after 80 cast and crew

menibers became ill from eating
chowder laced with the drug PCP.

The culprit was never identified,
although a disgruntled former em-
ployee is suspected.

"We actually submitted that as a

civil authority claim," Ms. Dar-
ringer said. Because the PCP's
presence wasn i immediately dis-
covered, local health officials shut
down the set until the source of the

illness could be identified. The

claim was paid.
In general, one majoi· challenge a

film industry risk manager faces is
juggling the interests of the under-
writer and those who are actually
involved in the film's production.
said Stephen L. Loodecke, chief
executive officer off Claim Special-
ists International Ltd. in Orange,
Calif.

"There's quite a few challenges
to us to insure and to convince the
director what an intentional act

is," Ms. Darringer said.
She cited the case, in another·

movie, ola camera damaged when
it was mounted in the grille of an
old Cadillac that was crashed

head-on into a van. The filmmak-

ers wanted to file a damaged-
equipment claim.

"One o! the most difficult things
is trying to convince the under-
writer· to cover these things," Ms.
Darringer said.

And, she noted, the filmmakers
of "Titanic" wanted to drop a $4.5
million necklace in the ocean, with
divers set to retrieve it, because

:hey were convinced a faux version
would appeal· unrealistic to view-
ers.

Better risk management judg-
ment won out. however, when Ms.
Darringer informed the filmmakers,
''I can't explain to the underwriters
that some shark came up and ate a
$4.5 million necklace." 0
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Risks from supply chain also demand attention
By GAVIN SOUTER

SAN FRANCISCO-Risk man-

agers for companies whose busi-
ness re-ies heavily on third parties
and st_pply chains require a differ-
ent perspective, two managers for
such companies say.

Instead of focusing on risks with-
in the.I own companies, risk man-
agers for companies dependent on
others also must focus on risks to

the various links in their supply
chain.

Using traditional risk manage-
ment approaches, such risks can be
identiifed, mitigated, monitored
and, m some cases, transferred

through contingent business inter-
ruption insurance, the two risk
managers contend.

Hewlett-Packard Co.'s business

has undergone radical changes
over the past 10 years, said Ellen
Pfeiffer, business risk manager of
the computer equipment company
in Palo Alto, Calif.

In 1990, the company fully
owned 5111 of the units that pro-
duced .s equipment. By the mid-
1990s, however, HP's computer
equipment was produced by a mix
of in-house units and third-party
suppliers. Today, 95% of the man-
ufacturing is outsourced to third
parties she said.

"We are now a research and de-

velopment, marketing, and supply
chain management company," Ms.
Pfeiffer said.
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Amazon.com Inc. also is heavily
dependent on third-party suppli-
ers, said Roberta Martoza, director
of risk management at the Seattle-
based Internet retailer.

RISK
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The company deals with more
than 1,000 vendors and turrs its in-
ventory around inless than 48
hours, she said.

It is critical, therefore, that the e-

commerce company have an effi-
cient supply chain to reduce its
costs as much as possible, sne said.
Ms. Martoza defined a ' supply
chain" as "the strategy, processes,
technology and organizat.on in-
volved in managing the flou of ma-
terials, services, information and
funds from suppliers to con-
sumers."

According to Ms. Martoza, "Ev-
ery company is involved in some
aspect of the supply chain."

Ms. Martoza outlined some of the

key differences between companies
heavily dependent on supply
chains and more-traditional com-

panies. Supply chain-driven com-
panies, she said, are more depen-
dent on strategic partnerships, are
"customization driven," and rely

on "just-in-time" delivery opera-
tions.

Also, such companies focus on
their "core competencies" and tap
third parties to provide the other
resources needed to produce and
deliver their products, she said.

Companies operating this way
can more easily expand globally;
make better use of their managers
by focusing their efforts on essen-
tial tasks; and reduce the time be-
tween the conception and the sale
of a product, Ms. Pfeiffer said.

"It's much more efficient:" she
said.

Despite the differences between
companies that outsource much of
their operations and traditional
companies, risk managers can still
rely on tried-and-trusted tech-
niques to manage the risks, Ms.
Pfeiffer said.

She said that supply chain risk
management involves "managing
the risks to an enterprise presented
by outsourcing the supply chain
through the utilization of tradi-
tional risk management processes."

The first step in that process is to
identify the risks, she said.

Some of the main risks are well

known but are intensified for sup-
ply chain-based companies. One
such risk is maintaining the supply
and continuous availability of
products and the possible domino
effect if one part of the organiza-
tion's supply chain goes down, Ms.
Pfeiffer said.

Units and suppliers based over-
seas also may be subject tc politi-
cal, credit and foreign exchange
risks, she said.

Newer risks for a company may
include technological risks, such as
those stemming from Internet com-
munications and the loss of intel-

lectual property; increased global
competition, which gives ec mpeti-
tors direct access to a company's
products worldwide; the c onver-
gence of risks into one key re-
source, such as the Internet; and
cyber-terrorism, Ms. Pfeiffer said.

"We have thousands of vendors

and suppliers, so how do we fo-
cus?" asked Ms. Martoza. Cne an-

swer, she said, is to employ risk
mapping techniques to supply
chain risks.

Consider, for example, a ma- or
supplier in Japan with a single 10-
cation that could be shut down by
an earthquake, she said. Or a risk
map that tracks the impact of los-
ing that supplier in terms of *mate-
riality" of a loss and "volume" of
products or services supplied, that
Japanese supplier's risk would be
plotted in both high materiality
and high volume quadrants, Ms.
Martoza said.

By contrast, a major supplier
with multiple locations would be
plotted in high volume and low
materiality quadrants, she said.

A risk manager could then focus
on the single-location supplier and

See Chain on pige 28
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Discovering the advantages of the Internet
Insurance companies finding Web sites an efficient way to generate business

By SALLY ROBERTS

s the online insur-

ance world contin-

ues to evolve, one

thing remains cer-
tain: Independent
agents are going to

be players in the game.
It wasn't very long ago that in-

surance intermediaries were be-

ing inundated with propaganda
maintaining that the Internet

was going -0 eliminate them
from the insurance buying pro-
cess.

What has happened is quite
the opposite.

Over the las- few months, sev-

eral online ma.ketplaces have
emerged with plans to enable
agents to generate leads and cb-
tain quotes from participating
insurers-in effect making the
traditional buying process more
efficient.

Other dot-com strategies in-
clude "virtual wholesalers."

These sites not only let agents
and brokers generate new leads,
but also allow them to quote,
bind and issue policies via their
own Web sites.

"A lot of agents understand
that the Internet is here and is

not going away, and they are
trying to have a presence," not-
ed Mark Trencher, vp-research
for Conning & Co. in Hartford,
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Instead of disintermediation,

the Meta Group's Jim Kroviak
says what is going on in the mar-
ketplace is what he terms "rein-
termediation."

Agents and brokers have not
gone away; "they've come back
in a different form," said Mr.

Kroviak, who is a vp in the mar-
keting research and consulting
firm's insurance information

strategies group in San Diego.

00

Agents are "over the initial
shock" of the view that they
were going to be put out of busi-
ness because of the Internet, Mr.

Kroviak said. "They are now try-
ing to figure out this new reality
and where they can play."

"There are a lot of dif'ferent

ways this is being dealt with," he
noted.

Although still nascent, most of
the Web sites today are online
marketplaces or business-to-bust-
ness exchanges where agents, in-
surers and buyers all come to-
gether to make insurance pur-
chasing more efficient, technol-
ogy experts say.

For example, WorkComp.Com
will give agents qualified work-
ers compensation sales leads
from employers and help them
find new markets and submit ap-
plications online, explained
Robert J. Gore, chief executive
officer of the San Jose, Calif.-
based e-commerce company,
which plans a limited launch in
June.

WorkComp.Com is a business-
to-business exchange platform
for employers, insurers, agents
and workers COnlp service

providers. Supported with ser-
vices and information, the ex-
change facilitates transactions
among the involved parties,
"but we don't sell the product,"
Mr. Gore explained.

"The Web exchange model is
working very well, and it's exact-
ly that-we bring partners to the
table," he said. It may be possi-
ble at some time to buy online
some workers comp coverage,
such as pre-qualified group pro-
grams, "but I doubt it will go be-
yond that," he said.

The Independent Insurance
Agents of America Inc. is estab-
lishing an online exchange, Big
"I" Markets, for its members and
participating insurers. The IIAA
plans to launch the exchange
this month in New Jersey, said
Paul Buse, senior vp of IIAA
Membership Services Inc., the
for-profit operation of the
Alexandria, Va.-based IIAA.

Through the association's Web
site, independentagent.com,
members will be able to gain ac-
cess to a variety of specialty
products, from specialty niches
to affinity group products, all
endorsed by the IIAA. Chubb
Corp., The St. Paul Cos. Inc., and
The Hartford Financial Services

Group Inc. each have five insur-
ance products that will initially
be featured on the Big

See Online on page 26D
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Online age " lines insurers online. Through the click and gather information went live last December
The IIAA's online exchange iS site, agents can submit specialty about several specialty coverages, "We didn't agree with the

similar to the Internet Wholesale risks, obtain quotes from partici- from exhibitor insurance to den- 'agent is dead' rhetoric" when de-
Continued from page 268 pating insurers and submit re- tal programs to fine-wine collec- veloping YouZoom Inc, said Kier-
Markets site Just because companies guests to bind coverage UT, April tion insurance, explained Keith an Sweeney, chief executive offi-

After obtaining the needed ap- 17). Savino, founder and CEO of In- cer of the San Diego-based online
provals from their state associa- are selling online, that Although the new online ex- surehelp.com L.L.C., a Warwick, wholesaler and an affiliate of Ar-
tions, IIAA members will be able 'doesn't mean that a consumer changes do not allow customers N Y -based virtual wholesaler rowhead General Insurance Agen-
to access the site, identify the

doesn't want a local presence to "click and bind," several "virtu- A buyer can submit an applica- cy "We do see the value of the m-
product they are interested In, al wholesalers" have emerged, tion, receive a quote and bind a dependent insurance agent m the
submit the information for the if they need it. connecting agents to products policy, all from the agent's Web transaction. The challenge was to
applicatlon and request a binder if

-Keith Savino and providing access to buyers site, he said, noting that Insure- equip the agent to do business
they choose, Mr. Buse said. For example, Insurehelp.com, help remains invisible to the cus- more efficiently, to enhance their

This approach will make inde- which plans its full launch later tomer. The agent will receive a role," he said
pendent agents more effective Insurance Exchange, or iwix net, this month, will allow a partici- commission, which is shared with For an annual subscription fee,
and powerful in their communi- which launched last month pating agent to establish a link to Insurehelp.com, there is no cost each participating YouZoom
ties, Mr Buse said "We feel it's Iwix net allows small and midsize Insurehelp com's products on the to set up the initial link Each pro- agent will own its own Web site,
absolutely critical to do this as we agents to place specialty proper- agency's Web site Customers vis- gram sold via Insurehelp has the equipped with comparative rating
go forward with in the Internet ty/casualty coverages with surplus itmg the agency's site can then appropriate binding authority, and customer service applications

Mr Savino said Each site is designed, hosted and
In the online insurance world, maintained by YouZoom, Mr

"it's even more important to keep Sweeney said
agents involved," Mr Savino said The site currently offers auto in-

*
Just because companies are selling surance to consumers in Calitor-
online, that "doesn't mean that a ma through Arrowhead General, a
consumer doesn't want a local managing general agency It will
presence if they need it K ho bet- begin offering homeowners insur-..'' '*•

4 ter knows their communiti? Who ance in May and life insurance in
is better able to locally serve that June, Mr Sweeney said YouZoom

4, '545 . community? Independent agents will expand into Arizona within
already know how to do this, ev- the next two months, with plans
eryone else is reinventing the to move into Texas, Oregon,

r ,

wheel," Mr. Savino said Washington and Florida some-98-

In addition to agency Web sites, time later this year

914/ r Insurehelp com distributes its The company's plan is to build a
.

products on co-branded sites, nationwide network that will offer
such as an association's WEb site, multiple property/casualty and

: and on corporate intranets Re- life products, Mr Sweeney said
gardless of the site used, upon "Consumers want choices," Mr/

completion of an online aoplica- Sweeney said They currently can
tion or payment, buyers are given call or visit the agent's office;
a list of local agencies to which "We're now giving those cus-
they can turn for additional help tomers a third way to do busi-
and services, Mr Savino ex- ness," he said.

, -115 8 , - .4, plained YouZoom currently has 117
. 8... #. ' .

Initial Insurehelp com test agen- agents with Web sites selling auto
e- W

... cies have successfully sold ex- insurance in California
hibitor and dental insurance pro- "It's funny to watch the demise
grams online, Mr Savino said of the disintermediation rhet-

Insurehelp currently ha: 200 oric," Mr Sweeney added. "In my
preregistered agents and has opinion, the most successful Web
signed up 11 insurers sites will be the independent

In addition, agents can luote agents sites, because they will of-
$ and bind auto insurance policies fer a selection of insurance prod-

through YouZoom com, which ucts "

.tls.6 "3 : 304
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Coregis Web site redesigned
to improve customer service

By RODD ZOLKOS

 number of Web
site enhancements

and monthly dis-
closure of compa-
ny performance in
key customer ser-

vice areas are part of Coregis In-
surance Co.'s broader plan to bet-
ter serve its customers and the

producers that sell the insurer's
products.

The customer service disclosure

initiative, known as "Coregis Ser-
vice Metrics," involves the com-

pany using the Internet as a plat-
form for tracking and communi-
cating the insurer's performance
in six areas.

The monthly overview, posted
on the public entity insurer's
Web site, www.coregis.com, in-
cludes statistics on three under-

writing service measurements:
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• Average time from applica-
tion submission until Coregis
contacts an agent or broker re-
garding quoting.

no 00

• Average time between telling
an agent or broker Coregis will
quote business and the insurer
actually providing a quote.

• Average time between when

an agent and broker is notified a
customer has been underwritten

by Coregis and the customer re-
ceives the policy.

It also includes service perfor-
mance data on three claims

areas:

• Average time between a
claim report and Coregis' ac-
knowledgment of the claim.

• Average time between when
a check is warranted and when it

is sent to the claimant.

• Average time between the or-
dering and sending of a loss his-
tory.

The insurer expects to add ad-
ditional performance measures to
the list in the near future.

According to Sally Hawk, chief
operating officer and quality di-
rector at Coregis, the Service Met-
rics program is an offshoot of a
focus on quality at General Elec-
tric Co., which is the ultimate

Asset Management ... Private Equity - Mortgage Loan & Real Estate... Insurance Research ... Asset Management ... Private
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The Coregis Web site, re-
launched in March, now
includes features that

track and communicate

service quality.

parent of the Chicago-based in-
surer.

One of the first things G.E. did
after acquiring Coregis was seek
baseline information on the

company's performance, Ms.
Hawk said.

What the company learned
was "we weren't performing very
well" in terms of providing ser-
vice, she said, but that "nobody
else was performing very well
either."

Company officials determined
they wanted customer service to
be a selling point and, to that
end, developed its detailed met-
rics.

To make the process worth-
while, it was important to under-
stand what customers want. That

required "outside-in" thinking,
Ms. Hawk said, examining the
business relationship from the
customer's perspective, an ap-
proach that has become part of
the company's culture.

And that transformation to fo-

cusing on the end user w<ill be-
come even more important as
the company and the industry
move more toward an Incernet

sales environment, she noted.
The performance metrics

Coregis is tracking are geared to
both the producer and the end
customer, and also provide the
insurer a way to evaluate itself
and determine where it needs to

improve.

"We don't just publish charts
to have nice charts," Ms. Hawk
said. "We actually sit down to
look at points in those charts."

In addition to the Service Met-

rics, a relaunch of Coregis' Web
site in March included adding
24-hour claim status tracking,
posting a series of detailed loss
prevention guides online and an
online public entity risk mar. age-
ment newsletter titled Risk.

Trends@coregis.com.
The site's claim status feature

builds upon an existing online

Core is ustomer Service Metrics

91--1 '-
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claims reporting capacity. It gives
customers the ability to track
claims 24 hours a day, and allows
them to get more detailed infor-
mation by submitting e-mail
queries directly to the claims ad-
juster.

The loss prevention guide fea-
ture enhances the company's
Coregis Loss Prevention System
by providing customers online
access to Coregis' Core Policy
Guides.

Six of the online guides will be
featured each month, offering
step-by-step information on re-
ducing exposures in such areas as
emergency preparedness, sexual
harassment, storage and control
of flammable materials, sub-
stance abuse and vehicle use,

among others.
The online risk trends newslet-

ter will be published monthly,
and will include articles on sub-

jects relevant to public entity risk
management.

"We're putting more services
in there that really add value for
the customers," Ms. Hawk said.

"Our goal is to make Coregis
more of a 'go-to' site," said
Thomas R. Eisenhart, director of

marketing communications and
e-business at Coregis.

"It's just a whole way of saying
we're going to be an information
services company that competes
in the insurance industry," said
Chan Galbato, president and

chief executive officer of Coregis.
With its online enhancements,

Coregis hopes that for agents and
brokers the Web site will ulti-

mately function as a an online
work station, while for the end
customer it can be an education-

al tool.

In addition, providing cus-
tomers such online tools as the

ability to prepare their own loss
runs-typically a producer activi-
ty-will free up agents' and bro-
kers' time, time they put to use
producing business. lili
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Industry pushes for uniform e-signature laws
State, federal legislation sought by insurers, intermediaries to streamline Internet business

By LEE FLETCHER

s more insurance

A
business is trans-

acted ove. che In-

ternet. insurers and

intermediaries are

Fushing hard for
uniform legislation regarding
electronic signatures.

Both state and federa_ legisla-
tion on the subject exists, and
many insurance professionals are
supportins whichever they be-
lieve car: be enacted in the fastest

manner.

According ti Patrick Wa.ts, as-
sistant vp with the Alliance of
American Insurers in Downers

Grove, Ill., "There are a lot of

things in the insurance business
that require a signature by some-
body, typically by the applicant
or the insured, and if you can't

do that electronically: then you
can't do business electronically,"
he said.

Joel wood. senior vp of govern-
ment affairs with the Council of

Insurance Agents & Brokers in
Washington, Egreed that quite a
bit of material, such as insurance

policies and claims information,
can be handled electronically.

"Sometimes even .he most

complica.ec policies can still be
streamlined. The digital signature

is a very important part of it,"
Mr. Wood said.

Robyn Rowen, Washington-
based senict counsel for the Na-

tional Assn. of Independent In-
surers, said that Internet transac-
tions will be of benefit to indus-

try professionats as well as con-
sumers by allowing business to be

transacted anytime and any-
where. "With the Internet you
can cost-compare," she said.

One piece of state legis_ation
circulating is the Uniform Elec-
tronic Transactions Act, which

gives a Web signature the same

"In thisiltigious society, you

need to know if you complete

a contract online, that that

contract is valid. It should not

be invalid simply because ifs

electronic."

Robyn Rowen

legal status as a paper signature
and ensures that electronic

records are legally as valid as pa-
per records, according to Ms.
Rowen. The National Assn. cf In-

surance Commissioners' Elec-

tronic Commerce and Regulation
Working Group has endorsed
UETA.

According to Mr. Watts, UETA

would provide some uniformity
among state lava It's a serious
matter, he said, when an elec-

tronic signature or record that is
valid in one state is not accepted
in another state. All Internet

business runs across state lines.

"We've been supporting UETA
in essence becaus e it lends validi-

ty .0 both electronic records and
signatures. Most states have some

form of electronic signature law,
but most of them vary consider-
ably in how they define an e.ec-
tronic signature and the terms
under which they are regarded as

valid," Mr. Watts said

Ms. Rowen said that the legisla-
tion is crucial "because in this

litigious society, you need to
know that if you complete a con-
tract online, that that contract is
valid. It should not be invalid

simply because it's electronic.
That's what UETA is doing."

At least 14 states have already
enacted UETA. But concern exists

that even though states are pass-
ing UETA, many are limiting the

types of business to which the
legislation applies, often pro-
hibiting insurance transactions.

In California and some other

states that have passed electronic
signature legislation, certain
transactions are not allowed, ac-

cording to Ms. Rowen.

"UETA says that both parties
have to consent. The people do-
ing business electronically are the
ones that want to, so it doesn't

make sense to exempt certain
transactions from being done
electronically if the person who is
doing it is perfectly comfortable
and wants to handle it that way,"
she said.

According to Ms. Rowen, Cali-
fornia's restrictions on electronic

signatures for some types of busi-
ness mean the state has a dual

system.
"You're going to have people

saying they want to conduct

business electronically and the
insurance company may let them
do that for customer relations,

but then they're going to have to
send a paper backup for certain
things. That, obviously, defeats a
lot of the purpose and a lot of the
cost savings," Ms. Rowen said.

The CIAB's Mr. Wood said that

the insurance industry has been
woefully behind other segments

of the financial services industry
in coming online.

"Agents and brokers recognize
that the survivors in the kind of

hypercompetitive commercial

marketplace today have to ratch-
et out costs in every stage along

the way. Risk managers demand
it. If there's any industry that has
been burdened by duplicative
mounds of paperwork, i: is the
insurance industry," Mr. Wood
said.

"Agents and brokers recog-

nize that the survivors in the

hypercompetitive commercial

marketplace today have to

ratchet out costs in every

stage along the way:

- Joel Wood

Two pieces of federal legislation

are circulating in Washington,
according to Mr. Wood. The Sen-
ate bill, S. 761, is known as the

Millennium Digital Commerce
Act, while the bill in the House of

Representatives, H.R. 1714, is the

Electronic Signatures and Global
and National Commerce Act.

"The House's bill is bette: with

respect to electronic records," he
said.

But according to Mr. Wood,
some consumer groups are com-

plaining that "the bills exacer-
bate the digital divide," exclud-
ing those without access to Inter-

Solutions from Stargate: INS-Star from TriTech Financial Systems

a dozen insurance companies across North America and the Caribbean. Using an
Since 1992, TriTech Financial Systems has provided automation solutions to over

Open System, 4 GL development environment, TriTech developed GLMS 5.0, the
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net technology, and the groups
are therefore stalling the legisla-
tion.

"What is behind their opposi-
tion is just some fear that this is
going to force people into a com-
puter world and that it's not go-
ing to be as effective or efficient
for financial services firms or any
firms to transact business the old-

fashioned way," he said.
Calling the complaints of the

consumer groups "utterly with-
out merit, Mr. Wood said that

"there's nothing in this bill that
forces anybody to do anything. It
just gives legitimacy to the elec-
tronic signatures."

The federal legislation has
passed both the House and the
Senate and is now in conference

committee. But, according to Ms.
Rowen, questions about privacy
are slowing the process. She said,

however, that privacy has always
been a concern of insurance com-

panies.
"Because of the nature of the

information, insurance compa-
nies have always had to be cog-
nizant of privacy issues. Doing
business online is not that differ-

ent. It's not like, all of a sudden

now, they have to start worrying
about privacy," she said.

Mr. Wood said that "there are

multiple protections in this legis-
lation to assure that electronic

manipulation does not occur and
that this doesn't give any kind of
undue power to the insurer or to
the broker. I think that's why risk
managers have been helpful with
this."

"1 think the privacy issues have
been thoroughly addressed in
this, because it is strictly transac-
tions that are voluntarily entered
into between sellers and buyers,"
he said.

State-by-state passage of a mea-
sure such as UETA is difficult and

takes time, according to Ms.
Rowen. "A lot of people feel that
a federal solution makes more

sense," she said.

Ms. Rowen said that while fed-

eral legislation may not pass this
spring, she expects it to be passed
by the fall of 2000.

Mr. Wood said that "there is a

strong sentiment on both sides of
the aisle. When it happens, it will
happen fast. I think it will (pass)
before the July recess."

"A bill needs to come out. Any-
thing is better than nothing. Be-
cause insurance is the only finan-
cial services industry that does
not have national regulation, this
expressly applies to our indus-
try," Mr. Wood said. Ell
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Modeling tool gives USAA broad business picture
By DAVE LENCKUS

ven though it is in its

erty/casualty insur-
ance industry and it
can be complex, dy-infancy in the prop-
namic financial anal-

ysis modeling can help insurers
make better financial decisions,

two insurance executives say.
Indeed, the benefits that DFA

modeling promises make the fu-
ture "look bright" for the finan-
cial modeling technique, accord-
ing to Jonathan Blake, a finan-
cial actuary with United Services
Automobile Assn. of San Anto-

nio.

Dur ng a session last month at
Applied Insurance Research
Inc.'s 6th annual executive con-

ference, Mr. Blake and another

USAA representative detailed the
potential benefits and complexi-
ties of DFA modeling and how
the tool can be used.

The conference, held in Tuc-

son, Ariz., focused on how capi-
tal allocation and modeling
technology can increase share-
holder value. Boston-based AIR is

a leading provider of catastrophe
modeling services to insurers,
reinsurers and capital markets.

USAA has been using DFA for
nearly two years to model vari-
ous financial scenarios, and it

plans eventually to model its en-
terprise risk using the tool, said
Mr. Blake and Susan Evers, a se-

nior vp and senior financial offi-
cer for USAA's property/casualty
unit.

USAA officials want to use DFA

modeling to help the insurer
maintain its high ratings with

various insurer rating agencies,
Ms. Evers explained.

USAA is a 78-year-old financial
services company that writes
property/casualty business in all
50 states. USAA, which also
writes life insurance and offers

investment management ser-
vices, owns and manages $58.9
billion in assets. The insurer re-

ported $8.3 billion in revenue,
$5.2 billion in written premium
and $624 million in net income

in 1999.

While DFA modeling is rela-
tively new in the property/casu-

alty insurance industry, banks
have used the tool for many
years to model their interest rate
risks, Mr. Blake told session at-

tendees. Property/casualty insur-
ers began using the tool just a
few years ago, as interest rate
risks became increasingly impor-

tant to them.

The tool is a consistent

methodology applied in a holis-
tic company framework, Ms. Ev-
ers said.

By integrating information on
a wide variety of financial data-
including a company's assets

and liabilities and capital market
factors-DFA can provide insur-
ers with informed evaluations of

the reward and risk trade-offs of

a wide variety of strategic busi-
ness decisions in any single area,
she said.

The advantage that DFA mod-

eling has over other financial an-
alytical tools is that it delivers a
range of results of a business de-
cision, instead of a single static
point estimate, Ms. Evers said.
"It leaves you better educated on
the range of your expected

See Analysts on next page
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Continued from previous page
performance," she said.

After using the tool, "we still
have to make one choice, but

we're better informed in making
those decisions," Ms. Evers said.

DFA modeling can help
insurers make better-informed

decisions in a wide variety of ar-
eas, she said.

It can aid in strategic planning
in such areas as claims manage-
ment and settlement strategy,
reinsurance planning and mar-
ket strategy.

It can aid an insurer in its cap-

ital adequacy and capital alloca-
tion decisions, liquidity analysis,
asset and liability management
and tax planning, Ms. Evers said.

DFA modeling can help execu-
tives assess how their company
might fare in a range of future
economic, competitive and regu-

latory environments and identi-
fy those risks that most threaten
a company's solvency.

It can also help determine the
value of an insurance company
or a block of policies for a poten-
tial buyer or seller.

DFA modeling has helped
USAA executives evaluate its
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capital adequacy, Ms. Evers said.
It has provided the various sce-

- After using the tool,

'we still have to make

one choice, but we'te

better informed in making

those decisions:

Susan Evers

narios that "we hoped it would,
as well as a midpoint range
where we thought it would be,"
she said.

Mr. Blake compared a DFA
model to a vehicle; it is, he said,

one mechanism that comprises a

multitude of components. Some
of the submodules that make up
a DFA model are growth poten-
tial, loss ratio deviation, eco-

nomic events, underwriting per-
formance, the impact of catas-
trophes, and accounting and tax
scenarios.

The nuts and bolts of those

modules are variable risk drivers,
which DFA isolates and models.

Those risk drivers include

macroeconomic factors, such as

changes in interest Iates and

capital market volatility. Those
factors play into the results of a
company's investment portfolio.

Other factors are growth rates,
loss and expense experience, and
catastrophe loss experience.

"With all of these pieces lump-
ing around, how do we put them
all together? Picture building a
house," Mr. Blake said.

Mr. Blake said that one possi-
ble DFA model flow would be to

begin with a growth module and
a loss-deviation module for non-

catastrophic losses. Both would
flow into the underwriting mod-
ule. The growth module also

would flow into the catastrophe-

Conference draws 136
Sessions held on cat, financial modeling

•AA £Fli@d [1®@[[Imm@@

A @0511)1 @mm®@8
 @@CDO@MID@(9

Twenty-two sessions on
various catastrophe and fi-
nancial models attracted 136

attendees to Applied Insur-
ance Re-

search Inc.'s

sixth annual

executive

conference.

The Boston-

based

provider of
catastrophe modeling ser-
vices for insurers, reinsurers

and capital markets spon-
sored the conference in Tuc-

son, Ariz., April 9-12.
The sessions outlined how

companies could use dynam-
ic financial analysis, unveiled

a new earthquake model. ex-
plained improvements in
other AIR catastrophe mcdels
and analyzed the Eastern Eu-

ropean in-
surance

market.

Arrange-
ments for

the sev-

enth annu-

al execu-

tive conference have not

been finalized. For additicnal

information about that con-

ference or any other AIR
event, contact Wendy Lavin-

Schilling at 425-467-0477 or
at wlavinschilling@ airworld-
wide.com.
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loss module, which also would

flow into the underwriting mod-
ule.

An economic-scenario module

also could flow into the under-

writing module, and both could

flow into an accounting/tax
module. That module then

could flow into a consolidation

module.

Mr. Blake explained that sever-
al insurers separately pe,form
modeling for individual compa-
nies within their organizations
and then consolidate those mod-

els to form a group picture.
Insurers have three ways to

make DFA modeling a part of
their financial planning, accord-
ing to Mr. Blake.

One approach would be to
build a DFA model in house. But

Mr. Blake advised against a tai-
lor-made model, because "it is

not very economical." He said
that the insurer would have to

struggle through some difficul-
ties needlessly, because someone
else "has already figured out the
hard part."

In addition, he said, the insur-

er would have to draw on exper-
tise in many different areas, in-
cluding modeling and technolo-
gy, that may not be available
within the company.

A second approach would be
to purchase an off-the-shelf
model. The advantages would be
that the model likely would be
state of the art and could be im-

plennented quickly, Mr. Blake
said. But a generic model may
not meet all of a company's
needs, and future enhancements

of the model may be limited, he
noted.

USAA took what it considered

a hybrid approach. It worked
with an outside firm to modify a
developed model to fit USAA's
specific needs. The state-of-the-
art model took less time to im-

plement than it would had
USAA developed a custom-built
model, and future enhance-

ments are possible, Mr. Blake

 said.
In implementing a DFA model,

an insurer probably will "hit the
wall," much like a marathon
runner does around the 20th

mile of a race, Mr. Blake said.
Some obstacles will be within its

control, but others will not, he
said.

Some of the challenges include
the fact that a property/casualty
insurers' risks are tougher to
model than are those of a life in-

surer. Mr. Blake advised session

attendees not to overestimate

the model's capabilities and to
generate management reports
that summarize the assumptions
fed into the model as well as its

output.
Insufficient data also may be a

problem, but Mr. Blake suggest-
ed that difficulty could be over-
come by using outside sources to
conduct intense studies.

An insurer also must be "real-

istic in estimating the amount of
technology" it has compared
with what it must have to run its

model, Mr. Blake warned. 
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New earthquake model improves on MMI A 7

By DAVE LENCKUS Nozar G Kishi, manager of engl- in that model, Mr Kishi said estimate for a specific type of
neering research at AIR. "It's lust based on their expen- building during an earthquake of 9 j////f-54

A
new catastrophe "But we can see by observation ence " a specifted magnitude, Mr Kishi 9.* •,1.1.mirinmiNmR,9 +

model that ac- that lS not the case,' he said, Conversely, the ACM model explained
/:. J*

counts for the abil- pointing to a slide of an earth- considers building flexibility dur- But the similarities between .,

tty of buildings quake-damaged area in Japan in ing an earthquake to more accu- the models end there.
and their compo- which one building stood un- rately model expected damage, In the ACM model, for each

---nents to withstand damaged next to a neighboring Mr. Kishi said. level of earthquake intensity, AIR
earthquakes 15 designed to pro- structure that had crumbled dur- The ACM model accomplishes conducts l million damage sim-
vide insurers with a more realis- that by factoring in a range of ulations for each type of building
tic picture of the building dam- //1 our model, there is room for reasonably expected damage to in a modeled region Mr Kishi -
age that an earthquake likely will various building components, defined

41

earthquake intensity"
cause in an affected region. explained Ugur Kadakal, senior as the combination of the earth-buildings not to get damaged.

The model also allows insurers research engineer for AIR. quake's magnitude and the af- 
to analyze how much damage a This analysis is significantly fected region's distance from the "if a first-floor column fails, the
single building would sustain MM/is b/indto the flexib#/6/ of a different from the analysis con- earthquake's epicenter whole building comes down," he

during an earthquake of a speci- ducted under the conventional Each simulation considers a said But if a fifth-floor column

fied intensity building: method, Mr Kishi stressed "Our different combination of reason- failed, the building would sur-
Engineers for catastrophe mod- method, for the first time, is dis- ably expected damage .evels to vive

eling service provider Applied In- secting a building into a manage- building components, based on After all of the results for a
- Nozar G. Kishisurance Research Inc. of Boston able size to analyze the deforma- the building's resistance to an building type are combined, the

explained the firm's new model tion of each part in this build- earthquake Also factored in are model produces a mean average
during a session at AIR's 6th an- ing a temblor. ing," Mr Kishi said varying repair costs for each loss and repair cost estimates and
nual executive conference, held After the session, Mr Kishi ex- "In our model, there is room component, including columns, indicates the variabilities on
in Tucson, Ariz., last month plained that the traditional for buildings not to get damaged. beams and partition walls those estimates

AIR introduced the model, earthquake model, known as the MMI 15 blind to the flexibility of The numerous simulations in- "Our method allows us to ad-
called the Advanced Component Modified Mercalli Intensity Mod- a building," he said. corporate a damage variability dress small portfolios and single
Method for Earthquake Vulnera- el, is based on the results of a sur- Mr. Kadakal explained that AIR factor for buildings of a similar buildings," Mr Kishi said "This
bility Assessment, to its clients vey of 60 engineers with exper- turned to component damage design as well as the variability of is impossible with MMI "
earlier this month in an upgrade tise in assessing earthquake dam- analysis because the convention- repair costs. He noted that AIR has a

of its previous model age For a particular type of al modeling methodology con- Combining the results of all database to draw on to perform
A basic assumption of older building, a handful of those en- siders a building as a whole the simulations for a single portfolio analyses for insurers, so

earthquake modeling has been gineers estimated-based on Therefore, with conventional building type is not a simole pro- insurers do not have to furnish
that ground movement during their experience-the amount of modeling, "the results are highly cess, Mr Kadakal noted He AIR with such data
an earthquake is the single most- damage that an earthquake of a sublective," he said "We'd like pointed out that building dam- Insurers, however, would have
important factor in how badly specified magnitude likely would to approach it oblectively " age could vary widely, depend- to provide AIR with data about
buildings in the affected region cause Both the MMI and the ACM ing on where in the but_ding a any individual building they
would be damaged, explained "No engineering is involved" models provide a single damage component fails For example, would want modeled

Workers comp returns below industry average: NCCI
By MEG FLETCHER pared with a 54 9% share of the cluding rapid growth in large-de- • International companies counting has increased in recent

total property/casualty market ductible plans, which intensify may benefit from increased years and accident-year results

E
xcess capacity is driv- held by the 15 largest P/C insur- the decline m rlsk premium, and leverage that improves returns are among the worst in the na-
1ng competition ers. Those percentages are based an increase in average approved dramatically for any given prof- tion-estimated at 143% for
among workers com- on 1999 calendar-year net writ- rates or loss-cost changes, fol- itability level 1999 in California

pensation insurers ten premiums. lowing six years of reductions In There are several other factors California insurers' prospects
and keeping their av- Mr Schrempf teamed up with addition, there has been growth that may affect an insurer s sue- are also dimmed by the fact that
erage return on equi- in scheduled discounts, reserve cess, Mr Schrempf said For ex- "large" workers comp benefit

ty significantly lower than that deficiencies and use of reinsur- ample, publicly traded U.S in- increases have been proposed in
of other lines of insurance or in- ance, he said surance companies tend to have the Legislature and there also is
dustries, according to the Na- Also affecting the workers higher costs of capital than do pressure to roll back key cost
tional Council on Compensa-
tion Insurance

comp market is the fact that mutual, foreign or state-fund control reforms, he said
"while claim costs are rising companies It is important to re- How decision makers in Cali-

Return on equity for publicly steadily, (claim) frequency may member, though, that foreign- fornia react to this pressure is
owned companies last year was be leveling off," Mr Blanco said. owned companies and some "a critical question," Mr
76% for insurers specializing in "Estimating frequency is essen- state funds may receive a much Schrempf said ini

workers comp, which lS well be- Robert F Blanco, an NCCI vp tial to determining how quickly more favorable tax treatment
low the 10 596 return for insurers and actuary, to analyze insurer loss costs will lump," he said than their U S stock competi-
writing other property/casualty performance during the recent Despite this shifting market- tors, he added insurer Topics
lines and the 11% return for life annual Issues symposium spon- place, it is possible to outline In addition, foreign companies
insurers, according to Bill sored by the NCCI in Orlando "success drivers" for a workers may be able to achieve greater ADVERTISER
Schrempf, president and chief The two made several predic- comp insurer in the future, Mr leverage on their global surplus,
executive officer of the Boca Ra- tions at that meeting, including Schrempf said. These Include he added INDEX
ton, Fla -based NCCI estimating that two key com- • Low premium-to-surplus "Lower-performing compa-

Companies in some industries bined ratios for workers comp ratios, which indicate adequate nies appear to have more equity
Issue of May 15had substantially higher returns insurers will increase several per- capital for the long haul and a in their portfolios, lower invest-

on their equity, including drug centage points for 1999. The ac- higher break-even point needed ment returns, poorer underwrd- ADVERTISER PAGE#

manufacturers, 30.596; large auto cident-year combined ratio is to be profitable. ing outcomes, much greater ex- Amencan Institutefor CPCU 26D

manufacturers, 21 3%, large predicted to climb five percent- • Good investment perfor- posure to reinsurance col-
Business Insurance 26K

banks, 17%, and retail compa- age points to a record 130%, mance-a point of higher in- lectibles and less surplus :han
Comphance & Filing Solutions 26Jnies, 16.5%. while the calendar-year com- vestment yield is about 3 7 tlmes average," Mr Schrempf sa. d in

Other recent trends in the blned ratio is expected to climb more valuable than a lower loss his presentation Conning & Company 26F

workers comp marketplace iden- seven percentage points to ratio to a company's bottom California's workers compen- GMAC Re 26G

tified by the NCCI include in- 115%, according to the NCCI line sation marketplace is a good one ING Reinsurance 26B

creases in surplus, greater foreign (BI, May 1). • A lower cost of capital, to analyze because its experi-
Siebel Systems, Inc 26Eownership, as well as consolida- These statistics appear to pre- which raises the break-even ence may be a few years ahead

tion among the largest 15 insur- sent a pattern of accelerating de- point for profitability of national trends, Mr Stargate Solutions, Inc 26H

ers, which as a group have in- terioration, Mr. Blanco said. • Low effective tax rates, Schrempf said Starnex, Incorporated 26C

creased their market share to That trend has been exacerbated which improve returns for the Currently, loss costs are rising
Tymetnx 26I

573% for workers comp, com- by several factors, he said, in- same premium and capital base. dramatically in the state, dis-
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Chain
Contin'ued from page 26
see whether there are other sup-
pliers that could substitute for it
in the event of a major catastro-
phe, Ms. Martoza said.

Once the supply chain risks are
identified, they can be mitigated,
said Ms. Pfeiffer.

To start the mitigation process,
risk managers first should surn to
other managers within their own
companies and help them con-
struct business continuity and se-
curity plans, she said.

Intellectual property risks that
arise from relying on third parties
to supply a product or service can
often be mitigated by ensuring

Givi

that a network linking the part-
r.ers is as secure as possible, Ms.
Martoza said. Risk manag.rs, she
said, should check their own sys-
tems and then che.k the systems
of outside suppliers.

"Your networks are not secure

ii their networks are not secure,"
Ms. Martoza said.

In addition, all of the parties in-
volved in a supply chain shculd
sign non-disclosure agreements
before they start doing business
together, she said.

And when a company's intellec-
tual property is used by others, it
must be aggressive and take legal
action to stop the problem, Ms.
Martoza advised.

Finally, to hep mitigate risks,
risk managers should conduct

g testimony req
By SALLY ROBERTS

SAN FRANCISCO-In today s
litigious society, it is almost in-
evitable that a corporate risk mac-
ager will be involved in the leg: 1
process, whether testifying at a de-
position or a trial.

It is therefore imperative that risk
managers prepare for that eventual-
ity, said Andy Wilson, managing di-
rector of Wilson & Turner Inc., an
investigative consulting firm in
Memphis, Tenn.

When witnesses get notice that
they must testify, three typical re-
sponses are: "I don't need any assis-
tance; getting help is too expensive;
and I didn't do anything wrong,"
Mr. Wilson said.

"You do need help," he said. "You
are walking into a strange and un-
natural environment. Almost al-

ways there is a great deal at stake
for you and your company. YOL
cannot win without help," Mr. Wil-
son said.

With regard to the expense of le-
gal assistance, Mr. Wilson acknowl-
edged that fees indeed are costly.
"As with anything, the cosi is rela-
tive," he said. Being a witness with-
out counsel can be three to 10 times

more expensive in the long run in
terms of money, time and

headaches. he said,

And regarding a witness' re-
sponse that he or she did nothing
wrong, Mr. Wilson simlily an-
swered: "So what?"

Risk managers attending a ses-

0111* LEGAU
2LF LEGISLA TION

sion at the Risk & Insurance Man-

agement Society Inc.'s 38th annual
conference and exhibition in San

Francisco were given Mr. Wilson's
" 10 rules for success" when giving
testimony

The firs: ave are what Mr, Wilson

called the "listen rules," and the
others are what he termed the

' don't try too hard rules."
"If you leave here with anything,

leave with these twoprinciples: lis-
ten, listen, listen. and don't try too
hard," Mr. Wilson sajd.

The following are Mr. Wilson's
top-10 rules for success when giving

57

regular qualitative and quantita-
tive reviews of the exposures fac-
ing all the other companies they
rely on, Ms. Pfeiffer said. Targets

'Your networks are not

secure if (outside

supoliers') networks are
not secure,' says
Roberta Martoza.

and plans for improvement then
shouli be put in place, she said.

Once the suppliers have com-
mitments to reduce risk in place,
risk managers can monitor the

risks they face throughcut their
supply chains, said Ms. Martoza.

"And you may have changing
business environments, so go back
and review your plans and the
plans of your partners," Ms. Mar-
toza said.

Risk managers should strive to
act collaboratively with the third
parties rather than make de-
mands, Ms. Martoza said Other-

wise, any increased cost: to the
suppliers will simply be passed up
the chain. As a result, risk man-
agers need to take time tc under-
stand the business processes of
their third-party suppliers, she
advised.

"Don't just network wit h other
risk management professionals.
Go out and network with supply

uires preparation an
testimony:

• First, "take your time," he ad-
vised.

Mr. Wilson recommends counting
to five before answering each ques-
tion, which allows a witness to es-

tablish a rhythm and gain control of
the pncess.

Remaining in control keeps the
witneas from being rushed, and it
g_ves him or her time to listen. In
addition, the pause gives the wit-
ness tme to thoughtfully consider
the answer, and it allows the attor-

ney to object, he explained.
• Remember that a record is be-

kg m: de.
"Thls is a fcrmal process," Mr.

Wilson said. A court reporter will be
:aking word-for-word documenta-
.ion, cr there may be an audio or
videotape during the testimony, he
said.

Because it is a formal process, be
careful of humor or sarcasm, Mr.
Wilson said. Something spoken
during a deposition, for example,
cculd look different in writing, he
noted.

• Tell the truth.

'Lying is a crime and it's foolish,"
he said.

Echoing a quote from Mark

chain managers," Ms. Pfeiffer
added.

Once the supplier's risks are un-
derstood and mitigated, risk man-
agers can turn to insurance cover-

age to transfer risk, said Ms. Mar-
toza.

All of the contracts that Ama-

zon signs with third parties in-
clude insurance requirements, she
said.

Also, Amazon buys contingent
business interruption insurance to
cover losses that may result from
a third-party loss disrupting
Amazon's supply chain, Ms. Mar-
toza said.

The session was coordinated

and moderated by Greg Phipps,
risk manager at Alza Corp. in Palo
Alto, Calif. [al

d listening skills
Twain, Mr. Wilson told attendees:
"Always tell the truth: It makes it
easier to remember what yoii said
the first time."

• Be polite, "even when it hurts,"
Mr. Wilson said.

Remain cool, calm and "relent-

lessly polite" and "do your job,"

Prior statements and

testimony 'have magical
powers that can come
back to haunt' witnesses,
says Andy Wilson.

which is to tell the truth and to

speak clearly, he said. "Don't play
games."

• "Do not answer questions that
you don't understand," Mr. Wilson
said.

• "If you don't remember say
so," Mr. Wilson said. "Memories

fade quickly," he noted.
• Don't guess.
• Keep it simple. To that en i do

not volunteer to answer a question,
and always speak in plain English,

Mr. Wilson advised.

• Be careful of documents and

prior statements.
Be careful of prior statements and

testimony given, Mr. Wilson said.
"They have magical powers that can
come back to haunt you," he said.

Before answering a question re-
garding a document, always ask to
see it, Mr. Wilson recommended. Be
sure to review and understand the

whole document before answering,
and do not volunteer the existence

of a document.

If viewing a document does not
stir up any recollection, "simply say
that it doesn't help you," Mr. Wilson
said. Let past statements made be
the record, he said.

If recollection is refreshed after

viewing the document, answer the
question based on what is remem-
bered now, he said.

• Use counsel.

Eric J. Sinrod, a partner in the
law firm of Duane, Morris &
Heckscher L.L.P. in San Francisco

also spoke during the session.
William M. Wainscott, director of

risk management for ServiceMaster
Consumer Services in Memphis,
moderated the session. Mr. Wilson

coordinated the session.

OFF THE SHELF

SOLUTIONS?
When ordinary insurance and reinsurance solutions fail to meet your

business challenges, get in touch with the experts in Bermuda. One of

the unique solutions we offer is our agency rent-a-captive programme.

Brokers and agents compensate for oeclining commission incomes by

using the agency rent-a-captive programme to create a new income
stream to bolster their bottom line.

Bermuda. The world's insurance laboratory.
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Compact could be regulatory solution
By Jack Manders and James Schacht compact as a contractis protected from Inconsistent state administenng insurance receiverships The state

laws by the "contract clause" m the U S Constitution, legislature must adopt the uniform receivership law but,

B
us:ness Insurance Editor Paul Wmston's Apnl 3 thereby prohibiting unilateral state amendment or once enacted, all changes to it become law in each
Commentary expressed an Interest m seeing what repeal Any amendments to the compact or withdrawal compacting state when adopted by the commission This
alternatives are available besides a state system or by states would have to be in accordance with the terms procedure not only creates uniformity but maintalns 11,

a new and mexpenenced federal option for regulating of the compact itself Through this process, uniformity of two objectives never totally solved by state regulation
aspects of the Insurance industry This invitation was one regulation is both created and maintamed through the process of NAIC modellaws and regulation
we could not let pass, because we started searchmg for Cntics are quick to point out that the compact clause The Insurance Receivership Commission functions as a

alternatives 10 years ago We agreed then-and still m the Constitution requires congressional approval of all quasi-legislative, administrative and Judicial
agree-that an mterstate compact, as authonzed by the compacts While it is so stated in the Constitution, the governmental body It is subJect to the standards of
U S Constitution, can be the solution to attaining the Supreme Court does not read the requirement hterally behavior character·stic of a governmental entity-
centralized and uniform regulatory structure that In the 1978 case U S Stee2 us Mult:state Tax openness, accountability and due process Its fundmg
everyone seems to want but somehow is unable to Commtssion, the high court held that congressional comes from two sources-state government and an
achieve under the present system approval of an mterstate compact is not required, first, if assessment on the msurance mdustry If a state concludes

While the U S insurance industry has seen the compact does not authorize member states to exercise that the compact is not serving its interest and that of its
phenomenal growth-particularly after World War II- polltical power they would not have m the absence of the citizens, it can withdraw from the compact

t.under the current state regulatory structure, times have compact and, second, if the states do not delegate their The clurent company hcensing process is plagued by
changed The expectations of shareholders, company sovereign power to the compact board or commission numerous problems- staffing that iS Inadequate to
managers and customers, along with the globalization of With S 900-the Gramm-Leach-Bliley Financial review hlings promptly, a lack of uniformity regarding
the marketplace, demand a system that is not only better Services Modernization Act-specifically providing that what documentation needs to be filed, varying standards
but faster than the current one for admission and a host of other banners It may take

In the context of this article, "better" means regulation several years for even a well-capitahzed, estabhshed
that is uniform at every level With that w>,11 come a An interstate compact may company to get hcensed m all states, and it may be
faster system of delivery in such areas as company and impossible for a new entrant until it establlshes an
agency licensing and pollcy form approval provide the centralized, uniform operabonal history The NAIC has recently attempted to

The state insurance regulatory regime must soon regU|al|On everyone seems to want bring uniformity to what documentation needs to be
change dramatically, or it wlll be sucked up Into a new but somehow is unable to achieve. provided with the hcense apphcation, but not all states
federal bureaucracy by publle pollcymakers seeking to have adopted therr suggestions Some states that have
please their vanous constituents A new federal solution adopted these suggestions have encountered new
will come with great fanfare and expectations, but with problems, because they lack the staff resources to review
httle or no expenence and, likely, with no improvement the McCarran-Ferguson Act is to remam the law of the all the paper the NAIC requires It is also mterestmg to
Unfortunately, once that happens, the states wlll not be land, it seems safe to say that state Insurance regulatory note that the inability of regulators to hcense quahfied
able to recapture the regulation of insurance even if the compacts would not violate the first conchtion of the compames more quickly has resulted m the mcreasmg
industry and consumers are not well served by a federal Multistate Tax Commission case concerning the exercise use of practices such as "fronttng," which has

system of power As to the second requirement, concerning the necessitated a regulatory response A compact could
In order to demonstrate how a compact could Improve delegation of sovereign power to a board or commission rectlfy this situation

the present situation and dehver the much-needed administering the compact, in 1951 the Supreme Court The ftrst decision that must be made with respect to
consistently uniform regulation, it is important to have held, in West Virgmza et al vs Sims, that a state may designing a compact to Improve the insurance company

some background mformation about how a compact delegate both rulemakmg and aclludicative authonty to licensmg process and to attain uniform national

generally functions That wll be followed by a bnef an agency or commission created by a compact, just as it treatment is to determine the scope and extent of the

descnption of an existing Interstate compact governing could to an agency estabhshedbythat state alone activities to be undertaken For example, one option is

insurance receiverships that can serve as a model We do not believe congressional approval for an that the compact could create a commission that would

Fmally, we wall discuss how a compact could be Interstate Insurance regulatory compact is needed But to establlsh standards for hcensing and determine if an
structured to meet several of the objectives set out m the acquire it should not be difficult, given the current applying company met those standards, if so, then the
Nat:tonal Assn of Insurance Commissioners' Statement disposition of Congress, as displayed in both the commission could either grant the company the authority
of Intent-The Future of Insurance-namely, bnngng functional regulation approach and the restatement of to do business m all of the compactlng states or certify to

insurance products to market quicker and gettmg the validity of McCarran-Ferguson m the Fmancial the compactmg states that the company had qualihed for

msurance companies authorized to do business in more Services Modernization Act of 1999 a certificate of authonty that would be automatically

places faster In 1991, the National Conference of Insurance issued by one or more states

What is an Interstate compact? Simply put, it is an Legislators began pioneenng work on mterstate Another option is that the compact commission would

I interstate arrangement that is sanctioned under the U S compacts for the purposes of insurance regulation This merely establish the standards for hcensing, allowing any

Constitution It is a legal mechanism whereby states can work went through a number of creatwe modifications compactmg state to determine if a particular company
deal with mterstate matters as if they were one authority before the conference reached a prototype In Apnl 1993, met those standards If the requirements were satisfied,
The nature of the Interstate compact is one of a the msurance commissioners m the Midwest zone of the the company would be authorized to transact business in

contractual and statutory relationship between two or NAIC picked up on the NCOIL project and concluded all compactmg states upon the approval of one of the
more states The requirements for a valid interstate that an Interstate compact could address the deficiencies compacting states

compact are the same as for any legal contract and they observed m the insurance receivership system The result under either process is that a quallfyIng
statute Ultimately, the NCOIL created the flrst interstate insurance company could be hcensed where it sought to

The objectives of a compact, as well as its procedural compact govermng an aspect of msurance regulation To do busmess by making just one bhng and sabsfymg just
terms and conditions, are generally establlshed by some date, Illmois, Mchigan and Nebraska are members of one set of requirements

appropnate state official or officials They are then this compact No doubt, the slow growth of this compact The procedures and options previously descnbed for

formulated mto a statutory proposal that, when duly results from the fortunate circumstance that no large company hcensing could also be apphed to the approval

passed by the state legislature, becomes both enabling multistate msurer has failed recently, as well as the fact of pohcy forms and rate hlings The compactmg states

legislation for a compact m that state and an "offer"to that improving the administration of Insurance would agree on the standards and requirements, the

other interested states Dependmg on the terms of the msolvencies has generally not been a high-pnonty issue authonmng authority could be either one of the
compact, it becomes operative when another state, or a for most compactlng states or a commlssion created by the

designated number of states, adopts by statute the same The construction and design of the Insurance compact

terms and conditions, which then constitutes an receivership compact was relatively simple and The lack of uniforrmty in the current system also

"acceptance " Through this relabvely simple process, the straightforward The compact created a commission that causes delays and duphcation for agent and broker
states are now bound in a contract and have an executes the various duties and responsibilities stated multistate hcensing and for meeting continuing

arrangement for deahng with interstate activity on a The members of the commission are the insurance education requirements A decade of efforts at the NAIC

singular basis commissioners of the compacting states level has produced only modest simphfication of these

Normally, the terms of the compact call for the Smce the Midwest zone commissioners observed two procedures

appointment of an administrative board, consisting of signihcant deficiencies m the current system-a lack of While many states have adopted the NAIC umform

members from each compactmg state Through this uniformity and a lack of oversight-they estabhshed a agents application for resident or non-resident hcensing,

board, the compact can issue specific rules and compact that would set standards and oversee the most have also added state-specific matenal to the back
1*

regulations relative to the objectives established in the conduct of state insurance receiverslips The standard- of the uniform apphcation, thereby comphcating the

enablmg legislation for all compactmg states to follow setting role is executed by creating a uniform apphcation process and, to a great extent, defeating the fA
Any disputes between compactlng states would be receivership law and other rules and operating uniform approach

submitted to binding arbitration Additionally, the procedures to be followed by the states when See Compact on next page

*1
Aft P - r 10 - 



30 / Business Insurance, May 15, 2000

Perspective

Compact
Continued from previous page

As was the case several years back in the area of
multistate receivership, the NAIC's Midwestern zone

commissioners established a set of guidelines for use by
the 13 zone states that introduced uniformity in agent
licensing and continuing education standards and
procedures and reciprocity for mullistate licensing.
Several states outside the zone are seeking to join the
Midwestern zone commissioners' agreement, which

highlights the apparent intractability of these problems in
some regions of the country.

In essence, the Midwestern zone approach is on the

verge of becoming a compact, even though the zone's
commissioners may not know it. All they need to

maintain the uniformity they have agreed upon is a
commission to administer the compact for allits member

states.

If, within three years of the date of the enactment of S.
900, a majority of states have not adopted uniform
provisions for agent and broker licensing and for
reciprocity for multistate license holders, Section V of S.
900 mandates the creation of the National Msn. of

Registered Agents and Brokers. Insurance agents will be
able to join NARAB to get streamlined multistate
licensing benefits.

The states have precious little time to get their act
together, and it takes a while to create an interstate

compact. But once a compact is in place, any number of
states may join by a simple act of their legislature. Two
states, such as Illinois and Iowa, could create the compact,

and enough other states could join subsequently to meet
the S.900 requirement, thus making NARAB unnecessary.

While the compact is a proven vehicle for solving

multistate difficulties, insurance regulators need to
understand the concept better and recognize that it holds

the solution for the problems they now face.

The views erpressed in this article are sotety those Of
the authors and not necessarily those Of Drake University
or PricewaterhouseCoopers L.L.P. Ell

Jack Manders is professor of
L
, business and.insurance law at

Drake University's College of
Business and Public Administra-

tion and the Kelley Insurance

Center in Des Moines, Iowa.

James Schacht is the national di-

rector Of insurance regulatory

p practice at PricewaterhouseCoop-

Mr. Schacht ers in Chicago; he also served
three terms as insurance commis-
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Risks of modern communications are nojoke
"E-Policy: How To Develop Computer, E-mail and

Internet Guidelines to Protect Your Company and Its
Assets"

By Michael R. Overly

Published by AMACOM Books,
1601 Broadway,
New York, N.Y., 10019;

212-903-8315

$16.95

By Kevin M. Quinley

Have you heard the latest off-color joke circulatingthrough the office--maybe something about the
risk manager and the farmer's daughter?

If so, you probably got it via the most popular form of
modern communication available: quick, easy, irresistible
e-mail. In fact, e-mail is so widely used that one large
U.S. company estimates 1 million messages zip across its
network every day-and not all of them are strictly busi-
ness.

Therein lies the problem. For while e-mail can be effi-
cient and fun, it can also cause lots of trouble. That dubi-

ous joke circulating on the company network could be the
impetus for a nasty sexual harassment suit.

Furthermore, employees may be wasting countless
work hours carousing on the Web. And trade secrets
stored on computers may be compromised by employees,
while searches of computer networks routinely uncover
pornographic material and pirated software. In short, em-

Book Review

ployee misuse-and outright abuse-of computers, e-mail
and the Internet is costing companies a bundle in litiga-
tion, settlements, theft and squandered resources.

A new book, "E-Policy: How to Develop Computer, E-
Mail and Internet Guidelines to Protect Your Company
and Its Assets," can help risk managers determine how
organizations can safeguard themselves while sustaining
the vitality of these essential communication technolo-
gies. In "E-Policy," author Michael Overly suggests that
the single most important step is to develop clear, legally
sound policies that explicitly define employees' rights and
obligations.

Mr. Overly is a practicing attorney with Foley & Lard-
ner in Los Angeles. An expert in multimedia and online
law, he is special counsel to the information technology
department at that firm.

"E-Policy" is one of the most practical books yet pro-
duced on the topic of writing policies for computer, e-
mail and Internet use. Mr. Overly clearly and concisely

explains many of the legal, employee relations and securi-
ty considerations involved. He offers step-by-step guide-
lines for preparing policy statements, including dozens of
sample clauses and pre-written, ready-to-go policies.

Mr. Overly also includes real-life horror stories that il-
lustrate the extent of the problem.

Consider this risk management nightmare: Chevron

Crop-duster's free flyover was
A beneficiary under a group health insurance policy

governed by the Employee Retirement Income and
Security Act was properly denied coverage for injuries
sustained while he was engaged in "occupational" activity,
according to the Bth U.S. Circuit Court of Appeals.

Larry Melvin was covered under a group health
insurance policy issued to his wife as an employee of Yale
Industrial Products. The policy covered necessary expenses
as a result of an injury. Injury was defined as a non-
occupational condition caused by accidental means.

Mr. Melv>in owned a crop-dusting service and was hired
to treat three fields. He was forced to interrupt his flight
because of rain after dusting only two fields. When the rain
subsided, Mr. Melvin returned to the air and completed the
dusting of the third field.

Rather than returning directly to the landing strip, Mr.
Melvin detoured over his son's farm and began applying
"leftover" chemicals, Mr. Melvin's plane crashed moments
later and he was seriously injured. He made a claim under
the group medicalinsurance plan for his medical expenses.
His claim was denied. Mr. Melvin sued but lost in the trial

court.

On appeal, Mr. Melvin argued that his injuries were
"non-occupational" because he was not strictly engaged in
earning a living when he sprayed his son's field. But the
appellate court disagreed. "Utilizing the odinary meaning
of'occupation'...we do not doubt that Melvin was

Legal Briefs

Corp. was recently sued by a group of female employees
when offensive messages were transmitted on its internal
e-mail system. With no formal written policy to protect
itself, Chevron was ordered to pay a whopping $2.2 mil-
lion in damages.

The bottom line is that companies are responsible for
what passes across their computer networks. While it's
unrealistic-and probably undesirable-to police every
nook and cranny of one's network, it's easy and effective

to develop professional computer, e-mail and Internet
policies. An up-to-date, well-written policy can mean the
difference between being liable for damages and protect-
ed from risk,

With the clear, hands-on instructions to be found in

"E-Policy," risk managers can develop policies that are as
current as their computer systems-thus minimizing their
exposure to needless litigation and ensuring that comput-
er resburces are used efficiently, economically and profes-
sionally. El]

Kevin M. Quintey is senior vp
of risk services for MEDMARC
Insurance Co. Inc. and sub-

sidiary Hamilton Resources

Corp., both of Fairfax, Va. He

6-4.- A holds the Chartered Property &
Casualty Underwriter and As-

#m i sociate in Risk Management
l'Al\,I designations.

 occupational' activity

practicing his occupation when he dusted his son's field for
free," the court said. The court emphasized that Mr.
Melvin's actions on the day of the accident were directly
related to his occupation as a crop-duster. The trial court
decision was affirmed.

Melvin vs. Yale Industrial Products, Inc., US. 8th Circuit

Court of Appeals, Nov. 26, 1999 (BI/01/May-$10)

Medication reaction merits workers comp

An adverse reaction to a medication was an extension of

a work injury and, thus, occurred in the cose and scope
of an employee's job, making compensation under the
Workers' Compensation Act her exclusive remedy,
according to the Court of Appeals of Texas.

In August 1992, Janis Ann Payne, a nurse, injured her
back while assisting a patient at the hospital. He
physician prescribed a non-steroidal anti-inflammatory
drug. Ms. Payne obtained her prescription reElls at the
hospital pharmacy. Ms. Payne was awarded workers
compensation benefits for her injuries.

Ms. Payne took the prescription drug for four and one
half months and then experienced a severe reaction to its
prolonged use. She is now a chronic pain patient, is totally

and permanently disabled, and is confined to a wheelchair
for the rest of her life. Ms. Payne asserted that the hospital
never warned her that the drug was for limited use;
instead, they refilled the prescription without question.

Ms. Payne also received workers compensation for the
additional consequences of the drug reaction. She then
sued the hospital, claiming it was negligent in dispensing
the drug. The trial court ruled that her exclusive remedy
was through workers comp and not through a negligence
suit against the hospital.

The appellate court concluded that Ms. Payne's second
injury, suffered during her treatment of a job-related
injury, was work-related. Thus, the court said, her
exclusive remedy for her work-related injuries was
through workers compensation. The court emphasized
that, with but one exception, the Texas Workers'
Compensation Act exempts employers from common law
liability based on negligence or gross negligence. The trial
court decision was affirmed.

Payne us. Galen Hospital Com., Court Of Appeals of
Texas, Aug. 26, 1999 (BI/02/May - $10)

These abstracts were prepared by Mayo H. Stiegler
Copies ofthe decisions are available, ata cost of $10 each.
Send checks, payable to Mayo H. Stiegler, to Business
Insurance, 740 N. Rush St., Chicago, Ill. 60611-2590.
Provide the listed numberfor each decision requested.



32 / Business Insurance, May 15, 2000

RIMS report 2000

Exhibition booths at conference run the gamut
By JOANNE WOJCIK claim, and would then be able tc tions are most crit_cal to their OI - It creates an alternative to real- the last 20 days, every bid is $20 "

KOCHANIEC pocket the difference on any even- ganization and help develop a cus- 1-fe negotiation, which he de- "If a case settles and lt'S under
tual recovery :omized disaster recovery plan s:ribes as the phenomenon where $10,000, it's $100 per party If lt'S

Also seeking to stand out among EHSmanager com LLC uses its "one party w ants $100,000 but more than $10,000, lt'S $200 per
SAN FRANCISCO-The risk the plethora of high-tech ex- Internet-based "Worksafe Sys- says he wants $300,000 so that party," he said

management exhibits at the Risk hibitors at this year's RIMS was tem" to help ris c managers comply three years later they can actually In any case, it can be a Lot
& Insurance Management Society CAP Index Inc, a company that with regulations from the Occupa- get their $100,000," Mr Israel cheaper than hiring a lawyer
Inc 's 38th annual conference and uses software programs to assess tional Safety and Health Adminis- said "What you're really talking abo-t
exhibition in San Francisco the likelihood of crime in any giv- tration Rather than aggling back and is negotiating, and if you're unsuc-
ranged from newfangled "real en location The system allows employers to forth for days, months or even cessful, paying maybe $50 or $60
time" Internet gadgetry to low- Besides giving away free risk "inventory their cnemicals, pro- years, with clickNsettle com, ne- And if you're successful, a couple
tech relationship-building "face evaluations detailing the likeli- vide online hazard communication gotiations can be done ir. a matter of hundred dollars," Mr Israel
time " hood of burglary, assault, car training to their employees, it al- 01 hours, he said said

Among the more than 400 ex- theft, rape and murder a. confer- lows them to fill out their first re- "clickNsettle com allows you to The preponderance of high-tech
hibitors were emerging "dot- ence-goers' home or business loca- port of injury forms, create OSHA enter a figure which you would le- settlement tools did little to deter
coms," many of which have devel- tions, CAP posted a map at its 200 logs and then take all that in- gitimately like to settle for into a the legal professionals who also
oped Internet-based software to booth plotting the crime index for formation and prov_des them with black box Your adversary enters a were seeking to attract risk man-
help risk managers do everything the area surrounding San Francis- rol_up reports on accident, injury figure into that black box If the agers' business at this year's RIMS
from manage claims, determine co's Moscone Center and illness statistics," explained figures are within 30% of each conference
exposures and even settle suits Richard Detrick vp-content de- other, the case 31111 settle at mid- The Harmonie Group, a network
with as little effort as a finger's ' 1 velopment pcint," he deser bed "If it doesn't, of U S insurance defense law
click ona mouse Subscriptions to the service are ycu've never seen what your ad- films, was sandwiched between

And, for the first time, several as low as $29 95 Fer month versary has put in " two longstanding fixtures-IN-
law firms, many of which have be- , f For the first time small compa- 3oth parties to the negotiation SUROLAW, a consortium of Euro-
come household names in helping  IJ / #LL nies can have access to the same also enter into the "black box" pean law firms, and the Canadian
pollcyholders litigate coverage is- 5 knowledge of envirmmental and their absolute highest offer or low- Litigation Counsel
sues, made their presence known , safety informaticn shat big com- es- acceptable settlement amo_int The three groups have worked
in what they have dubbed "The panies have enjoyed for years," so that bidding never gets ou. of together in the past on complex in-
Hall of Promises " saic Jeff Stull, vp-b isiness devel- those parametes, Mr Israel ix- sulance htigation that spanned the

Eugene Anderson, senior partner "We plotted the location using opment for Overlan i Park, Kan - plained two continents and decided to ex-

at New York-based Anderson Kill the latitude and longitude," ex- based EHS ":ust because a com- ' It's the only s_te like this on the hibit together to demonstrate their
& Olick PC, gave that name to the plained David Ingegneri, national pany's a small company doesn't Web that allows parties to negoti- collective strength, explained
RIMS exhibit hall after years of account executive at Exton, Pa - mean that those w orkers don't ate back and for:h with an unlim- Dave Larson, an attorney at Lewis
gathering pamphlets from insur- based CAP have be same knowledge base and ltd number of bids," he ssid D'Amato, Brisbois & Bisgaard
ers' booths to use later at trial The contents of the CAP index focus on safety that big companies 'W hen you final y reach your lim- LL P in San Fiancisco, and a

This year, however, Anderson are taken from a two-year study have " d, you simply input 'final bid' and founding member of the Harmonie
Kill had a booth of its own, pro- by the Federal Bureau of Investi- The program, wh_ch has been your adversary can hit against Group
moting its policyholder consulting gation and the U S Department of auilable on the Internet since Oc- :hat " "It's a sign of the times that
service practice beside the numer- Justice comparing the social char- tober, was launched publicly at Id no settlement is reached cn- lawyers are having to get then
ous insurers that have in years acteristics of a given neighborhood this year's RIMS conference _ine, however, clickNse:tle com name out " he said, acknowledg_ng
past been among the film's great- with the types of crimes commit- clickNsettle com i: the newest refers participants to NAM Co-p all of the competition in the insur-
est adversaries ted there serv.c€ to be offeied by 8-year-old mediators ance litigation field

Washington-based dotRisk Ltd In addition to these statistics, NAM Corp of Gieat Neck,NY, a c.ickNsettle com is relatively In- Acloss the exhibit hall, at An-
became an exhibitor when at the CAP incorporates into its index in- provider of arbitration and media- exEensive to use "It's $ 15 to sub- derson Kill's booth, partner
last minute a space opened in the formation from interviews with ticn services, explained Roy Israel, mit a case, that s it," Mr Israel Joshua Gold referred to founding
crowded RIMS exhibit hall floor criminals and projections from president and chief executive offi- said "That enti-les you to your partner Eugene Anderson's refer-
The Internet-based commercial law enforcement agencies, accord- cer first bid then we set up a 60-day ence at trial to RIYIS' "Hall of

.lines insurance-buying service ing to Mr Ingegneri A couple of yeaIs ago, we came negotiating period That 60 days is Promises
quickly put together a booth CAP Index data also can be ac- up with the 'iabulous' Idea for broKen up into 20-day cycles Dtr- 'This is the other side of the in-

showing its product, which could cessed on the Internet via APB- clickNsettle com, whi.h in essence ing tne first 20 days, every bid is sui ance transaction We're here to
replace brokers in the insurance News com, a Web site that tracks iS a blind bid negotiation over the Just $10 During the second 20 make sure insurers live up to their
transaction crime across the country Internet," he explained cays, every bid is $15, and duiing billing,"Mr Gold assured Ell

"It's principal to principal, the Risk managers who would like
buyer and the end-seller," de- CAP Index maps for their loca-
scribed Sunil Bala, dotRisk's exec- tions must contact the company
utive vp and chief information of- directly at the moment, but by E?'37...2*,- Tera 8*M)
ficer "Brokers have a valuable year end the Informal:ion will be --r««
role in that they provide all the accessible via the Internet, Mr In- « ,_ , 1

consulting, the risk evaluation, the gegneri said
risk mitigation They can still pro- First-time RIMS exhibitor
vide those services Comdiseo has been in the disaster

"All we're saying is, as a buyer, recovery business for some time,
B¥*/ " N / 1113: -3

if you want to reach an insurance helping companies retrieve lost .1 1: 1 1

company directly," the buyer can data after disasters such as fires , Ul

post its risks on the Internet and and earthquakes
insurers can "bid" on those risks, But at this year's conference, S
in a manner similar to the popular Victoria Patten, senior manager in
Internet auction site, eBay com, he software marketing and integrated
explained technology services at the Engle- ..

dotRisk takes a small commis- wood, Colo -based compan>,was
sion for this service, which is Slg- emphasizing the availability of the
nificantly less than usual broker company's "hot sites" and "cold -- zn___.:s:
commissions, according to Mr sites" to protect sensitive data --I.....lill- CAP
Bala Hot sites are locations with com-

Besides the online insurance puters already in place, where a
Allocartrt

placement function, dotRisk also company that has just experienced
allows policyholders to sell, or as- a catastrophic event, such as a fire
sign, their uncollected claims on- or earthquake, can move to contm- 4

line, also day style ue to operate CI
Let's say I'm a small regional Cold sites are "empty rooms" irlr*O.

utility with maybe $15 million in into which companies can transfer Custonil.

revenue The last thing I want to their data-processing equipment, c>rnparir

do is chase my insurance company if it iS Stlll IntaCt Cold sites are se.

I think I have a claim for $20 mil- usually used in situations such as
*lion against my insurance compa- extended power failures, Ms Pat- -AP

ny I don't have the time or the en- ten explained -

ergy or the resources to fight the "We also have consulting ser-
insurance company, so I pUt lt Up vices which help you determine
for sale here," Mr Bala said where your areas of focus are that

Maybe there's somebody like you need to plan They'll help you
me who will buy that claim and write a plan and help you assess
appoint a group of lawyers and what kind of subscription you PHOTOS MICHAEL MARCOTTE

consultants to revalue the claim might need-a hot site or a cold
More than 400 exhibitors displayed their wares at the Moscone Center in San Francisco duringand pursue it against the insurer," site," she said

Mr Bala said He explained that the 38th RIMS annual conference and exhibition. Among this year's newer vendors were lawComdisco also provides software
such a buyer might give the utihty, tools, ranging in price from $1,000 firms from throughout the world and Internet companies offering all manner of insurance-relat-
for example, $10 million for the to $25,000, to help risk managers ed software and services.

right to pursue the insurance determine which business func-
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Avoiding reduced coverage from expanded exclusion
By DAVE LENCKUS managers to work with their brokers supervisors and, in many cases, an said "One mirrors the other " sion was designed to bar coverage

before buying coverage to work out madequate education for the mb, he Mr Harckham said that another for losses stemming from gradual
SAN FRANCISCO-Risk man- exactly what the policy wlll cover said piece of evidence backing policy- pollution, said Ms Foggan, a part-

agers can take several measures to In addition, he said, nsk managers In addition, "The problem with holders is a letter that CIGNA Corp ner with Wiley, Rem & Fielding in
improve the chances that general 11- should meet with the insurers' adjusters is they haven't read the wrote to the New York Insurance Washmgton and the lead counsel for
ability insurance policies will re- clairns adjusters and underwnters to policies," he said Many policies, he Department m 1993 In the letter, the Insurance Environmental Liti-
spond to losses that Involve contam- dispel any erroneous preconceptions noted, "just aren't the same" CIGNA assured New York regula- gation Assn
inants but do not result in environ- that claims adjusters in particular tors that the absolute pollution ex- Even though the National Assn of
mental contammation, according to may have about the nsk manager as I clusion, like the predecessor sud- Insurance Comrmssioners agreed
a panel of pollution exclusion ex- a member of the risk management den-and-accidental exclusion, was with that view of the insurance in-
perts community IMil. CLAIMS meant to bar coverage only of losses dustry, however, pohcyholders have

Improving the odds for coverage Mr Julien said that claims ad-  I 11' resultmg in pollution releases into insisted that insurers provide cover-
of such losses will take some effort lusters tend to regard policyholders IM/MANAGEMENT tne land, water and atmosphere, Mr age for gradual pollution, Ms Fog-
at the time that risk managers pur- as dishonest Adjusters look upon Harckham said gan said
chase general habihty coverage as policyholders as likely to try to ob- Admonishmg insurers, C Noel When the disputes we e htigated,
well as right after a loss occurs and tam something they do not deserve Wertz of the Louisiana Insurance the courts ruled inconsistently,
dunng htigation, the panehsts say and to conceal information to that To overcome their perceived dis- Department said that Insurers never which led insurers to develop the

Even after losing a claim in court, end, he said advantage, claims adjusters turn to have made the pollution buyback absolute pollution exclusion, she ex-
rtsk managers still may be able to Meeting with an insurer's under- the pollution exclusion to rational- coverage available to policyholders plained
win coverage, one panelist noted writers and claims adlusters before ize a claim denial, Mr Julien said Indeed, msurers' failure to offer the Even if a court sides with an in-

during a session at the Risk & Insur- buying coverage can "cllspel the no- Mr Julien noted that after his buyback coverage was the basis for surer in a coverage dispute over the
ance Management Society Inc 's tion that you're crooked," Mr Jullen company suffered a loss, he would one of the charges in the massive an- absolute pollution exclusion,
38th annual conference and exhibi- said read its insurance policy, go over the titrust lawsuit that 19 state attor- though, a policyholder still has a
tion, held April 30-May 5 in San The meeting with underwnters, details of the loss with operations neys general filed against the insur- chance of securing coverage for a
Francisco however, should involve more than personnel and then review the poh- ance industry in the late 1980s, non-environmental damage loss

Panelists at the session explained good public relations, according to cy again to fully understand how in- which was settled in 1994, said Ms caused by a contaminant, Ms Wertz
the evolution of the absolute pollu- pollcyholder attorney Finley Harck- surance should respond to the loss Wertz, the senior attorney fcr the noted
tion exclusion in current commer- ham, who coordinated the session Risk managers need a strong bro- Louisiana department She advised rtsk managers to take
cial general hablhty insurance poll- Risk managers should obtain from ker and corporate claims manager to A problem for policyholders i S their underwriters' coverage expla-
cles underwriters a letter explaining help them work with the claims ad- that many courts "don't care about nation letter to their state regula-

Insurers contend that the exclu- how the pollution exclusion would luster to understand the loss and the reallife," Mr Harckham said They tors With that evidence, the regula-
sion bars coverage for any loss that respond to different types of claims company's coverage, Mr Jullen said refuse to hear evidence about how tor may decide to discipline the in-
involves a contaminant or substance that do not involve environmental Ifa coverage dispute for aloss in- insureis, when seeking approal of surer by suspendmg its certificate of
that can be an irritant to an individ- contamination, advised Mr Harck- volving a contaminant goes to court, the pollution exclusion, told regula- authority for a few months, she said
ual or cause property damage The ham, a partner with Anderson, Kill policyholders have some strong ar- tors that the provision would apply That penalty could be more expen-
exclusion applies even if those loss- & Ohck P C in New York guments in their favor, and courts only in eases involvmg environmen- sive for the insurer than paying the
es did not result in environmental When a loss involving a contann- mcreasingly are agreemg with them, tal damage and that the excltsion claim, Ms Wertz said
contamination, Insurers say nant-but not environmental pollu- Mr Harckham said only clarified existing exclusionary Policyholders and insurers, how-

Pollcyholders argue that such an tion-occurs, risk managers should Most recently, he noted, the language, he said Those courts also ever, have a strong opportunity in
Interpretation negates the CGL pol- understand what is weighing on the Washington Supreme Court ruled woild not consider a coverage ex- today's market to avoid pollution
icy, because almost any substance typical adjuster's mind, Mr Juhen that the absolute pollution exclusion planation letter that he recommend- coverage disputes, Ms Foggan said
can be considered an irritant or said Insurers have drummed Into does not apply to bodily injury ed buyers obtam from underwr-ters "The good news is that the market
cause property damage under cer- adjusters that the adjusters are re- claims that do not involve environ- before purchasing coverage acts as a pendulum and is coming
tam conditions sponsible for protecting Insurers mental contammation (BI, May 8) Instead, those courts consider only back to the middle with a new batch

Secunng coverage for a loss m- and their assets, he said Mr Harckham said that one the language m the exclusion, which of forms" that restore coverage for
volving a contaminant or irritant That perception and their typical strong argument favonng pollcy- insurers have conceded is overly sudden and accidental pollution, she
begins before a risk manager agrees mistrust of pollcyholders combine holders is that the "buyback" pollu- broad, to ensure that courts do not said
to purchase general liability cover- with other factors to make claims tion coverage that insurers said grant coverage for gradual pollution This time, however, insurers are
age, agreed the session's moderator adjusters feel as though they are at a would be available to cover policy- losses, Mr Harckham said defining "sudden" to mean an mci-
and its coordinator disadvantage in dealing with risk holders' excluded rlsks apphed only Insurer attorney Laura A Foggan, dent that occurs abruptly and lasts a

Dems A Jullen, who most recent- managers, Mr Julien said Some of to losses involving environmental however, maintained that policy- limited time, like 72 hours, she not-
ly was the director of insurance for the other factors include tremen- contamination holders' own actions brought about ed
PCS Nitrogen Inc of Memphis and dously heavy caseloads, a preoccu- Refemng to the exclusion and the the absolute pollution exclusion "So maybe we've all gotten
the session's moderator, advised rtsk pation with avoiding crossing their "buyback" coverage, Mr Harckham The sudden-and-accidental exclu- smarter," Ms Foggan said [a]

Many factors to consider when it comes to TPAs
By MICHAEL PRINCE bili'ties and what it wants from the organization, Mr Tweedy not- ney claims

claims administration Also, the ed It's also important to create ca- Next, putting together the staff
SAN FRANCISCO-To TPA or type and volume of claims is an A self-administered program reer paths for the claims person- lS critical, he said, and that effort

not to TPA that is the question important factor in the decision, has many benefits, said Mr Gian- nel, he said Once the program is must consider both the quality
Whether 'tis nobler to maintain he said nattasio, but perhaps the running at peak efficiency, its im- and quantity of the staff

control every step of the way, or For example, an organization paramount advantage is "control, portant to retain the claims staff Also, he said, it's important to
release the grip over claims and with many claims of low severity control, control," he said Mr Giannattasio recommends Identify all the problems that ex-
let another trespass in the fields would benefit from self-adminis- Self-administration, he said, creating different job levels to al- isted with service providers, such
of administration tration On the other hand, an or- low promotions for the staff mem- as TPAs and insurers, and to try

Alas, it all depends on an orga- ganization that has many com-  bet·s to eliminate them

nization's goals and desires, three plex claims would benefit from Another benefit of self-admin- Should an organization decide
speakers said at a session at the outsourcing, as would an organi- CLAIMS istration is the Control it affords to go the other route and out-
38th Risk & Insurance Manage- zation with geographically dis- over settlements and litigation, he source its claims administration,
ment Society Inc Annual Confer- persed operations, Mr Tweedy MANAGEMENT noted it is important to communicate
ence and Exhibition, held April said Self-administration does have a with the TPA, said Cathy Barna,
30 through May 5 in San Francis- But these are only rough guide- m¢11;110 downs.de, though, Mr Glannatta- manager-risk finance, insurance
CO lines, and a thorough analysis 1 sio noted Establishing the infras- and claims for MediaOne Group

The ideal situation is to have all that weighs each factor in impor- enables a company to customize tructure requires a great deal of in Englewood, Colo
claims work done in-house, said tance is needed the program to meet its needs time and resources as well as a "Tell them exactly what it is
David Tweedy, national insur- "There is no stock solution to "You design it, you run it, you commitment to see the project you expect them to do for you,"
ance principal for IBM Global anyone's problems," said Frank pick the philosophy," he said through, despite the setbacks that she said
Services in Barnngton, R I But, Giannattasio, assistant director at One important considei ation, mevitably will occur And if problems do arise, they
he noted, lt'S not always possible the Bureau of Risk Management Mr Giannattasio said, lS that He said that when taking all of should be addressed immediately,
to create an in-house orgamzation for the state of New Jersey in there won't be an outside party to this into consideration, one rule she advised
or to keep track of all the legal Trenton blame should things go wrong should stand out "You only get Ms Barna recommends drafting
changes that might affect claims Several factors must be consid- "It will be your name on the what you pay for " a detailed instruction manual for
administration ered in deciding whether to self- product now," he said Mr Giannattasio offered a the TPA that would include how

Therefore, each organization administer claims, Mr Tweedy Part of running such a program number of pointers for making a it will be paid and which services
needs to make an individual eval- said, including constraints on the lS choosing an attorney to handle self-administration program sue- will cost extra money
uation as to whether it's better to company's budget, staffing limi- claims litigation That step is par- cessful First, irs important to But hiring a TPA doesn't mean
retain claims administration or tations, time constraints for man- ticularly important, as a strong identify the program's mission, you can forget about claims alto-
farm it out to a third-party ad- agement, the level of commitment relationship with this attorney is including whether lt will handle gether The TPA still must be
ministrator, he said "You need to to self-administration, and the critical to ensuring a smooth-run- all claims, or only certain types monitored on a regular basis, she
understand your organization be- level of support from senior man- ning organization, said Mr Gian- He advises leaving "esoteric" said
fore you go either way " agernent nattasio He recommends that claims to an outside TPA and fo- You really can't just say give

What approach an organization And each factor should be eval- managers get input from corpo- cusing on the everyday ones, such the TPA a contract and walk
chooses will depend on its capa- uated based on its importance to rate counsel in selecting the attor- as workers compensation or auto away from it "
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Capital blend financial risks facing the to look to transfer or intensely
company with traditional risks quantify all a company's expo-

Among the lessons she learned sures, some areas of risk are better Snap-on benefits
Conhnued *om page 4 along the way was the fact that "It handled by internal management
making it possible to increase fi- takes longer than you think," said controls or even avoidance
nancial leverage Ms Lindenmayer, who also served "Our business is commodities,"

Judith M Lindenmayer, vp-Fi- as the session's moderator he said "We don't want to trans- from its captive
delity insurance and risk manage- "It took us 18 months to put to- fer that risk, we want to take it So
ment at Boston-based FMR Corp , gether the first $150 million pro- you don't want to give up every- By SALLY ROBERTS directly contributes to Snap-on's
better known as Fidelity Invest- gram," she said "But at the end of thing " financial results

ments, said her company's enter- that process we had a policy that Ms Lindenmayer offered a sim- SAN FRANCISCO-Developing "We are supporting the top-line
prise risk program stemmed from could cover anything bad that ilar view a for-profit captive is an excellent business efforts, because we're
the company chairman's desire for could happen anywhere in the "If we sat down to do total risk way to bring in additional rev- getting the dealers back on the
coverage for "anything bad that world " mapping of everything it would enues, but risk managers must be streets selling tools quickly," he
could happen, anywhere in the Mr McAndless agreed that the probably be my grandchildren aware of the regulatory consider- said
world " process is an extensive one, and who would finish the process," she ations involved, according to a Ninety-nine percent of Snap-

Late last year, the company took requires the commitment of the said risk manager on's dealers buy the coverage,
the next step in that approach, very top officials of an organiza- But, the Fidelity risk manager When Lombard, Ill -based tool which generates roughly $3 mil-
putting in place a new three-year tion "You don't just go and buy said, a business should never as- manufacturer Snap-on Inc was lion in premiums for the captive
catastrophe program that includes one of these things off the shelf sume that a solution simply does sued over its "dealer inventory annually, he noted
coverage for operational risks the and say, 'I want one of those inte- not exist for addressing a particu- coverage program," the issue of In addition to the inventory
company faces (BI, Nov 8,1999) grated risk financing products, lar exposure "You're only limited regulatory compliance was program, Snap-on offers dealers a

The current program represents he said by your imagination and your brought to the surface, said Dan "lease-property insurance plan"
an evolution of a prior three-year The UGG risk manager noted, ability to craft something that an Kugler, director of corporate risk through ltS captive, Mr Kugler
program that combined conven- however, that in crafting an inte- underwriter iS willing to under- management for Snap-on said

tional and finite risk insurance to grated program it'S not necessary write," she said Since 1950, Snap-on has offered
its dealers the indemnity program,

Shifting balance sheet liabilities which covers them for ir ventory

losses on the tool trucks they are 
dnving

Although a fronting insurer is-
FINANCE

Loss portfolio transfers provide companies with added flexibility sued the policies, Snap-on han-
dled the claims and received pre- aT

By RODD ZOLKOS mil/41/ID:, reducing the plan expenses," Mr mium income The plaintiff, who
Cunningham said brought suit after Snap-om demed

SAN FRANCISCO-Risk man- And if a pension plan is over- a claim, alleged that Snap-on was When dealers lease equipment
agement tools that allow business-  FINANCE funded, "You can terminate a plan not in compliance with regulatory from Snap-on, lease contracts re-
es to move a variety of liabilities and end up with surplus cash," he requirements because it was not a quire the dealers to carry proper-
off their balance sheets can reduce said licensed insurer in all states where ty insurance on that equipment,
costs while enhancing a company's I'mpayms Another panelist, Larry Y Bush, lt provided coverage A-though Mr Kugler explained
appearance on Wall Street department manager in risk man- Mr Kugler said that the company The captive's leased property

Examining some of the ways agement and administration at felt it was acting legally, a posi- insurance program generates
risk managers can collaborate quite a bit in corporate America," Pace, the Arlington Heights, Ill - tion supported by its attorneys, $800,000 in annual premiums
with chief financial officers to sta- Mr Cunningham said based suburban Chicago bus sys- Snap-on recently settled tte suit And later this year, the tool
bilize earnings and cash flows, a The claims management ap- tem, noted that his agency used a During the process, however, manufacturer plans to roll ltS
panel at the Risk & Insurance proach-such as whether the com- loss portfolio transfer approach to Mr Kugler saw an opportunity to dealer general liability program
Management Society Inc 's 38th pany self-administers claims or apply soft market insurance rates move the company's dealer inven- into the captive Mr Kugler said
annual conference and exhibition relies on a third-party administra- to older self-insured liabilities tory program to a for-prolit cap- that the decision to add the GL
discussed the potential benefits of tor-is another consideration, as From 1996 to 1998, instead of tive that Snap-on was already de- program, which has a loss ratio
loss portfolio transfer mstruments are the company's internal rate of purchasing auto liability or work- veloping to sell credit insurance to below 10%, was made after an ln-

"LPTs have been around for return targets and its tax rate and ers compensation coverage, Pace dealers surer declined the business

years, and they're essentially there debt-to-equity mix participated in a regional pool, In order to avoid any regulatory Also in 2000, Snap-on plans to
to help a firm manage liabilities or Mr Kelly said that one of the Mr Bush said But when lt decid- issues that might arise from offer- unveil its credit insurance pro-
transfer legacy liabilities off the most active areas he sees for loss ed to implement a loss portfolio ing such coverage, Snap-on gram Under that program, deal-
balance sheet," said A Todd Cun- portfolio transfer is environmental transfer approach to minimize ha- formed its own insurance agency, ers can purchase credit life, dis-
ningham, associate manager, cor- bilitles on its balance sheet, Pace Snap-on Secure Corp Inc, which ability and property replacement
porate risk options at Hartford was able to transfer claims it val- is licensed in every state, Mr Ku- coverage
Specialty Co in New York, who Loss portfolio transfers offer ued at $72 million for $54 mil- gler said The Bermuda -based "That program will be bigger
coordmated the session lion captive, Snap-on Secure Insur- than anything else," Mr Kugler

And, said Michael S Kelly, a se- a company many options, "For Pace, doing a loss portfolio ance Co Ltd, now acts as the said Research has shown that the
nior vp at Marsh Risk & Insurance depending on the transfer has worked out very reinsurer for the risk, and all most common buyers of credit in-
Services in San Francisco, the use well," Mr Bush said claims handling is done by the surance are men between the ages
of claims buyout products to company's goals, says A. Among the factors to consider captive, he said The actual poli- of 22 and 42, which fits Snap-on's
transfer those liabilities tells Wall Todd Cunningham. when looking at such products are cies are still issued by a fronting dealer profile
Street that some exposure "is not premiums, coverage and claims insurer Snap-on also plans to offer
something that is going to affect handling issues, Mr Bush said By moving the program to a for- dealers in the United Kingdom a
the viability of this deal while I'm In addition, Pace's losses are profit captive, "we took care of "mechanic tool insurance pro-
holding the debt instrument " risk "In about 90% of the deals fully reserved, and company offi- any regulatory issues," Mr Kugler gram" which indemnifies the

Mr Cunningham noted that in we've looked at environmental cials had to weigh the impact of said in a follow-up interview after dealers for the loss of their tools
loss portfolio transfers, the buyer issues are becoming more and losing the potential investment speaking at a session at the Risk & Including other insurance pro-
pays a one-time premium on a net more important to getting the earnings on those reserves Insurance Management Society grams Snap-on offers ltS dealers,
present value basis deals closed," he said "I would very strongly urge you Inc 's annual conference, held in the company annually earns $2 5

The benefits of using loss port- Invested-risk contracts, a gener- to use an actuary to help evaluate San Francisco April 30 th-ough million on $7 million in premi-
folio transfers include mitigating ic term for environmental habitity a premium," Mr Bush said May 5 ums

uncertainty, removing volatility, contracts designed to remove pol- There are numerous accounting He noted that while for-profit Profits aside, there are other

improving asset management, re- lution liabilities from a company's considerations to be aware of as captives are "very worthwnile," benefits to developing a for-profit
ducing administrative costs and balance sheet, provide a way to well, especially when a merger or one needs to be vigilant about not captive, Mr Kugler said
freeing up debt capacity and the address environmental uncertain- acquisition is involved, noted running afoul of regulatory re- One is that the risk management
company's cash flow ties, Mr Cunningham said Colleen A Sayther, financial vp at quirements department gains a higher visibil-

Real risk transfer m the transac- In addition to covering hat)ility AT&T Corp in Basking Ridge, Ensuring such compliance was ity within the company and lS
tion provides additional protec- and cleanup costs, the contracts N J not the only reason Sn: p-or. seen as a major contributor to the
tion for the buyer as well as poten- typically can be written to include "Always check with outside au- moved ltS dealer inventory pro- company's bottom line, Mr Ku-
Ual tax benefits, panelists noted potential regulatory liabilities, Mr ditors with respect to these trans- gram into the captive gler said

LPTs, Mr Cunningham said, Cunningham said actions, particularly in the M&A "We wanted to maintain con- "Never have I had the (chief fi-
"offer you a lot of different op- Products such as terminal fund- area," Ms Sayther said trol" of the dealer inventory cov- nancial officer) in my office be-
tions, depending on what your ing contracts are available to help In a nutshell, she said, the net erage program and continte to fore," he said, noting that the risk
goals and objectives are " companies remove liabilities on impact to entities transferring use Snap-on's own policy form, management department now

LPT buyers must be aware of the benefits mde of the business as risks through LPTs is that there is Mr Kugler said earns more money than many of
key considerations before entering well no offsetting the liability on the In addition, it was very impor- the company's other business
the transactions, however, includ- "Essentially (terminal funding) balance sheet unless there has tant for the company to mair tam units
ing their claims payout patterns iS a life product," Mr Cunning- been genuine nsk transfer the program for its dealers, which As a result, Snap-on's risk man-
and their reserving practices ham said, that "allows you to ter- Also, gains from retroactive con- Snap-on considers ltS clients, be- agement department has in-

Each claims portfolio is differ- minate your defined benefit or tracts cannot be recognized up Cause it is broader and less exoen- creased to 15 people from three
ent, Mr Cunningham noted And, pension plan habllities " front, but instead must be amor- sive than any other program since the captive was established,
depending on the company's re- By using the group fixed annu- tized over the remaining settle- available in the standard market, he said
serving practices, "there may be ity contracts to terminate defined ment years, Ms Sayther said Fi- Mr Kugler said Karl J Zimmel, senior director
an opportunity to reap some of benefit pension plans, companies nally, the nature of the contracts The program strengthens the re- of risk management for Hub
that cash back " can retire long-term pension lia- and associated credit risks must lationship between Snap-on and Group Inc in Lombard, Ill, mod-

The company's exposure base is bilities from their books be disclosed its dealers, he said "I only have erated the session Thomas C
another key concern "With the The approach also can reduce Bruce M Helberg, risk manager 3,330 dealers If I tick them cff, I Kendall, senior vp for Marsh USA
era of mergers and acquisitions, plan administrative expenses at HCR ManorCare in Toledo, have no one else to sell to " Inc in Charlotte, NC, spoke and
exposure bases have changed "One of the benefits that we see is Ohio, moderated the session Ell At the same time, the program coordinated the session
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Risk managers advised to join forces with CFOs
By MICHAEL BRADFORD body else lS at lunch and he's not "When they get off on account- completely different We both had million and that the risk manager

being bothered " ing issues and start talking about good intentions but flew straight had misunderstood sorre of the
SAN FRANCISCO-A risk Michael R Vogler, a principal FASBs" and other financial by each other " accounting aspects of the move

manager can get a chief financial with PrieewaterhouseCoopers in terms, "you better know what And if there is a miscommum- "And that really hurt that risk
officer's attention in many ways, Atlanta, pointed out that the best they're talking about," Mr Vogler cation, "you're the one in trouble, manager," Mr Buckley said "He
but the best might be the direct way to approach a company's told risk managers not him," he said did a great thing, but he just did-
approach CFO depends on its culture Mr Mair, for his part, urged Mr Mair encouraged risk man- n't understand how to communi-

"You want to get to the CFO? In his previous lob in risk man- risk managers to "speak English" agers to "ask questions At the cate about it to the CEO "
Go there," said David Mair, asso- agement with RJR Nabisco Inc, end of the day, we are, fundamen- Ms Askwyth of Pricewater-
ciate director of risk management Mr Vogler said it was necessary tally, problem solvers The CFO houseCoopers said she had a
with the United States Olympic to make an appointment, some- has problems Let's go in and hs- chance to review a report present-
Committee in Colorado Springs, times several weeks ahead of time, ten and see where we can help " ed by a risk manager who had
Colo "Go to the land of the CFO, to meet with the CFO That lasted -- z FINANCE He also said it 13 important to been fired from a large company
go down to the office with the until the company suffered a large "know the CFO's people There Ms Askwyth said she was as-
glass doors and sit down and loss After that, getting on the will oe some days when you sim- tonished at the number of fi-
talk" boss's calendar was not as diffi-

Mr Mair was speaking as a pan- cult, he told the session attendees 4

-r ply won't be able to get to the se- nance-related mistakes 17 the re-
nior person in finance or treasury port Without considering such

elist and co-coordinator of a ses- In a similar position he held But know the people that you can fundamentals as "the time value
sion at the Risk & Insurance Man- with a restaurant company-a in discussions The CFO, he said get to Know the controller, know of money and how long it would
agement Society Inc 's 38th annu- smaller organization than RJR "doesn't care about deductibles, the accountant " take losses to come home to

al conference and exhibition, Nabisco-"it was a matter of just retentions or what the exclusions Mr Buckley emphasized that a roost," the risk manager recom-
April 30-May 5 in San Francisco walking up and knocking on the are What he wants to know is Is risk manager who is not versed in mended a guaranteed-cost insur-
The panelists discussed ways to door," Mr Vogler recalled it coveredp Is it not covered? Is it the financial aspects of business ance program for the employer,
communicate with company But whatever the approach, it is insured at all? Or, what could be can find his or her credibility she said
CFOs, to whom many risk man- important that once the meeting the impact to the bottom line?" damaged Mr Buckley said such a nustake
agers report takes place, both sides understand One of the "principal reasons He referred to one case in wnich is an example of "that loss of

Mr Mair, who reports to the the language used, Mr F ogler that risk managers and CFOs have a risk manager touted a move he credibility" an unprepared risk
U S Olympic Committee's CFO, stressed Not only should the risk problems is that they don't share a made as having saved his compa- manager can suffer, the eonse-
advised risk managers to learn manager use terms understood by common language," said Diane ny $60 million Financial man- quences of which can be disas-
their CFOs' schedules and to the CFO, but he or she also snould Askwyth, senior consultant with agers at the company calculated trous "Once you've lost :t, it'S
wisely choose times to hold dis- understand what the CFO is say- PricewaterhouseCoopers in Flor- that tie savings were closer to 512 time to move on " Ell
cussions "I know, for example, ing ham Park, NJ, and co-coordina-
that my CFO does not leave the As a consultant, Mr Vogler said tor and moderator of the discus-
office any day before 5 45 He he has attended client meetings at sion
simply does not go I also know which upper management did not Paul F Buckley, treasury direc-
that from 500 to 545, I can get want to invite the risk manager tor-risk management at Lucent -4,1;Ai
some time every day " because of a perception that the Technologies Inc , based in Mur-

At the same time, "I know that risk manager would not under- ray Hill, NJ, agreed Sometimes,
you don't go bother him at lunch," stand what was being discussed he said, the risk manager and CFO
Mr Mair said "He works through Mr Vogler said he encouraged the have a "fly-by" in which -you _,-f
the lunch hour because that's his participation of the risk manager think you said something the CFO
concentrating time-while every- despite those misgivings understood and he understood

Targeting behavioral risks k
/,KIIA. 0.1., .1IIlt,3=:2 jflm

key to improved loss control
Observing that behavior, cul- "Dramatic improvements are

By JUDY GREENWALD ...//--I'-.

ture and attitude are all interre- possible," said Mr Coyne He not-
lated, Mr Schneller said it is ed that Earthgrains is now ex-

SAN FRANCISCO-An ap- much easier to start with behav- paneling its observations by su-
proach that emphasizes employee lor, rather than culture, in en- pervisors-a key element in the
behavior over the traditional fo- couraging safe practices BRI approach-to other of ltS fa- '7-1
cus on working conditions can re- As a way of demonstrating how cilities

0
sult in dramatically improved loss behavior can be changed, Mr But for now, the company plans t

control, says one risk manager Schneller observed that most to Introduce the program only at

7
'k

St Louis-based Earthgrains drivers today automatically click facilities that employ at least 250
Co, for instance, reduced its in- on their safety belts, which was workers Mr Coyne said he is not Emi
Jury rates by 50% the first year not the case 25 years ago After a sure how successful BRI would be
after it introduced ltS behavioral few weeks, such behavior ' be- at Earthgrains' smaller facilities,
risk improvement program, said comes automatic," he said in part because the program re-
Kevin Coyne, director, risk man- Behavior-based approaches, Mr quires a lot of administrative sup-
agement for Earthgrains, the na- Schneller said, use positive rein- port , * :E; .
tion's second-largest producer of forcement measures "to improve Among the advice he offered to
baked breads others considering implementing

Mr Coyne was one of the speak- BRI was

ers at a discussion of BRI during a • Be sure facilities are prepared
session at the Risk & Insurance LOSS to administer the program "The
Management Society Inc 's 38th - CD ..4«1 -748< .. -

people and the plant have to be
annual conference, held April 30
through May 5 in San Francisco

CONTROL ready to be involved in that pro-
cess," said Mr Coyne

Robert D Schneller, vp-risk * • "Be sure you're prepared to
4 1 "Inin,r 1 40•Mun #40 1 h 11,/kl 1>.-control strategies at Marsh Risk "" make this an ongoing program," ---sr«f.,r

Consulting in Houston, said one of not Just a "flavor of the month,"
V,

4
..-P...

the fundamentals of BRI is focus- the way that we do our work and he said "That just doesn't work " V: 1
-r-ing on employees' work activities continue to excel " • Use consultants to guide your

In contrast, most companies' Discussing the experiences of program
4/1 J

.-

safety programs focus on work- Earthgrains, which began :o in- • Bring the union into the pro- .

place conditions, despite studies troduce BRI at its 700-worker cess early on "You can't skip the
that show that as many as 80% to plant in Paris, Texas, in 1998, Mr union piece," warned Mr Coyne
90% of all accidents are caused by Coyne said that "BRI, for us, has If you don't get the union's coop-

4

workers engaging in risky behav- been a gradual process " Although eration up front, you won't get a
"

lors, Mr Schneller said such programs can't be intro- consistent effort, he said --

And typical attempts at solu- duced in a day, "it's something
r

• Implement the process step by -

tions, such as worker punishment that will really help over time," he step "That's a very important
and education, are comparatively said part of the process," MI Coyne
ineffective, he said "We see peo- For example, Mr Coyne sa.d, said PHOTO MICHAEL MARCOTTE

ple perform at risk" even after feedback to employees on their William F Taylor, director, risk
these types of efforts are made, he behavior initially was supplied in management at Glendale, Calif - The Risk & Insurance Management Society's exhibit hall in San
said solely in writing Only now, he based Nestle USA Inc , also spoke Francisco drew exhibitors from around the world, including

But "a strong culture w111 influ- said, is the company beginning to at the session The session coordi- (from top) Lloyd's of London's double-decker booth; Bob Mc-
ence what people" do and can en- provide direct verbal feedback nator was Becky Graeber, vp at Gowan, head walter-liveried staff at Lloyd's; and representa-
courage them to do things the ap- "We are beginning that part of tne Marsh Risk Services in Charlotte tives from the Bermuda government and insurance industry.
propriate way, he said process," he said NC
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Special events mean special risks to consider
By JOANNE WOJCIK

KOCHANIEC

SAN FRANCISCO-Risk man-

agers at organizations putting on
special events must understand the
events to determine the risks in-

volved and to try to transfer as
much liability as possible, experts
advise.

Unfortunately, this can be diffi-
cult to do, especially because risk
managers are often the last to learn
of such events, said Pamela Britt,
manager of global insurance and
risk management at Avon Products
Inc. in New York.

In fact, she first learned of Avon's
plans in 1998 to host a string of spe-
cial fund-raising events for breast
cancer awareness and research

through the company's newsletter.
Ms. Britt was a speaker at a session
titled "Special Events: Help! What
Do I Need to Know?" at the ·38th

Risk & Insurance Management So-
ciety Inc. annual conference and ex-
hibition, held April 30-May 5 in San
Francisco.

Getting all the details nailed
down can be especially difficult in
the entertainment arena, where
contracts often aren't signed until
just before the event occurs, point-

 ed out A. LeConte Moore, managing

director and entertainment and me-

dia practice leader at Marsh USA
Inc. in New York.

"Sometimes you have to stand
backstage to get performers to sign
the contract," he said.

But an underwriter can tap the
risk manager's brain and use the
contract-even before it is signed-
to determine the scope of risks and
provide coverage, said Cindy
Broschart, senior vp in the enter-
taimnent and sports division of Gulf
Insurance Group in Irving, Texas.

Just don't wait until the last

minute, or the underwriter may
choose to walk, she warned.

"Last-minute requests connote
poor business practices," she said.
"We might choose to pass."

Too often, risk managers don't
understand their company's role in
a special event, said Mr. Moore, who
provided definitions delineating the
roles of promoter, sponsor, and pre-
senter or co-promoter.

"A promoter usually means more
liability than a sponsor," he said.

By definition, a promoter takes a
very active role in setting up and/or
running the event, which typically
means signing agreements, hiring
people and bringing in subcontrac-
tors, he explained.

By contrast, a sponsor takes a

- -fl-
Re=.
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passive role, meaning that the com-
pany or its subcontractors are not
involved other than through name
brand association.

For example, if a company mere-
ly posts a banner at the finish line of
a race, it's acting as a sponsor and
not a promoter, Mr. Moore ex-
plained.

Companies that serve as presen-
ters and/or co-promoters may have
either an active or passive role, so
it's important for risk managers to
understand their organization's in-
volvement, he stressed.

"How do you find out your com-
pany's role?" he queried. "Look at
the contract and talk to the market-

ing department," he said. "What
was presumed or intended?"

Once the risk manager knows the
organization's role, he or she should
identify the event's inherent risks,
Mr. Moore advised.

And the approach should be just
as diligent for small events as for

Qualities of a risk manager
Experts say variety of skills are needed to be successful
By LEE FLETCHER

SAN FRANCISCO--Finding sue-

cess as a risk manager obviously
involves many qualities, but ac-
cording to two industry experts,
one must be a true generalist with
the ability to take on many roles
and be a strong proponent of team-
work and communication.

During the Risk & Insurance
Management Society Inc.'s 38th
annual conference and exhibition

in San Francisco, a session titled
"Skill Sets for a Successful Risk

Management Career" provided a
base of information for those con-

sidering a risk management career,
those already in a risk management
career and those looking to move
on.

"There is nothing different about
building a career in risk manage-
ment than from building a success-
ful management career in any oth-
er industry," accbrding to Pamela
G. Rogers, director of risk manage-
ment for Sears, Roebuck & Co. in

 Hoffman Estates, Ill.
Ms. Rogers emphasized the need

to have excellent rapport and com-
munication skills with all types of
employees.

"Don't alienate the gatekeeper
(secretary or administrative assis-
tant)-be able to talk to anyone at
any level," she said.

It is important that a risk manag-
er be able to admit that he or she

doesn't know everything, and even
more important to know how to
find out who does, according to Ms.
Rogers.

She said it's a good idea to get
out and circulate with all levels of

employees to learn what they do on
a daily basis. "Rolling up your
sleeves" and joining others onsite
can provide a world of informa-
tion, she added.

She also emphasized that others
are often extremely eager to help.

"Let other people teach you, es-
pecially young people. Speak with
recruiters, they are invaluable re-

sources. Learn about the skills they
look for," Ms. Rogers said.

Tim East, manager of the risk
management business process for
The Walt Disney Co. based in
Glendale, Calif., also emphasized
that successful risk managers be
able to communicate well. He said

communicating well is the ability
to communicate face-to-face and in
terms that others can understand.

Mr. East said that people call
him when they have a claim-after
the fact and not before. He empha-
sized aiming to reverse that order.

"Build the relationships before
we need them, otherwise it's diffi-
cult to get honest answers," Mr.
East said.

He said that focusing on win/win
situations is an important way to

TOOLS
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work with other employees: for ex-
ample, delivering good news and
avoiding conflict with other staff
or operating units.

Through the development of re-
lationships, a risk manager can ob-
serve how others do their jobs. Ac-
cording to Mr. East, risk manage-
ment is accomplished by others,
not by oneself.

Risk managers, according to Ms.
Rogers, are other employees too,
and "if they're not good at their
jobs, there will be no risk manage-
ment position."

Almost all risk managers work
with some other company depart-
ments, for example, risk manage-
ment (both domestic and interna-

tional), insurance management
(both domestic and international),
claims management, risk manage-
ment information systems, safety
and loss control and human re-

sources, according to Ms. Rogers.

She emphasized the importance
of prioritizing and delegating tasks
to others who are involved.

Mr. East said that sometimes

change may be necessary for im-
provement, but warned his autli-
ence to pick battles cautiously. He
said the best way to create change
is to provide the information in
such a manner that everyone comes
to the same "logical" conclusion.

Both Mr. East and Ms. Rogers
said that part of a risk manage-
Inent career, like any career, may
involve moving on to a different
job. When considering a move, Mr.
East said to consider relations with

one's boss and staff, relations with
other departments and the amount
of room for professional growth.
Additionally, evaluate if any major
errors or mistakes have been

blamed on you and ask these ques-
tions: Do you have management's
trust; is there freedom and flexibil-

ity in your working environment;
and most importantly, are you hap-
py and satisfied.

If a number of questions are an-
swered in the negative, Mr. East
suggested either making a commit-
ment to improve one's present situ-
ation or moving on.

Prior to joining The Walt Disney
Co., Mr. East served in a variety of
risk management positions at The
Disneyland Resort in Anaheim,
Calif. He supervised the workers
compensation claims department,
implemented its first limited work
program and supported the open-
ing of Tokyo Disneyland.

Ms. Rogers, prior to joining
Sears, served in various risk man-

agement positions with six other
major corporations, including Gen-
eral Motors, Nestle, NCR and
Chiquita Brands International Inc.

Moderating and coordinating the
session was Ben Schull. senior vp,
risk management and consulting
services with Chicago-based Near
North Insurance Brokerage Inc., a
member of the Near North Nation-

al Group. Em

large ones, said Ms. Broschart, re-
counting a story about a tragic
event that soured a company picnic
in Los Angeles.

The company had provided in-
flatable play equipment to entertain
employees' children during the
event. Unfortunately, one of the de-
vices was located too close to a 15-

foot embankment, and the land be-
neath the equipment gave way, in-
juring the children who were inside
it.

"It's important to us that you
know exactly what you're doing,"
said Ms. Broschart. "The goal is to
move risk downward and insulate

yourself from any liability."
Fortunately, the market for spe-

cial events coverage is still pretty
soft, with one-day policies for small
events available for as little as

$1,500, according to Mr. Moore.
He said he's never seen a situation

where an organization couldn't ob-
tain coverage, "but it may cost you
more than you expected."

But while special events coverage
is readily available, it contains nu-
merous exclusions, and risk man-
agers should closely examine their
policies to make sure they aren't as-
suming more risk than they intend-
ed, Mr. Moore warned.

Among the typical exclusions are
those for: liquor, fireworks, auto
racing and motorized events, stage
collapse, injury to or from animals,
amusement rides, third-party prop-
erty damage and stunts.

Because there are so many exclu-

sions, risk managers should make
sure subcontractors, such as equip-
ment providers, have their own in-
surance, Ms. Broschart urged.

And participants should sign lia-
bility waivers, suggested Ms. Britt.

But even if subcontractors do

provide certificates of insurance,
"you also want to cover yourself
anyway," Mr. Moore said. "This is
not redundant. This is risk manage-
ment."

He also said risk managers should
work with their legal departments
to closely review contracts. "Con-
tracts often pass liability to you that
you shouldn't have to assume," he
said. "Review them before the

event. They can be modified. Know
what you're prepared to live with."

He said to focus specifically on
the indemnity and insurance sec-
tions.

"Ask for changes. All they can do
is say no. But it doesn't hurt to ask."

Claims stemming from special

events are mostly for slips and falls,
but there also may be claims for bug
bites, food poisoning or even heat
exhaustion.

And claims usually don't come in
right after the event. They can take
weeks and sometimes even months

to be filed, according to Ms.
Broschart.

That's why analyzing loss events
is so important, she said.

Gary A. Nesbit, director of risk
management and benefits at Buffets
Inc. in Eagan, Minn., moderated the
session. ial
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Broker commission disclosure urged Ell, 4 1-

By SALLY ROBERTS should not be charged, because the bro- and if the broker achieves certain goals,
ker "5 not going to take a toss, (the bro- it can earn more money, she erplamed

SAN FRANCISCO--In order to ef- ker) just is not gettmg added income" In developing an incentive compensa-
fectively negotiate brokerage service Ms Robinett said that risk managers tion program nsk managers need to , f.

agreements, rlsk managers need to re- should be aware that con:mgent com- outlme specific, measurable goals, Ms ,E

quire full disclosure from their brokers, missions east, that brokers should pro- Robinett said
including whether the brokers receive vide full disclosure, and that if a confhet For example, a broker may earn a

S .

contingent commissions orprofit-shar- of interestexists, the decision to offset certain percentage if there is a specific
T

Ing arrangements from insurers, a con- the broker's compensation "should be reduction in the cost of rlsk or in fixed
sultant and rlsk manager advised costs, or if a loss ratio is maintained be-

By knowing whether contingent com- low a certain amount, she explained 1
missions-often used by insurers to re- i= At the same nme, "Incentive compen-

71

said Cmdy P Robinett Ms Robmett re-

ward brokers for the volume of business sation should reward brokers for ex-

*

*64

placed-are bemg provided,"you can 1 *'INSU ceeding chent expectations," Ms Robi-
decide if a conflict of interest exists," nett said She suggests payIng anaddl- T/ .f -- 1

1 8-

tional fee or rewardmg Individual team

cently left her position as a senior con- members

sultant at PncewaterhouseCoopers
1

But many brokers ln the audience
L L P toloin broker Palmer & Cay Inc voiced concerns over clients paying ex-
m Atlanta as a vp and health care prac- made on an individual basis tra bonuses to Individual team mem-

ticeleader Ms Robinett outhned other key bers
"Risk managers expect to know what points that a risk manager should ad- Mr Eremchuk answered that he

is being earned from their account," dress in a broker service agreement m 44

would hope consideration would be
said Michael Eremchuk, director of the addition to the disclosure of any confhet given that, if a firm gets a hefty bonus,
nsk management department for First of interest These points Include the those individuals wtll get recognized for - 7%

Vill'mr

Data Corp In Atlanta compensation method and amount, the the work they did"
But many brokers say they are unable term of the engagement, termmation Ms Robinett warned audience mem-

'mn=M-« ,

to calculate exactly how much of a con- critena, confidentiality rules, the length bers of a few traps to avoid when nego- -:

tingent commission they have earned on of runoff services after a termination, tlatlng broker compensation and setting
a particular account, because the com- minimum service requirements, the broker expeetatons ' In *=
mission is based on an entire book of timing of stewardship and renewal "Never use an off-the-shelf broker

business placed with the insurer, Mr meetings, and a hsting of the designat- service agreement," she stressed "Every
Eremchuk said ed service team company ls unique"

"Part of the problem is that the calcu- In considenng compensation struc- Watch out for agreements that call for
lation is done on a senior level and is not tures, rlsk managers have a nght to fees to be fully earned at inception, Ms
being disseminated," Mr Eremchuk know exactly what they are papng for, Robmett cautioned, urging that fees be
said "So when brokers say they can't Ms Robinett said And nsk managers spread out over time

-

get it, they haven't tned or pressed hard do not have to pay for all of the services Also, watch out for additional fees 3- J
enough to get it " available She warned that lf there is an tacked on for managing runoff after a

He noted, however, that until brokers additional service that a risk manager separation, she said "Oftentimes, bro-
develop the systems to gather that in- does not want, "be sure to find out kers feel no obllgation" to provide ser-
formation, "we won't get accurate re- whether lt lS Included within the vices on accounts after the customers
sults " charge " and brokers go their separate ways, Ms

Mr Eremchuk suggested that when a Discussing whether to compensate Robinett said She suggests that, in the
rlsk manager does obtam information brokers on a fee or a commission basis, broker service contract, there should be
about the amount of a contingent com- Ms Robinett said that 'ff you're sophis- a provision speciffng a minimum of
mission earned, he or she should negoti- ticated enough to have a rtsk manager three to five years of runoff services
ate an offset of the broker fee or ask for that can manage the nsk, you can look

0068&

"The provision within the contract is
a portion of the contlngent commission ata fee approach " binding," she noted
back This may mclude compensatlng a Ms Robmett also warned rlsk man-

A broker sitbng in the audience of the broker with a flat amount or a retamer agers to watch out for "bait and switch" -

session conducted at the Risk & Insur- for specific services, she said It may be practices with regard to the broker ser-
ance Management Society Inc 's 38th based on a hourly rate paid to the bro- vice team
annual convention and exlubition, held ker, mcluding expenses Or a fee ar- "Know who's involved and the role

April 30 through May 5 m San Francis- rangement may be negotiated whereby they are playing," she said Don't let the
co, then asked Mr Eremchuk if it was the broker is paid for specific tasks broker present a "beauty show" and
fair to charge a specific customer for the One of the more-popular fee-based then allow a whole new team to take PHOTO MICHAEL MARCOTTE

loss of a contmgent commission if it was methods of compensation m use today s overthe account The city of San Francisco hosted attendees and ex-
that customer's bad loss experience that performance- or incentive-based com- In addition to speaking, Ms Robmett : hibitors at the Risk & Insurance Management Society
resulted in the lack of a commission per)satton, Ms Robinett said Under this coordmated the session and Mr Erem- Inc.'s 38th annual conference and exhibition.

Mr Eremchuk said the customer arrangement, a company pays a flat fee, chuk moderated the session ial

Securitization can respond where insurers balk: Speaker
By GAVIN SOUTER 38th annual conference and exhbi- If for risks concentrated in one area, conventional insurance coverage with

tion, Apnl 30 through May 5 m San such those expenenced by amuse- Insurers, Mr Kaiser said
SAN FRANCISCO-Joseph E Francisco ment parks and manufacturers that Since their introduction in 1996, se-

Seagram & Sons Inc might not have "At the time, secuntization wasn't INSURANCE are located close to their supphers, cuntized insurance deals have provid-
run into claims problems following available, but I'd look at it now," Mr Mr Kuzak said Also, electneal utih- ed a financial framework for non-fi-
the Northrtdge earthquake lf securi- Cramer said In an interview after the ties that sometimes find it difficult w nancial nsks In the intervening years,
tized msurance products had been session secure traditional coverage might Mr Kaiser said, 115 capital markets
available in 1994, its Insk manager Guaranteed payment is just one of benefit from securitized coverage, he Investors have bought catastrophe
says the benefits of secuntizatton, said oth- said hnked secunties, 21% of those m-

If lt had had securitized coverage er experts at the session be set up and settlement practices can Another benefit of secuntization is vestors are relnsurers or relnsurance
backed by a guaranteed pool of funds Securitizatlon also provides in- be clearly defined, he said "We do a the diversification of the sources of mtermecharies
linked to a loss-mder trigger, Sea- creased capacity, and it diversihes a deal, you have a loss ana it's paid off protection, said Andrew J Kaiser, a When the securitized products were
gram would have been compensated nsk management program, they said It's particularly good for business managing dimctor at Goldman, Sachs first introduced, they were widely
promptly for its $65 nulhon combined In addition, it iS useful for covenng interruption, where settling a claim & Co in New York Also, such deals viewed as being more expensive than
property and business interruption business interruption nsks and nsks can be very drfficult," Mr Kuzak said provide a fully funded source of pro- traditional insurance and reinsurance,
loss, said Wayne Cramer, vp-global that the traditional markets shun, But there are differences between tection, so there is no credit risk to but the costs have been sharply re-
risk management at the New York- they said And in the nearly four years conventional insurance and securi- consider, he said dueed, Mr Kaiser said The first deals
based company since the first secuntized deals were tized coverage, he said Capital markets can also often pro- had a spread of 373 basis points,

Instead, the company's insurer paid sealed, the costs of the transactions Traditional insurance fol catastro- vide coverage for longer durations whereas m 1999, the spread had been
for the property loss but demed $25 have gone down dramatically phesprovides excessmsurance cover- than can be found in the traditional reduced to 138 basis points, he said
million of a business interruption Risk managers that buy see*ized age and mdemnity for a certain loss It insurance market, Mr Kaiser said "So the pnemg has become much
clalm for a theme park, Umversal insurance coverage can get several is a relationship-based contract that "We've done some deals for 10 years," more efflcient," Mr Kaiser said
Studios Hollywood, saying that the benefits, said Dennis E Kuzak, vp at provides an Insurance pollcy, and the he said And the cost of structuring the
dechne in attendance was caused by EQEcat, a unit of EQE International payment is a premium, he said And losses under the contracts are deals has also dropped, he said In
damage to the surrounding area and Inc Co, a risk management consult- By contrast, Mr Kuzak said, secu- clearly defined and claims are paid 1997, Goldman Sachs structured a
not by damage to the pat k itself, Mr ing and Ask modeling firm m Oak- ntlzed coverage is an option, it's based promptly after a loss-triggenng event $400 milhon deal, and the expenses
Cramer said land, Caltf on a basis nsk, it's a financial transac- Mr Kaiser said They also provide were about $4 milhon In 1999 it

The claim is sttll being htigated, and Ticking off the advantages, Mr tion, the documentation is an offenng flexible facillties that are tailored to structured a smular deal for about
milhons of dollars in legal expenses Kuzak noted that capacity is not lim- circular, and the payment is based on specific requirements, he said Frnal- 15% of that cost, Mr Kaiser sald
have already accrued, he said at a ses- ited during hard insurance markets, the London Interbank Offered Rate, ly, companies that use secuntlzed cov- The session was moderated by Mr
mon on securitization at the Risk & business interruption coverage is eas- or LIBOR, plus a spread erage for some of their risks are often Cramer It was coordinated by Henn
Insurance Management Society Inc 's ily secured, multiyear deals can eamly Secuntized coverage is well suited able to negotiate better terms for their Koza, vp at EQE in Irvine, Callf
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Economic changes pose new threats to balance sheets
By SARAH VEYSEY to Mr Hale "Since the 1980s 1ngful downturn In the U S econ- different marketplace," he said funds in the stock market or to

there has been quite a profound omy," he said "It is not my fore- The impact of government regu- give some back to consumers in
SAN FRANCISCO-The global change in cyclical behavior," he cast for the next 12 months, but if lation can present risks to a com- the form of a 401(k)-type pen-

economy is becoming a reality, said "We did have in 1990 a brief over two or three years the infla- pany's balance sheet, said Mr mon "
and companies must be on guard recession, but it was very much tion rates keep building, there is Hale "A change in regulation can Trade policy is another impor-

to protect against the effects this linked to the Iraqi occupation of no doubt that you should begin to produce a malor shock to the tant area for risk managers to ob-
could have on their balance Kuwait and a rise in 011 prices build this risk into your forecast- economy," he said "We do not yet serve, said Mr Hale He said that
sheets, according to David Hale, which made everybody cautious ing model I think the most likely know the full implications of the there are some protectionist forces
global chief economist at Zurich about investment decisions But I time for this scenario, if we have breakdown of the Glass-Steagall in Congress that would like to see
Financial Services Group Inc believe that in the absence of that it at all, iS 2002,2003 I can't see Act It could produce a more effi- a move away from the liberaliza-

Mr Hale, who spoke at a session Gulf War shock, there would not the inflation rate getting so high cient system, but it could promote tion of the economy "Watch this
during the Risk & Insurance Man- have been a formal recession and reckless behavior and create a very carefully over the next
agement Society Inc 's 38th annu- an official business cycle down- 4* shock " year-especially in the congres-
al conference and exhibition in turn in 1990 " Mr Hale said that mergers be- sional elections," he said
San Francisco, said that he usual- Mr Hale said that if this as-

*-if'KINIERNAnONAL
tween banks and insurers could The aging population poses a

ly talked on the subiect of the sumption is taken to be correct, pose new challenges for risk man- huge economic and balance-sheet
global economy to portfolio man- there has not been a meaningful %281 JF agers and said that he could fore- risk, said Mr Hale
agers He said the RIMS confer- recession in the United States for 4 - see opportunities for fraud or "Two-thirds of all the people

ence marked the first occasion 18 years This, he said, begs the abuse of the new regulations who have ever lived to the age of

that he had ever tried to address question, is the business cycle As for political risks arising 65 are alive today," he said "This
the topic from the perspective of dead, or are we in a new stage of in 2000 that we are going to have from the globalization of the presents an unprecedented chal-
risk managers and insurance pro- history where we can escape to have interest rates going to economy, Mr Hale said that taxa- lenge We simply don't know how
fessionals Nevertheless, he said, volatility? 10% and a hard landing But over tion is one of the most central ar- we are going to finance this
there are many similarities in the "The answer, of course, is we three years we cannot fully rule eas of risk tremendous increase in retirement

issues that confront portfolio don't know," said Mr Hale "We out this scenario " "Taxation changes can have a costs "

managers and corporate risk man- are finding out as we go along One of the most fundamental profound effect on the economy," This problem affects countries

agers what the parameters of the bum- components of structural risks, he said "Major changes in corpo- the world over, and Mr Hale said
"But I do think there are quali- ness cycle will be in this new envi- according to Mr Hale, is the role rate taxation have an effect on in- that we are already starting to see

tative differences in the sense that ronment " of technology "Technology has vestment spending and how firms a revolution in the introduction of
corporate risk managers typically Mr Hale said he thought it was been a driving force in world eco- allocate their capital spending," pension funds "The next genera-
have a much longer-term point of very clear, however, that there nomic history since the British in- he said tion will see a tremendous revolu-

view," he said "They are usually would be no recession in 2000 and dustrial revolution of the 1850s," Mr Hale said that a change to tion in retirement savings, and
examining risk from the stand- that there was little risk of one in he said "We now have a global the Social Security program in the this will have a profound effect
point of a corporate decision- 2001 market economy Technology has United States could also have a for stock markets," he said
making process that extends over Several factors have contribut- played a huge role in accelerating profound effect on the economy D Theodore Flores Jr, corpo-
many years, whereas portfolio ed to this profound structural this process " Technology has "Social Security is open to debate rate risk manager for Griffith
managers are more obsessed with change, said Mr Hale They in- sped up international capital Many members of Congress would Laboratories International Inc
quarterly or monthly performance clude the diminishing volatility in flows, according to Mr Hale like to see a fundamental change in Alsip, Ill, moderated the ses-
figures " the inventory cycle, a change in The East Asian economic crisis to Social Security-to invest some sion mm

Mr Hale said he thought the the role of capital spending in the of 1997 and 1998 was a prime ex-
risks to balance sheets could be economy, caused in part by the ample of the new form of risk
broadly broker. down into three rise of the role of information posed by the global economy, said
areas traditional business cycle technology, and a reduction in the Mr Hale Institutions such as the California Insurance Commissioner

risks, or the short-term volatility volatility of the inflation rate International Monetary Fund Chuck Quackenbush
of the economy, structural eco- "If you are looking for the major have been set up to try to cope
non·ic risks, such as technological business cycle risk that still looms with economic shocks, but their

Announces

or regulatory developments, and on the horizon, it is a stock mar- resources are limited compared Notice of Request for Proposals
Re Superior National Insurance Company, Superior Pacific

policy or political risks ket crash," said Mr Hale "If we with those of the world economy,
Business cycle volatility has de- had a major crash in the stock he explained "Technology has

Casualty Company, California Compensation Insurance
Company, and Combined Bencfits Insurance Company

chned since the 1980s, according market, there would be a mean- opened the door to a profoundly

Chuck Quackenbush, Insurance Commissioner of the State of

To succeed, avoid faux pas Cahfornia, m his capacity as Conservator of the above

captioned insurance companies (the "Companies") has issued
a Request for Proposals for parucipation m a Rehabilitation
Plan for the Companies Those persons or entities interested

An understanding of customs is key to doing business globally m obtaining a copy of the Request for Proposals may do so by

contacting Richard Krenz, Deputy Conservator m care of the
Commissioner's financial advisor, Marsh & McLennan

East during that time is very important to get to know Securities Corporation, 114 W 47
th

Street, New York, NY

By SARAH VEYSEY The consultant also advised your Spanish counterparts as in- 10036 or calhng Geoffrey Sweitzer at 212-345-2785 All
U S risk managers to be aware dividuals " proposals should be submitted pursuant to the terms of the

SAN FRANCISCO-Never that job titles may have different In Spain, lunch is the best time Request for Proposals and must be received by the Deputy

show a Kuwaiti the bottom of significance in other countries to talk business, he said, but he Conservator on or before June 1, 2000

your foot, do not stand with your For example, the chief financial warned delegates not to begin
hands in your pockets in Russia, officer of aUK company may be business discussions until after
and don't pat a Thai on the head known as the finance director, the meal is over

These are among the words of which Americans may interpret to In Italy, lt lS inappropriate to
advice for risk managers doing be a less-senior role, he said exchange business cards at social vi-./.4 Eliminate paper benefits
business globally offered by a Risk managers considering do- occasions, said Mr Norton Ap-
panel of three experts during a

enrollments for yourpointments should be planned be- Y

session at the Risk & Insurance tween 10 a m and 11 a m or after clients this fall with our
Management Society Inc's 38th 3 pm,he said, though he added
annual conference and exhibition, that office hours may vary from automated Interactive
held April 30 through May 5 in INIERNAIONAL region to region
San Francisco "Punctuality is more important Voice Response (IVR)

The three speakers offered risk in Germany than anywhere else in
managers advice on avoiding K the world," said Mr Norton He

and internet benefit
faux pas while doing business warned delegates that tardiness of enrollment solutions.
with European, Middle Eastern, mg business in France should not Just a few minutes could be con-
Latin American and Asian busi- make appointments during the strued as an insult by a German
ness partners vacation months of July and Au- Mr Norton said that while many

Steven Norton, director of gust, he warned "The French are Germans speak English, some
PricewaterhouseCoopers LLP- serious vacationers, and you are prefer to do business in. German, • Paperless PCP Enrollments
Insurance Risk Management So- unlikely to be taken seriously if and he advised delegates to m- * Paperless Benefits Enrollments
lutions in Atlanta, warned atten- you have an appointment in July quire in advance and arrange a
dees hoping to do business in the or August," he said translator, if required Multilingual Systems
United Kingdom to be mindful of Mr Norton also advised atten- "If you are not a dnnker and
differences in English and Ameri- dees not to send gifts bearing you go to Russia, you will proba-
can slang company logos and never to in- bly learn it pretty quick," said Mr

The word "cowboy," for exam- clude their business cards with Norton "Once opened, expect the Information Products, Inc.
ple, can mean a sloppy or shoddy any gifts to French counterparts group to finish a bottle of vodka
worker to a British person, he He also told the audience that in one sitting Many vodka bottles
said appointments in Spain should be do not even have resealable caps "

For more information call toll-tree at 1-800-477-7822

Mr Norton, who coordinated made well in advance and con- Mr Norton advised risk man- or visit our web site www. ipi-ivr. com.
the session, said he spent three firmed in writing "Personal con- agers visiting Russia and Eastern
years working for PwC in London tacts in Spain are critical for suc- Europe not to stand with their
and traveled extensively in Conti- cessful business-select your local hands in their pockets and not to
nental Europe and the Middle representative well," he said "It See Customs on page 43
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John Sacco, center, senior manager of risk management at Ca-
ble & Wireless, is congratulated by RIMS President Roger L. An-
drews and 1999-2000 President Susan R. Meltzer on winning the
Cristy Award for the highest cumulative average on the three ex-
ams for the Associate in Risk Management designation.

Customs
Continued from page 41
wear or hold onto their coats past
the cloakroom. Both are consid-

ered extremely rude, he said.
In Kuwait and Saudi Arabia,

business is governed by the prin-
ciples of Islam, Mr. Norton ex-
plained. "Islam does not believe in
the principle of interest or even of
insurance, though there are ways
to get around this," he noted.

Friday is the Muslim holy day,
and no business is conducted. The

working week is normally Satur-
day to Wednesday, he said. "Also,
be prepared to have your meetings
interrupted by the call to prayer."

Mr. Norton warned delegates to
eat with their right hand only in
Kuwait and Saudi Arabia, be-
cause the left hand is considered

unclean. The bottom of the foot is

considered offensive, and the

thumbs-up sign is a vulgar ges-
ture, he said.

Egypt, too, is governed by Is-
lamic law, said Mr. Norton. "Ap-
pointments are rarely private in
Egypt, and other people may walk
in and out," he said. He also ad-
vised attendees that paperwork
should carry both Western and
Arabic dates. Visitors to Egypt
also should be prepared to remove
their shoes before entering build-
ings, he said.

Dean Jobko, manager of inter-
national risk and insurance at the

Atlanta-based electricity utility
The Southern Co., provided in-
sights into doing business in Latin
America.

"There are lots of similarities

between Central and South Amer-

ican countries," said Mr. Jobko,
who was the session's moderator.

"Decisions are based on what is

best for the family. . . .Relation-
ships are key; do not expect to do
any business until you have built

The Chinese are still

very superstitious, and
even a senior executive

might wait until a lucky
day to make a decision.

up relationships," he said.
Image is very important to

Latin American businesspeople,
said Mr. Jobko. "It is very impor-
tant in these cultures to be seen to

be doing business with the best
counterparts possible."

He advised delegates visiting
Latin American countries to dress

conservatively, stay at upscale ho-
tels and entertain at nice restau-

rants.

Tardiness is a trait, explained
Mr. Jobko, but he advised risk
managers to be on time for busi-
ness meetings. "Social occasions
are different-being on time

would be impolite-but how late
to be varies from country to coun-
try," he said.

Victorio Valledor, president of
Alexander Forbes Philippines
Risk Services in Manilla, high-
lighted the many differences be-
tween cultures and the way to do
business in Asian countries.

For example, he said, in China,

names are traditionally written
with the last name first, then the
middle name, then the first name.
Many Singaporeans, on the other
hand, do not have a surname; in-
stead, they take their father's
name.

The Chinese are still very super-
stitious, said Mr. Valledor. Even a
senior executive might wait until
a lucky day to make a decision, he
said.

Although English is the lan-
guage of business in Malaysia, of-
ficial correspondence with gov-
ernment officials must be in the

official language, Bahasa Malay-
sian, he said.

In the Philippines, the business
climate is conducive to multina-

tional commerce, because the

country is very Westernized, said
Mr. Valledor.

It is crucial not to underesti-

mate the importance of a contact's
secretary, he said. "In the Philip-
pines, nothing goes to or from the
boss without passing through the
secretary. The secretary is very
important," Mr. Valiedor said.
Decisionmaking, however, is con-

66Be sure that you return it."
If you're racing through this issue of Business Insurance because you

"borrowed" it from a colleague, you should have your own subscrip-
tion. Then you'll be first on the list. You can take as much time as you
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or Call 1 (888) 446-1422 Toll-Free.
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special 20%-off
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rate for five or more
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PHOTOS: MICHAEL MARCOTTE

Mr. Andrews and Ms. Meltzer also congratulate Joey Page,
center, risk manager of the City of Plano, Texas. The city's
risk management department received the Arthur Quem
Quality Award in recognition of its safety and accident pre
vention program.

fined to the top, he noted.
"In Thailand, it is a serious

transgression to pat someone on
the head," said Mr. Valledor. "The
Thai people believe this is where
their spirits reside."

In Japan, "saving face is
paramount," according to Mr.
Valledor. "The Japanese are very
punctual. If you are late, apolo-
gize profusely, even if it is not
your fault," he recommended.

"India is different from the rest

of Asia," said Mr. Jobka. "Reli-

gion and the caste system are very
influential in the way decisions
are made."

In India, there are numerous re-

ligious holidays, and their dates
vary. It is important to check the
dates of the holidays before mak-
ing appointments, Mr. Jobko said.

The three speakers stressed that

the key to success was under-
standing a little about the culture
of the country where one seeks to
do business.

The speakers recommended four
books that might help business-
people to better understand the
cultures of their global business
partners. They are "Do's and
Taboos Around the World," edit-

ed by Roger Axtell and published
by John Wiley & Sons Inc.; "Kiss,
Bow or Shake Hands," by Terri
Morrison, Wayne A. Conway and
George A. Boren, published by
Adams Media Corp.; "Rules of the
Game-Global Business Proto-

col," by Nan Leaprott, published
by Thomson Executive Press; and
"The Asian Mind Game," by
Chin-ning Chu, published by
Rawson Assn./Macmillan Pub-
lishing Co. ini

Coast to Coast. Stem to Stern.
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Implementing health, safety rules across borders
By GAVIN SOUTER

SAN FRANCISCO-Risk man-

agers of multinational companies
face the challenge of addressing a
diverse array of health and safety
regulations.

While many of the rules in vari-
OUS countries share common

themes, the implementation and
enforcement of regulations varies
widely. These local rules must be
considered in the establishment of

a global health and safety pro-
gram, experts say.

Once a global policy is imple-
mented, risk managers should se-
cure backing from senior manage-
ment-to ensure that the policy is
taken seriously companywide-
and from local managers-to
make sure the policy is put into
action, the experts said during a
session on global loss control at
the Risk & Insurance Management
Society Inc.'s 38th annual confer-
ence and exhibition, held April
30-May 5 in San Francisco.

Many companies in the United
States are establishing new over-
seas operations for a wide variety
of business reasons, said Kathy
Seabrook, president of Global So-
lutions Inc., a safety consultant in
Mendham, N.J,

Expanding free trade zones and
the development of emerging mar-
kets, for example, are creating
more business opportunities. U.S.
businesses also seek new markets

for their products, and labor costs
are lower in other countries, she
noted.

As U.S. companies expand
across borders, their risk man-
agers need to identify and quanti-
fy the work-related risks that they
face, she said.

To begin, risk managers should
search for available information

on accident and health statistics

and health and safety regulations

for the couniries where they new-
ly have workers, said John H.
Kanouse, vT-risk control strate-
gies at Marsh Risk Consulting, a
Morristown N J.-based unit of

Marsh Inc.

The wide availability of acci-
dent statistics for many countries
shows that safety is an issue that
is taken seriously worldwide, he
said. Anomalies found in some of

those statistics, however, should
prompt risk managers to dig be-
neath the surface of the statistics

to get a true image of safety is-
sues, Mr. Kanouse said.

The key issue is to
strategically position
health and safety within

your organization, says
Kathy Seabrook.

For example, he said, acc. ording
to Thailand gcvernment statistics,
the country had 230,376 work-
place accidents in 1997, the latest
year for which figures are avail-
able, while India, which has a far

larger population, only had 71,676
accidents in 1995 the latest fig-
ures it has released.

"That seems a little bit siange
to me," Mr. Kanouse said, and
should invite closer scrutiny.

Similarly, the United Stat.es re-
ported 6,026 workplace fatalities
in 1998, while China, which has a
population six times the size of
the U.S. population, regorted
17,588 fatalities in 1997, the latest

years for which figures are avail-
able.

"There are 1cts cf inconsisten-

c_es and that brings up the ques-
tion of what is an accident," Mr.
Kanouse said.
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A survey of health and safety
regulations in a variety of coun-
tries also shows that governments
throughout the world are con-
cerned with the issue, he said.

For example, in India the 1948
Factories Act and subsequent leg-

INTERNATIONAL

islation require that employers
manage occupational illness and
supply first aid; a safety officer
must be onsite; a safety committee
must be established; employees
must be educated about health

and safety issues; a fire and emer-

gency plan should be in place; and
government officials are permit-
ted to inspect the facilities, Mr.
Kanouse said.

Singapore has a variety of safe-
ty regulations, he said, including
regulations on the operations of
cranes, noise regulations, safety
officer regulations, first aid regu-
lations, medical exam regulations,
and safety committee regulations
among other things.

New Zealand has regulations on
first aid for employees, safety of-
ficers, safety committees, safety
education, the handling of dan-
gerous goods, the operation of
pressure equipment and cranes,
and spray coatings, among other
things, he said.

Similar regulations have also
been implemented in many other
countries, Mr. Kanouse said.

Despite similar regulatory ap-
proaches to safety, the various
countries have different methods

and appetites for enforcing the
legislation, the consultant said.

"There are consistencies in the

overall approach, but there are a
lot of differences in how they are
implemented and how they are
enforced," Mr. Kanouse said.

Risk managers should also be
aware of other global employment
trends that could affect health

and safety issues, he said.
These include, for example,

such factors as: longer working
hours; an aging work force; more
home-based work; an increase in
female employment; more shift
work and night work; greater use
of subcontracting and outsourc-

ing; more temporary and part-
time employment; and, in many
countries, social security funding
problems, Mr, Kanouse said.

To address global nealth and
safety issues risk managers must
seek to place health and safety as
a key concern of their organiza-
tions, said Ms. Seabrook of Glob-
al Solutions.

"The key issue is to strategical-
ly position health and safety with-
in your organization," she said.

To achieve that, risk managers
need to win senior management's
commitment to the issue and have

the health and safety management
system aligned with the compa-
ny's business management system,
Ms. Seabrook said.

Risk managers should then seek
to allocate financial and human

resources to health and safety and
clarify health and safe=y perfor-
mance indicators with senior

management, she said.
Once a global model lor health

and safety best practices has been
developed, it needs to be imple-
mented at the local level. Ms.

Seabrook said.

Risk managers must allow for
cultural differences anc techno-

logical differences, she said.
Some of those local differences

may include literacy levels, Ms.
Seabrook noted.

For example, in counties with
low literacy levels or murtilingual
populations, written warning
signs and safety handbooks may

not be a good way of communicat-
ing safety issues, she said.

"Language leaders" who com-
municate with the work force in

their own dialects need to be ap-
pointed, Ms. Seabrook said.

Illiterate workers who learn

about safe use of equipment
through practical instruction need
to be carefully trained when there
are any changes to the processes
they are involved in or if any
equipment is moved, she added.

Also, universally recognized
symbols may be used in place of
written safety instructions, Ms.
Seabrook said.

Englehard Corp. of Iselin, N.J.,
focuses on best safety practices
rather than local regulations in its
global loss prevention efforts, said
Richard W. Sarnie, director, risk
management, insurance and secu-
rity.

"We are in 29 countries so we

want to set one standard and

that's the best practice," he said.
The purpose of the best practice

is to protect people, property,
equipment and inventory, Mr.
Sarnie said.

"We will do what's right to pro-
tect our assets," he said.

To achieve that goal, the com-
pany views its insurers and loss
prevention experts as "consulting
partners not inspectors," Mr.
Sarnie said.

The session was coordinated by
Mr. Kanouse and moderated by
Mr. Sarnie. m
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San Francisco was host city for the 38th Risk & Insurance
Management Society Inc. annual conference and exhibition.
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Global Briefs Taylor sees signs of recovery
Rate corrections emerging in key segments tion in available ca-

London-based CGU P.L.C., which is set pacity in the wake of
to merge with Norwich Union Life Insur- By SARAH VEYSEY years are no longer occurring," he said 1999's string of
ance Society at the end of this month, re- Energy is one sector showing signs of a catastrophes will
ported that 10 companies have expressed LONDON-There are signs of recovery in correction, Mr Taylor said
Interestln buying its U S property/casu- the Lloyd's of London market, says Chair- A sharp rise in oil prices since 1996 has * said Mr Taylor
alty operations CGU is asking $3 16 bil- man Max Taylor led to new opportunities for energy under- 1 Spur rate increases,

Many underwriters
hon for the U S P/C operation, which Although there has been no across-the- writers in writing contracts for exploration last year were hit
Chief Executive Officer Bob Scott said he board rate increase, a correction in pricing and construction projects, he noted And hard by losses fronn
hoped to sell by the end of the year A is beginning to emerge, Mr Taylor said last recent months have seen a withcrawal of the earthquake in
French appeals court has ruled that man- week in addressing a meeting of market in- capacity in the direct marine and energy Turkey, Typhoon
agers of a shipyard failed to take adequate vestors He was presenting Lloyd's Global market Mr. Taylor Bart, and the Decem-
measures to protect its employees from as- Results 1999, which reports the market's "As capacity has been withdrawn, sorne ber windstorms in

bestos The appeals court in Aix-en- results for 1997, the most recent year to underwriters are speaking of the need so ae: Northern Europe Although there w ere
Provence ruled that Constructions Navales close under Lloyd's three-year accounting eautiously when re-rating business on those signs of rate increases in early 2000, fu,1 ev-
et Industnelles de la Mediterranee and system accounts which have demonstra:ed loyal- 1dence of a recovery will not be seen until
Chantiers du Nord de la Mediterranee, "While the recovery may be slow and ty," said Mr Taylor "We expeci momen- 2001 renewals, Mr Taylor said
which bought the yard from CNIM in patchy, rates are tending to bounce higher tum to build during 2000 " Although rate improvements had been
1982, failed to take action to protect em- At the very least, the steep price declines In addition, withdrawals of capacitl seen in Lloyd's automobile insurance busi-
ployees from harmful asbestos dust. The that characterized the market over recent from the non-marine market anc a redue- See Lloyd's on page 47
court awarded between 50,000 francs
($6,910) and 150,000 francs ($20,730) to the
dependents of four employees who died
from lung cancer and ordered medical ex- U.K. safety
ammations to assess the Injury to five oth- l

er workers suffering from asbestosis
Kiln P.L.C. Chairman David Gilchnst said

that Kiln has no plans to merge with any in the spotlight
other Lloyd's of London busmesses, de- .J

spite its announcement of a pre-tax loss of Several efforts target workplace risks
£67 million ($10 2 milhon) for 1999 Mr rF»....... U.fl.*- I

Gilchnst's comments came amld a merger By CAROLYN ALDRED
battle among LIMIT PLC, Wellington a. 71 44
Underwnting PLC and Austrahan insur- LONDON-Risk managers in the United Kingdom could face
er QBE Insurance Group Ltd LIlVIIT and the glare of the spotlight this year as several organizations taIget
WeLlmgton's friendly merger proposal has
been leopardized by a hostile bid for LIM-

9}y -3 health and safety issues
The Health and Safety Executive, the U K agency responsible

IT from QBE A new U K -based orga- for u orkpiace health and safety, is being urged to take a tougher
nization for the rehabilltation of injured 4, - '6241 19 »- 1 -*r,6 stance on enployers that ilout health and safety laws

PHOTO REUTERS
people has been launched The Bodily In- In addition, Frances McCarthy, the Incoming president of theThe October 1999 collision of two trains near London's
Jury Claims Management Assn. aims to Assn of Personal Injury Lawyers, announced that workplace
improve the United Kingdom's record of Paddington station killed 31 people and injured more than 100.

heal:b and safety claims wlll be APIL's "top priority" for the com-
rehabilitattng mdividuals, which the arga-
mzation's president, Nick Cottington, de- Conviction grosnects Door ing lear

The lawyers association is not the only body hkely to raise the
scnbed as "unacceptably poor" Lloyd's profile of woriplace Ilsk management dunng the commg year
syndicate 609, managed by M E Denby &

site that wlll allow the onlme purchase of Railtrack not charged The government Mll soon announce the outcome of its "strategic
Others, has launched an interactive Web appraisal of health and safety," according to Lord Whitty, the min-

istermthe Department of Environment, Transport and the Regions
total-loss-only reinsurance by marme hull who m responsible for health and safety matters
insurers The site, www tlo-online com, LONDON-No corporate man- system that adequately warned Tte ami of the DETR mitiative, called "Revitalizing Health and
was designed In association with Benfield slaughter charges w111 be filed trams of approaching red warning Safeuy," 19 to promote better working environments, reduce the lev-
Greig Interactive Ltd, a unit of broker against Railtrack PLC in connec- signals, and that Railtrack had not el of work-related mlunes and 111 health, and motivate employers
Benfield Greig Group PLC Capacity of tion with the Paddington rail crash acted on complaints about signals to 1fprove their current health and safety performance, Lord Whit-
up to 50% of hull values is available of Oct 5, 1999, in which 31 people m the area ty to-d safety experts at a recent conference organized by the HSE
UK hfe msurer Friends Provident Life died The news came the day before the m Lcidon

Office has announced its intention to de- The Crown Prosecution Service, start of a public inquiry in London A consultatize document pubhshed by the DETR last May asked
mutualize The Dorking England-based the state legal body responsible for into the crash The board probing emplo>ers and employees, safety experts, insurers and other Inter-
company wlll seek a stock market listing prosecuting criminal cases, said the crash so far has learned that the estecparties for their views on improvmg health and safety The
next year, the company said The Con- there was insufficient evidence to driver of a Thames Trains Ltd train suggestions In:he document mcluded requiring each company to
federation of British Industry has wntten provide a reahstic chance of con- involved in the crash-which ran a name a bc,arc clrectorto be responmble for health and safety nat-
to the U K Department of Trade and In- victing Radtrack, whch owns and red signal and collided with a Great ters, End gettng companies to pubhsh details of their health and
dustry to urge governmental reform of the operates the tracks where the accl- Western Trains Co Ltd train-was safet, performance in their annual reports
employment tribunal system. The CBI said dent occurred newly quahfied and had not been The results of the consultation shc,uld be published "within a
a "compensation culture" was growing in To file a corporate manslaughter trained on the Ladbroke Grove month,' smd a DETR spokesman
the United Kingdom and that some liti- charge, prosecutors must prove that route, where the crash occurred Meanwhile the Trades Umon Congress-which represents trade
gants were making "unjustified legal a "controlling mind" of the compa- St Paul International Insurance unions in the Unlted Kingdom-also is launchmg several initialir es
claims" against employers The number of ny-a drrector or board member- Ltd was the hability insurer for to address health and safety
legal actions against employers rose 32% was responsible for the deaths both Thames Trams and Great Dunng May, she TUC is co-sponsoring three regional conferences
last year, to 164,000 claims, the CBI said Prosecutors had alleged that Rail- Western with St Paul Insurance & Risk Management, the HSE and govern-

Insurers are using the Internet to en- track failed to implement a safety -By Sarah Veysey ment ministers The goal of the conferences is to encourage the
hance customer service and support exist- See Safety on nextpage
mg distribution strategies, but they do not
view the Internet as an alternative distri-

Ttllmghast-Towers Pemn More than 80%
bution channel, according to a survey by Insurer's query
of the companies surveyed used their Web
sites to provide product information and
develop brand awareness, the survey sta Ils soccer trade E**200
found Lloyd's expects to call one of its
high-profile witnesses m the Jaikay vs
Lloyd's fraud tnal this week Murray By SARAH VEYSEY tance to undergo the procedure, ...Mi,Iikiilk
Lawrence, alleged author of the so-called known as"keyhole surgery," and the a.1 --7 41/,B -I
Murray Lawrence letter-which is an ini- LONDON-An underwriting re- club's deal now hangs in the balance

quirement may have sidelined the Insurance industry sources would          j...,610#.,5,644:i-
expected to take the stand at the Chi- most expensive contract transfer in not comment on the underwriter or .a,-* BlkYCI
chester Rents Courtroom today The British soccer coverage details
names claim that Mr Lawrence wrote a Manchester United, newly crowned Mr van Nistelrooy said he was con-
letter outlmmg the senousness of the as- champions of the English Football cerned that the surgery would leave =
bestosis problem in the Lloyd's market but League, had been set to sign Dutch him unable to play for the Nether-
that the letter was never circulated to striker Ruud van Nistelrooy for a lands in the upcoming European foot-
them The names allege that Lloyd's knew record £18.25 million ($27 6 million) ball championships, Euro 2000, to be
the true extent of the asbestosis crisis, from Dutch club PSV Eindhoven held in France this summer

which nearly destroyed the market m the One of Manchester United's insur- Manchester United, the United

early 1990s, but kept mformation from the -'. '64 1*ers, however, is reported to have de- Kingdom's richest soccer club, with
names and even falsely and fraudulently manded that Mr van Nistelrooy un- £111 million ($167 6 million) in rev- PHOTO REUTERS

recruited some of them dergo exploratory surgery on his in- enue last year, had hoped to sign Mr Ruud van Nistelrooy, in orange, playing for the Dutch
lured right knee He expressed reluc- See Football on page 47 national team in a 1999 match with the Czech Republic.
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Safety of the campaign the HSE for the "low levels" of mves- In their report, the members of Par- by the Select Committee include
An HSE spokesman welcomed the tlgationandprosecutionitundertook hament "havemadeit clearthat they • Supportmg the HSE's proposal

TUC's campaign for improving the The Select Committee agreed that, want to see more inspections, more for a 3% Increase in the investigation
Continued frompremous page safety at work of young people, but he while the focus of the HSE's work prosecutions of negligent emp*oyers of reported injuries over the next
development of return-to-work pro- said that "blltzes were not the way to should mainly be m preventing in- and more corporate responsibiLty for three yeam, unthadditional resources
grams do it " Instead, the spokesman said, lunes, the levels of investigation and deaths at work," said TUC General made available, if necessary

Every year, 25,000 people leave the the HSE is concentratmg its resources prosecution of companes falhng to Secretary.Tohn Monks • Providing HSE inspectors with
labor market permanently due to m- on educating employers and young adhere to safety standards should be To that end, the Select Committee greater access to legal expertise m the
junes or illnesses such as repetitive people on the need for protection and increased recommended the introduction of leg- preparation of prosecution cases
strain injury, back strain or work-re- risk assessment This view is shared by both the islation to create a new crimir al of- • Legislation, "at the ear'hest op-
lated stress, at a cost to the govern- Youngpeoplemtheworkplaceare Assn of Personal ]Inlury Lawyea and fense, corporate ln111ng, as soon as portunity, tomereasetheleveloffines
ment and employers of £5 bilhon ($77 covered by the Health and Safety at the TUC possible In malang its recommenda- available to the courts for health and
billion) annually, the TUC said in a Work (Young Persons) Regulations "Nearly every time we sue an em- tion, the committee adopted a pro- safety offenses "
statement issued at a conference m 1997, which implement the European ployer for a work-related accident, posal by the Law Commission, a gov- • The pubhcation of the names of
Londonlastweek Commission's Young Workers Direc- we expose a breach of regulations It eminent-funded legal body that ex- companies and Individuals convicted

The TUC said a new legal duty tive, accoring to the HSE spokes- should not be up to us, as lawyers act- ammes possible changes m UK law of health and safety offenses and m-
should be placed on employers to de- man These regulations set forth"spe- ing for victims, to enforce health and Currently, prosecutors who seek:o creased pubhcity surroundmg prose-
velop back-to-work policies to deal cific requirements for safeguardmg safety by highhghting breaches," said hold a corporanon cnmmally respon- cutions
with workplace injuries or illnesses young workers," said the spokesman APIL's Ms McCarthy sible must file charges of coroorate • The estabhshment by the HSE of
that lead to prolonged sick leave Under the act, an employer is re- "There are few thmgs worse than manslaughter, which requires proof a "hall of fame" for companies that

Meanwhile, the TUC launched a quIred to seeing the same accident happemng that a "controllIng mind" of the com- rmplement good practices m health
major campaign last month to lin- • Carry out rlsk assessments on time and time again Insurers must pany--a director or board member- and safety
prove the health and safety of young young people m the workplace, play their part, and employers must was responsible for the deaths The • The government and the HSE
workers, generally defined as those • Take mto account the physical do better But the Health and Safety corporate blhng offense woulc allow encouraging Insumns to adjust premi-
up through age 25 According to the and psychological immatunty of Executive has to be reformed-it 15 the state to hold a company cnmmal- ums and insurance conditions to re-
TUC, 10 young workers are seriously young people supposed to police the regulations, yet ly responsible for a death without the fleet good practices in health and
Injured at work every week 111 the • Provide adequate protection and it desperately needs more resources if need to prove that an indivicual in safety
UK training for young people it is to function properly," she said the company was personally respon- • Financial assistance from the

"Proper health and safety training Employens that fail to adhere to the Setting out the agenda for her year mble government to assist small firms
is crucial to protect young workers," regulations could be prosecuted, said m office as president of APIL, Ms In testifying m favor of adoftion of seeking the advice of consultants on
said TUC General Secretary John the spokesman McCarthy highlighted health and the proposed law, Dand Calvert- health and safety Issues
Monies m a statement But a report on the Health and safety as a top prlor:tty Smith, the director of pubhc prosecu- • The estabhshment of an advisory

The TUC is calling for the HSE to Safety Executive, published earher "Safety at work is one of the mat- bons, said he beheved the current law network to foster greater understand-
"run mspectlon bhtzes m Britam to this year by the government Select ters I most want to concentrate on- was "insufflcient to deal with what is ing of occupational injuries and 111-
protect young people," according to a Committee on Environment, Trans- people should be able to go to work culpable conduct " nesses among primary health care
statement accompanying the launch port and Regional Affairs, cnbcized and return unharmed," she said Other recommendations suggested providers
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Lloyd's port A resultant rise in reinsur- in 1999 suggest that the losses in Lloyd's market companies "We Mr Taylor welcomed the work
ance prices might boost rates in this year will be of the same order have started a process whereby of the Joint forum set up by Lloyd's
the aviation sector, the report of magnitude as 1998 " swift action can be taken in re- and the International Underwrit-

Continued from page 45 notes spect of agents and syndicates who mg Assn The loint forum aims toness, that market's recovery will Mr Taylor predicted that 1998 don't meet the high standards ex- streamline the London market by
be drawn out over time, the report and 1999 marked the bottom of an pected," he said merging its back-office operations
said Rates in the auto market im- extremely severe loss cycle for the John Young says his

The role of the board has become and introducing a single Londonproved by about 15% in 1999, he non-life industry as a whole board introduced steps that of an internal market supervi- market slip, among other things
said, but this was insufficient to Lloyd's reported a loss of £176 to improve quality sor, as the Financial Services Au- Research among insurance and
bring the market back Into prof- million ($284 3 million) for 1997 thority, the regulator of the U K reinsurance buyers shows thatitability Mr Taylor said that he including the release of £244 mil- amOng LIOyd'S market financial services industry, be- customers' priorities are certainty
did not expect Lloyd's auto market lion ($394 1 million) in prior years companies. came Lloyd's external regulator in of claims payments, speed of poli-
to be profitable before the end of reserves Mr Taylor predicts a loss April cy production and products that
2000 of £725 million ($1 17 billion) for "Our aim is to keep the market meet their changing risk require-

Competition in the aviation 1998 No prediction has yet been on track, supervising the conduct ments," said Mr Taylor He said
market likely will not relent until made for the 1999 accounting pei- John Young, Lloyd's regulatory of business by agents to ensure the that the work of the Lloyd's/IUA
the end of 2000, when the malority od, but Mr Taylor said that "the board chairman, said in the report high standards that Lloyd's wishes lomt forum would help to speed up
of mulliyear reinsurance contracts continued poor rating environ- that the board in 1999 introduced to maintain In ltS market are met processes and make the market
in the sector expire, said the re- ment and heightened loss activity steps to improve quality among across the board," said Mr Young more competitive

Soccer national Christian Vien sion companies relying on games value " ten(lance," said Mark Filipek, un-
"Over the last decade, football for content, and the players them- Lloyd's-based insurer Alder Life derwriter at Lloyd's insurer

in the U K and Europe has grown selves " has begun to provide coverage for Brockbank Group
Cont:nued from page 45 up rapidly in commercial terms One area in which insurance is players and their clubs against English soccer consists of four
van Nistelrooy in Aprll Today's clubs have many of the becoming Increasingly important death by natural causes "Three to divisions-the Premier League,

Sir Alex Ferguson, manager of charactenstics of major business- for soccer players and their clubs four years ago, we spotted a gap in and the Football Assn 's First,
Manchester United, said he was es, and that means having to keep is player injury the market Although players were Second and Third divisions, with
still interested in signing Mr van as close an eye on the balance Brazilian international striker protected against accident, they the Premier league being the high-
Nistelrooy-Europe's most prolif- sheet as the league table," Max Ronaldo, perhaps the game's most had no cover against death by nat- est-and teams are assigned to a
ic striker, with 33 goals this sea- Taylor, chairman of Lloyd's of famous player now, lS suffering ural causes, and there are a num- division based upon their perfor-
son-and hoped to find a way to London, said in a statement from a ruptured kneecap His club, ber of young, fit men who die mance
resolve the insurance problems "Stock exchange listings for some Inter Milan, is insured by Win- through natural causes each year," In addition to covering loss of
But in late April, Mr van Nistel- teams have brought shareholders terthur Swiss Insurance Co for in- said Kim Rowley, underwriter at revenue caused by relegation or
rooy collapsed in training and and investment managers into the Juries in which a player is unable Alder Life "Now we are insuring failure to be promoted, insurers
traveled home to the Netherlands picture Sponsorship deals can to return to full fitness If Ronaldo players in Spain, Italy, Holland also will offer coverage against
to recuperate also bring financial pressures In lS permanently sidelined, Win- and the UK, and the business lS revenue loss from postponement of

The record fee that Manchester these circumstances, clubs and a match "Bad weather can cause a
United was set to pay for the players have got to start taking waterlogged pitch and a post-
Dutch striker has highlighted the their insurance decisions very , poned match, costing a club hun-
vast sums of money generated by carefully " Clubs have many of the characteristics of dreds of thousands of pounds,"
soccer in the United Kingdom and A huge increase in player wages major businesses, and that means having to said Mr Filipek
Europe, where lt lS the national is putting even more pressure on Soccer has become such big
sport of most countries clubs to choose the right coverage keep as close an eye on the balance sheet business that it is not just the

Mr van Nistelrooy would have A recent Deloitte & Touche report clubs or players themselves whobeen paid about £40,000 ($60,400) states that while the combined as the league tables,' says IVIax Taylor. are at risk if things go wrong
per week had he transferred to revenue of the English Premier Danny Burns, underwriter on the
Manchester United That salary League clubs-England's top 20 Goshawk syndicate at Lloyd's, is
would exceed that of the club's clubs-rose by 18% to a record involved in third-party contingen-
most famous player, David Beck- £670 million ($1 01 billion) in the terthur stands to pay out 90 billion still increasing " cy coverage -In today's football
ham, husband of Spice Girl Victo- 1998-1999 season, players' wages Italian lire ($42 2 million) to Inter Many soccer clubs are now look- business, it'S not Just the clubs
ria Adams, though lt would have have grown by 31%, to £397 mil- Milan 1ng IntO buying coverage for spe- themselves who have to deal with
been shy of Roy Keane's £50,000 hon ($599 5 million) in 1998-1999 Underwriter Roland Fox at the clfic events London-based risk A number of third parties are
pounds ($75,500) per week salary "Lloyd's has been involved with Lloyd's operation of Gerling Chelsea Football Club announced also heavily involved," he said "A

The £18.25 million that Manch- football teams since organized Group A G estimated that 40 to in April that it was considering TV company may negotiate the
ester United was set to pay for Mr coverage developed in the 1970s in 70 players are forced to retire from buying an insurance policy to pro- right to broadcast a club's games
Van Nistelrooy would have topped the U K," said Mr Taylor "To- the English League alone every tect against the risk of failing to for three years at a guaranteed
the previous British transfer day, our insurers are providing year because of serious injury qualify for the European Champi- rate But if the club is demoted
record of £15 million ($227 mil- protection for players and teams "Disability is very common In- ons League during that period, the value of
lion), arranged when striker Alan across the world, including Ger- juries to the knees tend to be the "Situations can arise that have a that TV coverage to advertisers
Shearer was signed to Newcastle many, Holland, Spain, Italy and usual cause of permanent disabili- serious impact on a club's fi- will fall "
United from Blackburn Rovers in Argentina And as the financial ty," said Mr Fox Gerling provides nances For example, relegation TV companies can purchase in-
1996 The deal, however, lags far pressures increase, our underwrit- 24-hour coverage for soccer play- (to a lower division in the league) surance to protect themselves
behind the £31 million ($46 9 mil- ers are constantly looking for new ers and, according to Mr Fox, "the could result in the cancellation of against a loss of revenue if a club
lion) deal struck in 1999 by Italian ways of minimizing the risks faced value of these policies is certainly sponsorship deals and television is relegated and advertising rev-
club Inter Milan for Italian inter- by clubs, their sponsors, the televi- rising as players themselves rise in contracts, along with a fall in at- enue falls

Florida other states to follow form building code (BI, Aug 16, California clarifies rules
"Conventional wisdom had it 1999) Dade, Broward, Palm

that passage of building code Beach and Monroe counties
Continued from page 2 legislation in Florida was too fought for and won some for HMOs firing doctorsstatewide code," said Sam complex to achieve," he wrote changes to a first draft of the
Miller, vp of the FIC "That it has been accomplished code in order to keep strong

"It's a strong code " The ex- n the face of strongly-held building requirements already SAN FRANCISCO-A doctor who sion, which had reversed a trial
emption of Panhandle counties in place in their regions is dropped from a managed care court's grant of summary Judgment
from the code is a disappoint- The FIC said insurers encoun- company's preferred provider list is for MetLife
ment but one the council can

The code 'will save tered strong resistance from entitled to a fair termination proce- The case mvolves Dr Louis E
live with, he said homebuilders on the ASCE 7-98 dure if the move significantly ham- Potvln, an obstetrician and gynecol-The uniform code replaces lives and reduce standards until the building pers the doctor's ability to practice ogist, who was mformed by
several hundred local building property loss for the commission's vote earlier this medicine, says the Callfornia Metropolitan Life Insurance Co in
codes that governed construe- year to include the standards Supreme Court 1992 that he was being dropped
tion in the state residents of Florida,' An official with the Florida In a 4-3 decision dehvered Mon- from MetLife's preferred provider

Cecil Pearce, president of the says Roger Schmelzer. Homebuilders Assn could not day in Louts E Potum vs Metropoh- lists Dr Potvin has since died, and
FIC, said m a statement that the be reached for comment late tan L:fe Insurance Co, the court the case is being handled by his es-
code is "totally appropriate for last week ruled that a provider must be given tate
our state, which faces the most Mr Miller pointed out that the grounds for the dismissal and MetLife's attorney, Harry W
severe threat from humcanes in opinions on all sides will send a the uniform code not only will have the Opportunlty to appeal when Chamberlain II, of Stephan, Or-
the United States " message to other states " provide increased protection "the insurer possesses power so sub- mgher, Richman & Theodora m Los

The National Assn of Mutual The code went through a few against wind-borne debris, but stantial that the removal sigmflcant- Angeles, noted MetLife had a tiny
Insurance Cos urged Gov Bush drafts before the Florida Build- also calls for stricter plumbing ly impairs the ability of an ordinary, market share m California when the
to sign the legislation ing Commission submitted the and electrical standards in the competent physician to practice suit was filed

Roger Schmelzer, vp-regula- final version to the Legislature state medicine" in a particular geographi- As a result, "I think that the stan-
tory affairs at NAMIC, wrote in early this year The building "Some of these counties cal area dard that the court has set would
a letter to Gov Bush that the commission eventually decided haven't updated their codes Even if the dismissal would hinder make MetLife well positioned to get
code "will save lives and reduce by a one-vote margin to include since 1988 and they're going to the doctor's abihty to practice, how- the same (summary) judgment that it
property loss for the residents of the ASCE 7-98 standards in the have a shock," Mr Miller said, ever, an msurer still could make the did before," said Mr Chamberlain
Florida " code's final draft while other counties have mod- move "without regard to its financial The court imposed a rather high

Mr Schmelzer wrote that he South Florida counties were ernized their requirements over effect," as long as the decision is ra- hurdle for a physician complaining
believes Florida's passage of a involved in early controversy time and the changes won't be tional and procedurally fair, accord- about wrongful termination," he
uniform code will encourage surrounding a proposed uni- as drastic to their codes ing to the decision The court's deci- added

sion affirms an appellate court deci- -By Judy Greenwatd
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Spencer management programs that has been done
The professors will write a case study to Mayfield, who has been acting director of the
present to their classrooms and they will Hurricanes center since longtime director Jerry Jarell re-

Contmued from page 1 write an article on what they learned," Mr tired last December, called upon businesses,
knowledge " Davis said Continued from page l local governments and families to have hur-

Mr Davis said that the university's pro- According to Mr Heydinger, the foun- ci(led exactly with those made earlier this ricane plans in place NWS warnings "mean
posal piqued the board's interest because dation's assets currently exceed $4 nrlhon year by William Gray, a nationally recog- nothing" if people are not prepared to act, he
the project is a "very apphed material con- "We have the ability to take on these nized hurricane expert who teaches at Col- said
ference" projects," he said, noting that such initia- orado State University, although Mr Gray He noted that most people who have died

"With the faculty participating in a con- tives must fit the foundation's mission and terms the largest hurricanes "intense" (BI, in recent hurricanes have died from inland
ference of this sort with executives in the strategic plans April 10) flooding "We keep making some of the same
industry, then this will translate back to The Spencer Foundation also awarded "The forecast is very similar to last year's," mistakes over and over again," said Mr May-
what the faculty will do m teaching and over $92,000 m scholarships at the meet- said NOAA Director D James Baker He said field, who officially assumed the diIector's
research," Mr Davis said Ing that NOAA will update its prediction in Au- duties on May 10

Dick Heydinger, director, risk manage- Undergraduate students receiving gust to reflect changes, if any, m oceanic con-
ment services for Hallmark Cards Inc in $5,000 scholarships were Donna Diebert, ditions that could cut the number of hurri- -„.-,+YB,all/9
Kansas City, Mo, and newly elected chair- Terhi Lyytikainen and Kirk Locker, all canes expected this season He cautioned, ITi)'40)LelOMWHInl£5*3;
man of the foundatioh, said Spencer start- students at Temple University in Philadel- however, that hurricanes will probably have
ed putting money aside a couple of years phla, Paul Houchens of Ball State Univer- "another major economic impact on the 6%8@ 3 &0 0
ago to be able to fund projects like the sity in Muncie, Ind, Mark Kaye at the United States" this year
conference Wharton School of Business at the Umver- Hurricane season begins on June 1 and , *10[b*[70®"The goal is to help the tradmonal prac- sity of Pennsylvania m Philadelphia, Kim- lasts until Nov 30 According to NOAA's * :
titioners evolve into the enterpnse arena- berly Kruse-Nicholson at Illmols Wes- written "2000 Atlantic Hurricane Outlook" [B@0$90
into a broader array of risk responsibility leyan University in Bloomington, Ill, Scott distributed at the press conference, most of @0)965 .,
There are so many concepts out there nght Stayer at Indiana State University in Terre the hurricane activity in an above-average
now We think these conferences are much Haute, Lauren Tawney at Baylor Univer- year is likely to occur between August and
more applied in nature," Mr Heydinger sity in Waco, Texas, and Susan Whitman October "Overall activity is very high," in a
said at the University of Georgia in Athens A typical above-average humcane year, notes

DiI,DD@#U@
The Spencer Foundation is trying to ex- half-year award also was presented to the outlook "Overall activity includes mea- [PO®[7@m@@

pand the discipline of risk management to Michael Wister at Temple University sures of storm duration and intensity as well
@®[rd]@08encompass enterprise risks, according to Undergraduate Jeanna Dunn at Indiana as storm numbers (and) hurricane numbers "

Mr Heydmger State University received the $8,000 NOAA cautioned, however, that "no out-
"It's a natural evolution," he said Joseph P Holwerda award look can given certainty as to whether a par-
Additionally, Mr Heydinger said that Masters students receiving $10,000 ticular locality w111 be impacted by a tropical

the foundation is very pleased to be work- scholarships were Mlchael Healy and Gmo storm or hurricane in any given year " O®F@@
ing with the staff at the University of Smith of the College of Insurance in New James Lee Witt, director of the Federal
Georgia York, and Fenhua Liu at the University of Emergency Management Agency, stressed CS@69[ID

"Because it's a Georgia program, we Hartford in Hartford, Conn Masters stu- that even residents and businesses located C IL@@06@
know it's high quality We've had enough dent Melissa Olsen at the University of outside traditional hurricane-strike zones S
experience with them in the past that we Wisconsin at Madison received a $10,000 need to prepare for the onslaught of the sum-
know there's no real risk," Mr Heydinger scholarship in memory of Anlta Benedetti mer storms He pointed out that much of the
said The sporting events held in conjunction damage and loss of life caused by last year's S- 11]md]608@

According to Mr Davis, the foundation with the RIMS annual conference to bene- Hurricane Floyd occurred in inland North (8)9@@C
iS giving another grant of lust under $9,000 fit the Spencer Foundation raised Carolina He also pointed out that a recent
to two professors at the University of $117,300 this year poll conducted for FEMA among residents of /[P@905
South Carolina's Darla Moore School of The Spencer/Gallagher Golf Tourna- the Atlantic and Gulf Coast states indicated / [ij@Og)@OBusiness ment raised $100,000 The Spencer Logic that half the people polled either incorrectly

With the money, professors Scott Her- Tenms Tournament raised $10,000 and the believed that homeowners' insurance would

rigton and Greg Niehaus will embark on a Spencer/Aon Run/Walk raised $4,000 The cover flood damage or didn't know
case study in enterprise risk management "Spencer Cup" hockey game raised $3,300 The new director of the National Weather
with a firm in western Canada A "Blues Brokers" concert held in At- Service's National Humcane Center in Mia-

"United Grain Growers Ltd recently lanta in March to benefit the Spencer mi also made his first public appearance in
UJUUM-U[.....................

executed one of the true enterprise risk Foundation raised about $30,000 Ell his new job at the press conference Max

HMOs aggressively, "so I don't think there's does well, or everyone does poorly" over 1999's first quarter ers unll be wilhng to accept rate hikes
much earnings rtsk I would expect to Companies that are "still stum- • Foundation Health Systems Inc The HMOIndustry must be vigilant
see very strong results" in the future bhng," are those that have been active reported $34 1 milhon in net income, m monitonng "the break-point pnce

Contmued from page 2 as well, Mr Richter said on the acquisition front and are trying an 188% declme from 1999's first at which employers say 'no more,"'
terms of performance, the outlook is "Fundamentally, things are very to consohdate operations and sys- quarter, which had meluded $13 4 said Connmg's Mr Jamilkowsla "Ev-
favorable for companies, including solld," said Gary Frazier, an analyst tems, said Mr Ray rmlhon m gains from the sale of bust- eryone nght now is talking about how
WellPoint, that have reportec good with Deutsche Bank Alex Brown in Among the first-quarter results re- nesses, restructunng and other one- employers are running scared about
results "Pnces have fumed and costs New York For most of the HMOs, ported by HMOs were time items related to several divesti- losing employees," and wlll pay high-
are higher than last year, but under "pricmg on the commercial side of the • Oxford Health Plans Inc report- tures er rates to continue offering competi-
control," he said business remained firm," while medi- ed net mcome of $28 8 nullion in the • Humana Inc reported $21 nal- tive benefit plans, he said At some

Susan Berkle, vp of finance and as- cal cost trends appeared to stay in first quarter, up 800% from the same hon in net income, down 364% from point, however, employers will refuse
sistant controller at Santa Ana, Calif - check, he said penod a year ago 1999's first quarter, which excludes to accept a 10% or 20% Increase and
based PacifiCare Health Systems Inc , "In total, the results have been • Kaiser Foundation Health Plan certain charges and credits against wtll shop the business around, or they
said, "We've raised our expectations strong, quite strong," said Gregg Inc reported $142 milhon in net in- earnings w111 do whatever is needed to avoid
for 2000 " Crawford, an analyst with Fox-Pitt come, up 131% from 1999's first The strength of the managed care that pnce inci ease, Mr Jamilkowski

PacifiCare expects its earnings per Kelton Inc in New York "The premi- quarter, which meluded a $28 milhon market's generally good results has said
share m 2000 to be 25% higher than um rate increases that have been charge for an accounting change not been reflected m its stock prices, "I think it's going to be more diffi-
the $623 it reported In 1999, Ms pushed through appear to be ahead of • RightCHOICE Managed Care however cult next year" for HMOs to introduce
Berkle said medical cost trends," while they also Inc reported net mcome of $7 5 mil- Through May 5, the seven HMOs rate hikes, said Douglas L Meyer, an

Stock analysts say that if HMOs are have helped leverage administrative hon, up 59 6% from the first quarter tracked by the BI Industry Stock Re- analyst with Duff & Phelps Credlt
ever going to be profitable, this is the costs of 1999 portadvanced just 0 75% fortheyear Rating Co m Chicago Hesaidhesus-
year to do it, given the rate hikes al- "In total, people were pleased with • Aetna U S Healthcare reported The confluence of legal issues t]e pects next year's increases w111 be less
ready seen the first-quarter results and cautious- $131 8 milhon m operating earnings, Industry faces lS affectmg managed severe than those for 2000

"The year started out very strongly, ly optimistic that the balance of the up 24 1% from 1999's first quarter care companies' stock market perfor- "I think the issue is, how long can
and the prospects were great for the year would be solld," said Mr Craw- Aetna U S Healthcare, which com- mance at this point, said Mr Frazier these companies raise prices," said
rest of the year," said Rob Mains, an ford pnses the managed care, indemnity of Deutsche Bank Alex Brown, refer- Mr Richter of Banc of America Secu-
analyst with Advest Inc in Albany, Some analysts, though, see signs of and group Insurance operations of nng to proposed state and federal pa- rities "I think they have to continue
N Y, who tracks Minneapolls-based stratihcation in the market Aetna Inc, does not report net in- tient-protection legislation and class- them for the next couple of years,"
UnitedHealth Group and Trunbull, "My stance all along has been the come action htigation against HMOs with the economy's strength a factor
Conn -based Oxford Health Plans ones that have been producing solid • UnitedHealth Group reported Although WellPomt has not been m sustaining rating levels, he said
Inc results wlll continue to produce solld $160 milhon m net income, a 21 2% named In any of the class-action law- Although the situation may change

"It's a favorable rate environment results," while those that have been Increase from 1999's frst quarter sults filed against managed care com- if the economy weakens, "Right now I
and, assuming that one doesn't have struggling w111 continue to do so, said • CIGNA Corp 's employee health panies, "in terms of investor percep- would expect you're going to see stlff
excess exposule to Medicare or to a Mark Jamilkowski, an analyst with care, hfe and disabillty benefits busi- tions ofthemdustry, it eertainly has a increases in 2001 on insurancepremi-
few hospital markets that it's tough Hartford, Conn -based Conning & Co ness segment, which includes its dampening effect," agreed Mr Ch gui ums again," said First Union's Mr
m, this is a time when HMOs should "I see the stratification of the mar- HMO and mdemmty operations, re- of WellPoint Ray At present, "There don't appear
be doing well," he said ket continuing," he added Companies ported $175 milhon m operating m- Another factor dampening investor to be many alternatives," he said

"Alotof thecommercial product thatarestrugghng to improve prohts, come, a 144% increasefromayear enthusiasm, said Fox-Pitt's Mr Fox-Pitt's Mr Crawford said that
gets pnced on Jan 1, and rf you're do- in spite of higher rates, are hkely to earher Crawford, is that "the sector has been HMOs' pncing power "is grounded in
ing anything nght, bamng anythrng face greater problems once jie mar- • WellPomt Health Networks Inc very volatile in the past, and there are real economic forces It wouldn't
really unforeseen creeping up later in ket turns soft again in 18 or 24 reported $79 6 milhon m net income, plenty of people who are wilhng to sit appear to change simply because em-
the year on the expense side, that months, he said "U not now, when?" a 12% increase from 1999's frrst quar- on the sidelines for a while " ployers would hke them to"
shouldmean that theyear doeswell," hesaidof the prospects for profitabil- ten excluding a one-time $20 6 mil- HMOs that are able to report de- FHS' Mr Olson said, "I think the
said Mr Mains hon aftertax accounting charge last cent earnings wall do reasonably well outlook gomg forward is a question of

"Results were very strong rlght "There's a real split that is occur- year in stock trading, said Mr Ray of First value and less a question of pnce
across the board," said Todd Richter, ring here," agreed Joel Ray an ana- • PacifiCare Health Systems Inc Union There lS "still an upside to "I think if employers believe they're
managing director at Banc of Amen- lyst with Frrst Union Secuntes Inc m reported $157 milhon in operatmg m- these stocks," he said getting value" they unll be willing to
ca Secunties LLC in New York Richmond, Va "There is no longer a come before depreciation and amorti- One question in the minds of some pay for quallty service and products,

HMOs wtll contmue to raise pnces homogeneous group where everyone zation expenses, an 83% increase analysts is how much longer employ- he said [al
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Commentary
Comp While workers comp loss costs have would allow such moves, he said

been relatively stable m the rest of the In any case, analysts agree that the

Looking for love
country, Cahfornia has seen an "abso- combmation of years of falhng rates

Continued frompage l lutely astoundmg" increase over the and rising loss costs has left insurers
those of Zenith National Insurance last five years, the CWCI's Mr Wood- severely under'reserved for Callfornia
Corp and Argonaut Insurance Co ward noted bumness

in wrong places
A M Best Co had earher cut Fre- The cost per claim in California Both Best and S&P cited reserve

mont's rating to B++ from A- and ballooned to more than $30,000 m adequacy concerns in downgrading
downgraded ratings of two smaller 1999 from $17,00O in 1994 as medical the Fremont General umts, and S&P
Insurers, PAULA Insurance Co and and Indemnity costs rose in double cited the WCIRB's estimate of a $4 7

By now, almost everyone on the seven contments has heard of Western Growers Insurance Co digits annually, he said bilhon statewide reserve shortfall in

the mayhem wrought by the "I Love You" e-mail virus earher The rabng actions come amid con- Loss costs m Callfornia have grown placing ratings of the State Fund,

this month. Many of you may have even received this ornery httle cerns about severe reserve deficien- about 10% a year, compared with m- Zenith and Argonaut under review

valentine cies and rapidly nslng loss costs m the creases of 3% to 5% per year in the with negative imphcations

I have to admit to feeling slight pangs of lealousy that I was not state The Workers Compensation In- rest of the country, Best's Mr Mosher Slnce January, employers have seen
surance Ratmg Bureau of California, agreed an upswlng m workers comp rates

among the gazillions of people who received the "I Love You e- for example, recently concluded that The state's problems are rooted In The Callfornia Insurance Department
mall All I got was about a half-dozen messages from our sysop insurers' collective reserve shortfall several causes, some of them common last year recommended an 18 4% rate
with an urgent warning not to open any mall that says

.I Love had widened to $4 7 billion at year- to the workers comp market national- hike, and most Callfornia msurers
You" (Mom, now you know why I never return your messages) end 1999 from $3 2 bilhon m 1998 ly and some specific to Callfomia have followed that lead, market ex-

The less emotional side of my bram knows that not gettmg the Callfomia employers are feeling the The lump m claims seventy, for ex- perts say
love bug means I avoided havmg my hard dnve damaged, my results, with rate increases reaching ample, can be traced m part to early Best's Mr Mosher said he has seen

computer's collection of ABBA pictures and music bles wiped as high as 40% this year By them- 1990s reforms in California workers Insurers unposmg mcreases of be-

mto obllvion, not to mention sparmg all the folks m my e-mall selves, though, price hkes are not comp law One change created a legal tween 25% and 40%, with an average

address book from suffermg a mmilar fate as the bug migrated likely to reheve the financial pressure presumption that a worker's treating increase amounting to about 30%

Stlll, the romantic side of me thought it would have been nice
on insurers, some observe say physician is correct, effectively doing Several observers expressed doubt,

"Busmess in Callfornia, even with away with second opinions, Mr though, that the rate hikes by them-
to get an anonymous expression of affection from a secret admir- the rate mereases, is not at a level that Woodward explained selves will solve California insurers'

er, even if it turned out to be a surly FIlipino computer school would suggest profitable operation Courts subsequently apphed this problems
dropout whose mtentions were not pure going forward," said Matthew Mosh- presumption not just to the initial as- "The one concern is the Increasing

No doubt, many people who received the e-mall felt a small er, assistant vp with A M Best m Old- sessment of a worker's disability, but loss severity that's been m place for a
thnll at receiving a message titled "I Love You" and opened it out wick, N J also to the entire course of treatment, few years," said Mr Mosher, who

of cunosity or hope, only to have their gesture of mterest "The market is clearly m the soup,' he said "What we have seen (as a re- added that the "physician presump-

spurned noted 1Michael Smith, an analyst with sult) is a tremendous increase in the tion" m California law "seems to be

Even folks who should know better than to open e-mall from Bear, Stearns & Co m New York cost of medical care " the dnvlng force behind loss seven-

-- unknown sources and never to launch at- Along with the concerns over re- At the same time Cahfornia em- ty "
servmg and claims seventy, msurers ployers untll recently were enjoying Loss costs probably w:111 not im-

/ tached " exe" ftles of unknown ongln were also face the threat of Increasing plummeting workers comp rates that prove dramatically unless the physi-
probably caught off guard by ths vtrus' claim frequency that could accompa- followed the state's switch to open cian presumption is revised, Mr
message of affection It's human nature ny the low unemployment m Callfor- ratmg m 1995 Mosher and others say

Computer security experts probably nev- nia's booming economy, observers While losses are Increasing dra- Observers also worry that claims
er figured they hadto telllegions of com- note matically, premiums are not," Mr frequency-which has fallen

puter users not to get suckered by such a "It's absolutely the worst combina- Woodward observed throughout the Umted States-could

simple ploy We all know to avoid e-mail at tion of circumstances in my 30 years" Competitive market conditions begin to rise as new employees enter

the office promotmg get-nch-quick scams, m the industry, said Edward C aren't unique to Callfornia In 1998, the workforce m an improved Call-

' pictures of Pamela Anderson Lee, the frog Woodward, president of the Callfor- workers comp msurers nationally fomia egonomy
ma Workers' Compensation Institute provided scheduled discounts from "Generally, that tends to dnve fre-I in a blender video and mail that is labeled
m Oakland, Cahf filed rates averaging 22%, according quencyup," Mr Mosher said "It real-

"Re Re Re Re. Re Re Re A funny joke"
. Even if it produces no further msol- to Mr Schrempf ly is a fear that a lot of analysts have "

But who would have hstened when the vencies, the turmoil will hkely tngger Tremendous overcapacity m the How workers comp insurers will
tech guy showed up to prowde adwce hke a 'flight to quality" among employers market "has created an extremely fare in coming months remans un-

"When you get e-mail from someone tellmg you they love you, and could lead to further consoh(la- competitive pncing environment certain, though the most strongly cap-
don't beheve it They don't really love you They'll just use you tion among workers comp insurers, across the board m all lines, not lust italized companies are m the best po-

and move on Ignore it Delete it " some experts predict workers comp," he said sition to weather the market trends

As a consequence of undergomg the cyber equivalent of belng Workers comp business has hardly Nowhere has this been more true and take advantage of rising rates,
been a stellar performer for insurers than m CalIfornia, though Mr Mosher observed

lilted, many of those people will now grow cymcal and laded
anywhere m the Umted States, but "This is a specific problem in Call- "There are certainly companies that

about openmg e-mail with seemmgly harmless messages
Hackers and crackers may now flnd it hard-though far from

Callfornia, for a vanety of reasons, fornia" since open rating was intro- have httle margm for error," he said
has produced the worst results duced, said Robert Partndge, a direc- "There obviously are some companies

impossible-to find new messages that wlll entace people to open The 1999 accident-year combined tor with S&P in New York "It's been that have signlflcant reservmg issues
their destructive httle missives ratio for Callfornia workers comp building up m the reserves until this that need to be dealt with"

The next e-mail virus wul have to find an even more temptmg business hit 143%, compared with time" S&P is not anticipating more regu-
message to play with our emotions and hook our mterest, mes- 127% for the Umted States excludmg Excessive optimism may have latory takeovers like that of Supenor
sages hke "I saw what you did, About your test results.," Cahfornia, according to Bill worsened the reserving situation, Mr National, but further ratmg down-

4'World's best fruitcake recipe" and "The truth about Rudy Giu- Schrempf, president and chief execu- Schrempf suggested grades may be m the cards, given the

]lani " tive officer of the National Council on Workers comp insurers national- reviews now under way, Mr Par-
Compensation Insurance in Boca Ra- ly-estimated to be underreserved for tndge observedWe're doomed
ton, Fla workers comp losses by a total of

In Chicago, a local radio station last week was musing about
If business begins movmg to the

Including Cahfomia m the U S hg- roughly $16 bilhon-have neverthe- highest-rated, best-capitalized insur-
more realisbc e-mail messages than a simple"I Love You " They ure pushes the nationwide combined less released a total of $8 bilhon from ers, further consohdation among in-
suggested such gems as "I love you, but I love your best fnend ratio to 130% from 127% Mr reserves over the last five years, con- surers wlll likely follow, some market
more," "I love you, but I don't want to marry you," and a person- Schrempf said cluding that their loss experience observers predict
al favonte, "I love you but I'm not in love with you "

Mall from unknown sources is an occupational hazard for me I
get about two dozen a day from people I've never heard of before latent damage claims" the time limit the companies have to

And,hke the people who wanted to beheve they suddenly had a ALCOA A federal district court in Connecti- file a coverage lawsuit begin to toll

secret admirer, Itendto open most of these m the unrequited cut, however, ruled for msurers on when the insured loss occurs, not

hope they wlll contam news or letters for pubhcation Alas, most Cont:nued from page 2 that issue in 1997 (BI, Apnl 14, 1997) when the pohcyholders know that a
companies do not own that natural The Washington Supreme Court, loss could tngger coverage

of them contain misguided pronouncements about developments resource Interpreting Pennsylvania overturning the tnal court, also hand- The court also upheld the trial
m the personallmes realm, genenc press releases on legislative law, the high court agreed that ed the ALCOA companies victories court's ruling that the sudden and ac-
developments m Wyommg, or information on the latest Insurance groundwater is an insurable interest on two other significant issues cidental pollution exclusions in the
portal to proclaim itself one of a land when its existence produces an eco- The high court ruled that the com- ALCOA companies' general hability

But hope, hke love, sprmgs eternal, so I keep chclong away nomic benefit and its destruction panies' coverage would apply to all pohcies bar coverage for third-party
Thankfully, only a couple of these unsollcited e-malls have would cause a pecuniary loss for a damages, Including those that oc- claims against the companies The

spawned vlruses on my computer, none of which approached the pollcyholder curred before pohcy incepbon high court agreed that the term "sud-
Pennsylvania law was apphed be-destructive power of the "I Love You Vlrus In addition, the high court ruled den" refers to environmental contam-

Despite the losses wrought by this nasty httle virus, which are cause ALCOA's headquarters are that the Insurers, not the ALCOA · ination that occurs abruptly

estimated by some claims alchemists at around $10 bilhon
there and the company placed its cov- companies, should shoulder the bur- Ultimately, the high court's rulings
erage with several Pennsylvania- den of provmg whether the pohcy- agamst ALCOA should "prove to b€

(where m the world do people come up with numbers for some- based brokers The case was litigated holders expected that their waste- beneficial" to insurers when the cas€
thing like this?), the general buzz m the world of hackers and cy- m Washington because no other state disposal methods would harm the en- returns to the tnal court, said insure
berterronsts is that Qus was a shoddy piece of work It was mele- has as many polluted ALCOA sites- vironment attorney Lawrence D Mason of Daar
gant, it was poorly wntten, it was obvious In a word, tacky flve The high court, however, ruled Fisher, Kanans & Vanek PC M

It's very hard to be reassured by these sneenng comments, Notmg that relatively few property against the ALCOA companies m de- Chicago Mr Mason represents 10 oj

when even an allegedly infenor virus can cause so much damage Insurance pohcyholders file suit seek- termining that their expectations the insurers

If love causes so many problems, I shudderto think what w]11 ing coverage for contaminated groun should be held to an objective stan-

happen when we open the e-mail that's labeled, "I hate you" water, ALCOA attorney Thomas M darci--or what a reasonable person the high court's rulings after resolv-
Reiter, a partner with Kirkpatnck & would have expected-instead of a ing some questions of fact in the case
Lockhart LLPof Pittsburgh, said subjective standard, or what the com-

Edztor Paul D. Wmston's Commentaly appean fortnightly and "The decision sends a signal that all- panies did expect Atummum Co ofAmenca et at vs
on www.bumnessmsurance com He can be reached at pwm- nsk or DIC property insurance poll- In another rulmg against the AL- Accident & Casualty Insurance Co et
ston@crain com cies may be a significant source of re- COA companies, the high court ruled al, Washmgton State Supreme Court,

covery for environmental and other that provisions in the pohcies that set No 67340-3, May 4,2000
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Virus said To date, lt has sold about a Mr Kiernan said one IT piofes- Updates
dozen of the new policies sional told him, " 'I thought my

After denial-of-service attacks rental contract was comphcated un- ACE CEO rebuts tax loophole'Contlnued from page 1 struck many well-known e-com- ill I read these Internet policies
nearly $266 milhon merce sites in February, the per- National Semiconductor 's broker Conttnued from page 2

The survey by the San Francisco- centage of policy shoppers turned lS helping to audit the company's It is ironic, he said, that U S units of ACE have become far more
based Computer Security Institute, buyers climbed to 25% from 5%, Internet exposures before recom- profitable under its ownership and have a higher effective tax rate
which was released m March, was said Brad Gow, assistant vp-infor- mending whether insurance cover- than any of the insurers backing the bill
conducted with the help of the Fed- mation and technology products age is desirable and, if so, which Also, the $7 bllhon figure that has sometimes been quoted as the po-
eral Bureau of Investigation group for ACE USA Inc in products would best fit ltS needs, tential loss to the U S Treasury if the entire U S property/casualty in-

As for the Love Bug, it spread Philadelphia Since the Love Bug Mr Kieman said dustry moved offshore is wrong, Mr Duperreault said Last year, the
rapidly May 4, crlppling e-mail sys- viIus surfaced, the number has As risk managers become more U S P/C industry paid $5 bilhon in taxes
tems around the world and destroy- climbed to 30% and could shoot up involved in such issues, they are In addition, the notion that the entire U S Insurance industry would
ing some computer files Investiga- to 50% by year's end, he predicted likely to find themselves interacting move offshore is "fanciful and utterly ridiculous," he said
tors tracked the source of the virus "Definitely, risk managers have a with a host of new vendors A handful of U S insurers are lobbying for passage of H R 4192,
to the Phihppines big concern about these exposures, There is going to be exponential which was introduced last month to increase taxes on companies that

Published estimates have placed especially in hght of the 'I love you' growth in demand from risk man- reinsure U S business with Bermuda-based affiliates (BI, Apnl 10)
potential Love Bug losses as high as virus," said Karen Banks, directo agers, predicted June Felix, preSl- The four principal supporters are Chubb Corp , the Hartford Finan-
$10 billion Several insurers say, of risk management for Shaklee dent and chief executive officer of cial Services Group Inc, Liberty Mutual Insurance Co and Kemper
however, that lt lS impossible to Corp in Pleasanton, Calif Ms CertCo Inc, a New York-based Insurance Cos

verify such a number or determine Banks noted that sessions on Inter- company that provides security and
the exact extent of losses net risks were among the most risk management consulting for on- Dingell defends patient rightsFor one reason, they note, many heavily attended at the recent Risk line business-to-business ti ansac-
companies may prefer to keep the & Insurance Management Society tions CertCo is currently a partner WASHINGTON-Enactment of managed care reform legislation
size of their losses hidden to protect Inc conference, held in San Fran- with AIG in its new Internet cover- that includes granting participants the right to sue health plans that
their customer base and stock mar- cisco age offerings improperly deny treatment wlll not cause a flood of lawsuits, says the
ket valuations According to AIG's Mi Sagalow, co-sponsor of a patients rights bill that passed the U S House of Rep-

Insured losses from the Love Bug one complaint now being heard resentatives

virus are expected to be minimal 'Definitely, risk from risk managers is that the cov- The right-to-sue provision in the House bill is modeled on similar
Relatively few of the new breed of erage available under emerging In- provisions in state law, said Rep John Dmgell, D-Mich, dunng an ad-
insurance policies for Internet risks managers have a ternet insurance policies varies dress last week at the International Foundation of Employee Benefit
have been sold to date that would big concern about widely, causing confusion over ex- Plans' Washington Legislative Update
cover such losses, experts say actly what they covel Rep Dingell loined Rep Charhe Norwood, R-Ga, in drafting the

In addition, claims under tradl- these exposures,' Some of the products likely will Consensus Managed Care Improvement Act, which passed the cham-
tional property insurance policies says Karen Banks. not be adequate to cover all the ber by an overwhelming majority last year (BI, Oct 11,1999) House-
unth business interruption endorse- risks a company faces he said Senate negotiators are strugghng to forge a compromise patient bill of
ments for viruses also are likely to For some policyholder, however, rights package out of the Norwood-Dingell bill and a much narrower
be minimal, said Michael Donovan, traditional property insurance may measure that won Senate approvallast summer Among other things,
a partner at Hancock Rothert & Interest in minimizing Internet- respond to losses caused by an In- the Senate bill would not grant any new right to sue
Bunshoft LLP in San Francisco related nsks is not hmited to e-com= ternet e-mall virus, one msurer says Rep Dingell said fewer than 10 lawsuits alleging improper denial of
who has served as an adviser to in- merce companies Most coverage The array of new msurance prod- treatment have been fled m Texas slnce that state passed its patients
surers developing Internet products submissions are commg from tradi- ucts may not even be necessary, be- bill of nghts act

Mt Donovan said he beheves that tional companies whose core busi- cause coverage for viruses could be "There has been a great deal of misinformation spread" about the
most companies did not suffer busi- ness is not conducted on the Inter- available undel some traditional House bill, said Rep Dir,gell He specifically denied CrltleS' charges
ness disruptions long enough to net, Insurers and brokers say property policies, said Thomas R that the House bill would open employers to new habihty for the acts
meet the time cI iteria for coverage Many risk manageis are ]ust Cornwell, vp of the Technology In- of health care plans they sponsor
undet the business interruption learnmg the extent of their Internet surance Group for Chubb & Son Rep Dmgell declmed, however, to predict that Congress would pass
components of their property poli- exposures and are exploring mea- Inc m Warren, N J a patient's bill of rights thts year, though he said that he hoped "very
cles sures to address them, said Eugene If a property insurance policy in- much" that a good bill could be passed

The Love Bug "seems to be just a F Kiernan, director of risk manage- cludes media or data coverage with The chairman of the House-Senate conference committee deallng
major nuisance for IS depart- ment and insurance for National vandalism as a peI'll and the policy with the competing health care reform measures warned those attend-
ments," he said Most losses gener- Semiconductor Corp in Sunnyvale, has a business interruption compo- ing the IFEBP meeting that time was runmng out "The closer we get
ated are hkely the soft costs associ- Calif nent, then coverage could be avail- to the conventions and the elections, the less probable it is" that a suit-
ated with restarting companies' e- Because National Semiconductor able for virus exposures, Mr Corn- able bill will be passed, said Sen Don Nickles, R-Okla Sen Nickles,
mail systems Those costs are hai d is a manufacturer, Mr Kiernan said well explamed an outspoken critic of expanded health care liability, also said that
to quantify, and neithet traditional he previously believed 11 had few In fact, some new Internet PI Od- while he wanted to get "a good bill of rights" passed, he beheves "no
propetty policies nor some of the Internet exposures, especially com- ucts exclude coverage for viruses if blll is better than a bad bill "

new Internet products will covel pared with companies that conduct the risk iS already covered under
such costs, he explamed all their business online such a property pollcy, he added Settlement review enacted

The news generated by the virus That view changed, however, af- Risk managers need to assess just
and its effects, howeveI, is spread- ter the risk manager teamed up how much Internet-related business ANNAPOLIS, Md -Maryland Gov Parris Glendening last week
ing Interest in the new policies with his information technology de- risk a company can withstand and signed into law legislation to protect recipients of structured settle-
among insurance buyers partment to assess its Internet risks the potential impact on its balance ments by requiring court authorization of any agreement in which a

'The Love Bug has definitely in- The lomt risk assessment found that sheet if such losses are uninsured, recipient sells his or her nght to future multiyear payouts m return for
cI eased submissions and increased National Semiconductor's Inteinet Marsh's Ms Freeman said a lump-sum payout
the desire of applicants to close the exposure is much more varied than A company needs risk control, in Supporters of the measure point out that structured settlement re-
deal," said Ty R Sagalow, executive he had earher assumed the form of security measures, she cipients are typically injury victims who are hkely to need the fman-
vp and chief operating officer for Through this process, as Mr Kier- said But those measules can have cial security of smaller multiple payments over several years, rather
AIG Global e-Buslness Solutions m nan is learning more about his com- hmitations, locking hackers and se- than one lump sum
New York pany's Internet nsks, National CUI'lty experts in a constant battle to The Maryland Legislature unanimously approved H B 357, which

AIG lS receiving five to 10 sub- Semiconductor's IT experts are one up each other, she said There- garnered widespread support from legal and disability advocates The
missions a week foi ltS new Inter- grappling for the first time with in- fore, Ms Freeman advises that risk advocates say the meast.re will protect Maryland residents from un-
net-related coverage, Mr Sagalow surance concepts transfer also be considered scrupulous financial services companies that may try to take advan-

tage of recipients' desire for-mmediate cash, often providing signifi-

IRS
cantly less than the face value of the ongmal settlements

or a division, such as a hotel chain be able--so long as their new employ- Maryland is now the 13th state to enact such consumer protections,
selhng off a few sites to another chain, er allows it-to tiansfei account bal- according to the Washington-based National Structured Settlements
they no longer have to incur the ex- ances to their new company's 401(k) Trade Assn The other states are Cahfornia, Connecticut, Georga, Illi-

Continued from page 2 pense ofrunnmga 401(k) plan forem- plan nois, Kentucky, Mame, Minnesota, Missoun, North Carolina, Pennsyl-
But as the ERISA Industry Com- ployees who no longer work for them That unll end situations in which vania, Virginia and West Virginia

mittee, a Washington-based benefits "Sellers don't want to continue to employees Involved m a corporate In addition, similar legislation is "moving rapidly" in the Ohio and
lobbying group, put it, the same-desk administer accounts for employees spinoff must keep track of account Tennessee legislatures, according to the association
rule seemed incomprehensible to em- that they no longer employ," said Va- balances m two different 401(k) plans
ployees leI·le Grace, a retirement attorney "I say hallelulah It is about time," Alamo to appeal jury verdictUndet the rule, even though an em- with Wilham M Mercer Inc m Wash- said William Miner, a retirement
ployee was working for a new compa- ington practice leader wtth Watson Wyatt MIAMI-Alamo Rent A Car Inc will appeal a $5 2 million award a
ny and thus was separated from his Instead, employers simply can-at Worldwide m Chicago Florida jury says it must pay for not warning a Dutch tounst about a
former employer, the employee could the request of employees-directly This has been a problem people bad neighborhood
not receive his or her account balance transfer the account balance to a have complained about for years," The Flonda state court jury granted the award to the spouse of a
Essentially, the account was frozen, 401(k) plan sponsored by an employ- added Joseph Walshe, a principal woman who was killed m 1996 in Liberty City, a Miami neighborhood
with employees unable to make new ee's new company or transfer the with PricewaterhouseCoopers LLP The woman was murdered when her husband stopped to ask direc-
contributions to their accounts and funds to an employee's Individual re- in MeLean, Va tions

employers not allowed to make tirement account Welcome as the ruling w11 be to The plaintiffs attorney argued that Alamo ignored police recom-
matching contnbutions Alternatively, the employee could employeI·s and employees, not all em- mendations that the rental car company advise its customers to be

Apparently, the rule no longer take the funds in cash If the employ- ployee transfer sitt ations are ad- careful in the Liberty City area
made sense to the IRS, either In last ee was less than age 591/2, however, he dressed For example, the rullng of- A spokeswoman for Fort Lauderdale, Fla -based Alamo pointed out
week's Revenue Ruling, the IRS said 01 she would be slapped with a big fers no guidance for employers spon- that the dnver was lost and that a warning would not have prevented
a 401(k) plan that allowed transferred tax hit Employees do have the right, soring 403(b) plans, the tax-exempt him from driving into the area She said the company had compiled
employees to receive distributions though, to keep their account bal- world's rough equivalent of 401(k) with state laws to remove distinguishing marks from its rental ears so
would not be in violation of federal ances in theiI former employers' plans that they would not become targets for criminals
rules 401(k) plan if the amount exceeds While employers have until Sept 1 "The imphcations of it are enormous," the spokeswoman said of the

The Revenue Ruling is a victory for $5,000 to follow the new revenue rullng, they award, citing the possibilities of redhning neighborhoods and expand-
employers and employees, benefit ex- The IRS Revenue Rullng also wlll can, if they so choose, abide by it im- ed hability for all companies in the travel industry
perts say For employers selling umts be welcomed by employees who wall mediately
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 AETNA BROADENS DOCS' OPTIONS In an at-  HIKES DRIVE XLPROFITS Increases m prop- m 1999. The results include a $40 million this year upon which the GRFP sale was con-
tempt to improve its relationship with physi- erty rates helped propel Hamilton, Bermuda- loss from business now in runoff, a Reliance tingent, he said GRFP also was plagued by
cians, Aetna U S Healthcare has announced based XL Capital Ltd 's first-quarter profits statement said Net income actually increased rumors earlier this year that it had made sub-

C*tna
it will give physicians in to $223.8 million, up 6.7% from the same in the first quarter to $145 5 million from a stantial losses m 1999. Those rumors were
Connecticut new op- period in 1999. The in- loss of $15 5 million m the same period last unfounded, Mr Byrne said.
tions in dealing with the surer achieved increased /' 4 1-1 year. That gain was due to the sale of invest-

US Healthcar6 company. The company rates for property insur- / / 11., ments, the company said. The worst-per-  HINES SYMPOSIUM 7000

n.,Id 11 1/es .

will now allow Con- ance business during the forming unit was Reliance's large commercial This year's Harold H 4emori .mpourn

Tue•,day Mly.3 2000

necticut physicians to opt out of Aetna's all- quarter, said Brian M ,/ property and casualty insurer, Reliance Na- Hines Jr. Memorial Sym-
products policy. This policy requires partici- O'Hara, president and V V tional Insurance Co., which had a combined posium, focusing on e- {121«/rl
pating physicians to belong to all of Aetna's chief executive officer ratio of 121.8% for the quarter Gross premi- commerce issues, will be inairh,j#
preferred provider organization and health XL had thought, howev- ums for the first quarter of 2000 fell to $1 30 held May 23 at the Union .2{ 1,14
maintenance organization plans. In addition, er, that rates m all lines 20 1 v billion from $1.68 billion for the same peri- League Club in Chicago. /43 &15 v
those primary care physicians with fewer would have hardened od m 1999. To preregister for the free Wjl!5 i
than 100 Aetna HMO members will be paid more substantially by symposium, please con- .4SZI*
on a fee-for-service basis, and not on a capi- now, Mr. O'Hara added, XL's gross premi- I CIONA BUY FUELS ACE GAINS Hamilton, tact the Insurance School
tated basis Aetna said it p|ans to implement ums written mcreased to $918 9 million in Bermuda-based ACE Ltd. reported net in- of Chicago, 330 S Wells
the changes as of Jan. 1, 2001 the first quarter, a 25 5% increase over the come of $174.5 milhon m the St., Suite 300, Chicago,

same period last year In addition to new flrst quarter of 1999, which is Ill 60606, 312-427- ..emrnese

le,per@I.Inefiell -

ALBERTAPASSESHEUTHBILL Controversial buslness growth, XL made several acquist- a 35.3% increase over the 'V-L 2520 mpalment G.// Mmer

legislation that permits the outsourcing of tions last year and increased its participation same period last year. Gross
some medical procedures to private clinics m its Lloyd's of London syndicates. premiums written increased TM I BRIEFLY NOTED German authorities holding
was passed by the Alberta government last more than fourfold, to $2 bit- accused swmdler Martm R. Frankel say they
week. Alberta Premier Ralph Klem lauded  MEDICARE+CHOICE PLAN Aon Corp. unit hon, due to the acquisition of the property/ca- will prosecute him for traveling with a false
the passageof 811111, saying that thelegisla- Sterling Life Insurance Co, has received ap- sualty and international operations of passport and smuggling diamonds, which
tion will ease the pressure on Alberta's gov- proval from the Health Care Financing Ad- CIGNA Corp. in July 1999 Of ACE's indi- were found when he was arrested m a Ham-
ernment-run health system and that the lan- mmistration to offer the first Medicare+ vidual units, ACE USA Inc -which includes burg hotel last year. The German charges are
guage of the bill would guard agamst a two- Choice private fee-for-service plan to retirees most of the units acquired from CIGNA- expected to delay Mr. Frankel's extradition to
tiered health system. The legislation provides as an alternative to Medicare health mainte- saw the biggest increase m gross premiums, the United States to face charges that he st-
regional health authonties with the option to nance organizations The plan, known as whtch grew to $738.9 million from $50.9 phoned more than $200 million from a group
contract out minor medical procedures to Sterling Option 1, is being made available milhon in the first quarter of 1999. At ACE of life insurers he controlled from an estate in
government-approved private chnics. Critics this month to the general market as well as to Bermuda Insurance Ltd., gross premiums m- Greenwich, Conn Crum & Forster has ap-
of the bill blasted it as a partial privatization employers that fund their retirees' Medicare creased 32.5% to $173.1 million ACE's pointed Nikolas Antonopoulos as president,
of Canada's single-payer public health sys- supplements, a spokeswoman for Chicago- reinsurance operations, however, saw an Mr, Antonopoulos joined the insurer last year
tem, saying that it will lead to better health based Aon said The plan is an alternative to 8.5% decrease in gross premiums to $104.9 as executive vp New York Insurance regu-
care for those who can afford to pay extra Medicare HMOs, giving participants their million lators have approved a plan to dissolve the
fees to the private clinics. Mr. Klein said that choice of providers without gatekeeper in- Medical Malpractice Insurance Assn. and
the legislation contained steps, including volvement, the spokeswoman explamed It is # GEN RE KEEPING UNIT General Re Corp will transfer old liabilities to the Medical Liability
fmes, to prevent its abuse. also about half the cost of other Medicare not sell its derivatives operation as was ex- Mutual Insurance Co The Insurance Depart-

supplemental insurance policies, she said. Pri- pected, the Stamford, Conn.-based reinsurer ment also is reviewing proposals for transfer-
I CNA 10INCOIE JUIllIP CNA Financial Corp. vate fee-for-service plans were authonzed un- announced last week After complettng a ring current MMIA business to other medical
has reported a 200% Increase m operating m- der the Balanced Budget Act of 1997 "strategic review," Gen Re decided that it malpractice insurers....Folksamenca Reinsur-
come for the first quarter of 2000 compared Olympic Health Management Services Inc, would retain General Re Financial Products ance Co. has completed its acquisition of sub-
with the same period last year. The Chicago- based m Bellingham, Wash., will handle the and continue to offer derivative and financial stantially all the reinsurance operations of Risk
based cornpany announced operating income admmistration and medical management structuring services to its chents, which in- Capital Reinsurance Co. Meanwhile, Risk
of $84 million during the first three months functions of the Sterling product line, which clude a substantial number of Insurers, sald Capital Holdmgs announced that its name is
of the year, compared with $28 milhon dur- also mcludes Medicare Supplement and Mark J. Byrne, president and chief executive bemg changed to Arch Capital Group Ltd. and
ing the first quarter of 1999 Bernard L. Medicare Select officer of GRFP m London. The fate of GRFP that Peter A Appel, who had been executive
Hengesbaugh, CNA's chairman and chief ex- was put into question in 1998 when General vp and chief operating officer, has become
ecutive officer, said in a statement that the  RELIANCEOPERATINGLOSS Rehance Group Re was bought by Berkshire Hathaway Inc., president and CEO. He replaces Mark D.
first-quarter results "reflect management's Holdings Inc of New York has posted an op- Mr. Byrne said. The initial decision was to Mosca, who will continue as a director.
commitmentto improved underwriting disci eratingloss of $36 5 millionforthefirst quar- sell the un it to an undisclosed buyer. Mr . , .The San Francisco-based Pacific Busmess
pline and expense reduction-two essential ter of 2000, a sharp decline from its $11.4 Byrne said But that deal fell apart as a result Group on Health has named Peter V Lee pres-
components of CNA's turnaround plan " milhon operating profit for the same period of the collapse of a much larger deal earlier ident and CEO, Ell
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Weekb Year to date Yeartodate

BROKERS
Weekly fear to date Yeartodate Weekly Year to date Yeartodate

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

Aon Corp NYS 3256 10.15 1859 4641 20.69 3978 Harleysville Group NDO 1606 0.78 12.72 20.88 11.68 486 Un,trin NDO 32.84 010 1271 4238 30.69 373

1 Clark Bardes Holdings NDO 14 50 0.00 0.87 2100 11.63 44 HSB Group Inc NYS 28.06 0.67 1701 42.25 2150 392 UNUM Corp NYS 1906 2.69 40.55 56.88 11 94 4918

E W Blanch Holcings Inc NYS 21.56 0.58 64.80 71.75 1656 507 HCC Insurance Holdings NYS 1356 1604 2.84 25.13 8.00 354
Vesta Insurance Co NYS 5.00 1304 2903 7.88 3.44 130

1 Gallagher Arthur J & Co NYS 36.19 0.52 11.78 37.25 23.06 617 ING Groep N V NYS 56.19 381 7.89 6394 46 81 319

Hilb Rogal & Hamilton NYS 2850 065 088 29.13 18.25 93 IPC Holdings Ltd NOO 14.13 561 5.04 XL Capital Ltd NYS 48.56 3.36
2250 9.75 140

639 6719 3900 3084

1 Kaye Group Inc NDO 7.00 11.81 16.42 1188 5.00 6 Hartford Financ,31 Services NYS 53.25 3.52 1240 66.44 2938 2619 Zenith National Ins NYS 24.56 -0.76 1909 26.69 1875 154

Marsh & McLennan NYS 9594 2.42 026 11069 61.75 2601 John Hancock Financial Service NYS 21.19 5.94 24.63 21.50 1344 7051 INSURERS/REINSURERS AVERAGE 0.67 3 21

Brown & Brown NYS 4063 0.78 6.04 41 94 30.75 50 LaSalle Re Hold ngs Ltd NYS 1281 2.38 22.35 1863 1088 106

i BROKERS AVERAGE 2.36 1038 Lincoln National NYS 3525 522 1188 5750 2263 3189 HEALTH MAINTENANCE ORGANIZATIONS

INSURERS/REINSURERS
MAIC Holdings Inc NYS 11.00 9 74 48.08 29.05 11.00 543

Foundation Health Systems Inc NYS 9.06 7.64 -881 2006 625 1464

Markel Corp NYS 138.13 112 10.89 193.00 111.50 62

1 ACE Ltd NYS
Humana Inc NYS 6.25

26.06 5.04
566 23.66 15.19

56.18 3525
5.88 2798

14.06 7029 MBIA Insurance Group NYS 50.75 2.53 3.91 71.88 36.31 1534

Accel International Corp NDO 0.75 0.00 25.00 256 050 7 Meadowbrook Ir sur Group NYS 5.63 11. 11 1429 14.13 4.75 27
Oxford Health Plans NDO 20 25 6.58 59.61 21 56 9 75 6460'

Acceptance Insulance Cos NYS 4.13 4 76 2826 1594 2.75 205 Metlife NYS 18.44 4.98 29.39 18 56 14 25 15340 Pacificare Health Sys NDO 57 56 3 05 8 61 98 13 31 13 13331,
AEGON N V NYS 73.13 336 2343 9825 6300 368 MMI Cos Inc NYS 9.94 000 1525 17.44 331 0 Sierra Health Services NYS 331 3.92 50.47 1625 2.75 726
Aeina L,le & Casualty NYS 5875 4.21 5.26 99.88 38.50 3070 Mutual Risk Mgmt Ltd NYS 14.44 359 14.13 40.50 981 1177 United HealthGroup NYS 71.38 13.18 34.35 71.38 3938 6291
AFLAC Inc NYS 47.75 4.95 119 5469 3356 3160 Navigators Grou D NDO 988 1.28 1.28 16.00 8.75 18

Allmerica Financial Corp NYS Wellpoint Health Networks NYS 7263 3.66 10.14
5556 3.49 -011 6481 35.06 9700 4825 1044

943 NYMagic Inc NYS 1525 124 1564 19.50 1200 85

, Allstate Corp NYS 2550 11.48 5.97 4075 17.19 12978 Ohio Casualty Corp NDO 13.75 871 1440 20.25 1075 4714
HMOs AVERAGE 1.57 425

 Ambac Financial Group NYS 47 38 053 9 22 63 00 38 88 1653 Old Republic Int 1 NYS 1738 2.21 27.52 20.69 1063 2697 ALL COMPANIES AVERAGE 0.04 3.11

American Financial Group NYS 2663 290 0.95 3681 1838 270 Partner Re ltd NYS 36.63 3.30 1291 41.44 2838 189

American General NYS 5663 4.86 25.37 82.19 45 63 3984 Penn America G oup Inc NYS 8.50 4.23 9.68 1106 663 5 r-

American Intl Grojp NYS 11488 2.97 6.24 11925 78 56 12924 PMACapital Corporation NDO 18.00 2.86 9.43 21.13 1550 99

] American Safety lisurance NYS 4.38 1250 3269 1000 425 41 Philadelphia Cori Holding NDO 15.94 2.00 991 25.19 1081 154
B/Insurance Index

i Argonaut Group NDQ 1838 2.00 755 2794 1656 85 PXRE Corp NYS 1469 126 1298 1956 994 24 
AXA UAP Group NYS 71 94 3.32 132 7994 53.75 360 Reliance Group Holdings NYS 2.25 2000 6604 10.88 2 25 2405

1 Baldwin & Lyons Inc NDO 17.44 445 2119 24.05 1625 12 RellaStar Financial Corp NYS 5106 049 3030 5175 2375 4383  2,150
1125 271 1

Berkley W R Corp NOO 22.00 -056 539 28.00 1400 245 RenalssanceRe Holdings Ltd NYS 4025 6.62 1 53 43 19 3088 289 1 2,100
Berkshire Hathaway Inc NYS 55000.00 179 1 96 78200 00 40800.00 2

A
Risk Capital Holdings NDO 15 69 195 24.26 1738 1100 9

Capitol Transame Ica Corp NAS 1200 7 87 1925 1525 938 46 2.050
RLI Corp NYS 3400 4.62 0.00 3881 2625 89

Chubb Corp NYS 6331 433 1243 76.38 4325 2028 St Paul Cos NYS 3550 5.38 5.38 37.06 21.31 3023 2.000
{ CIGNA Corp NYS 78.94 395 202 9863 60.75 3548 SCOR NYS 4463 408 085 5675 4000 13 1,950
, Cincinnati Financial Corp NYS 39.38 1.41 2353 43.31 26.19 1646 SAFECO Corp NDO 2113 596 1508 4675 18.00 6038

< Clt,group NYS 60.13 0.94 797 65.44 40.13 41057 SCPIE Holdings Inc NYS 24.25 0.26 2451 36.94 2306 NA
1.900

CNA Financial Co p NYS 31.75 8.09 1846 45.31 24.56 683 Seibels Bruce Group NDO 181 357 357 625 125 138 1 1,850
CNA Surety NYS 1475 1.72 1346 1556 9.75 162 Selective Ins Group NDO 1900 236 1055 22.50 1463 256  1,800

'  EMC Insurance G,oup Inc NOO 7 50 625 1781 1338 681 12 Toklo Marine& F re NDO 54.25 796 8.25 67.00 45.00 67 1ESG Re Limited NDO 4.22 887 39.19 2006 3.19 102 Torchmark Corp NYS 24.19 2.11 16.77 38.00 18.75 2359
1.750

Enhance Financla Services NYS 1288 9.57 20.77 22.63 8.63 680 Transatiantic Holdings NYS 8381 1 51 737 8700 6875 40 , 1,700
Everest Reinsurarce NYS 3119 2.73 39.78 35.69 2050 960 Travelers Property Casualty NYS 42.00 0.00 22.63 42.00 2769 0 1.650

; Fremont General Corp NYS 4.69 21.05 36.44 21.44 4 69 1050 Trenwick Group Inc NYS 1375 135 18.82 32.00 1200 73

1 Frontier Insurance Group NYS 0.69 26.67 -8000 17.25 0.63 1456 Unlco American Corp NDO 6.56 0.94 625 1075 4.50 54 3/24 3/31 40 4114 4/21 428 5/5 St12
Gainsco Inc NYS 5.75 213 6.98 6.94 394 281 United Fire & Casualty NOO 1625 3.35 28 18 27 25 16 00 75  Base=100 on Dec 29,1978

Top advancing issues HCC Insurance Holdings, United HealthGroup: Allstate Corp Leading decliners. Frontier Insurance Group, Fremont General Corp, Reliance Group Holdings. Most active issue Citigroup The 8/Index Increased 27%, the Dow Jones
30 industrials went up 0 3%, the S&P 500 decreased 0.8%, and the NYSE Composite rose 0.7% Average P/E Brokers, 18 5, Insurers/reinsurers, 161, HMOS, 11.8

Source CNET /nvestor (investor cnet corn) Boulder, Colo
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THE GRE 1« EST RISK

IS NOT TAKING ONE.
They do not write the stories of those who played it safe. But that doesn't mean you should leap blindly, either. You can go
after your idea with Nery determination, armed with the confidence of knowing you have chosen a business partner wisely.
One with enormous resources. Vast imagination. One with the flexibility to custom-tailor solutions, no matter what the
risk, no matter where the risk. Even if it's some crazy idea, like walking on the moon. So the next time you feel like
trying something nobody has tried before, look no further than the organization that helps launch big ideas every day.

WORLD LEADERS IN INSURANCE AND FINANCIAL SERVICES

Insurance and services provided by members of American litel national Group. k. Write
to us at Americali International Group, Inc., 70 Pine Street. Dept. A New fork. NY 10270.

AIG
WWW.AIG.COM


