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Late News

Duperreault to retire
as ACE chairman

ACE Ltd. Chairman Brian

Duperreault will retire from the
company on June 1. Mr.

Duperreault-who joined
Hamilton, Bermuda-based ACE in

1994 as crairman, president and
chief exec Jtive officer-will

continue to serve as

nonexecutive chairman of the

board, ACE said. During his time
as head of the insurer and

reinsurer, ACE significantly

expanded its lines of business and

geographic reach, in large part

through its 1999 acquisition of

the property/casualty business of
CIGNA Corp.

Blumenthal, R.C. Knox
settle pay probe
Broker R.C. Knox & Co. Inc. will

pay more than $750,000 to
settle allegations by Connecticut

Attorney General Richard

Blumenthal that it improperly

accepted contingent commissions
from insurers in connection with

fee-based insurance placements
for the state. Hartford-based R.C.

See LATE NEWS / page 27

Stock-option probes
spark D&0 concerns
Underwriters wary over
compensation pmctices

By RUPAL PAREKH

NEW YORK-Regulatory scrutiny
over stock-option practices will trig-
ger more intense questioning from
directors and officers liability insur-
ers at renewals, market sources say.

Several high-profile companies,
including managed care giant Unit-
edHealth Group Inc. of Minneton-
ka, Minn., have come under fire for

their options practices-including
alleged backdating-spurring a flur-
ry of shareholder lawsuits, manage-
ment shake-ups and possible earn-
ings restatements at the firms in
question (see box, page 26).

The Securities and Exchange
Commission and the U.S. attorney's
office in the Southern District of

New York have launched separate
stock-option probes into several

companies, and observers expect
that additional companies will be
implicated. Spokespeople for the
SEC and the U.S. attorney's office
declined to discuss their investiga-
tions into the matter.

The D&0 market is not expected
to make significant changes to poli-
cy terms and conditions as a result
of the probes, but insurers likely
will increase underwriting diligence
regarding options practices, brokers
and insurers say.

"Compensation issues have be-
come more prevalent in the under-
writing process than they have in
the past, and this is a hot compen-
sation topic," said Steve Shappell,
managing director in Aon Financial
Services Group's legal and claim

See BACKDATING / page 26
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profitable first quarter.
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Ruling benejits
employers

By MARK A. HOFMANN

WASHINGTON-The Supreme
Court's ruling last week holding
that health benefit plans can seek
reimbursement of medical expenses
from beneficiaries who receive

third-party settlements is good
news for plans and the employers
that sponsor them, say benefits ex-
perts.

In its unanimous decision in Joel

Sereboff et ux. vs. Mid Atlantic Medi-
cal Services Inc., Chief Justice John
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Roberts wrote that the Employee
Retirement Income Security Act
considers such reimbursement eq-
uitable relief. The case arose when

Joel Sereboff and his wife, Marlene,

suffered injuries in a car accident in
California. Ms. Sereboffs employer-
provided health care plan covered
their medical costs, but the Sere-

boffs sued several third parties in
connection with the accident and

ultimately received a tort settle-
ment of $750,000.

MAMSI, which administered Ms.

Sereboff's employer's plan, sought
reimbursement for the $74,869 in

benefits it had paid the couple.

See COURT / page 27
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Airlines in Asia

are drawing on
their experiences
in the 2003 SARS

outbreak to pre h
pare for a possi -1.*'0%*M
ble avian flu in -

pandemic 

Airlines get ready
to defend against
avian flu outbreak

By J. NILS WRIGHT

Often viewed as the likely vehi-
cles to transport avian ftu across
borders should the virus mutate

into one that is easily passed be-
tween humans, many airlines in
the Asia-Pacific region are prepar-
ing for the worst.

Building on their experience of
reacting to the severe acute respi-
ratory syndrome-or SARS-epi-
demic that hit Asia in 2003 killing
nearly 800, according to the
World Health Organization,
many of the airlines have put to-
gether contingency plans for fu-
ture virus-related crises.

"Most corporations, airlines es-
pecially, are using business conti-
nuity planning," said Ryad Dhabi,
Marsh Inc.'s Hong Kong-based
avian flu taskforce leader for Asia.

"And prevention is probably one
of the most important parts of
their plans. They'll use the same
strategies that they used in 2003
with SARS."

Airlines in the region are likely

liew:'Jv 3.M:::m:70/f,Znd SPOTLIGHT
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the most prepared of all business-
es to deal with an avian flu threat,

according to Mr. Dhabi. And East
Asian corporations as a whole ap-
pear to be concentrating more re-
sources on battling a potential
outbreak compared with their
counterparts elsewhere, according
to a recent study by Mercer Hu-
man Resource Consulting. Mercer
found that 25% of companies sur-
veyed in Asia reported that they
had allocated budgets for a possi-
ble pandemic, compared with
12% in Europe and 7% in the
United States. (W, April 3).

In countries that were affected

by SARS-Canada, Hong Kong,
China, Taiwan, Singapore and
Vietnam-58% of respondents re-
ported that they had already tak-
en steps in planning for a deadly
flu epidemic.

Airlines would, in part, rely on
high-efficiency particulate air
recirculation filters, which sift
Out airborne contaminants,

See FLU / page 26
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Online poll - I 5/15 - 5/19 1

How prepared is your employer for an
avian influenza pandemic?

F Not Slightly Somewhat Very
1 prepared. prepared prepared prepared
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Investments boost P/C results
First-quarter profits
up 13% over 2005

By JUDY GREENWALD

Restrained competition, strong investment re-
turns and moderate catastrophe losses all con-
tributed to a strong first quarter for commer-
cial property/casualty insurers, a trend that is
expected to continue throughout the year,
barring major catastrophes, say observers.

"The industry is off to a good start in
2006," said John L. Ward, chief executive offi-
cer of Cincinnati-based Cincinnatus Partners

L.L.C., an advisory firm that specializes in the
insurance industry.

Nearly all the insurers "posted very strong
investment income results," either in the
form of increased investment income or capi-
tal gains. Furthermore, "there are signs that
underwriting discipline remains strong in the
industry" despite the trend towards softening
prices, said Mr. Ward.

The 14 insurers surveyed by Business Insur-
ance posted a 13% increase to $7.79 billion in
net income for the first quarter vs. the compa-
rable period a year ago. This compares with a

Insurers are

making changes In

their operations

after a rough year
m 2005

7.8% increase in 2005.

Among other results from Bfs survey:
• Insurers reported a 90.4% combined ratio,

vs. a 92.4% combined for 2005's first quarter.
• Net premiums written increased a modest

2.4%, to $34.54 billion.
• Policyholder surplus for the 12 companies

that reported this data increased
13.2%, to $72.78 billion.

"It was definitely a very strong
quarter," said John Iten, a director
at Standard & Poor's Corp. in
New York. "There were a lot of

very strong earnings reports in
the first quarter, and they benefit-
ed from a number of factors," in-

cluding a light catastrophe quarter.
And, although rates in most lines seem to

be declining, "that seems to have been offset,
at least so far, by favorable development in
terms of frequency of losses, so net, a lot of
companies reported record underwriting re-
sults for the first quarter," said Mr. Iten.

Insurers met analysts' earning expectations
for the quarter, said Michael Dion, senior eq-
uity analyst at Sandler O'Neill & Partners L.P.
in New York. Results were helped by "a com-
bination of better underwriting margins fu-
eled by redundant reserve releases and higher

Insurers maintain

full cove rage duties
Oregon court rules

By DAVE LENCKUS

PORTLAND, Ore.-Reversing a
trial court's pro-insurer decision,
an Oregon appellate court has
ruled that an allocation of a pol-
icyholder's loss among multiple
insurers cannot leave the policy-
holder partially uncovered if the
insurers have not agreed to pay
their fulllimits.

Insurers maintain their full

coverage obligations in such sit-
uations even if the policyholder
has settled with other insurers

on the risk for less than full poli-
cy limits, the appeals court
unanimously ruled on May 17.

The decision generally aligns
Oregon case law with Washing-
ton's and Wisconsin's but places
it at odds with that in New York

and New Jersey over the increas-
ingly contentious coverage allo-
cation issue, according to one
policyholder attorney, who de-
clined to be identified.

An attorney for Kansas City,
Mo.-based Employers Reinsur-
ance Corp., the only insurer in
the Oregon case that has not set-
tied with policyholder Cascade
Corp. of Fairview, Ore., would
say only that the insurer has not
decided whether to appeal.

Cascade's attorney did not re-
tum calls.

A representative for a liability
insurance group that filed an
amicus brief in the Oregon case
said she hopes the ruling is ap-
pealed.

"We think that the court

made a mistake here," said Lau-

ra A. Foggan, counsel for the
Complex Insurance Claims Liti-
gation Assn. Policyholders
should not be able to establish

one insurer's liability in a settle-
ment that is for less than the in-

surer's proportionate share of a
loss and less than its full policy
limits and then force a nonset-

tling insurer to cover more than
its proportionate share, said Ms.
Foggan, a partner with Wiley,
Rein & Fielding L.L.P. in Wash-
ington.

The Oregon case stems from a
federal court's decision that Cas-

cade is liable for most of the cost

to clean up groundwater on
neighboring property.

Cascade sought coverage from
numerous primary and excess
general liability insurers and
then sued them after it could

not resolve its claim. Before the

coverage trial went to the jury,
Cascade settled with all but two

insurers, including excess insur-
er Employers Re.

The jury ruled that the defen-
dants owed Cascade the more

than $3.8 million the company
sought. The remaining primary
insurer then settled for its

$50,000 limit, leaving Employ-
ers Re as the lone defendant.

But, in entering the judg-
ment, the trial court judge fac-
tored in a decades-old state

Supreme Court precedent
established in a case that re-

solved how two insurers should

allocate a policyholder's loss

See OREGON / page 27

investment income, as a result of the increase

in short-term interest rates, primarily."
James B. Auden, senior director at Chicago-

based Fitch Ratings, said, "The first quarter
doesn't tell you much about the whole year be-
cause most of the surprises are in the third and
fourth quarter, with catastrophe losses and re-

serve adjustments tending to be lat-
er in the year." Results are neverthe-
less encouraging, said Mr. Auden.
"It's a demonstration that pricing's
still adequate in the market."

Results have been helped by in-
vestment income and that trend

PAGE 24 should continue, say observers. In-
vestment income has been a

bright spot for the industry, said John D.
Gwynn, managing director at Morgan Keegan
& Co. in Memphis, Tenn.

"Companies have relatively short asset du-
rations, and they've done that because two
years ago, it didn't matter where you were on
the yield curve. All rates were pretty darned
low." Now, however, "a lot of companies are
showing strong rates of growth in investment
income, which is helping to ease the pain, ob-
viously, of what is going on in the underwrit-

See RESULTS / page 24

ABM Industries Inc., a Janitorial services contractor for the World
Trade Center, could recover more than $127 million for business
interruption losses stemming from the destruction of the buildings.

Contractor can regain
business losses: Court
Claim arises from WTC destruction

BY ROBERTO CENICEROS

NEW YORK-The ianitorial ser-
vices contractor for the World

Trade Center could recover up
to $127.4 million in business in-

terruption payments after a fed-
eral court ruled that the compa-
ny should be compensated for
lost income for the "hypotheti-
cal length of time" required to
rebuild the complex.

While the actual covered peri-
od will be decided by a jury, the
recovery could be significantly
more than if the claim was lim-

ited to the length of time it took
WTC tenants to find alternative

locations after the Twin Towers

were destroyed by terrorist at-
tacks on Sept. 11, 2001, as the
company's insurer argued
should be case.

The May 10 ruling is the latest
twist in ongoing litigation be-
tween San Francisco-based ABM

Industries Inc.-which contract-

ed with Silverstein Properties
L.L.C. and the Port Authority of
New York and New Jersey to
provide janitorial and building
services in the WTC, employing
more than 800 people there-
and its insurer, Zurich American
Insurance Co.

The decision departs from a
2005 federal appeals court ruling
that struck down a lower court

decision that business interrup-
tion losses for drugstore Duane
Reade Inc. should continue un-

til another store could be rebuilt

at its former WTC site, noted Ed

Joyce, a partner with Heller

See ABM / page 25
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Many workers don't take full 401(k) match
By JERRY GEISEL

A significant percentage of 401(k)
plan participants aren't contribut-
ing enough to obtain the full
amount of their employers' match-
ing contribution, according to a
study.

The study, conducted by Hewitt
Associates Inc. of Lincolnshire, Ill.,

found that nearly 22% of 401(k)
plan participants did not contribute
enough to get the full company
match. Typically, companies match
50% of employees' deferrals, up to
the first 6% of pay.

Money left on the table

Nearly 22% of
401(k) plan

participants did not 
contribute enough
to get the full
company match.

Source: Hewitt Associates inc.

Additionally, about 30% of plan
participants contribute just enough
to get the full match, but don't put
in more money even though their

ERM plans cut costs,
help risk managers
bring added value
CHICAGO-Enterprise risk man- management services at Lockton
agement is a process that not only Cos. Inc. in Chicago. "If we un-
can reduce loss costs but also offer derstand our risks better than our

competitive advantages, accord- competitors, we can beat our
ing to a panel of risk experts. competitors in a variety of ways."

During an interactive panel dis- "To the extent you're doing a
cussion at the annual Harold H. better job managing risk, at the
Hines Jr. Memorial Symposium end of the day that allows you to
last week in Chicago, the speakers take on more risk.... A well-man-

explored some of the advantages aged risk is a competitive advan-
ERM can provide. tage," Mr. Kilburg said.

ERM is "embedding risk man- Dan R. Anderson, the Leslie P.
Schultz Professor of

Risk Management and
Insurance at the Uni-

versity of Wisconsin-
Madison School of

Business, said the three

'--1 main benefits to ERM
are identifying risk ar-
eas, reducing the cost
of those risks and in-

* I Ti r creasing profits. "The
J F first step in enterprise

* risk management isrisk mapping. I can't
imagine that's not a

s - positive step for com-

f'   - Panies," he said.ERM at Deerfield,
Ill.-based Baxter Inter-

1 --v 'f/il W/*LA- national Inc. encom-d.5*441'r.F passes hazard, finan-
Cial, operational and

 -  strategic risks, said
Donald J. Sullivan, vp
of risk management.

N "We don't want to cre-
ate this to be a pro-
gram. It has to be a

agement thinking in the organi- process," he said. Any risk man-
zation-it's really nothing more agement program, whether fo-
than that," said Gary F. Kilburg, cused on hazards or enter-

assistant treasurer, risk manage- prisewide risks, must add value,
ment, at Whirlpool Corp. in Ben- he said. "Risk is what gives us re-
ton Harbor, Mich. "We look at ward at the end of the day."
enterprise risk management as a Paul D. Winston, associate pub-
systematic process" so that "peo- lisher and editorial director of

ple in all our corporate functions Business Insumnce, moderated the
are in essence risk managers" and panel. The symposium is spon-
factor risk into business decisions, sored by the Chicago chapter of
he said. the Risk & Insurance Manage-

"One of the traps people fall ment Society Inc., the Insurance
into is we have to do this because School of Chicago and Business
of" the Sarbanes-Oxley Act, said Insurance.

Frank W. Strenk, senior vp of risk -By Regis Coccia

plan gives them the right to do so.
The failure of employees to con-

tribute as much as possible to their
plans could mean that those indi-
viduals aren't saving enough for re-
tirement, Hewitt said.

And that outcome is especially
serious as more employers phase
out defined benefit plans, which
promise-based on employees' in-
come and length of service-a fixed
benefit and only offer defined con-
tribution plans in which the final
benefit is based on contributions

and investment results.

The study found that employee

contribution rates are tied closely to

salary and tenure. For example, em-
ployees earning between $20,000
and $39,999 a year contributed, on
average, 5.7% of pay to their 401(k)
plans. By contrast, employees earn-
ing between $80,000 and $99,999 a
year deferred an average of 10.1%
of salary to the plans, while those
earning at least $100,000 deferred
an average of 10.3%.

Looking at tenure, the study
found that employees working for
employers for between two and
three years deferred an average of
6.8% of pay to the plans. That com-

pares with an average deferral rate
of 9.2% for those with 20 to 30

years of tenure and 9.8% for those
with more than 30 years of service.

The survey is based on an analy-
sis of 130 defined contribution

plans administered by Hewitt. The
plans have about 2.6 million partic-
ipants.

Copies of the report, "How Well
Are Employees Saving and Invest-
ing in 401(k) Plans, 2006 Hewitt
Universe Benchmarks," are avail-

able for $350 by contacting the He-
witt Information Desk at 847-295-

5000 or infodesk@hewitt.com.

Safety awa reness is key
Employees have role in ensuring healthy worksites

By MARK A. HOFMANN

WASHINGTON-Employees as well as employers
must assume some responsibility for workplace safe-
ty, according to an attorney specializing in occupa-
tion safety and health.

While the Occupational Safety and Health Act of
1970, which established the Occupational Safety
and Health Administration, spelled out employers'
responsibilities, it did not adequately address em-
ployees' responsibilities, said David G. Sarvadi, a
partner in the Washington law firm Keller and Heck-
man L.L.P. As a result, employees face no sanctions
for failing to follow safety procedures, he said.

Mr. Sarvadi's observation came during a discus-
sion at the U.S. Chamber of Commerce in Washing-
ton last week on the best ways to implement safety
programs at a conference examining the Occupa-
tional Safety and Health Administration 35 years af-
ter its founding.

"We've got to look harder at the employee," said
Scott Mugno, management director-corporate safety,
health and fire protection for FedEx Corp. in Mem-
phis, Tenn. Employees need to deal with factors

such as obesity that impact health and safety at the
workplace, he said.

Instilling a general "culture of safety" is impor-
tant, said Bobby Jackson, senior vp-national pro-
gram for the Itasca, Ill.-based National Safety Coun-
cil. He noted that while "the nation has made con-

siderable progress" in reducing workplace deaths,
off-the-job deaths have actually risen, as have off-the
job injuries. In 2004, the last year for which statistics
are available, about 80 million days of production
time were lost due to on-the-job injuries, while 165
million days were lost due to off-the-job injuries,
said Mr. Jackson.

"The impact of off-the-job injuries" on employers
is now greater than that of on-the-job injuries, he
said.

"You don't turn safety on and off" when an em-
ployee goes on or off the job, said Mr. Mugno.

But getting workers more involved in safety mat-
ters is far from the only change needed to help as-
sure safer workplaces.

"We've got to free OSHA from its own statutory

See CHANGE / page 6

OSHA takes balanced approach
By MARK A. HOFMANN

WASHINGTON-A "balanced approach" that incor-
porates both enforcement and cooperative efforts
between regulators and employers remains "the
right model" for the Occupational Safety and Health
Administration, according to a former head of the
agency.

John Henshaw, who served as assistant secretary
of labor for occupational safety and health from
2001 to 2004, said OSHA strives to achieve a "triple
bottom line" of reducing workplace injuries, illness
and fatalities. And doing so requires a balanced ap-
proach, he told a panel at a U.S. Chamber of Com-
merce conference last week in Washington examin-
ing OSHA's record and future after its 35 years of ex-
istence. The panel was moderated by Randel John-
son, the Chamber's vp-labor, immigration and em-
ployee benefits.

The balance involves several components, includ-
ing strong, fair and effective enforcement, he said.
There must also be "responsible" standards develop-
ment; outreach, education and compliance assis-
tance; and voluntary programs, partnerships and al-
liances, said Mr. Henshaw, who is now president of
Henshaw & Associates Inc., a Sanibel, Fla.-based con-

sulting firm.
Mr. Henshaw stressed the importance of assisting

employers in an effort to enhance workplace safety.
"Our customer is the employer-the employee is the

beneficiary," said Mr.
Henshaw.

"The issue, as I see
it, is OSHA saves

' lives," said Joseph A.
Dear, who headed
OSHA from 1993 to

1996. "I think the

United States is better

off with OSHA than

I without it."
But OSHA can be

improved, said Mr.
Dear, who is now ex-
ecutive director of the

Mr. Henshaw
Washington State In-
vestment Board. One

problem has been "misaligned incentives" stem-
ming from a general "governmental preoccupation
with process," he said. The federal budget process re-
wards size rather than measuring results, he said.
"You tightly control what everyone can do," rather
than focusing on outcomes. As a result, "you punish
innovators," said Mr. Dear.

Mr. Dear said his "life became interesting" with
the publication of Philip K. Howard's book "The
Death of Common Sense," which criticized, as Mr.

Dear put it, "stupid" regulations and regulators. That

SH REGULATION / page 6
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Change: Objective safety standards required
Continued from page 4

and regulatory handcuffs," said Mr.
Mugno. He noted that much has
changed since OSHA was estab-
lished in 1971, and that maybe
some regulations should be subject
to sunset provisions.

Mr. Sarvadi said that OSHA's ap-
proach stressing assistance as well
as enforcement, which has been in

use for about the past six years, rep-

resents an improvement over the
more stringent api:roach taken pre-
viously by the agency.

Employers "war_t clearly defined
standards" and then be given ade-
quate time to comply with them,
he said.

Employers that are honestly try-
ing to comply are often saddled
with penalties, he said.

OSHA needs to set objective stan-

dards and work with employers to
implement them, he said.

Mr. Jackson said there are two
key reasons for having workplace
health and safety program. From a
social standpoint, "it's the right
thing to do," he said. And _t's also
"a sound investment" for employ-
ers, as each dollar devoted to health
and safety results in a savings of be-
tween $3 and $6, he said.

Regulation: Safer workplaces benefit business
Continued from page 4

part of Mr. Howard's critique drew
quite a bit of attention, but few paid
attention to Mr. Howard's other

main point, which was that the
public had to trust regulators to
make sound decisions, said Mr.
Dear.

A "common-sense regulatory sys-
tem" depends on trust, said Mr.
Dear. Workplace safety is often the
issue that helps build trust between
labor and management as well, he
said. A safe workplace is "good for
business," said Mr. Dear.

Earlier in the conference, a cur-

Decisions Made Here

We're Ready.

 G&M MARINE. INC. 
MARINE INSURANCE UNDERWRITERS

www.gmmarine.com

(504) 588-9044

rent high-ranking OSHA official
said that the agency would become
more involved in emergency pre-
paredness.

That would be "a new role for

us." said Jonathan Snare, a deputy
assistant secretary of labor who
served as acting head of OSHA for
more than a year following Mr.
Henshaw's resignation. The agency
will play a key role in dealing with
avian influenza if a pandemic
strikes U.S. workplaces, he said.

Mr. Snare also said that the agen-
cy would continue to target "really
bad actors," employers that refuse
to maintain safe workplaces. The
agency also plans to provide more
health and safety information on
its Web site in an effort to meet the

needs of small employers and the
construction industry in particular,
he said.

"Dempsey, Myers quantified our BI exposure by considering
every influence on revenue - economy, company history and

the senior manager on the 118 floor."

mn (:3IEurr ©R

e

Visit dempseymyers.com or call 800.762.5052.

-

May 22,2006

PAUL WINSTON

Associate Publisher and Editorial Director

Frequent buyer plan
rewards customers
Paul Winston is traveling. This
column first appeared in 2003.

While flying between Chicago and
New York, I had an idea for
insurance companies: Develop a
frequent buyer program that
rewards policyholders for the
money they spend on insurance.

Instead of buyers feeling lousy for
paying through the nose, such a
program would help make them
feel that their premiums were earn-
ing them membership in an elite
club. Instead of griping about the
high cost of coverage, they would
be looking to spend more in order
to earn special rewards and upgrade
the quantity and quality of the
perks they receive from insurers.

Just like travelers, who tend to
overlook the value of being deliv-
ered safely across thousands of
miles in an aluminum tube at an al-

titude of 30,000 feet, insurance cus-
tomers want more than the promise
to make them whole in case of a

covered calamity. Giving them re-
wards-let's call them Premium

Points-for spending more would
make them think they were win-
ning a prize. Think back to how ea-
ger you were to get to the cheap
prizes with an amazingly short life
span that came in Cracker Jack box-
es and you'll know what I mean. It's
diabolical. It's brilliant.

Under the frequent buyer plan,
customers with a certain number of

Premium Points could spend the
points they earn to get free coverage
enhancements, similar to the fre-

quent flyer upgrades that allow in-
dividuals in the airline programs to
fly first-class while paying only for
coach tickets. Really big spenders
might even be able to purchase free
policies with their points, though it
might cost them all of the points
they've earned in a given decade.
Even though an insurance compa-
ny would, in effect, be providing a
policy for free to those frequent
buyer dub members, they could be
assured that the policyholders
would likely spend more on other
policies to rebuild their point totals.

And, as is the case with airline re-

ward programs, those paying their
insurers the most would be eligible
for a variety of elite classes of mem-
bership. Those at the top would get
the best rewards, including, for ex-
ample, the ability to upgrade their
policies weeks before other policy-
holders at lower levels, and well
ahead of the wannabes who aren't

even in the program.
Certain other perks for elite club

members would also be available,
such as the ability to get faster
claims payments, the ability to buy
down coverage disputes and the
right to spend their points on extra
coverage, such as rare and expen-
sive terrorism endorsements.

Insurers could even create special
exclusive clubs like those the air-

lines have for their members. These

special clubs could be set up in key
offices worldwide for their elite

members to gather in comfort while
they obtain coverage or file claims.
The exclusivity of the clubs would
make those individuals feel superior
to the huddled masses who have to

wait in sterile reception areas.
Not only would such a reward

system help ease the mental pain of
buyers spending so much on their
insurance coverage but it also
would boost customer loyalty.

Policyholders who have accrued
significant Premium Points with In-
surance Company A, for example,
would be unlikely to iump ship to
Insurance Company B, where they
have no points. Of course, as with
airline frequent flyer plans, some
insurers might be willing to accept
the transfer of a policyholder's
points to win their business. But, as
is also true with the airline pro-
grams, if an insurance company
goes belly up, a policyholder's
points would then be worthless.

Hooking customers is the reason
airlines adopted their frequent flier
programs two decades ago. Today
the programs are so successful that
many travelers are unwilling to
switch airlines-even if they are dis-
satisfied with the service or find

themselves paying more than they
would for other carriers-for fear of

losing the value of their accumulat-
ed mileage points.

There is, though, one possible
problem with adopting this sort of
frequent buyer plan. And that is the
fact that not only would this plan
benefit the largest customers but
also that usually those paying the
most in premiums are often the
worst risks. A moral hazard may de-
velop that would see some policy-
holders perversely abandoning their
loss prevention efforts in order to
boost their Premium Points.

But with some clever engineer-
ing-such as debiting points for fre-
quent claims, or, for that matter, for
any claims-the downsides could
be overcome. Now, with prices soar-
ing and buyers sorely in need of a
perk, is a great time for insurers to
launch Premium Point systems for
their customers.

Associate Publisher and Editorial Director Paul Winston can be reached at

pwinston@businessinsurance.com.
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BACKDATING OF STOCK OPTIONS by and offlcers habllity Insurers
several public companies has drawn the at- Insurance experts don't believe the recent
tention of investors, secunties regulators cases of backdating options will alter D&0
and, not surprisingly, underwnters policy terms or harden the market, but they f 'M31:,7 r¥r--I

Once agaln, we are seeing questions about agree underwriters wtll be asking more ques- ' , 7412 l

4 , V *t<
compensation practices that are not illegal tions of companies offermg stock options 604 1..J V.1

1

but that will require more disclosure in the In an era of heightened attention to cor-
future As we report on page 1, the Secuntles porate governance and a widening gap be- 'P 14 40}W "

8' ft. r \

and Exchange Commission may be talang a tween the compensation of top executives
stricter view on the dates for which option and that of lower-paid workers, companies ''

grants become effective must expect to face questions about how .,r,95. 40 ,/i / '': ,# 1
Options are a widely used compensation much they're paying to whom and whether 1.<,i ''/1444'' e,f

tool intended to reward executives for creat- it's overly generous
f 7€jbt \\4« i «, 4

0 ffs \R]N, 4
ing shareholder value The greater the spread Nobody likes to be put under a micro-
between the market pnce of a share and the scope-particularly about something as po- -ft .,_.

stnke price of an option, the more valuable tentially sensitive as compensation prac-
that option is for the holder There is noth- tices-but the discomfort is more than lusti- -I----

2 *.4
ing wrong with this approach, and it fled in today's litigious environment.
promises great wealth to executives who suc- Full disclosure of compensation practices j

<19)
ceed in building their companies' value won't stop the questioning, but it may help

If a company turns back the clock, though, reduce companies' litigation risk And any- -'+%5E1-iaskIVJ
-In an effort to boost the value of an option, it thing that reduces the risk of litigation

is mvibng scrutiny-and nghtly so Failure to ought to be welcomed by risk managers and
disclose such practices won't make every underwriters ahke, even if it does make a few
shareholder happy and may tngger litigation highly compensated executives a bit uncom- In an effort to ensure continuing timely coverage of risk management, insurance and benefit-related news,
That's understandably a concern for directors fortable for a while Business /nsurance has formalized a list of its reporters' assigned beats This list is not intended to be ex-

elusive but rather to represent core subject areas of importance to B/readers 8/ welcomes ideas and tips
frcm readers on these and other areas Following ts a list of the beats and the principal reporters for each

Subrogation ruling good Agents/brokers: Sally Roberts Sarah Veysey Property/casualty industry

Asian markets: Michael Bradford European public entity risks: operations· Judy Greenwald

Carolyr Aldred Professional liability: DaveAviation/space risks: Sarah

for employers, health plans veysey European reinsu-ance: Sarah Lenckus

Benefits-health care and Veysey Property loss control/cat risks:

ancillary benefits: Joanne European risk management: Mark A Hofmann

Wojclk Sarah Veysey Regulation of,nsurance: Meg
THE SUPREME COURT'S recent decision funds for injured beneficiaries remains out- Benefits-retirement Federal regulation/legislation- Fletcher

reaffirming health care plans' right to seek re- side the reach of the plans-it is a welcome savings/pensions: Jerry Geisel benefits: Jerry Ge,sel Reinsurance: Judy Greenwald
imbursement from beneficiaries who've re- restatement of plans' rights

Bermuda market: Rupal Parekh Federal regulation/legislation- Risk management profession:ceived payment for the same services from Without the right of reimbursement, plans
Canada-risk management and risk management: Mark A Dave Lenckus

third parties is good news for employers m- would have to make up the lost cash else- benefits: Gloria Gonzalez Hofinann
deed Risk secuntization/capitalwhere. That can mean only one of two

Captives/alternative risk Health care industry markets risk financing: CarolynAfter all, benefits aren't presents. Both em- things-fewer benefits or higher prices Nei-
transfer: Michael Bradford operations: Glor,3 Gonzalez Aldred

ployers and employees pay into plans for ther works in the best interests of the em-
Claims management: Rupal Inland marine/transportation: Runoffs/receiverships: Douglascoverage They don't pay into plans so that ployers that sponsor plans nor of the benefi-
Parekh Michael Bradford Mcleod

other beneficiaries can, in effect, double dip if ciaries who depend on the plans
EU. regulatory/legislative: Industry Focus: Rodd Zolkos, Safety/ergonomics: Megthey receive reimbursement for already cov- In the current-and no doubt future-en-
Sarah Veysey Meg Fletcher Fletcherered and paid-for services from another vironment of ever escalating health care

source. costs, anything that helps keep costs in check Employment practices: Judy Insurance coverage litigation. Surplus lines/wholesalers:

As we report on page 1, the Supreme Court even a bit is worth pursuing The Supreme Greenwald Douglas McLeod Roberto Ceniceros

unanimously upheld the ability of plans to Court's affirmation that health plans can Environmental risk Insurance fraud: Douglas Tort reform: Mark A Hofmann

management: Sally Roberts McLeocrecover money paid under such circum- pursue reimbursement for benefits delivered Work/life benefits and EAPs.

stances in its May 15 decision in Joel Serebof but then provided again by a third party is European benefits Latin American narkets: Sally Roberts

et ux vs Mid Atianttc Medical Services Inc good news for both employers and the em- management: Sarah Veysey Roberto Ceniceros
Workers compensation:

While it's not a blanket right of reimburse- ployees who receive coverage from the plans European Insurance industry: Marine risks: Sargh Veysey Roberto Ceniceros

ment-money paid by third parties into trust their employers sponsor.
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A new way to

bring it all together
for better health.

Now Aetna introduces a new approach

to medical management that can help

people achieve their optimal health.

Aetna Health Connections integrates

clinical data and programs across Medical,

Dental, Pharmacy, Behavioral Health

and Disability insurance plans to provide

a picture of every member's overall medical

condition. With our holistic approach,

doctors and nurse case managers have

the data they need to help patients

achieve better outcomes, and make earlier

interventions when appropriate. To find

out more, call your broker or consultant,

Aetna representative, or visit aetna.com.
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RMS partners to create
China earthquake model
NEWARK, Calif.-Catastrophe mod-

eler Risk Management Solutions Inc.

is partnering with the China Earth-

quake Administration's Institute of

Engineering Mechanics to produce a

China earthquake risk model.
The model, which will be released

in early 2007, will be designed to
provide assistance in quantifying and
managing earthquake risk in China. It

will consist of a fully probabilistic

earthquake model covering all of Chi-

na, and it will utilize hazard, invento-

ry and vulnerability data. The model

will build on RMS' Taiwan earthquake

and Hong Kong typhoon models.
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RMS' earthquake model

The Associate in Claims Keeps You On Track!

For more information, visit RMS'
Web site at www.rms.com.

Hartford adds E&0

for law firms

HARTFORD, Conn.-The Hartford

Financial Services Group Inc. has in-

troduced professional liability cover-
age for law firms with 20 or more
lawyers.

The Premier Lawyers Professional

Liability policy provides coverage for

large law firms and individual

lawyers rendering professional legal
services on behalf of those firms.

The policy is offered on a standalone

AIC will give you practical skills to help you do your job better and be successful.
Andrew Zagrzejewski, CPCU, AIC, CLU, ChFC had this to say about it:

«I earned the AIC designation early in my career and it really helped me get noticed
and advance in my company. It gave me a broad, balanced perspective of claims and the
industry as a whole, improving my ability to work effectively across the organization.

Whether you've been in claims for two months or two years, the AIC designation program
will give you the technical knowledge you need to succeed.

Contact us today. We'll help you get on track.

American Institute for CPCU · Insurance Institute of America

www.aicpcu.org/aic.htm · (866) 844-0368 · aerv@cpatiia.org

AICPCU Succeeding
I I Z. together.
EDUCATION · RESEARCH · ETHICS

© 2006 AKPCURIA

basis and features coverage for -he
firm's attorneys who are working as
independent contractors; coverage

fo- various services the firm per-

fo-ms, such as arbitration and medi-

at on; and coverage for defense

ccsts of up to $10,000 in disciplinary
proceedings, among other offerings.

This policy is underwritten by -he

ccmpany's Hartford Financial Prod-
ucts division.

For more information, contact Pa-

tr cia Fitzgerald, national marketing

di-ector, at 212-277-0457 or visil

w w.hfpinsurance.com.

XL adds combined policy
to fine arts program
NEW YORK-XL Insurance America

Inc., a unir of XL Capital Ltd., has

launched a combined property

and fine art insurance policy for cul-
tiral institutions.

The combined policy is part of XL
Insurance-s

9.ly,C, f. -·* ArtWorks pro-

gram, whi.h
offers a collec-

tion of art cov-

erages and

protects

against the

loss or damage
of valuabfe

, property. The

.-9 .5 ix:,· :-? : 7&,. additional poli-
cy allows cul-

tural institutions to combine their

fihe art coverage with their all-risk

property insurance program.

Property coverage is available with

linits up to $600 million for thcse in-
sritutions seeking coverage from one

May 22,2006

insurance company, up to $300
million where XL Insurance compa-
nies are a co-insurer and fine art cov-

erage up to $150 million in liability
limits.

For more information, visit
www.xlinsurance.com.

Principal enhances
disability claims reporting
DES MOINES, Iowa-The Principal

Financial Group has enhanced re-

porting capabilities for long- and
short-term disability claims.

The new report design provides

employers with daily access to
information such as claim status

and trend data. The programs

provide employers with more de-

tailed disability claims information

to help reduce claims going forward.

Reporting data is available at
an individual claim level and as

summary information, including

current and pending claims by em-

ployee status and total amount of

benefits paid for active claims,

among others.
For more information, visit the

company's Web site at www.princi-

pal.com.

We'd like to report on new risk man-

agement and employee benefit prod-
ucts and services offered by your
company. Send information about

your new offerings to: Carrie A.
Peinado, Business Insurance, 360 N.

Michigan Ave., Chicago, 111.60601-
3806; telephone: 312-649-5313; fax:

312-649-7801; e-mail:

cpeinado@businessinsurance.com.

When it counts the most, you need a
CAT model that you can rely on...

The predictions of increased hurricane activity for the
next decade or more are causing many companies
to reassess their current CAT modeling programs.
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Trended EQECAT Insurance Risk Index

with AMO Cycles Highlighted
This EQECAT Risk hdox Corritated Very Well with AMO Cycles
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As the technology leader in CAT modeling with a proven
track record, many of these companies are turning to EQECAT.
Contact us to find out how our software can help your company.

An ABS Groo Corrpon¥

FOR MORE INFORMATION:

North Americ@: +1 510 817 3101

Europe: +44 20 7377 4501
Web site: www.eqecal.com
Email: solutions@eqecat.com
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WAUSAU PROPERTY AT WORK. A building material supply that appealed to both the company and its landlord. The existing

customer of ours recently moved into a larger building. system was replaced with one designed for high-pile storage

Despite the extra space, it still had inventory stacked nearly and the building was outfitted with new heaters to prevent

to the ceiling. This presented a bit of a problem for the /r:t'"·:·,6 the pipes from freezing. In addition to protecting its
1 *

existing sprinkler system, which was not designed for mts.-* s inventory, the company saved almost $30,000 a year

high-pile storage. The system didn't have the necessary  - ' . -- in premiums. It's all part of Wausau TotalValur and

water and pressure to combat the type of intense fires that .19(Ba our commitment to lowering our customers' total cost of

could result from the primarily wood materials. Our loss  risk. A commitment backed by the financial strength
prevention experts estimated the entire $4 million inventory of the Liberty Mutual Group. To learn  PRICE#COST ]
could be lost in a fire. Working together, we found a solution more, visit wausau.com or contact your Wausau representative.
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RISK MANAGEMENT INFOKMANCN

SYSTEMS

At RIMS 2006, ESIS introduced expanded capabilities
for Global RiskAdvantageSM , its leading edge loss
information system, including new graphics,

document imaging, access to essential non-claim

information and new user-designed reports. Here
is an update on those new features.

CLIENT DASHBOARD

ESIS recently released client Dashboard received
high marks from risk management professionals
for its ease of set up and streamli-ted functionality.

Selecting from a menu of enhanced reporting
options, users customize and personalize their
Dashboard using graphical displays to highlight
current claim information. In addition, by

personalizing key performance measures, Global
RiskAdvantage users can identify emerging trends
and key drivers of loss costs. A listing of all
claims registered since last log on can also be set
in the Dashboard. Users can customize their

Dashboard to display automatically upon logging
onto the system.

DIRECT ACCESS TO IMAGED DOCUMENTS

ESIS has taken document imaging to a new level.
Global RiskAdvantage users were introduced to
this new technology earlier this year.

Like all good document imaging systems, ESIS
document imaging technology creates a permanent
electronic record of all claim data and information,

virtually eliminates paper and protects documents
from loss or damage. But, unlike other systems,

*,a

ESIS has integrated imaging technology into
Global RiskAdvantage enabling clientsto view the
entire claim file - not just excerpts or summaries.

This means greater control over claims and better
information for better results. It also reduces the

need for customers to travel to a claims office to

view individual claims files.

RISK MANAGER'S PORTAL

ESIS Risk Manager's Portal enables G.obal
RiskAdvantage users to enhance their risk
management activities and communications in
a secure environment.

Customized to each user, the Risk Manager's

Portal is a tool offering several unique capabilities.
The Portal acts as a centralized repos tory for

account handling instructions, PPO directories,
state-specific workers compensation statutes etc.
The Portal offers single sign on for ESIS applications
and navigation tools enabling users to quickly
access risk control links within ESIS and across

the internet. It also enables posting account specific
information on events, news and non system
reports such as benchmarking.

GLOBAL CLAI]MS INFORMATION

ESIS clients with global exposures can use the
full reporting capabilities of Global RiskAdvantage
to manage global claims. Global claim information
can be displayed in local currency anc sorted
by country.

In addition, companies with operations in other
countries can locally access their Risk Manager's
Portal through a secure internet connection to
access claims status, post reports anc information.

esis

I H



May 22,2006 Business Insurance

i Spotlight
Sarbanes-Oxley tools

offer more than compliance /19

RISK MANAGEMENT:

TECHNOLOGY & ONLINE SOLUTIONS

ACORD standards evolve

to meet needs / 20

C) 1 « 7 1

Online risk management services
move beyond information systems

By RUPAL PAREKH

For everything from enhanced claims
functions to quick access to research, risk
managers are increasingly finding that
Web-based tools can make their jobs a lit-
tle easier.

And the number of Web-based risk

management services available in the mar-
ketplace is burgeoning, experts say. "There
are certainly a lot of these tools out there
now, and as with all things related to the
Internet, it's growing," said John W.
Schaefer, president of Global Risk Advi-
sors, a Redwood City, Calif.-based risk
management consulting firm.

While Web-based risk management in-
formation systems for claims continue to
comprise a significant portion of the mar-
ket, a broader range of resources-includ-

ing risk management benchmarking tools,
online surveys, questionnaires, sample
workbooks or sample insurance policies-
"are becoming much more plentiful, and
are really useful for risk managers that
want to go beyond the traditional insur-
ance-buying role," Mr. Schaefer said.

Karl Zimmel, director of risk manage-
ment at Alberto-Culver Co. in Melrose

Park, Ill., draws on the Web largely to ac-
cess two claims databases through service
provider, ESIS Inc., the risk management
services subsidiary of ACE USA in Philadel-
phia. The Web-based system, which Alber-
to-Culver has had in place since December
2003, "not only enables us to access the
claims databases to create reports, but also
to look at adjusters' notes on individual
files" and evaluate examiners' treatment of

daims, Mr. Zimmel said.

In addition, ensuring Web access to this
type of information "is becoming a big
backbone of our business continuity plan-
ning," Mr. Zimmel said. "If something
happened where I couldn't get to work,
whether that was a serious catastrophe, or
if I was just sick...it makes it easier to work
from home," he said.

Houston-based Parker Drilling Co.'s di-
rector of risk management, Reed Wykes,
has been using a Web-based RMIS for
about three years. Mr. Wykes agreed that
the biggest advantage to Web-based sys-
tems is "international access" and the abil-

ity to access his claims repository even
while he's away from the office. "My as-
sumption is most people will be going to
Web-based RMIS systems, if not already,"

See ONLINE / next page

RMIS backup
deemed vital

as technology
becomes part
of the routine

By MICHAEL BRADFORD

A risk management information system that crash-
es might not bring down the house, but it could
certainly make life miserable for a risk manage-
ment department that isn't prepared for such a
problem.

Routine tasks, such as cutting checks for workers
compensation payments or issuing insurance in-
formation to third parties, would all become much
more difficult to execute should a RMIS go down,
experts say.

As a result, risk managers that are becoming in-
creasingly dependent on their systems are looking
at ways to protect themselves in the event of a
technology breakdown.

"Some of the tools in the system you might be
able to do without for a

few days," said Richard

S. Betterley, president Data protection
of Betterley Risk Con- remains a big
sultants Inc. in Ster-

ling, Mass. "But I exposure, a survey
would hate to see a so- shows
phisticated risk manag- PAGE 19
er be without the sys-
tem for long."

"If risk management is important, the risk man-
agement information system is just as important,"
said Mr. Betterley.

A RMIS might not be considered as critical with-
in an organization as some other systems, such as
payroll or accounts payable, but for a risk manage-
ment department, it can be a "critical part of your
day-to-day operations," said Elizabeth Morrell, se-
nior risk analyst with Southern Co., an Atlanta-
based electric utility holding company.

There are any number of problems a downed
RMIS could trigger, sources point out. In a worst-
case scenario, an inoperable system would not only
cause administrative headaches, it would cost
money.

A system that handles self-administered workers
comp claims, for example, could mean checks
aren't cut if computers are down. If the system is
out of commission and "you don't get income ben-
efits or medical bills paid on time, you can quickly
run into statutory fines," Ms. Morrell said.

RANKING: LARGEST RISK MANAGEMENT INFORMATION SYSTEMS /16

See CRASH / page 18
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Online: Risk management services moving beyond information systems
Continued frim previous page

Mr. Wykes said. "There s a learning
curve, as with any new program,"
he said, "tut it's doable."

When Connecticut Interlocal

Risk Management Agency in
New Haven, Conn; in January

2005 decided to implement a
Web-based system for cla-ms pro-
cessing and put out a recuest for
proposals if candidates "didn't
have a Web-based system, we didn't
even look at them," said Bruce H.

Clinger, vp of claims at CIRMA.
CIRMA operates two risk-sharing
pools for workers co npensation
and liability for auto no)ile and
property risks and prov des risk

management services to self-in-
sured municipalities and public
agencies

"Intemet systems are easier to
use and more intu_tive and you
cEn design best-practices rules, so
wnen something happens on a
claim, k will trigger flags or no-
tices," said Mr. Clirger, who ulti-
mately wound up se_ecting San Ra-
mon, Zilif.-based Valley Oak Sys-
tems Irc.'s browse.-based claims

and risk management product,
"iVos, ' which was introduced in
2/)02.

Elecr)nic claims submissions are

an area of rapid growth, noted Steve
Schmutz, Kaysvi_le, Utah-based vp

ot sales and marketing for Mmin-
tainView Software, a div-sion of

GallaBher Bassett Services Inc.
Moun-ainView's Web-basej cla_ms

software called "ClaimZone Re-

porler" has seen a tremendous in-
crease in popularity with the num-
ber of Web-based claims lumping
from 7,225 in 2001 to 109,838 in

2003, Mr. Schmutz said.

R_sk managers are finding that
Web-based risk management ser-
vices can be useful beyond claims
functbns too.

Kathleen Pickard, insurance risk

manager at Milpitas, Calif.-based
Solectron Corp., has been using a
risk management system from CS

STARS, Marsh Inc.'s RMIS unit, for

more than one year. What Ms.
P_ckard likes best about using the
svstem, she said, is that 'we have

complete transparency in how our
company is being presented to un-
derwriters, and transparency on
what underwriters are expressing"
regarding the company's specific
exposures.

Furthermore, ut'lizing the Web
system has upped her efficiency.
"['m a person that operates a world-
wide (risk) program by myself with
no suppirt...1 don't have someone
to do fil ng," Ms. Pickard said. "1'm
t'ying tc go paperkss."

"We really are using (Wet, tools)

SPECIALTF RISK SERVICES
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a lot compared to five years ago,"
said Lea Gerber, director of risk

management and benefits at Garde-
na, Calif.-based manufacturer Elixir

Industries. "I'm still blown away by
what's available on the Web."

"Where we find it a tremendous

help has to do with research, educa-
tion and helping us with our train-
ing of employees, especially in the
safety area," Ms. Geri}er said. "We
refer them to the (Occupational
Safety and Health Administration)
Web site, or my department re-
searches the OSHA Web site and

then communicates" that to em-

ployees at different worksites, she
said.

"In the past, we used to hire con-
sultants to educate and train em-

ployees on these issues, but now
you can just research and do it on
your own...and actually save a lot
of money," Ms. Gerber said.

"We really are using

(Web tools) a lot

compared to five years

ago:' I'm still blown

away by what's
available on the Web."

Lea Gerber

Elixir Industries

Global Risk Advisors' Mr. Schae-

fer pointed out that risk managers
can take advantage of a variety of
Web services that are now being
inade available free or at low cost to

risk managers.
"Cost is still a huge barrier" to the

usage of Web tools by risk man-
agers, Mr. Schaefer noted. "Risk
management departments do not
have huge discretionary funds.
They are under a lot of pressure to
manage costs."

"You would think the conipanies
that use (Web-based risk manage-
ment tools) the most would be the

biggest ones," said Chuck Galas,
president and manager of Manage-
rial Technologies Corp. in Downers
Grove, Ill., which operates the
RMIS.com Resource Library, provid-
ing reference material and other
tools over the Wel) to risk man-

agers. But smaller and midsize com-
panies are showing increased inter-
est in tapping into online risk tools
as well, Mr. Galas said.

Overall, however, Mr. Schaefer

has seen that "most risk managers
are less interested in extremely so-
phisticated tools, and just want
tools that help them to get their job
done effectively."

Eric H. Larson, chief risk officer at
Bonneville Power Administration in

Portland, Ore., recently considered
implementing a Web-based risk as-
sessment program, but after looking
at some options, he realized that
the type of Web interface he need-
ed "was just a glorified database,
and 1 can do that myself."

While Mr. l.arson has not ruled

out the possibility of drawing upon
Web-based risk management ser-
vices in the future, "it has to be a

compelling value proposition," lie
noted.
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8/ RANKING

Types of claims managed
Most common claims handled by RMIS

Workers compensation

General liability
5**»21'

Property

FRI'///////le#//01*//.
Auto

1*111/#M*///en// 71.1%

Other*

li'.- V

81.6%

9/ 81.6%

* includes accident and health, aviation, marine, professional liability and
U.S. Longshore and Harbors Workers Compensation Act claims.
Source: B/ survey

94.7%

94.7%

How RMIS are sold

Spotlight

9.5% Through nonexclusive agreements with an agent or broker

- Directly to clients bundled
- with other services 1

 Drovided by the company 1

41.8% -
.

Directly to clients on an
unbundled basis

1.4%

Through an exclusive agreement with an agent or broker
Source: 8/ survey

Most common standard features

Percentage of all RMIS offering these features

Report generation

Litigation

Reserve tracking

41 86.8%

86.8%

·--fr,7, t.:>E*186.8%
Risk analysis

9*©34184.6%
Safety and loss control

Source: 8/sun·ey

May 22,2006

97.4%

Largest risk management information systems
Ranked by installations in risk management departments*

Rank System name Company/Address

CS STARS

STARS 500 W. Monroe St.,

Chicago, 111. 60661-3630

2 Computer Sciences Corp.
RISKMASTER 200 W. Cesar Chavez,

Austin, Texas 78701

Gallagher Bassett Services Inc.

3 The Gallagher Centre,risxfacs.com
2 Pierce Place,

Itasca, III. 60143-3141

4 St. Paul Travelers Cos. Inc.

e-CARMA 1 Tower Square,

Hartford, Conn. 06183

5 Risk Sciences Group Inc.Sigma Encore Suite 1900 E. Golf Roae, Suite 700,

Schaumburg, 111. 60173

Chubb Corp.
Chubb RMIS Suite 202 Hall's Mill Road,

of Products P.O. Box 1650,

Whitehouse Station, N.J. 088894650

7 Liberty Mutual Insurance Co.
RISKTRAC 230 Commerce Way,

Portsmouth, N.H. 03801

8 vIley oak Sy.tems Inc.ivos 5000 Executive Parkway, Suite 340,
San Ramon, Calif. 95129

ESIS Inc.9 Global RiskAdvantage 436 Walnut St.,

Philadelphia, Pa. 19106

10 Risonsole 200 E. Randolph St.,
Aon-Global eSolutions Group

Chicago, 111. 60601

* Licensed users. NA=Not available.

Source: 8/ survey

Phone/Fax/Web site

800-927-3343

Fax: 312-627-6590

www.csstars.com

800-345-7672

www.csc.com/riskmanagement

630-773-3800

Fax: 630-285-4000

www.gallagherbassett.com

860-277-2770

Fax: 860-277-2876

www.travelers.com/

commercial/rmis/

800-619-0224

Fax: 847-619-3079

www.risksciencesgroup.com

800-715-7475

Fax: 908-572-4380

www.chubb.com

603-422-0444

Fax: 603-433-4676

www.libertymutual.com

925-242-4600

Fax: 925-901-1020

www.valleyoak.com

215-640-1001

Fax: 215-640-5538

www.esis.com

877-755-7475

Fax: 847-953-2633

www.aonriskconsole.com

2004 number
Price First installation

of installations

22,000 NA 1967

15,000 NA 1982

12,300

9,367

NA

NA

$50,000 to
3,379

$500,000

1983

1983

Principal officer

Robert G. Petrie 111, CEO

Van B. Honeycutt,
chairman/CEO

Richard J. McKenna,

president

Matthew L. Carden, vp

1978 Robert Kulbick, president

3,100 Up to $22,000 1994

2,993 NA 1999

2,930 NA 1994

$5,000 to
2,700

$10,000

2,240 $75,000

Michele Fincher,

senior vp-worldwide
risk management

Diane Fandrich,

managing director

Randy Wheeler, CEO

1998 David Patterson, president

1995
Kathy Burns,

CEO-Americas

Visit www.businessinsurance.com lor more information and to access the full searchable Directory of Risk Management Information Systems.
Business /nsurance now offers the option to purchase the entire online directory as an Excel file or as a PDF.
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At Zurich, we realize that things can go wrong when

everything seems to be go ng just right. So we offer industry

specialists that can help you think through risks you might not

even consider. Because we've seen fortunes change quickly,

our customers can feel better prepared for the real world.

www.zurichna.com/commercial

Because change happenz

@
ZURICH
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Online systems
Percent of risk management
information systems based online

Not online

39 5%

Source. 8/survey

Spotlight

Crash: Risk managers look for way to protect systems
Contlnuec from pale 13

Or it could mean disruptions are
spread beyond the risk manage-
ment department tc third parties
that depend cn the information
provided by a RMIS.

"If you are a franchisor with E
captive program with franchisee
particigating/' Mr. Betterley said
getting insurance and risk manage-
ment information tc those partici-
pants could be nearly impossible
during an outge. "Ycu're losing a
customer service there," he said.

Risk managers, who often are re-
sponsible for making sure all of art
organization's systems are safe,
have to determine how crirical their

own systems are when considering
how to protect them. experts say.

"I don't think you need to treat a
risk management information sys-
tem any different than you would
any core system," said Les Mc-
Monagle, director of information
security and risk management prac-
tice at USinternetworking Inc., an
application service provider in An-
napolis, Md.

That means carrying out a "busi-
ness impact analysis " he said, to
determine the "ciricality of a
system in the organization. Is
it something that, if it's lost
for three or four days, would cost
money? Do you need it up and

running tight away?"
Such planning allows a risk man-

ager to detErmine whether a RMIS
should receive attention ahead of

other sysrems if a business is affect-
ed by an incid€nt that takes com-
puters down.

A system's importance hinges
partly on the nature of the compa-
nfs business and the functions car-

ried cut by the RMIS.
"Our claims and risk manage-

ment system is way up there" in
terms of cr.ticalty, said Brian Mulli-
gan, data security officer at ACE
USA in Fhiladelphia. "In our busi-
ness, it's pretty nigh," he said of the
prior-ty 2 EMIS takes among the in-

the ri0ht insu mice lormv,[der
Is y :ur lousiness

IZeinM the riciht insurince pirmvioler
iS Selltly S louslness

May 22,2006

surer's systems.
Mr. Mulligan said ACE empha-

sizes "four general areas" of protec-
tive measures for its RMIS. Those

cover employee awareness of
threats, physical measures to stop
intrusions and other steps to safe-
guard the system.

Mr. Mulligan said ACE takes steps
to:

• Ensure that protections are in
place to guard critical information,
computer hardware and desktop
equipment. Personal firewalls, soft-
ware patches and other protections
are some of the ways equipment is
protected, according to Mr. Mulli-
gan.

• Communicate security policies
and tips regularly to employees.
"Desktop users are always the first
and last lines of defense for corpo-
rate information," said Mr. Mulli-
gan.

• Monitor networks at all times.

• Have in place a detailed busi-
ness continuity plan that covers

data backup procedures, teams that
will respond to disruptions, testing
of the plan and other safeguards.

At other companies, RMIS func-
tions may not be so highly ranked
in terms of systems priority because
their functions are not as critical to

overall operations.
Sun Microsystems Inc. can ad-

dress other system problems first if
a crash occurs because its RMIS

functions are handled by Marsh
Inc.'s CS STARS system, said Kevin
Hoskinson, Sun's director of global
risk management in Broomfield,
Colo.

"Our access is once a quarter to
run reports," Mr. Hoskinson said of
the claims system. "So from a criti-
cality function, it's not been high
on our radar."

Experts differ on whether a sys-
tem can be best protected by an in-
house IT staff or a vendor that pro-
vides RMIS services. And that ques-
tion is one that is batted across the

breakfast table at one household.

Southern's Ms. Morrell is a risk

management professional whose
company chooses to operate an in-
house RMIS. Her husband, Bob

Morrell, is chief technology officer
in Marietta, Ga., at Aon's eSolutions

Group, a unit of Aon Corp. He en-
courages risk managers to let his
company take the worry out of op-
erating and protecting a RMIS.

While Southern Co.'s IT depart-
ment is responsible for making sure
information is backed up and pro-
tected, Aon eSolutions takes care of
that task and others for clients, Mr.
Morrell explained. "That highlights
the difference" in using an in-house
system or contracting with a com-
pany such as his, he said.

Mr. Morrell said most risk man-

agers turn to service providers to
handle RMIS functions because risk

management departments general-
ly are "pretty small fish in a big
pond" within their organizations
and need help to handle the tech-
nology tasks.

IT departments at many compa-
nies are shrinking, Mr. Morrell
added, which means risk manage-
ment in some cases "gets very little
support" from the technology staff.

Continued on next page
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Continued from previous page The survey, in which data was • 1

Southern Co is up to the chal- collected from approximately 200 inancial compliance programslenge, according to Ms Morrell AFCOM members responsible for
"Our RMIS is a client-server system managing data at Fortune 1000
and we have a dedicated database companies, found that many of the
server maintained in-house," she respondents have no plans to ad- offer help beyond scope of SOX
said dress security breaches and viruses

Backups are performed nightly, (see related story)
and "we rely on our IT organiza- Protecting a RMIS from hackers By DAVE LENCKUS the industry have begun to generate nsk management
tion" to ensure that the system is and viruses "ls like an arms race, some uncertainty over vendor selec- Cruise line operator Carnival
not vulnerable to hackers or viruses, with intruders constantly develop- For all of the corporate hand-wnng- tion and product offerings, accord- Corp of Miami, which also selected
Ms Morrell noted ing new methods to break through ing over the Sarbanes-Oxley Act's fi- mg to Gartner OpenPages software, likewise uses

But not all in-house databases ac- the barricades that companies put nancial reporting requirements, the tool not only to help it comply

tively manage security exposures, in their way, said Mr McMonagle some companies are finding that Advantages with Sarbanes-Oxley but also to
according to a survey conducted by of USintemetworking "You clearly software designed to help them support its enterprise risk manage-
AFCOM, an Orange, Calif -based need to stay on your toes," he said comply with the act also can help Compliance software can help ment program, noted Murtuza Va-
association for data center profes- of risk managers, "and stay in that them run more efficiently by ad- companies sowalla, director of product market-
sionals arms race" dressing more than Sarbanes-Oxley • Standardize processes across ing

compliance issues For example, if Carnival manage-their organizations
The comphance software also can ment wanted to add some

What risks are data protection plans addressing? help organizations keep on top of
• Monitor Internal controls and

Caribbean cruises to its schedule to

their internal operational and com-
financial reporting and link with

boost revenue, the company's soft-Security breaches not among top risks addresseaL_i1% pliance controls, and monitor all of
enterprise risk management

ware would aid management m fac-
them on a single platform so that processes

toring in the cancellation risk due
Security breach /

data from across the organization is • Operate more efficiently to poor weather in a specified week
defined and measured uniformly, Detect unauthorized or aell as how booked its ships are in aViruses L__1
vendors, rlsk managers and a con- inappropriate activities given week, Mr Vasowalla said

Political scenarios sultant say As part of helping companies run
At the same time, some software Still, sorting through those un- more efficiently, some Sarbanes-Ox-

Environmental factors I can help companies ensure they certaintles can lead to significant ley software also is designed to facil-
keep in comphance with various dividends for the companies, Mr itate internal control management

Regional disaster federal and state laws, including Eid said for detecttng unauthorized or map-
15% tax, environmental, labor and the "The benefit of these tools is propnate activities that might indi-

Other I Patriot Act statutes helping organizations in the stan- cate fraud
22% And, in some cases, software can dardization of processes across their For example, many types ofOnsite (facility)

interruption 4 go beyond detecting where weak organizations," Mr Eid said records that are not part of financial
controls have failed to prevent past In addition, Gartner predicted in reports are subject to the Sarbanes-

Local disaster / nefanous activities and expose cur- an October 2005 research advisory, Oxley records retention require-
rent rogues within the organiza- "through 2010, companies that se- ments To that end, the software

Source AFCOM tton, according to vendors lect individual solutions for each from Addison, Texas-based Sys-
The largest U S companies al- regulatory challenge they face wlll temware Inc monitors e-mails, ana-

ready have made their software se- spend 10 times more on the IT por- lyzes them to ensure they do not

Few companies plan lections and likely will only up- tion of compliance prolects than run afoul of corporate rules and
grade those tools with their current companies that take a proactive and governance, quarantines messages
vendors, said Tom Eid, vp, research more integrated approach " that appear problematical and noti-
director, for Gartner Inc , a Lowell, In an August 2005 research advi- hes the sender of violations, accord-

for security breaches Mass -based information technolo- sory, Mr Eid and other Gartner re- mg to Al Gnffin, dwector of product
gy research and consulting compa- searchers advised eyeing "any planning E-mails recovered from
ny stand-alone or Sarbanes-Oxley-spe- Enron Corp after lt collapsed re-

But license revenues for vendors cific solution with skepticism" vealed the financial machinations

By MICHAEL BRADFORD But the result that was "really m this software market are expected For Walter N Coleman, senior that contributed to the company's
shocking to us," said Mr Capno, to grow 19% annually for the next vp-risk, control and audit at At- financial meltdown, Mr Griffin

ORANGE, Calif.-At many com- was that less than 5% of the re- several years as other organizations lanta-based First Data Corp, a noted
panies, valuable data 15 at risk spondents have plans that ad- turn to these tools, he said Small to stand-alone product was never a Even some e-mails that do not

from viruses, hackers and other dress security breaches and midsize companies that face their consideration. have to be quarantined will be re-
threats because no one has de- viruses first Sarbanes-Oxley compliance "We have thousands of process- tained as a record if the software de-
veloped a plan to protect the It's a loss control oversight deadlines will contribute to that es Only a certain number are finan- termines it should be kept as a for-
data, a survey of data center that lS hard to understand, Mr growth, but so will many large for- cial reporting" that are related to mal record, Mr Gnffin said
managers reveals Caprio said "While there have eign-based companies with U S op- the Sarbanes-Oxley requirements, Detecting mappropnate activities

Despite high-profile crimes m- been a number of horror stones" erations, which also, eventually, he said at the time they are occurring
volving information hacked regarding data lost to hackers must comply with Sarbanes-Oxley Sarbanes-Oxley does not impose rather than only after the fact is an
from company databases, as well and viruses, some employers In addition, many privately held reporting requirements on opera- important software feature, accord-
as the threat of blackouts and practically ignore those threats, companies that are not required to tional and compliance processes, mg to Jasvir Gill, chief executive of-
storms that destroy computer with an attitude of "as long as comply with Sarbanes-Oxley will but Mr Coleman noted that he 15 ficer and founder of Virsa Systems
systems, many data centers have we have firewalls, we're protect- do so to avoid falling behind in effi- responsible for ensuring that "all Inc of Freemont, Callf
no risk management plan in ed," he said ciency compared with their pub- processes are well managed and For example, Virsa's software
place to protect against those The survey also found that hcly held competitors, software well controlled" at First Data would prevent companies from rec-
contingencies, according to a more than 60% of respondents vendors predicted The software that First Data se- ognizing revenue too early-a
survey released in March by spent 10% or less of their bud- Gartner and vendors predict that lected from Waltham, Mass -based fraudulent Income-enhancement
AFCOM, an Orange, Calif -based gets on data center risk manage- even large foreign-based organiza- OpenPages Inc helps the company actlvlty uncovered after WorldCom
association for data center ment Just 18% of the respon- tions that do not have U S opera- monitor its internal controls on op- Inc collapsed-by barring that ac-
professionals The survey re- dents said they dedicate 25% of tions will turn to the software Not- erations and compliance as well as counting entry if other entries do
spondents-approximately 200 their budgets to that area ing that Canada, Japan and many financial reporting and link all of not show the company received the
members-are responsible for Mr Capno said that managers European nations have enacted leg- that with its enterprise rlsk manage- revenue, Mr Gill said
managing data at Fortune 1000 m charge of protecting data islation similar to Sarbanes-Oxley, ment processes-all of which are In sorting through all of the soft-
companies need to understand that threats the consultant and vendors predict sublect to the COSO II standards ware vendors and their myriad

"There are still a lot of compa- to their information systems that foreign-based companies will that the company, like many oth- products, companies should bear in
nies that don't treat this as "are not make-believe. This is a see the efficiencies their U S coun- ers, has voluntanly adopted mlnd that some products might of-
something that is very serious," real thing to be concerned terparts have realized from using The COSO II standards, devel- fer redundant protection that the
said Chris Capno, a board mem- about " the software to integrate financial oped by the Committee of Sponsor- company may not need or want to
ber of AFCOM's Data Center In- "Business disruptions can put reporting wlth other processes ing Organizations, is an updated pay for, according to Christina S
stitute and technical services companies out of business," Mr But with dozens of vendors ina version of the effort by the volun- Kite, senior director, global risk
manager for the Americas at Caprio said "Accept the fact young industry offering products tary group of accountants, auditors management for Cisco Systems of
Imation Corp, an Oakdale, that that can happen and plan that range widely in scope, choos- and financial executives to improve San Jose, Calif
Minn -based maker of remov- what to do if it does " ing the right software can be chal- financial reporting through busi- For example, Ms Kite noted, Cis-
able data storage products lengmg, according to Gartner ness ethics, internal controls and co completes a virtual closing of its

The survey showed that 17% The survey is available at The consultant says companies corporate governance With the up- financial records daily As a result,
of the survey respondents had www afcom com as part of the Five are confused by the large number of dated standards, published in its existing processes already are set
no risk management plan to Bold Predictions Data Center vendors, product options and tech- September 2004, COSO took its 25- up to detect revenue recognition
protect their data centers World Keynote nologies that are available In addi- year-old original framework and problems as quickly as any software

tion, mergers and consohdations in laid it on a foundation of enterpnse could, Ms Kite said
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COMMENTARY

\ _s Senior Editor Dave Lenckus

ERM an opportunity
for risk managers
Risk managers looking for a new,
exciting direction in their careers
have long been attractive pickups
for consultants and brokerages.

With new challenges presented
, by every client, higher compensa-

tion, and, perhaps, greater appre-
ciation, many talented risk man-
agers had little professional incen-
tive to remain with the organiza-
tion where they had built a strong
program to avoid, minimize,
transfer and retain risk.

Now, because of the emergence
of enterprise risk management,
risk managers have an opportuni-
ty to bulldoze a rewarding career
path through the more familiar

j landscape at their current organi-
 zations.

They have an opportunity-but
for many risk managers, the
chance to lead their organiza-
tions' ERM program is far from a
sure thing.

Indeed, at many organizations,
the risk manager is the dark horse
in the field of candidates to lead

d the program as chief risk officer or
 whatever title is selected for the
j position.
1 Is this unfortunate fact just one

more piece of evidence that risk
managers are underappreciated as
they toil away protecting their or-
ganizations?

 Probably, in some cases.
} But, it also demonstrates that

many risk managers have not tak-
en charge of their own fate by de-
molishing the notion that they

, are just the company insurance
guy or gal.

That's a shame, because ERM is

surely a management concept
that is here to stay and could be

{ the kind of professional leg up for
f risk managers that recorded
1 sound gave music artists.
j The ERM concept has been dis-
1 cussed and examined for years,

but its inclusion as a key element
, of corporate management's strate-

gic planning is just beginning to
explode. Fueling that growth are
the financial reporting require-
ments established by the Sar-
banes-Oxley Act and the Septem-
ber 2004 publication of the COSO
II voluntary financial reporting
standards, which are under-

pinned by the ERM concept.
To their credit, many risk man-

agers who attended the Risk & In-
surance Management Society Inc.
conference in Honolulu last

month packed the numerous ses-
sions devoted to ERM.

That was encouraging to see,
because ERM is a tool that senior

management could use just as
easily to either build a bridge that
would allow risk managers to
cross over to their domain or erect

a cell to lock risk managers into
their current roles.

That is evident from discus-

sions with some top brokerage of-
ficials and consultants.

The good news for risk man-
agers is that, according to some of
those observers, many companies
have turned to their risk man-

agers to implement ERM pro-
grams.

Elsewhere, though, senior man-
agement has turned to others out-
side of risk management to head
the ERM process. At those organi-
zations, observers noted, not only
was the incumbent risk managet
passed over for the top risk man-
agement position, management's
choice often has been someone

without risk management experi-
ence.

So, packed sessions at RIMS-
especially on the next-to-last day
of a conference on a tropical is-
land-was a good sign that risk
managers are recognizing the im-
portance that ERM will play in
their professional lives.

But, there are a couple of addi-
tional important measures that
risk managers must take to shed
the insurance guy or gal label at
their organizations, observers
said.

One is developing a command
of senior management's lan-
guage-finance. Earning a formal
degree is one approach, but that
professional asset also can be ac-
quired by rotating through vari-
ous corporate departments, such
as auditing and accounting.

But just as important, observers I
said, is learning to do what 10-
year-old Little Leaguers are taught
on the baseball field: Charge
the ball; don't let the ball play
you.

Risk managers who want to
lead their organizations' ERM ef-
fort have to find a way to grab se-
nior management's attention. Se-
nior management wants to see
leadership abilities as well as re- 1
sults, observers said. Taking the 4
initiative and approaching a busi- 1
ness unit with an ERM solution to

a problem the unit faces shows
management both.

It's not too late to begin charg-
ing in.

Senior Editor Dave Lenckus can be reached at

dlenckus@businessinsurance.com.
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Association strives to enhance

industry standards and methods
By JUDY GREENWALD

ACORD, the Assn. of Cooperative
Operations Research & Develop-
ment, is continuing to pursue its
strategy of enhancing its ACORD
Standards Framework and expand-
ing the implementation of its stan-
dards throughout the insurance in-
dustry.

"Our standards strategy is really
to bring together our existing con-
tent from a standards perspective
and to expand that to support the
industry" as it moves forward with
different types of business priorities
and needs, such as enterprise infor-
mation, enterprise risk manage-
ment and enterprise architecture,
said Denise Garth, Omaha, Neb.-

based vp, membership and stan-
dards, for ACORD, which is based
in Pearl River, N.Y.

This also involves the "ability to
have interoperability within (partie-
ipants') own system and with other
industies and parts of financial ser-
vices," said Ms. Garth.

"Our standards today really re-
flect what the industry has been for
the last 20, 30 years, which has
been a very silo-based industry,"
said Ms. Garth. There is a need to

integrate the industry within itself
as well as with other industries and

other types of businesses, she said.
"We've got to be able to bring our

standards together in a unified fash-
ion that can support that change in
the industry," and future changes
as well, said Ms. Garth.

ACORD, a global, nonprofit in-
surance association, now has three
"standard domains": property/casu-
alty and surety, life and annuity
and reinsurance and large commer-
cial insurance. The standards are in-

tended to allow different compa-
nies to transact business electroni-

cally with agents and brokers and
others in the insurance, reinsurance
and related industries with whom

they need to share data.
Cindy Maike, ACORD's Kansas

City, Kan.-based director of stan-
dards planning, said traditional in-
surance companies have separate
administrative systems for each line
of business, and for certain aspects,

"We've got to be able to

bring our standards

together in a unified
fashion that can

support that chang@in

the industry." ,

Denise Garth

Assn. of Cooperative Operatiois
Research & Development

such as claims handling, even with-
in products.

"Systems were built by line
of business and by business func-
tion, and the desire is to be more
integrated in the business p-ocess
regardless of line of business
and function and take more of a

process perspective," Ms. Maike
said.

"The industry is kind of oring-
ing together and looking at their
processes, where their prccesses
need to be more efficient," she said.

Pointing to data sharing, she added,
"Our standards also need to 2VOIVe

to support that change in bLsiness
needs."

ACORD has looked at different

layers of the issue. In the past, the
focus has been on the forms and

messaging standards and corre-
sponding data. Right now, the fo-
cus is on the business architecture.

"The goal is to have a draft that can
be usable by our membership by
the end of the year," said Ms.

Maike. In addition, ACORD is "also

right now working on a common
business dictionary," she said.

The response to ACORD's efforts
so far from research analysts as well
as leaders in the insurance industry
has been positive, said Ms. Garth.
The industry "is very supportive of
our effort" because it recognizes the
need to have the ability to have a
service-oriented architecture backed

by ACORD standards, she said.
"At the same time, we've also un-

covered another group of people
that just don't quite understand
what this all means," said Ms.

Garth though. "There's a real lack
of understanding of what Web ser-
vices and service-oriented architec-

ture are and what they do for the
business," she said.

It is not just about technology,
"It's really about business strategies,
and I think what this will offer is an

opportunity to really educate" on
this issue.

So, does all this mean risk man-

agers get their policy forms faster
and claims paid sooner? The
ACORD executives believe ulti-

mately it will. "I think at the end of
the day, standards can help achieve
those efficiencies and effectiveness

in a real-time type of model," said
Ms. Garth. "The only way to
achieve that is, the companies have
to put a plan together and imple-
ment it."
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Buncefield report spurs litigation activity
Businesses, homeowners seeking compensation fordamagesfrom UK. explosion

By CAROLYN ALDRED

HEMEL HEMPSTEAD, England-A

third progress report by a U.K. gov-
ernment-appointed committee set
up to investigate the explosion at
the Buncefield oil terminal last De-

cember has instigated a flurry of le-
gal activity by lawyers representing
businesses and homeowners seeking
compensation for damage caused by
the blast.

According to the report produced
by the London-based Health and
Safety Executive, the explosion was
caused when a fuel tank was over-

filled following the failure of two
safety devices (BI, May 15). A gauge
to determine the level of fuel in the

tank failed and a protection system
installed in the tank failed to acti-

vate valves intended to prevent
overfilling, according to the report.

The blast from the Dec. 11,2005,

explosion at the Hemel Hempstead,
England-based terminal was felt
more than 150 miles away, accord-
ing to the British Geological Survey.
Although the resulting fire, which
took several days to extinguish,
largely was contained onsite, shock
waves from the explosion damaged
commercial and residential build-

ings within five miles of the site,
and smoke and soot was dispersed
across southeast England.

Are you doing
business

in Europe?
Keep an edge on the competition
and expand your horizons with a
subscription to Business Insumnce Eu-
rope, a new publication launching in
June.

Staffed with business reporters
throughout Europe, Business Insur-

ance Europe will be a

,- .'·b- London-based, bi-

C -Wi --- weekly magazinelai #AM/ focused on
Al  news, trends
 and issues of

interest to

corporate risk
* management

·r, v executives in

»» *«» Europe.
The magazine will

begin with a pilot issue on June
12, 2006, and will publish every
two weeks beginning in September
2006.

The print edition will be pub-
lished in English. Some or all of
the content of Business Insumnce £u-

rope will be translated into several
languages on the publication's Web
site.

For a limited time, you may regis-
ter online for a free subscription to
Business Insumnce Europe by visiting
www.BIEurope.com/subscribe.

The oil terminal, operated by
Hertfordshire Oil Storage Ltd.-a
joint venture owned 60% by Total
U.K. Ltd., a London-based unit

of French oil company Total
S.A., and 40% by Texaco Ltd., a
unit of San Ramon, Calif.-based

Chevron Corp.-was the fifth
largest oil terminal in the United
Kingdom.

Total S.A. is a member of Bermu-

da-based oil industry mutual Oil In-
surance Ltd., which provides per-oc-
currence coverage of up to $250 mil-
lion for its members.

Following the publication of the
HSE report, John Hanson, partner in
the commercial risk and property
insurance team at London-based

law firm Barlow Lyde & Gilbert,
said, "we have written to the site's

operators seeking disclosure of doc-
uments relating to operational and
ownership issues."

BLG is acting for more than 40
commercial claimants seeking com-
pensation from the terminal's oper-
ators. Several of the claimants are

seeking compensation for unin-
sured business interruption losses.

An application for pre-litigation
disclosure will be made to the court

in the next few days if the defen-
dants do not agree to disclose the
documents, said Mr. Hanson.

Meanwhile, Des Collins, a lawyer

S

Z

0

Claims arising from the Buncefield oil terminal explosion have been
estimated to be as high as $1.89 billion.

acting for about 200 local residents
whose properties were destroyed or
damaged by the blast, is applying to
the High Court for an earlier hear-
ing as to whether a class action filed
against the site's operators can pro-
ceed. On March 17, the court ad-

joumed a hearing on the issue until
October, and asked for a progress re-
port by July.

"As a result of the conclusions of

the HSE's third report into Bunce-
field, we will be trying to persuade
the court to bring forward the Octo-
ber hearing," said Mr. Collins, se-
nior partner of Watford, England-
based Collins Solicitors.

"We will also be pressing the de-
fendants for admission of liability,"
he said, pointing out that the report
"gives enough to establish liability."

A Hertfordshire Oil spokesman
said in a statement that while "the

report is vital in that it goes a long
way to explaining what happened
at the Buncefield Terminal on Dec.

11, until we know why it happened,
it is not possible to determine legal
liability."

Estimates of the total claims aris-

ing out of the explosion vary be-
tween £300 million ($567.9 million)
and £1 billion ($1.89 billion), said
Mr. Hanson.

Former HIH executive loses

appeal of prison sentence
By SARAH VEYSEY

SYDNEY, Australia-A former director of col-

lapsed insurer HIH Insurance Ltd. last week lost
his appeal of a prison sentence imposed for his
role in the company's collapse.

In addition, the Australian insurance regulator
last week banned two former nonexecutive direc-

ton of HIH from taking senior po-
sitions at any nonlife insurer. L----

The New South Wales Court of L---

Appeal dismissed an appeal by ZZI
Rodney Adler of his sentence to 6.--
four-and-a-half-year in prison with -
no parole for two years. 6--

The Supreme Court of New t=1
South Wales last April imposed the
sentence after Mr. Adler pleaded
guilty to four criminal charges of
making false statements and fail-
ing in his duty as a director.

Mr. Adler was one of two HIH

directors sentenced to prison. Last
May, Ray Williams, former chief
executive of HIH, was sentenced to

a four-and-a-half year term, with
no parole for two years and nine months, for his
role in the company's downfall.

Meanwhile, last week, the Australian Pruden-
tial Regulation Authority banned two HIH
nonexecutive directors, Justin Gardener and
Alexander Gorrie, from "being or acting as a di-
rector or senior manager of a general insurer,
nonoperating holding company or agent of a for-
eign general insurer."

According to an APRA statement, Mr. Garden-
er was a nonexecutive director of HIH between

December 1998 and March 2001, a member of

the group's audit committee and chairman of
that committee from February 2001 and a mem-
ber of the company's human resources commit-
tee. He was disqualified for his role in the insur-
er's collapse in 2001.

APRA said in a statement that Mr. Gardener

failed to disclose to the board that HIH's auditors

had assessed the company as a maximum audit
risk, compromised the indepen-

... dence and operation of the audit

dIA * committee and failed to make suffi-
W. dent inquiries about transactions

 2- undertaken or proposed by HIH,
, r- + among other things.

Mr. Gorrie was an alternate

7 ' nonexecutive director of HIH from

August 1995 to May 1997, a
nonexecutive director between

May 1997 and November 1999
and a member of the company's
human resource committee.

APRA said that Mr. Gorrie also

failed to disclose to the compa-
ny's board that HIH had been as-
sessed as a maximum audit risk,
did not conduct proper internal

reviews of the remuneration and performance
of senior management, failed to raise concerns
about the implications of the refusal by the
chief executive of FAI Insurance Ltd.-who later

became a director of HIH-to allow HIH to con-

duct due diligence into FAI prior to acquiring
the company and failed to raise concerns about
the adequacy of HIH's claims provisions, among
other things.

Several other former executives of HIH have

been banned by the Australian insurance regula-
tor for their part in the company's collapse.

Former HIH executive

Rodney Adler was
sentenced to more than

four years in prison.

Updates
JLT obtains consent

for China-based unit

Jardine Lloyd Thompson Group
P.L.C. has been granted
permission to begin operations in
China, the company announced.
London-based broker JLT said it

had received approval from the
China Insurance Regulatory
Commission to start operating as
an insurance and reinsurance

broker throughout China via a
majority-owned joint venture
company. JLT has entered into a
joint venture with Chinese
technology company Guangdong
Ricsson Enterprises Co. Ltd. The
joint venture company, to be
named JLT Lixin Insurance

Brokers Co. Ltd., will be

headquartered in Guangdong and
will focus primarily on large
industrial risks, JLT said in a
statement.

Zurich sees

first-quarter profit
Zurich Financial Services Group
posted profits of $785 million for
the first quarter of 2006, a 1%

increase over the comparable
period last year, despite the effect
of a $262 million charge for a
settlement deal with several U.S.

attorneys general and state
insurance commissioners over

allegations of bid rigging and price
fixing.

AIG to expand
Chinese operations
American International Group
Inc.'s life and general insurance
subsidiaries in China have

received permission to expand
their operations into two of the
top three Chinese provinces in

terms of total economic activity,
according to the insurer.
American International Assurance

Co. Ltd. and AIU Insurance Co.

have received approvals from the
China Insurance Regulatory
Commission to expand
throughout Guangdong province.
AIG has also received approval for
its life insurance subsidiary to
expand throughout Jiangsu
province.

SCOR profits rise
61% in first quarter
French reinsurer SCOR S.A.

posted net income of €53 million

($64.3 million) for the first quarter
of 2006, up 61% compared with
profits for the same period last
year. The reinsurer's investment
income increased 31% to €124

million ($150.5 million) in the first

quarter of 2006, thanks in part to
a favorable investment

environment and an active

investment management policy,
the company said in a statement.
For the first quarter of 2006,

SCOR recorded gross written
premiums of €734 million

($891.0 million), an 18% increase
over the comparable period in
2005.
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Property/casualty insurers' 2006 first-quarter results
Ranked by net income. All amounts are in thousands of dollars.

American International Group Inc.

The St. Paul Travelers Cos. Inc.

Hartford Financial Services Group Inc.

Chubb Corp.

Cincinnati Financial Corp.

ACE Ltd.

Liberty Mutual Insurance. Co.

CNA Financial Corp.

SAFECO Corp.

Old Republic International

American Financial Group

Ohio Casualty Corp.

RLI Corp.

Argonaut Group Inc.

Cumulative

(1) includes'dividends. (2) Statutory.

Source: 8/ survey, company reports

Net

income

$3,195,000

1,006,000

728,000

672,000

551,987

489,000

292,000

229,000

208,200

117,427

101,500

51,900

25,656

20,500

$7,688,170

Corporate

Percent

increase

(decrease)

2006-2005

(15.9) %

374.5

9.3

43.0

282.4

11.9

(26.3)

23.8

(1.8)

2.7

61.4

37.7

(12.5)

(21.2)

13.0 %

Consolidated

revenues

2006

$27,259,000

6,050,000

6,543,000

3,506,000

1,607,102

3,181,000

5,448,000

2,501,000

1,561,500

942,917

997,600

422,800

148,537

224,600

$60,393,056

Combined

ratio
2006'

89.2 %

88.9

88.8

82.9

92.0

90.6

100,0 2

96.9

86.9

90.4 Z

88.1

94.9

87.5 2

95.2

90.4%

Combined

ratio

2005'

93.5%

90.5

88.6

89.4

88.9

88.9

99.3 Z

99.0

88.5

91.3 z

92.4

95.6

78.8 2

95.6

92.4%

Property/casualty operations
Net Percent

premiums incresse

written (decrease)
2006 2006-2005

$11,255,000

4,774,000

2,629,000

2,925,0002

828,775

3,310,000

3,890,0002

1,758,000

1,418,100

456,4072

624,200

354,1002

121,168

191,500

$34,535,250

4.3%

:9

(4.3)

4.0

(1.7)

10.5

(0.4)

/1.2)

6.2

5.1

1.2 )

9.4

26.7

Policyholder
surplus
2006

N/A

$18,522,000

7,300,000

9.650,000

4,333,849

12,157,000

10,096,000

N/A

3,789,900

2,182,963

2,284,400

1,038,200

700,006

728,400

2.4 % $72,782,718

Results: Investments, lighter losses boost P/C insurers in quarter
Continued from page 3

ing account."
Mr. Dion said, however, "I don't

think the increase in investment in-

come is large enough yet to spur in-
surers to basically engage in cash-
flow underwriting, or be more ag-
gressive in terms of price declines,"
he said. "I just don't think we're at
that level yet."

Observers say results should con-
tinue to be strong this year. This
year "could go down as the most
profitable year ever" in the commer-
cial property/casualty sector, "so
long as the wind doesn't blow," said
Cliff Gallant, an analyst with Keefe,
Bruyette & Woods Inc. in New York.

"I think the outlook is still posi-
tive for '06," said Mr. Ward. «I be-
lieve investment results will remain

strong. The underwriting outlook is
a little less optimistic, but as long as
carriers keep the discipline in place
to price business where it needs to
be priced, even if it means sacrific-
ing premium growth, underwriting
results will remain at strong levels,"
although catastrophes remain a
"big unknown."

This year "will be a pretty good
year," said Mr. Auden. "At some

point, I think, companies will face
pressure from the equity market
and analysts for growth." While
that has not happened yet, 'that's
something to watch for," he said.
"If companies feel pressured to
grow...that could lead to deteriora-
tion in underwriting performance."

'If fundamentals continue to be

strong, we think this could be a good
time" for insurers, said Julie Ko, equi-
ty analyst at Philo Smith & Co. in
Stamford, Conn. "We think that the

group has a good momentum going
in for the rest of the year."

Meanwhile, observers say casual-
ty rates in particular will continue

Cats spur changes to portfolios, reinsurance
With the fear of another catastrophe year like
2005 looming over the property/casualty in-
surance industry, insurers are making some
fundamental changes in their operations, in-
cluding their underwriting criteria and rein-
surance programs, say observers.

"It's affecting companies in many, many
ways," said Jeffrey Berg, an analyst with
Moody's Investors Service in New York. There
has been "renewed discipline around under-
writing criteria and essentially doing a better
job of getting your data"' and setting appro-
priate rates for the risks they are taking.

There are also changes being made in
terms and conditions, including wind de-
ductibles and flood exclusions "and trying to
put more types of protection caveats within
the policy," said Mr. Berg.

Companies with multiple exposures in the
same area "are taking some additional risk
measures," by determining which lines of
business are the most profitable and concen-
trating on those lines, he said.

In addition, in light of rising reinsurance
prices and reduced capacity, insurers are
"continuing to think of alternative ways of
using reinsurance, whether that is catastro-
phe bonds, or something like that-just find-
ing alternative means to transfer risk, but at
the same time accepting more risk by raising
attachment points," said Mr. Berg.

"Primary companies seem to be retaining

to soften. "We think property prices
will continue to increase through
the balance of the year, and there'll
continue to be pressure on casualty
pricing, modest pressure," said
Mark Lane, a principal and research
analyst with William Blair & Co. in
Chicago. "We don't really see any-
thing that's going to change in the

more risk," agreed Cliff Gallant, an analyst at
Keefe, Bruyette & Woods Inc. in New York.
With the underlying books of business more
profitable, "they're willing to accept a little
more volatility in terms of risk," Mr. Gallant
said.

Mr. Berg said insurers' boards of directors
have also "kind of stepped up the discussions
with management" as to their risk appetite,
"and making sure everybody is on board with
the risks that are being taken and the expo-
sures that are being taken."

The 2005 hurricanes have caused a "sea

change" in the way insurers operate, said
John L. Ward, chief executive officer of
Cincinnati-based Cincinnatus Partners

L.L.C., an advisory firm that specializes in the
insurance industry.

Last year, the catastrophe models "missed
the mark, and so it's adding sonie uncertain-
ty to the equation, and I think it's led a num-
ber of companies to re-evaluate their entire
reinsurance program, and has even led some
to retreat from the coastal areas, more than

they would have if they had a high degree of
confidence in the risk management and the
cat modeling tools available," said Mr. Ward.

Andrew Colannino, vp at Oldwick, NJ.-
based A.M. Best Co. Inc., said, "companies are
taking a more proactive approach" to enter-
prise risk management. "They're looking at
the risks across the enterprise more closely"

near term."

"Rates in most commercial lines

continue to drift down," said Mr.

Gwynn. "We're not seeing heated
competition in terms of rates, but
we are seeing rate declines, and loss-
cost trends continue to increase.

That means, ultimately, we'll have
lower underwriting margins."

May 22,2006

Percent
increase

(decrease)

2005-2006

N/A

20.0%

4.3

17.3

6.6

21.9

5.9

N/A

4.3

9.2

3.2

13.5

1.0

18.5

13.2 %

and "paying a lot more attention to that right
now, more than in the past."

Insurers are "revisiting the amount of ex-
posure they had in catastrophe-prone areas,
and taking some fairly significant underwrit-
ing actions to reduce their exposure," said
John Iten, a director at Standard & Poor's

Corp. in New York.
National and even regional insurers are

"limting their direct, coastal exposure and
perhaps writing more inland business," said
Michael Dion, senior equity analyst at San-
dler O'Neill & Partners L.P. in New York. "I

think that is having a bigger effect on a lot of
the Midwest companies" that do not have
coastal exposure, he said.

They are "seeing an influx of new com-
petitors entering the market, or existing com-
petitors looking to increase their exposure to
the Midwest, just because they're not as ex-
posed to hurricane risk, and that's having a
negative effect on pricing," said Mr. Dion.

Meanwhile, property/casualty insurers
with catastrophe exposures are the only in-
surance group that has not returned to its
pre-hurricane levels in the stock market, said
Mark Lane, a principal and research analyst
with William Blair & Co. in Chicago.

"There's a lot of angst and concern about
what this season's going to bring" on Wall
Street, said Mr. Lane.

-By Judy Greenwald

"At this point, we don't see any
signs that the bottom is starting to
fall out," Mr. Iten said. .We think

that the current trend in rases, that

low, single-digit sort of declme, will
go on for a bit longer. We don't
think it's going to go on forever,
but...at least through the third
quarter, I would expect fairly mod-

est declines in rates."

"Growth is still relatively slow,"
said Mr. Auden. Casualty rates are
declining, and only rates in catas-
trophe-affected areas "are seeing
significant rate hikes in property. I
think we'll be in a slow, modest

growth environment for some
time," he said.
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ABM: Claim based on time to rebuild WTC

Continued from page 3

Ehrman White & McAuliffe in New

York.

In Duane Reade Inc. vs. St. Paul Fire

& Marine Insurance Co., the 2nd U.S.

Circuit Court of Appeals in New
York ruled that the loss period
would extend only until Duane
Reade could relocate and resume

permanent operations. In that case,
Duane Reade occupied leased space
in the WTC, whereas ABM provided
services for the WTC common areas

and nearly all of the buildings' occu-
pants.

ABM is attempting to tap a prop-
erty policy purchased from Zurich
that includes business interruption
coverage. The policy has $127.4 mil-
lion in blanket limits and ABM paid
$224,591 in premium for coverage
between Feb. 1, 2001, and Feb. 1,

2002, court records show.

A jury trial to determine the
length of time that ABM will be able
to recover loss of income is sched-

uled to begin Aug. 14, said John N.
Ellison, who represents ABM and is a
partner at Anderson Kill & Olick in
New York.

According to Judge Jed S. Rakoff
in the U.S. District Court for the

Southern District of New York,
ABM's contract at the WTC was set

to expire in January 2004.
For ABM to recover insurance for

income lost beyond that point, it
will have to argue in trial that it is
"more probable than not" that its
service contract would have been re-

newed and that it would have con-

tinued to experience a loss, the
judge said.

A spokesman for Zurich declined
to discuss the case.

Litigation in Zurich American In-
sumnce Co. vs. ABM Industries Inc. be-

gan after ABM sought business inter-
ruption coverage for its WTC losses.
ABM claims it lost $10 million to

$12 million of profit per year.
Zurich then sued, seeking a

declaratory judgment that ABM's
losses were subject to a $10 million
limit under the policy's contingent
business interruption clause, court
records show.

Zurich argued the sublimit should
apply because ABM's claim stemmed
from destruction to property belong-
ing to ABM's customers.

ABM argued that the contingent
business interruption sublimit did
not apply because it was entitled to
coverage under business interrup-
tion, extra expense and civil authori-
ty provisions of the policy.

The district court determined in

2003 that ABM was not entitled to

the policy's business interruption,
civil authority or extra expense pro-
visions because its losses resulted

from destruction of property that it
did not own, control, use or lease.

The 2nd Circuit, however, found
that ABM did "use" World Trade

Center property within the insur-
ance contract's requirements and re-
versed the lower court's ruling. The
appeals court remanded the case to
the trial court to determine damages
under the business interruption pro-
vision and to determine extra ex-

pense and civil authority losses,
court records show.

Zurich then argued before the trial
court that ABM's period of recovery

for lost income should end when

ABM's customers relocated their

businesses.

The trial court rejected Zurich's
position noting, among other
things, that under the policy's
business interruption terms, the
language "insured property" includ-
ed the WTC's common areas

and not just space occupied by ten-
ants.

The court also noted under

Zurich's theory, if all WTC tenants
immediately relocated, ABM's busi-
ness would still be interrupted, but it
would not be able to recover dam-

ages.

"The parties could have hardly
intended" such an outcome, the

court found. It granted ABM's
summary judgment request, finding
that the appropriate period of
recovery is the hypothetical length
of time required to rebuild the WTC.

Along with determining the actu-
al length of recovery time the policy-
holder is entitled to, a jury must also
determine any extra expense and
civil losses.

Zurich American Insurance Co. vs. ABM

Industries Inc., 2nd U.S. Circuit Court

of Appeals in New York, 01 Civ. 11200
GSR)
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administration and billing of insurance daims, providing solid solutions for today's
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Consumer Driven Healthcare, Electronic Funds Transfer, IRS FSA grace period,
Out of Network Repricing and more. Our CompCiaims for Windows system's
sophisticated design offers the benefits of MICR check encoding, Document

Imaging and the ability to process benefits for occupational accident plans. It is the
most comprehensive, user-friendly and fastest workers' compensation daims
administration system available today.
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Flu: Crisis management plans employed amid outbreak concerns
Continued from page 1 rector of crisis management for the The company would use the heat scanners that were installed man flu outbreak
such as bacteria, dust, lint, pollen state-owned airline, which is based same planes on the same routes in during the SARS crisis to detect pas- "With SARS we did shut down a

and smoke, to keep infected passen- in Bangkok areas of infection to contain the sengers running a fever are still in few routes, but that was driven by
gers from infecting others on the The installation of the filters was virus After each flight in an affect- use at Hong Kong International Air- the market," said Geraint Berming-
plane These units, which are also one of several measures taken by ed region, the airline would disin- port ham, manager of operational and
used in hospital surgical theaters, Thai Airways following the SARS fect the entire aircraft and would In March seven passengers travel- continuity risk for Air New Zealand
are standard in all new aircraft and outbreak. use especially strong disinfectants ing as part of a group all had a fever But if the government shuts the
are installed in 75% of all commer- "Before SARS we have never on what Mr Israngura called "36 when they checked in, he said borders, 'we would no longer be re-
cial aircraft, according to the Feder- thought about how to protect our touch points," or areas that passen- When thev arnved in Canada, they sponding to the market, but to the
al Aviation Administration passengers from disease," Mr Isran- gers regularly touch, such as door- were quarantined until author_ties fact that we would not be flying

"You'd have more chance of gura said "We Immediately started knobs for the toilets there could confirm they were not overseas "
catching a flu on a bus than you to study ways to reduce the poten- The company would also throw infected with the avian flu virus The company has met with ltS
would on an airplane," said Neil tial by working closely with the away all disposable products after In addition, Cathay has stocked aircrew union to discuss at what
Jonasson, the Singapore-based assis- Ministry of Public Health " every flight and reusable products up on Tamiflu, a drug used to treat point the airline would ask employ-
tant director of safety, operations The result was a Biological Out- like blankets and pillows would be man flu, which it would dispense ees to take time off and when it
and infrastructure for the Interna- break Operations Manual, which stenlized before being repackaged to employees that fall 111 would have to start laying them off
tional Air Transport Assn outlines procedures for the airline for use again, he said One airline that flies many rcutes The company has also advised its

Thai Airways International has in the event of a pandermc. The crl- Another pressing need for airlines to Asia, Air New Zealand, may face staff about health-control measures
gone a step further by retrofitting sis manual includes plans to hire is to ensure that quarantine proce- senous flnancial problems should a recommended by the IATA
the filtration systems in all of its 80 nurses and doctors to work at dures are in place for visibly sick pandemic occur The island na- "If the event occurs, we can work
aircraft so that the air circulates check-in counters in affected areas passengers, according to Peter tion's government earlier resolved together," Mr Bermingham said
through two HEPA filters before en- to examine passengers who appear Simpson, a rlsk manager with Hong to seal off the country by forbid- "One thing we learned from SARS is
tering the cabin again, according to 111 Doctors would also be on board Kong's Cathay Pacific Airways As ding overseas flights from landing to have proactive communication
Suraphan Israngura Na Ayuthya, di- aircraft flylng in those regions in most major Asian airports, body- or taking off in the event of an with our crew "

BackdatingBad timing? Practices unlikely to affect market
Companies facing probes into stock-option grant practices: Continued from page 1 mittee but they are not memorial- stemming from possible timing

practice, a division of Chicago- ized until some later date," SEC en- problems with stock options wouldI Dallas-based Affiliated I St. Petersburg, Fla.-based Jabil
based Aon Corp forcement could view it as backdat- be "an overreaction to the issue,"

Computer Services Inc.: The Circuit inc.: SEC is conducting an
Securities and Exchange Commission informal Inquiry into its options In evaluating an entity's compen- mg, Mr Frenkel said Mr Rosenberg said

is conducting an informal inquiry into practices. The company faces at sation-related D&0 risks, insurers "On some level, the D&0 1mpll- However, Aon's Mr. Shappell
its options from October 1998 least one derivative complaint have tended to center on the actual cations depend on what kind of said, going forward, if insurers re-
through March 2005. ACS also has alleging that certain executives amounts of executive compensa- backdating we're talking about," ceive D&0 claims stemming from
received a federal grand Jury and directors of the company tion-checking whether there was Mr Frenkel said "As long as :SEC) alleged backdating of options, and
subpoena from a U S. District Court breached fiduciary duties In an appropriate balance between an enforcement 15 pushing new theo- "if underwriters have asked the
in New York. Several former connection with certain stock option officer's position and pay-and nes, it will continue to test the four right questions, and the 1nsureds
directors and officers face at least grants wrongdoing by executives such as corners of D&0 pohaes." failed to disclose their option-grant-
three separate shareholder I San Jose, Calif.-based Power insider trading, said John A Raffer- Still, heightened regulatory atten- ing practices, we will see recisions
derivative suits alleging breach of

Integrations Inc.: Said it may ty, vp in charge of D&0 underwrit- tion over companies' options prac- come out of that "fiduciary duties related to stock
option grant practices ACS has

restate earnings for the years 1999 ing at Hartford Fmancial Products, a tices will not lead to any significant The backdating issue is problem-
denied any intentional backdating by

through 2004, along with the first unit of Hartford, Conn -based Hart- changes to policy terms and condi- atic, because it can lead to "financial
executives and will defend the suits.

three quarters of 2005, due to ford Financial Services Group Inc tions, or D&0 insurance raze in- restatement nsk" and "tax and cash
improper recording of grant dates

I San Jose, Calif.-based Altera Options practices, meanwhile, have creases, predicted Lou Ann Layton, implications for a company, de-
for stock option awards. One day

Corp.: Board has announced an in- prior to the announcement, the been "a bit murky" and "hasn't D&0 practice leader with Marsh pending upon how the tax issues

dependent review of the company's company's chairman and CFO been something that's been focused Inc, in New York "I lust don't think were handled around the options
historical stock option practices, resigned on" by underwriters, Mr Rafferty this issue lS going to be enoigh to being exercised," Hartford's Mr Raf-
after management completed a said. change a market," she said ferty said
review of several periods

I Baltimore-based SafeNet Inc.: I Insureds and brokers should ex- While coverage questions at re- Still, "It doesn't seem that there is
Received a grand Jury document pect that there will be increased dli- newals rime will be "much more likely to be exclusionary languageI Chelmsford, Mass.-based subpoena from the U.S. Attorney for

Brooks Automation Inc.: Received the Southern District of New York gence. .and for underwriters to ask fine-tuned by the underwriters," added to policies at this time," Mr.

notice of a SEC informal inquiry into requesting records pertaining to the more pointed questions around the Ms Layton said, she doubts that Rafferty said
the company Company plans to granting of stock options Also issue," Mr Rafferty said. "If it's a big "there will be a preponderance of A few D&O insurers may try to
restate earnings for the years 1999 received a letter of informal inquiry issue to the SEC, it's going to be a claims on this issue or that it will specifically exclude the backdating
through 2005, because it believes It from the SEC. big issue to a D&0 underwriter, so be one causing underwriters t) walk of stock options on future policies,
incorrectly accounted for certain we think it's a great opportunity for away from business predicted Mr Shappell, but such at-
matters concerning stock options I Minnetonka, Minn.-based

companies to favorably differentiate "I don't think you're going to see tempts "will be resisted in the mar-
I Nashville, Tenn.-based

UnitedHealth Group Inc.: Said it

may restate several years of themselves," regarding quality con- a tremendous amount of change in ketplace and I don't think carriers
Caremark Rx Inc.: Received a grand financial results due to improper trols and management integnty, he the pollcy," said Evan Rosenberg, se- will fundamentally be successful "
Jury document subpoena from the

oversight and accounting for stock said nior vp at Chubb Specialty Insur-
U.S Attorney for the Southern option grants, which could reduce Of special interest to underwrit- ance, a unit of Warren, N J,-based
District of New York requesting earnings by as much as $286 million ers, Mr. Rafferty said, will be the is- Chubb Corp
records pertaining to the granting of ADVERTISERUnitedHealth faces numerous sue of so-called "backdating," or "I think underwnters are trnng tostock options Company also shareholder class-action lawsuits
received a letter of informal inquiry when the grant pnce for a stock op- be thoughtful about these types of

alleging harm caused by backdated
from the SEC. tion is retroactively dated to boost issues, and there is a matunt> in the

stock options Company also is the INDEX
profits for the recipient underwriting community to look,

I Wakefield, Mass.-based subJect of an SEC informal inquiry
Backdating is not necessarily ille- listen, and make sure that lf there

and has received a subpoena over Issue of May 22
Comverse Technology Inc.: Said it gal, legal experts say, though lt are any changes, they are done onoptions practices from the U.S. ADVERTISER PAGE #

will restate results for fiscal years Attorney's office for the Southern could raise accounting and disclo- the accounts that require them, not Ace Insurance 12

2001 through 2005 and the first District of New York. sure issues under secuntles laws on a broad-brush basis " Aetna Corporate 9

three quarters of the 2006 fiscal According to Jacob S Frenkel, a "There may be more companies AIG Corporate 28

year, which ends Jan. 31, because of I Camarillo, Calif.-based Vitesse former SEC enforcement lawyer that will come out of the wood- American institute for CPCU 10

misaccounting for options grants. Semiconductor Corp.: Fired several Aon Corporation 2

Comverse faces at least six share- now with Shulman, Rogers, Gandal, work, but I don't think t's big
top executives in the midst of Burnham Sys-em 20

holder derivative suits and two internal probes, including its CEO and Pordy & Ecker PA in Rockville, enough a number" to cause under- Business Insurance 23

shareholder class-action suits over CFO The board has deemed at least Md, "It appears as if the SEC's view writers great concern, Mr Rosen_ Dempsey, Myers & Company, LLP 6
EQECAT 10

its options practices The firm three years of the company's results of backdating may differ from the berg said "But, for the companies G&M Marine 6

received a subpoena this month from unreliable after an internal invest- conventional interpretation of the that are in the press, I can guarantee Liberty Mutual 5

the U S. Attorney's Office for the igation relating to past stock option concept of backdating. .that the op- you that underwnters will question Risk Meter Online 20

Eastern District of New York in con- grants Vitesse and certain of its dir- tions don't become effective until how they got to where they are, and Sentry Insurance 18

nection with issuance of option ectors and officers face at least one they are signed, sealed and delivered what thefre doing going forward to
Specialty Risk Services, LLC 14

grants since 1995 Company's CEO, securities class-action lawsuit filed Sprint 7

on paper, not just authorized by the change the option-granting prac- St Paul Travelers
CFO and general counsel have

25
by investors, alleging backdating of compensation committee." tice," along with any disclosures wausau insurance Companies 11

resigned amid the probe stock option grants
"If for example, on a given day, about the administration of the WLT Software Enterprises, Inc 25

XL Insurance 15
Source Company reports options are issued or authorized by stock-option grant program, he said Zurich North America 17

the company's compensatton com- Any attempts to rescind policies
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Court: Health plans can recover medical costs when third-parties pay expenses
Continued from page 1

Both a district court and an appeals
court panel held for MAMSI.

The Supreme Court followed suit
on Monday, holding that MAMSI
could pursue reimbursement under
ERISA. The plan's attempt to recov-
er "properly sought equitable relief'
is allowed under ERISA, wrote the
chief justice.

Employee benefit experts hailed
the decision as one that would clear

up the circumstances under which
a plan could seek reimbursement
from beneficiaries who had re-

ceived awards from third parties.
"This is longstanding practice.

Most plans use it," said Kathryn
Wilber, health policy legal counsel
for the American Benefits Council

in Washington, who noted that the
decision was both unanimous and

"quite clear" about plans' rights to
seek reimbursement.

"It was a good decision. It really
clarified what, until then, had been
a split in the circuits as to when you
could enforce these provisions and

under what circumstances," she
said.

"It does allow employers to en-
force their subrogation and reim-
bursement provisions under a com-

"Employers still have to
be fleet of foot when it

comes to making sure

that the third-party

payments are not put
beyond the control of

the employees, such as
in a trust."

Henry Saveth
Mercer Human Resources Consulting

mon pattern," said Henry Saveth,
an attorney with Mercer Human
Resources Consulting in New York.

"There had been some concern

that employers would be strictly
limited in the extent they could
seek recovery of benefits paid by
the plan where a third party had
also reimbursed those expenses.
This case says, in general, the em-
ployer can recover. However, it
doesn't apply in all situations," he
added.

Mr. Saveth said that the excep-
tion occurs when "the employee
doesn't have the money, but it's set
aside in some kind of trust." He

added that while "it's good news for
employers, employers still have to
be fleet of foot when it comes to

making sure that the third-party
payments are not put beyond the
control of the employees, such as in
a trust," he said.

Despite the exception, the ruling
should help keep health care more
affordable for beneficiaries, say
some observers.

"We were gratified by the court's
decision in a case that relates to

contract provisions that help to

Oregon: Allocation ruling favors policyholders
Continued from page 3

among themselves.
Based on the high court's 1959

Lamb-Weston decision, the judge in
the Cascade case sliced the $3.8 mil-

lion judgment against Employers
Re by nearly 97% to $118,000. The
judge calculated that Employers
Re's $5 million policy limits repre-
sented 3% of the nearly $160.8 mil-
lion in excess limits that Cascade

had purchased from all of its excess
insurers.

On appeal, the appellate court re-
jected the lower court's interpreta-
tion of Lamb-Weston, ruling that it
does not support the notion that
any coverage allocation formula
may leave a policyholder with a
coverage shortfall if the insurers on
the risk have not tendered their ful-

ly policy limits.
The Lamb-Weston case applied

only to how insurers should spread
their policyholder's loss among
themselves, the appeals court ruled.
The decision had "no effect on each

insurer's independent obligation to
make the insured whole to the ex-

tent of its applicable policy limits,"
the appeals court ruled.

Indeed, the appeals court noted,
the state Supreme Court empha-
sized in a 1971 decision that its

1959 conclusion "is a corollary of
the fact that, in the absence of oth-
er insurance, each insurer would be

liable to the full extent of its policy
limits."

Employers Re had argued that
reasoning would apply only when
the policyholder sues one insurer,
not multiple insurers.

But the appellate court found the
allocation formula Employers Re
supported could be used only to
prevent a policyholder from recov-
ering insurance proceeds in excess
of its loss.

The appellate court also rejected
Employers Re's arguments that
failing to use its allocation formula
would unfairly penalize nonsettling
insurers by forcing them to cover

5/ Stock Index Is/is- 5/191

the portion of a loss that settling
insurers avoided when they
settled for less than their full policy
limits.

The insurer's "argument would
discourage a settlement with fewer
than all insurers because a

settlement for less than the policy
limits would prevent the insured
from ever recovering the full in-
sured amount of its loss," the court
wrote. "That would be the case

even if some insurers had defenses

that were not available to others, or
if some insurers were more forth-

coming in negotiations than oth-
ers."

Ms. Foggan said the court's rea-
soning would allow a policyholder
and one of its insurers to collude

in foisting most of a loss on one
insurer.

Cascade Corp. vs. American Home As-
surance Co. et al., Oregon Court of Ap-
peals, No. 9205-03083; A118185.
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keep health care affordable for con-
sumers," said a spokeswoman for
the Washington-based America's
Health Insurance Plans, which rep- -
resents health insurers.

The National Assn. of Manufac-

turers in Washington welcomed the
decision. Quentin Riegel, NAM's
vp-litigation, issued a statement
saying that "reimbursements are vi-
tal to the ability of health plans to
try to keep up with rising health-
care costs. Every dollar that is not

reimbursed to a plan is a dollar that
is not available to pay the claims of
other employees. It is entirely
reasonable for an employer to ask
for its money back from an employ-
ee whose medical bills are paid
twice."

Joel Sereboff et ux. vs. Mid Atlantic
Medical Services Inc. U.S. Supreme
Court. No. 05-260. Decided May 15,
2006.

resolve all outstanding disputes,

Late News agreeing to pay administrative fees
and costs in the amount of $30,000.

Continued from page 1

Knox placed property/casualty
insurance for the State Insurance

Risk Management Board and the
Connecticut Development Authority
from 1997 through 2004. While the
state paid the brokerage an upfront
fee for the insurance placements,
R.C. Knox collected more than

$400,000 in concealed contingent
commissions from insurers, despite
"repeatedly" assuring the state that
it was not receiving any commissions
from insurers for the placements, Mr.
Blumenthal said in a statement. The

company denies any wrongdoing.

Validus forms sidecar

for marine/energy
Validus Reinsurance Ltd. has entered

into a quota-share retrocession
agreement with sidecar reinsurer
Petrel Re Ltd. to write marine and

energy business. Petrel Re, a newly
formed reinsurer based in Bermuda,
will assume a 75% quota share of
certain lines of marine and offshore

energy reinsurance contracts written
by Validus for 2006 and 2007.
Hamilton-based Validus was set up
late last year and is backed by
Aquiline Capital Partners L.L.C., an
insurance investment vehicle headed

by Jeffrey Greenberg, the former
chairman and chief executive officer

of Marsh & McLennan Cos. Inc. Petrel

Re is backed by investment funds
managed by First Reserve Corp., a
private equity firm that specializes in
investing in the energy industry.

UnitedHealth, WellPoint
settle Ohio investigation
Subsidiaries of UnitedHealth Group
Inc. and WelIPoint Inc. have signed
consent orders with the Ohio

Department of Insurance to resolve
allegations of improper
compensation to agents. The
department alleged that
UnitedHealthcare of Ohio and

Anthem Blue Cross & Blue Shield

paid improper compensation to
independent agents who were hired
to evaluate multiple health insurance
coverage options on behalf of public
entities. UnitedHealthcare neither

admitted nor denied the allegations
of the department but entered into
the consent order to fully resolve the
allegations, according to the consent
order. It agreed to pay an
administrative penalty of $125,000
and administrative costs of $50,000.
Anthem denied the allegations, but it
also signed a consent order to

Max Re notified

of possible delisting

Max Re Capital Ltd. has received
notice that its securities may be
delisted from the NASDAQ because

it has failed to file its Form 10-Q for

the first quarter. The reinsurer said it
has not filed the report because its
board of director's Audit and Risk

Management Commission has not
yet completed its review of three
finite risk retrocessional contracts

written in 2001 and 2003. Max Re

said it will request a hearing on the
issue and that it expects to file the
10-Q next month.

Briefly noted

Ronald R. Pressman, president and
CEO of GE Insurance Solutions, has
been named president and CEO of
GE Asset Management. In November,
Swiss Reinsurance Co. announced

plans to take over the
property/casualty business of GE
Insurance Solutions in a deal valued

at more than $7 billion....New Mexico
Insurance Superintendent Eric Serna
will resign June 14, according to an
agreement reached with the state's
Public Regulation Commission, which
oversees his office. Mr. Serna has

been on paid leave from the New
Mexico Division of Insurance since

April 6, when New Mexico Attorney
General Patricia Madrid began
investigating certain of his activities.
He denies any wrongdoing.
...Sedgwick Claims Management
Services Inc. has acquired VPA Inc., a
claims services firm specializing in
absence and disability benefit
management programs for large
employers. Terms of the deal were
not disclosed. Calabasas, Calif.-based
VPA has annual revenues of

approximately $20 million, Sedgwick
said in a statement.

At Businessinsurance.com

New Online Poll: Over the past
three years, has the period of
time between binding coverage
and you receiving a policy:
1. Shortened.

2. Lengthened.
3. Remained the same

Items in the Late News column

originally appeared in Bl's Daily
News feature on

www.businessinsurance.com.

Visit the Bl Web site to sign up to
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