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9/11 losses
raise costs,
awareness of

group life risk
By MICHAEL PRINCE

Corporate benefit managers should brace for
higher rates and potential coverage restric-
tions for their group life insurance programs.

In the wake of last September's terrorist at-
tacks, group life insurers are facing sharply
higher reinsurance costs, reduced capacity
for catastrophe exposures and exclusions of
terrorism risks. While insurers generally have
not yet factored these costs into their pric-
ing, they are asking employers to provide
more information on covered lives and mak-

ing changes in underwriting. And higher
rates likely are not far off, brokers and insur-
ers say.

"This is the first significant cat exposure the
life insurance market has ever experienced,"
said Nicholas von Moltke, senior vp at Em-
ployers Reinsurance Corp. in Overland Park.

See LIFE RE/page 27
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4p to cover war risk liabilities

e RRG seeking
ce for takeoff

tives who contend the traditional market op-
tions are unaffordable.

f Es alta A key hurdle for the RRG, though, will be se-
ind terror- curing reinsurance: Equitime plans to retain

*ikE,NEek to li- $300 million of its limit and reinsure the bal-

*k re- ante with the federal government, which began
46·811**62 plan to covering airlines' war risks soon after Sept. 11.

The Department of Transportation, while ex-
4&. *19»eme pdald p**ide,up to pmssing support for the RRG concept, has em-

$0 4*04 in War rt#k limtts,» phasized its desire to exit the war risk insurance
1**1< inctt,dir mvetage.ife business and has not yet decided whether it will

*0'¢016*fil*e: , reinsure Equitime.
'e t#ja„*fic,<1**lifi·,  Some market participants-notably Ameri-

} See EQUITIME/ page 30

Fear of claims battles

spurs DBO changes
By ROBERTO CENICEROS

Risk managers increasingly are being asked to as-
sure corporate officials that directors and officers
liability insurance policies will pay to defend
them from shareholder lawsuits if the company
also is in bankruptcy.

Their fear is that some bankruptcy courts may
freeze D&0 coverage as an asset of an insolvent
company and refuse to release policy proceeds to
cover defense costs. As a consequence, risk man-
agers are exploring ways to revise insurance pro-
grams or alter policy wording so that coverage
clearly protects corporate officials.

This heightened concern arises because Enron
Corp. directors and officers initially were imped-
ed by bankruptcy proceedings from tapping
D&0 policies to cover legal costs arising from
shareholder litigation. In April, nearly four
months after they first requested coverage of
their legal costs (BI, Jan. 28), a bankruptcy judge
agreed to allow some of the D&0 policy proceeds
to flow to lawyers representing Enron's directors.

Delaying the claim was the judge's considera-
tion of shareholder arguments that entity cover-
age provided under Enron's D&0 policy preclud-
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Spotlight

ed any money from flowing to the directors, be-
cause such a disbursement would reduce corpo-
rate assets.

"Enron highlighted for board members the po-
tential for them to be naked, and that has stirred
up a lot of anxiety," said Tony Galban, vp and
D&0 underwriting manager for Chubb Specialty
Insurance in Simsbury, Conn.

Risk managers are taking steps to assure, as
much as possible, that there is no risk in
bankruptcy proceedings that D&0 coverage
would not be available to directors and officers.

This situation would be particularly trouble-
some for directors of bankrupt companies, occur-
ling just when they are at greatest risk of being
sued for corporate losses stemming from alleged
mismanagement.

The possible remedies available to policyhold-
ers include reshaping their insurance programs or
including D&0 policy language that specifically
addresses bankruptcy, say insurers, brokers and
policyholder attorneys.

The goal is to insulate coverage limits intended
for individual officers and directors under a D&0

policy from other limits typically contained in
See D&0/page 30
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ERISA group blasts OIG
release of information
The ERISA Industry Committee is
asking Labor Secretary Elaine
Chao to investigate what it says

wasthe

improper

release of

confidential

employer

information by
the

department's

1 Office of
Inspector

Ms. Chao General.

Recently, Rep. Bernard Sanders, 1-
Vt., released the names of 13
employers that participated in an
016 audit of 60 cash balance

pension plans, citing the OIG as his
source. The audit report said that
the companies improperly denied
millions of dollars in benefits to

cash balance plan participants who 
terminated employment before
retirement. The 016 had promised
employers participating in the
audit that information they
provided would be kept
confidential.

Senate passes COBRA
subsidy provision
The Senate last week passed and
sent to a congressional conference
committee trade legislation that
includes a new federal COBRA

health care subsidy provision.
Under the legislation, H.R. 3009,
employees who lost their jobs due
to foreign competition would have
to pay only 30% of their COBRA
premiums, while the federal

government would cover the cost
of the remaining 70% of the
premiums. Currently, a beneficiary
must pay the entire COBRA
premium, which is 102% of the
group rate. Employers would front
the 70% federal subsidy. The
legislation, to the concern of
business groups, directs the
Treasury Department to work out
the details on how to reimburse

employers.

Panel repeats call for
terrorism coverage
The congressional Joint Economic
Committee is calling again for a
!imited federal role in

guaranteeing terrorism insurance.
In a second report on terror
coverage since April, "Economic
Perspectives on Terrorism
Insurance," the committee

See LATE NEWS/next page
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underscored the risk that another

major terrorist attack could strike
when businesses have limited

terrorism insurance, forcing them
"to bear directly the cost of such an
attack." With major businesses
facing the threat of bankruptcy in
such a scenario, "it does not seem

realistic to expect" the federal
government to do nothing, says the
report. "A federal bailout would
almost certainly be demanded, and
that federal role, developed in haste
and under intense political pressure,

might lead to a much larger, more
costly and poorly designed role."

E.C. seeks to penalize
France over mutuals

The European Commission will ask
the European Court of Justice to
penalize the French government for
failing to comply fully with 1994
European Union directives aimed at
creating a single European insurance

market. In

particular, the
*** European

*

* Commission
w * charges that
*** France has

failed to

adopt the directives' regulatory
provisions with regard to about
3,000 French mutual insurers. The
Third Life and Non-life Insurance

Directives include requirements that
insurers must separate their
insurance operations from other
businesses and maintain adequate
reserves. The European Commission
said that it would ask the court to

fine the French government
240,000 euros ($213,960) per day
until it complies with the directives.

Health costs rise for

small, midsize employers

Business Insurance

Late News
The nation's small and midsize

employers are being hit with steep
price increases for group health
insurance coverage, according to a
survey of oroducers by the Council
of Insurance Agents & Brokers.
The CIAB based its findings on the
responses of 60 of its member
brokers and agents. Seventy-seven
percent of respondents said that,

over the past

six months,

  health
M< insurance

premiums

7*w-0,--ap increased at
renewal by

between 10% and 30% on average
for midsize employers-which the
survey defines as those with
between 51 end 500 employees. In
addition, 20% of responde-Its said
such clients had been hit with

premium inceases of between 30%

and 50%. Smaller employers-those
with 50 or fewer employees-also
saw big hikes. Among surveyed
brokers and agents, 72% said their
small-employer accounts had
received increases of between

10% and 30%, while 23% of
respondents said small clients had
seen premium boosts of between
30% and 50%.

Mold coverage bill
passes Calif. Senate

Legislation that would prohibit
insurers from excluding mold
coverage from property and liability
policies was passed by the California
Senate last week. The California

Insurance code already requires
insurers to

41'1 cover mold,
& 4/  said Mark

1 Sektnan, American
Insurance

Assn. vp-
western

K

region in

Sacramento, but Senate Bill 1763

would also prevent insurers from
inserting a sublimit for mold.
Instead, insurers would have to offer

full policy limits for mold risks, he
said. The bill will likely be heard by
the Assembly in June.

GE unit to serve
XL Winterthur clients

GE Global Asset Protection Services

will offer its risk management
services to clients of XL Winterthur

International under a new agreement
between the two companies. Under

Check out Businessinsurance.com
To get breaking news as it occurs,
visit Business insurance's free

online Daily News, at
www.businessinsurance.com.

Sign up for your daily e-mail of
breaking news.

World Economic Forum focuses on the cost of risk

All the material in the Late News

column, as well as other content

in this week's issue, is generated
from daily news postings that
appeared on the Web ske in the
previous week.
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the arrangement, GE GAP will
provide XL Winterthur customers
such services as candidate

assessments, loss prevention field
visits, risk mitigation, and r-sk
assessment reports. XL Winterthur
clients also will have access to GE

GAP's Web-based risk management
tools. XL Winterthur International, a

unit of Hamilton, Bermuda-based XL

Capital Ltd., writes property/casualty
coverages for large national and
multinational companies. GE GAP is
part of Overland Park, Kansas-based

General Electric Co. unit Employers
Reinsurance Corp.

Briefly noted

Sphere Drake Insurance Ltd. plans to
appeal an Illinois federal judge's
decision that vacates an arbitration

panel's 2-1 decision to void six
reinsurance contracts that Sphere
Drake wrote for All American Life

Insurance Co. The arbitration panel
voided the coverage-part of the
Unicover workers compensation
debacle-because it determined from

All American's own position paper
that an unauthorized intermediary
bound the coverage. But, the federal
judge ruled that Ronald A. Jacks, the
arbitrator Sphere Drake appointed to
the panel, was partial to the
reinsurer and had not disclosed

some previous work that All
American claimed he had performed
for Sphere Drake's parent
company....Lloyd's of London has
named Nick Charteris-Black to the

newly created position of head of
capital provider relationships. He
previously was with XL Winterthur
International....California Assembly
Bill 1985, which would introduce

minimum rate requirements for
workers compensation insurance,
passed the state's Assembly last
week. The bill will now be heard by
the state Senate.

Terrorism threat to grow, panel warns
.- . .*,4=Z.'4 London-based Benfield Grieg Group P,L,C. He#USN* By MARKA. HOFMANN

f-#g--»0r53

WOR LD pointed out that Europeans have accepted a

EC(NOMIC r. *...id*.Mi/, WASHINGTON-Terrorism will not vanish as a mixed government/private system for dealing· .#'.all./.Ii threat to U.S. interests and is likely to only get with terrorism risks through such entities as the

@-*4-1111i worse. U.K.'s Pool Reinsurance Co. Ltd. He also noted

That was a theme stressed by a panel of experts that the effort to create such a mechanism in the

who discussed the broad topic of the cost of risk United States has been stalled in the Senate be-

during the World Economic Forum in Washing- cause of disputes over tort reform. He urged his
ton last week. The panelists also endorsed the audience to "try and fight to get the right solu-
idea that not only should public and private sec- tion" to the problem of terrorism insurance.
tors share more information about terrorism and Andreas Beerli, CEO of the Americas division

cooperate more in dealing with the problem, but of Swiss Reinsurance Corp. in Armonk, N.Y.,
also that the federal government should act as a pointed out that many countries, including the
backstop to private insurance to help pay for fu- United Kingdom and Spain, have had consider-
ture terrorism-related losses. able experience with terrorism and that the in-

Government ends up involved with the risk by surance industry in those countries has adapted
default, said Grahame Chilton, chief executive of See WEF/page 31
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California entities not liable for crime on public property

Court affirms sovereign immunity
By JUDY GREENWALD

SAN FRANCISCO-In a decision

being hailed as a major victory for
California public entities, the state
Supreme Court has ruled that gov-
ernment entities generally cannot
be held liable for crimes that occur

on public property.
The unanimous May 20 decision

geles arose from a lawsuit filed after
the death of Eileen Zelig, who was
shot to death by her ex-husband in
the Central Civil Courthouse in Los

Angeles in 1995, in front of their 6-
year-old daughter. The family was

there to attend a family court hear-
ing on spousal and child support.
Mrs. Zelig had previously obtained
a restraining order that prohibited
her ex-husband from possessing or
carrying firearms. The courthouse
had no metal detectors in place at
the time.

A lawsuit was filed on behalf of

the Zeligs' children against the
county, the sheriff's department,
Mr. Zelig and 10 unnamed public
employees, alleging wrongful death
and negligence, among other
charges.

In a unanimous opinion that
overturned an appellate court's de-

HARD MARKET VIEWPOINTS
American Re surveyed property/casualty exec us issues, indging:

How much longer will What a threa4o
the hard rnarket last? dura r et£

69% 75

1-2 years 'wea of 4

21% » 400
2-3 y 'liggrss' 3=

Source: Ameri compqition

Insurers skeptical
hard market to last
By DOUGLAS McLEOD

Most insurance company senior ex-
ecutives believe the current hard

market cycle will be over within
two years and that "weak resolve"
within their ranks to maintain

higher rates is the biggest threat to
the cycle's duration, a survey by
American Re Corp. concludes.

A majority of executives also cites
the unavailability of terrorism cov-
erage as the most critical issue fac-
ing the insurance industry, but few
believe that Congress will act this
year to alleviate the problem, the
survey found.

American Re, a Munich Reinsur-
ance Co. unit, canvassed 48 insurer
chief executives and senior officers

earlier this month during an annual
forum at the reinsurer's Princeton,

NJ., headquarters. The surveyed ex-
ecutives represented companies
ranging in size from small single-
state insurers to large regional insur-
ers.

The officials answered a variety of
questions about industry issues and
about their own companies' opera-
tions.

Queried about the duration of
the hard market-which American

Re defined as price increases above
the rate of claims cost inflation-

69% of those responding said tight
conditions will last between one

and two years, and another 8% said
they expect a market turn within
one year. A minority-21%-said
the hard market will last two to

three years, while 2% predicted it
will continue for more than three

years.

Dominic Addesso, president of
American Re's direct treaty unit, ex-
pressed surprise at the expectation
of a relatively quick market turn,
"since earlier indications and pre-
dictions suggested that the hard
market could last as long as three
years."

Insurer CEOs also blame them-

selves in advance for the eventual

softening. Asked what two factors
pose the biggest threat to the hard
market's continuation, 75% cited
"weak resolve of industry senior
management to achieve adequate
returns," American Re found.

In addition, 40% of the respon-
dents see "aggressive competition
fueled by new capacity," notably
from Bermuda companies, as a key
factor in turning the market.

Terrorism, meanwhile, was at the

top of the executives' lists of the
most important problems facing
the industry. Unavailability of ter-
rorism reinsurance and questions
about the applicability of terror-
ism exclusions in primary policies
were cited by 65% as a critical issue.

See INSURERS/page 6

cision, the California Supreme
Court said, "In this and other juris-
dictions, it is well established that
public entities generally are not li-
able for failing to protect individu-
als against crime."

The decision said state statute

provides that public entities may
not maintain property in a danger-
ous condition. "We emphasize
however that liability is imposed
only when there is some defect in
the property itself and a causal con-
nection is established between the

defect and the injury." But that was
not the case here, said the decision.

"Indeed, the risk of injury to Eileen

at the hands of her ex-husband was

at least as great outside the court-
house. For example, he could just as
readily have shot Eileen as she
picked up one of her children from
a public or private school."

Girard Fisher, an attorney with
Pollak, Vida & Fisher in Los Ange-
les, said the decision "is probably
the most important decision in fa-
vor of public entities in a decade,
and maybe longer."

It has "resolved a question that's
been batting back and forth in gov-
ernment law for the last 50 years"
about whether a dangerous condi-

See VERDICT/page 30
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NCCI issues symposium

NCCI reviews comp problems
By MEG FLETCHER

ORLANDO, Fla.-Although the
workers compensation losses from
the Sept. 11 attacks were not as bad
as was initially thought, they still
worsened what was already a tough
year for workers comp insurers, ac-
cording to speakers at the annual
symposium sponsored by NCCI
Holdings Inc.

As a result, workers comp buyers
will likely face greater underwriting
scrutiny as their policies renew,
speakers said.

"Unfortunately, this year the
state of the workers compensation
market remains difficult, with pre-
liminary 2001 results reflecting one
of the worst years in the market's
history," said Chapin Clark, interim
president and chief executive offi-

cer of the Boca Raton, Fla.-based the NCCI said. The worsening re-
NCCI. "The 2001 numbers tell a sults are due, in part, to lower in-
grim story, with some of the bad xestment income, according to the
news tied to the Sept. 11 attacks on NCCI.

America," he said. Improvements were
The combined ratio of r · seen, though, in the in-

121% for the 2001 calen- * 3--dar year was an increase -  L 71 dustry's 127% accident-
year combined ratio,

of three percentage , which is six percentage
points compared with / points lower than the

2000 ratio, according to2000, according to pre-
liminary figures released -- 40 j preliminary statistics.
earlier this month at the That is due, in part, to
NCCI's meeting in Orlando, Fla. insurers charging higher workers
That marks the sixth straight year comp premiums last year, speakers
of deteriorating results, which have said.

returned to levels last seen in the Particularly noteworthy is that
early 19905. the projected financial impact of

In addition, "potential reserve de- the Sept. 11 terrorist attacks on pri-
ficiencies in workers compensation mary insurers' 2001 preliminary re-
on an ultimate-payout basis could sults "is substantially less than origi-
be as much as $21 billion in 2001," See NCCI/page 28
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IRS clarifies auto enrollment tax issues

By JERRY GEISEL

WASHINGTON-The Internal Rev-

enue Service has clarified the tax

status of two health care plan de-
signs-both involving employee
salary reductions used to pay health
care premiums.

The first design, addressed by the
IRS in Revenue Ruling 2002-27, in-

, volves a health plan that features
an automatic enrollment process.
Under that plan design, unless an
employee objects, he or she is auto-
matically enrolled in the employ-
er's health plan, with the employ-

ee's salary reduced on a pretax basis
to pay a portion of the premium.
An employee who affirmatively re-
jects coverage does not have his or
her salary reduced.

The question before the IRS was
whether an automatic-enrollment

plan effectively offers employees a
choice between cash and a tax-free

benefit. Such a choice must be pre-
sent for a benefit arrangement to be
considered a flexible benefit plan
under Section 125 of the tax code.

That qualification is important be-
cause under Section 125, employees

can use pretax dollars to pay for

THINK

of that feeling

S eowr oty

1

-.r,e'

14 ReboaA>Obety

benefits.

In its ailing, the IRS said that an
automatic-enrollment plan does in-
volve a choice between cash and a

tax-free benefit. After employees re-
ceive the notice about how the au-

tomatic enrollment process works,
"The employee has an opportunity
to choose between cash and a quali-
fied benefit. Therefore, the plan's
automatic enrollment is subject to
the requirements of Section 125,"
the IRS said.

Although the IRS' position is not
a surprise, it is welcome affirmation
of a widely used practice.

when you

are able

·to complete

your

buying list

SEkRE
expect more
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"This is welcome ratification of

what employers have done for
years," said Andy Anderson, a con-
sultant at Hewitt Associates L.L.C.

in Lincolnshire, Ill.

"It is good to have the IRS' bless-
ing on this," said Mark Hamelburg,
an attorney with Mercer Human
Resource Consulting in Washing-
ton.

The second type of plan involved
in the IRS ruling also involves an
automatic enrollment process, but
with an unusual twist. Under this

design, an employee can reject cov-
erage and take in cash the health

May 27,2002

premium contributions, but only if
the individual can certify that he or
she has coverage from another
source.

If an employee cannot prove that
he or she has other coverage, the
employer enrolls the employee in a I
single-coverage indemnity plan. Be- 1
cause employees that lack other
coverage effectively don't have a
choice between cash and a tax-free

benefit, the employer's plan-for
employee-only coverage-doesn't
qualify under Section 125.

But, the IRS said, as long as the 
employer doesn't ask for more than
employee certification of other cov-
erage, such as requesting specific in-
formation about that coverage, em-
ployees' health care contributions
would be considered "deemed Sec-

tion 125 compensation."
Benefit experts say they aren't

sure why a request for additional
coverage information would dis-
qualify the contribution's status as
deemed Section 125 compensation.

Deemed compensation, while
not part of an employee's taxable
income, could be counted as com-

pensation for pension calculation
purposes, the IRS said.

Specifically, the IRS said, deemed
compensation would be considered
employee compensation under Sec-
tion 415(c)(3). That section limits
the benefits and contributions that

can be provided through plans.
For example, last year, the maxi-

mum contribution that could be

made to a defined contribution

plan was the lesser of 25% of an
employee's compensation or

$35,000; while this year, due to the
2001 Economic Growth and Tax

Relief Reconciliation Act, the limit
was increased to the lesser of 100%

of employee compensation or
$40,000.

Counting deemed compensation
as employee compensation for Sec-
tion 415 purposes effectively in-
creases the benefits that can be pro-
vided through a pension plan.

Take the case of an employee
who earns $25,000, of which
$2,000 is considered deemed Sec-
tion 125 compensation, represent-
ing his or her health insurance pre-
mium contributions. While the em-

ployee's taxable income would be
$23,000, his or her income for Sec-

tion 415 purposes would be
$25,000. As a result, pension contri-
butions of $25,000-rather than
$23,000-could be made on behalf
of that individual. Such a scenario

would be most likely to develop if
the employee had the resources to
make hefty contributions to a plan.

While this issue was more impor-
tant prior to the EGTRRA change,
there are still employees who will
benefit, said Kyle Brown, an attor-
ney with Watson Wyatt Worldwide
in Washington.

The ruling is retroactive to Jan. 1,
1998.

Errors & Omissions

• The May 6 edition of BI carried an
incorrect issue number. The correct

issue number is No. 18.

• Due to an editing error, a May 20
letter to the editor by Robert H. My-
ers Jr. incorrectly listed his location.
Mr. Myers is based in Washington,
though the National Risk Retention
Assn.'s administrative offices are in

Minneapolis.
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Insurers: Execs polled
Continued from page 3

Toxic mold and construction defect

claims were cited by 46% and gen-
eral claims cost inflation by 38%.

Most of those surveyed were pes-
simistic about getting any help
from Congress this year on terror-
ism or for another industry prob-
lem-asbestos liabilities. While vir-

tually all of the executives, for ex-
ample, agreed that Congress should
create a federal terrorism reinsur-

ance facility to back private insur-
ers, only 27% believe lawmakers
will act this year. Most respondents
also cited a need for asbestos liabili-

ty reform legislation, but only 13%

The property-casualty
business is changing.

f

believe Congress will act during
2002.

Optional federal chartering of in-
surers was a relatively low legisla-
tive priority for the 48 surveyed ex-
ecutives. Only 23% said action is
needed on the issue, and 17% ex-

pressed a belief that Congress will
do something this year.

Most of the insurer officials say
their companies will be more prof-
itable over the next two years, but
many also worry about maintaining
underwriting discipline.

Thirty-six percent of those sur-
veyed say their companies' com-
bined ratios will improve by more

Business Insurance

than five percentage points in the
next two years, while another 52%
said their combined ratios will im-

prove by up to five points. Another
10% said they expect profitability
to remain unchanged, while only
2% expect poorer results.

While nearly three-quarters of
the senior managers cited under-
writing discipline as a key competi-
tive advantage for their companies,
40% also cited it as one of the cru-

cial areas where their companies
need to improve, American Re
found.

Copies of the American Re survey re-
sults are available from Terese Rosen-
thal, 609-243-4339, trosenthal-
@amre.com.

j
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2 Introducing the NEW CPCU. For a new marketplace.
e,

Are you ready for the challenges ahead?

The new CPCU professional designation program can help you get ready, with

· Eight national examinations

· A personal or commercial insurance concentration
· An enhanced financial services focus

Contact us today for more information. Well show you how the new CPCU
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Commentary

Etiminating risk
an impossible aim

Paul D. Winston

What did they know and when did

they know it?

That refrain is again a focus of
politicians, journalists and average
citizens who are asking whether
preventive action based on
available information could have

helped avoid the horrific losses

from last Sept. 11.

This questioning arises from the
disclosure that persons within the
U.S. law enforcement and

intelligence communities had
issued various warnings about
terrorist threats in advance of last

September that were not acted on
or passed along to the Bush
administration. With the benefit of

hindsight, which always makes
things seem so clear, these reports

are being touted as
evidence that the

governnnent

negligently
disregarded warning

signs, allowing the
terrorist attacks to

proceed unobstructed.
The emergence of

these reports has

caused politicians in

both parties to spar
over whether such

second-guessing is fair

or even patriotic. It

has also prompted the
Bush administration to now flood

the media with warnings about

potential but nonspecific terrorist
threats-thereby elevating public
anxiety-so that no one can again
accuse it of failing to warn the
public.

Even if the president or senior
officials did have those reports
prior to Sept. 11, and even if that
had resulted in heightened security
awareness before then, there is no

certainty that the government

could have prevented what

occurred-or some equally heinous

attack elsewhere, by someone else,

using different means.
Just as is the case in professional

risk management, the government
cannot anticipate every threat or

prevent every loss arising from
the risks that are on its radar

screen.

And, as is also the case in

professional risk management,
second-guessing and finger
pointing in government circles
always occurs after a big loss, in an

effort to place blame.

It is healthy to review the

adequacy of government risk

management and security

measures after any catastrophic

event. After all, learning from
mistakes is the way to improve the
chances of avoiding them in the
future.

But we cannot expect to
eliminate all threats. That is as true

for for professional risk managers
as it is for the government.

In the corporate world, any risk

manager who tried to eliminate all
risks would also wind up stifling
opportunities for his or her
organization to conduct business
and generate revenue. A company
would be able to do very little-from
hiring, to R&D, to manufacturing, to
marketing, to distributing its
products or services-if it first

sought to avoid all risks that could
create a loss.

Knowing this, the professional
risk manager tries to create
processes and introduce controls to
minimize the extent of losses that

do arise. The risk manager also
raises awareness of risks so that

others in the organization
recognize their risk tolerance and
can make decisions about their own

activities. This effort

helps prepare people

in an organization to
respond appropriately
when an unforeseen

loss occurs to improve
safety and minimize
losses.

Similarly, the

government walks a
fine line between

protecting the public
from harm and not

treading on their
freedoms, which can

include the right to
take risks. Obviously, no one would
choose to incur the kind of harm

that occurred Sept. 11, but it would
require imposing significant limits
on that freedom and other

restrictions to minimize the risk of

such attacks. While we might be
safer from terrorist attacks, people
would very likely chafe and revolt
against such constraints.

The government also has to
balance the public's desire for

information about specific threats

with the risk of creating a panic by
providing too much information.
Already, there is growing public

opposition to the now-frequent

warnings from administration

officials about vague, ill-defined
terrorist threats.

We have a right to expect that
the government will take
reasonable steps to protect us from
harm and to eliminate known

threats to our well-being. And, it
should be accountable for the

effectiveness of its efforts.

But I don't think we can expect
that to mean the government has

the duty, let alone the ability, to
eliminate all threats.

That is an unreasonable

expectation, and the cost of

achieving such an end may be one
that we don't wish to pay.

Editor Paul D. Winston's

commentary appears fortnightly
and at www.business-

insurance.com. He can be reached

at pwinston@crain.com.
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The new Aetna believes that people should be free to choose
the coverage that is best for them. Aetna HealthFund
offers a new choice. It provides the comprehensive coverage

to choose.

of a traditional health plan, plus an employer-paid
health savings account which allows members to choose
the services they want. They can see any doctor. Go to any

was built on it.

hospital. In or out-of-network. And any unused dollars
in the fund can be carried over to provide additional plan
coverage the following year. Aetna is the first full-service

So is our new

health insurer to offer a plan like it.
New options and iI]llovations for you
and your customers. That's the new Aetna.

Aetna HealthFund2
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344 1 ™
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Turning Promise into Practice™

Health · Dental · Disability · Life · Long-Term Care

www.aetna.com



10

Spotlight May 27,2002

Risk Financing Options
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Hard market driving red tape
buyers to alternatives ii By MARK A. HOFMANN

By RODD ZOLKOS A senes of regulatory and legislative initiatives
could limit the effectiveness of some alterna-

Difficult conditions in the traditional insur-
6, ee tive risk financing options for risk managers

ance market are prompting nearly unprece-
dented levels of employer interest in capbve

and insurers.

Backers of catastrophe bonds that rely on
insurance companies special purpose vehicles regard proposals un-

The increased activity cuts across types of der consideration by the Financial Account-
business and across lines of coverage, accord- ing Standards Board and the National Assn of
ing to captive industry experts, as insurance Insurance Commissioners as unwarranted in-

buyers look for alternatives to the hard mar- trusions into the marketplace.
ket In addition, a wave of federal legislation de-

"We're about as busy as we've been in the signed to curb offshore tax shelters for U S
last 10 years There's a ton of activity," said companies also could hamper use of some al-
Guy F Ragosta, managing director at Willis temative rlsk transfer vehicles

Management (Vermont) Ltd "People are be- Special purpose vehicles frequently are used
Ing hit with such incredible increases in their in the risk financing arena to issue catastro-
premiums "

"Typically when conditions like that occur, Capital markets fail phe bonds and securitize other risks Howev-
er, looming regulatory initiatives might hmit

as they did in the early to mid-'8Os, compa- their attractiveness

nies look to alternatives," said Jeff Kehler, The Norwalk, Conn -based FASB, which
manager special projects in the captive ser-
vices division of Liberty Mutual Insurance Co to make big inroads sets guidelines for generally accepted account-

ing principles, plans to consolidate multiple
in Boston "Captive insurance companies, be- accounting rules for SPVs and similar entities

F
ing not new, are a This project began more than a decade ago

' great alternative for
them to look at " Complexity, costs are still barriers to growth but took on new urgency after the collapse of

Enron Corp, which used SPVs to shift assets
New interest "We certainly are and liabilities off its balance sheets

[ seeing a lot ot in- By DOUGLAS McLEOD One factor is the billions of dcllars of new Under the proposed FASB rules, companies in RRGs / 24 . quines," said Nich- equity capital raised by existng and start-up would be required to keep SPVs and other en-
l olas S Dove, prest- The capital markets have not seen the big in- reinsurers since the tem)nst attacks The new tities, such as partnerships, on their books un-

dent of Quest Man- crease in risk financing activity that many capital has helped hold down rate increases less an independent third party has a stake of
agement Services Ltd in Hamilton, Bermuda predicted in the wake of Sept 11, though the for traditional reinsurance, weakening de- at least 10% in the entity. FASB's current stan-
"There's a lot of rent-a-captive programs peo- markets are far from fading away as an alter- mand for capital markets alternatives, some dards allow companies to keep such special
ple are loolang at as well " native to traditional reinsurance, brokers and observers say entities separate from their books if as httle as

Mr Ragosta suggested that while many reinsurance observers say Hurdles mherent to capital markets prod- 3% is owned by an independent third party
businesses are looking to the captives as an al- With commercial reinsurers already tight- ucts have also contnbuted to the slowdown Risk-linked securities experts say the pro-
temative, it might not be an appropnate alter- ening terms before the terrorist attacks, many The deals remam relatively complex and posed change, which could emerge m a for-
native for all of them industry officials expected the attacks huge time-consuming to structure, because they mal draft as early as next month, should not

"A lot ofthe people that are looking at cap- losses to bring dramatic reductions in reinsur- must appeal to investors who want their rlsk be applied to SPVs used to issue cat bonds and
tives, I don't know if it flts There's an educa- ance capacity and increases in rates, spurrmg precisely defined and quantifted other forms of nsk financing
tion process," he said "But there's also a lot of new interest in such capital markets alterna- Still, securitizations are going forward, espe- "An SPV is really an element in a structure
real opportunities " tives as catastrophe bonds cially in areas where traditional reinsurance that is designed to permit the diversification

And, according to one consultant, for It hasn't happened capacity remains tight, incuding retroces- and distribution of risk in the capital market
some, the timing might not be right, at least The pace of new capital markets deals has sional coverage for earthquake, windstorm Risk-linked alternatives permit you to dis-
not in the current renewal cycle That might picked up somewhat in recent weeks, but a and humcane nsks, observers say tribute the risk more widely in the capital
suggest the trend toward increased captive flood of new business has not occurred, and Market participants are alsc examining oth- markets, and we think that is something that
formations could continue into the year the early part of this year proved especially er lines of business for secuntization-among should be encouraged," said Michel de
ahead quiet them workers compensation ard aviation Konkoly Thege, vp and associate general

"The clients are confronted with the renew- Asked how much activity the capital mar- coverages-and are developing ne,v structures counsel of the Bond Markets Assn m New
al terms and say, 'Oh my gosh, what are we kets have seen this year, broker-dealer Morton for transactions, such as splitting a deal into York, whose members are involved in devel-
going to do?' and typically that's too late to N Lane rei)hed succinctly, "Not enough " tranches with different levels of risk to appeal oping rlsk-linked securities
get the captive started," said Richard S Better- "There may have been a half dozen (deals), to different sets of investors In a nsk-linked transaction, a ceding msur-
ley, president of Betterley Risk Consultants but lt'S a disappointing number," said Mr "I don't expect a lot of screammg growth, er puts a book of risk into an SPV, he ex-
Inc in Sterling, Mass "But maybe that gets Lane, president of Lane Financial LLC in Ke- but I don't see it going away, either," Mr. plained The SPV then sells bonds to investors
them started for next year " nilworth, Ill Doona said of capital markets actinty and the cash generated by the proceeds are, in

One factor distinguishing the current hard After Sept 11, «people thought we would Big growth ks what many mar·<et partici- turn, invested in high-quality instruments,
market from that of the mid-19805, and one see a boom in secuntizations, but that ham't pants anticipated for rtsk securitizations at the which are held by the SPV
that is shaping the current wave of captive ac- been the case," agreed James Doona, director end of last year Commercia_ reir.surers had If certain losses or events occur, depending

See CAPTIVE/page 24 with Standard & Poor's Corp. in New York See CAPITAL/page 22 See REGULATIONS/page 20

Fewer integrated risk programs offered /14 Quake authority stays traditional /16



Whether you are

looking to solve a

complex problem, design a
custom structured insurance

program to meet tomorrow's needs,

or handle day-to-day concerns - expertise is

of the essence. For more than 40 years,

Old Republic Risk Management has focused

solely on the alternative insurance market. This

specialization has enables us to not only deliver a

unique advantage to our clients, but to do so

confidently, with assurance your needs are met.

As a specialist in the alternative risk market, we

have developed an enviable reputation in helping

companies structure responsive insurance

programs. In fact, Old Republic helped pioneer

the alternative

risk market through

development of caprive

reinsured programs and

the concept of the unbundled

approach to insurance-related services.

Not content to rest on our laurels, however, we

continue to update our portfolio of products in

response to the dynamic needs of our customers

and the marketplace we serve.

By listening carefully, we remain as committed

as ever to managing and reducing your cosi of
risk. To learn more about how our custom-

designed programs can benefit you, see us at

www. orrm. com or call (262) 797-3400.
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$754

1997

Source: Swiss Re Capital Markets Corp.

Issue volume 1997-2001

Risk-linked securities issue volume, in millions of dollars

$725

1998

$825

1999

$1,139

2000

$965

2001

Spotlight

Risk securitization investors in 2002

Mutual funds/
investment advisors ,--»£'».1._ -

40%

Proprietary funds
25%

Risk securitization specialists
Company
Address

AIR Worldwide Corp. 1
101 Huntington Ave.

Boston, Mass. 02199

American Re Securities Corp.
555 College Road E.

Princeton, N.J. 08543

Aon Capital Markets
200 E. Randolph St.

Chicago, 111. 60601

Converium Ltd.

General-Guisan-Quai 26

Zurich, Switzerland CH-8022

Goldman Sachs & Co.
85 Broad St.

New York. N.Y. 10004

Hannover Re
Karl-Wiechert-Allee 50

Hannover, 30625 Germany

Kemper Insurance Cos.
500 W. Madison St., Suite 1100

Chicago, 111. 60661-2555

LeBoeuf, Lamb, Greene & MacRae L.L.R
125 W. 55th St.

New York, N.Y. 10019

MMC Enterprise Risk/
Marsh & Mclennan Securities Corp.

1166 Ave. of the Americas

New York, N.Y. 10036

Swiss Re Capital Markets Corp.
55 E. 52nd St.

New York, N.Y. 10055

Phone/Fax
Web site

617-267-6645

Fax: 617-267-8284

www.air-worldwide.com

609-243-4979

Fax: 609-951-3017

312-381-5300

Fax: 312-381-0160

www.aon.com

41-1-639-9393

Far 41-1-639-9090

wvm.converium.com

212-902-1000

Fax: 212-902-3000

www.gs.com

49-511-560+0

49-511-5604-1118

www.hannover-re.com

312-559-2100

112-559-8520

www.kamperinsurance.con:

212-424-8000

212-424-8500

Nww.ligm.com

212-345-5000

212-345-7316

www.mmcer.com

212-317-5400

212-317-5450

www.swlssre.com

Number of deals*

1

8

67

4

2

5

9

Types of
risks securitized

Catastrophe

Catastrophe

Catastrophe, general
first-party property,

capital access problems

Risk securitization

employees

Catastrophe, earnings
shortfalls, general first-party

8
property, general casualty, capital

access problems

Catastrophe, residual value, credit,
5 capital access problems, life insurance NA

risks, weather

Catastrophe, aviation

Catastrophe

Catastrophe, residual value, credit,
capital access problems, funding

NA
agreement note issuance program, life

insurance and annuity risks

Catastrophe, workers compensation,
general

302 first-party property, general casualty. NA
credit, capital

access problems

Catastrophe

1

NA

6

2
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Officers

Karen Clark, president/CEO

Kenneth Bock, president

35 Bryon Ehrhart,
larrett P. Shumway, managing directors

Dirk Lohmann, CEO

Andrew Kaiser,

managing director

Wilhelm Zeller,
chairman

Donald W. Mosier,

VP

John Schwolsky

Bob Khanna, president/
CEO-MMC Enterprise Risk;

Jamshid Ehsani, president/CEO-Marsh &
McLennan Securities Corp.

10 Dan Ozizmir, senior managing director

* Deals include any of those in which firm's involvement includes consulting, underwriting, modeling 0- bringing the risk securitization issue to market. 'Formerly Applied Insurance Research Inc.; acquisition by Insurance Service Office Inc, is pending. 2 B/estimate. NA=not available
Source: B/survey

The 2002 Risk Securitization Online Directory is available in the directory area of imbusinessinsurance.com The directory is searchable by company name, number of deals, senices provided and types of risks
securitized. If your company provides risk securitization services and would like to be listed in the online directory, contact Directory Editor Kevin Edison at 312«9-5279 or Redison@min.com for a questionnaire.
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Fewer integrated risk programs post-Sept. 11
By MICHAEL BRADFORD

It's getting harder for risk managers
to find an insurer that is willing to
put together an integrated insur-
ance program of the kind that was
readily available during the soft
market.

When prices were low and insur-
ers were competing for business,
underwriters were actively promot-
ing integrated programs. Such pro-
grams, which typically are written
on a multiyear basis, bundle togeth-
er various coverages into one inte-
gratedpackage.

Now, in the post-Sept. 11 insur-

ance world, many underwriters
aren't as focused on creative cover-

age offerings as they were when
they were looking for new ways to
attract business and boost volume.

One reason is that, in some cases

reinsurance is not as plentiful for
the programs as it once was. In ad-
dition, in the wake of the Sept. 11
terrorist attacks, insurers have be-

come more wary of large exposures
that could span several lines of cov-
erage.

"A number of major insurers
have indicated that they are not go-
ing to be doing this very seriously,"
said Edward Koral, a senior manag-

er at Deloitte & Touche L.L.P. in

New York, referring to writing inte-
grated coverage. Mr. Koral, who re-
cently joined the company after
leaving Marsh & McLennan Cos.
Inc. unit MMC Enterprise Risk, said
some insurers had asked Marsh not

to emphasize integrated programs
to their clients.

Indeed, some insurers, including
XL Capital Ltd. and Swiss Re New
Markets Corp., declined to be inter-
viewed about integrated risk pro-
grams, despite promoting their will-
ingness to write such coverage in re-
cent years.

Others were blunt about their de-

cision not to commit to multiyear
deals such as integrated programs.

"We're not writing multiyear in-
surance commitments any longer,"
said Greg Flood, chief operating of-
ficer at National Union Fire Insur-

ance Co. of Pittsburgh, Pa., a unit of
American International Group Inc.
Exceptions may be made for "singu-
lar-event" coverages, he said, such
as liability coverage for directors
and officers of a company that was
sold.

Mr. Flood said National Union

quit writing multiyear deals because
locking in premiums takes away the
insurer's ability to adjust charges
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should costs rise. Doing so "could
leave us disastrously insufficient in
our funding for future claims," he
said.

Nevertheless, risk managers con-
tinue to show interest in the con-

cept of integrated risk financing.
Deloitte's Mr. Koral said buyer in-
terest probably is greater today than
it was in the final days of the soft
market, now that capacity is so
much more expensive for monoline
transactions.

"But are insurers willing to offer
it?" Mr. Koral asked. Because of re-

strictions on the amount of reinsur-

ance they can obtain, many insur-
ers are not enthusiastic about offer-

ing integrated programs, he said.
"Reinsurers are circling the wagons
and not providing a lot of capacity
in the integrated area."

'Reinsurers are circling
the wagons and not
providing a lot of
capacity in the
integrated area.'

Edward Koral

Deloitte & Touche L.L.P.

In the wake of the Sept. 11 at-
tacks, insurers also "are now keenly
aware" of the potential for big loss-
es on risks that span several lines,
said Charlie Ruoff, senior vp and
chief marketing officer with Chica-
go-based brokerage Acordia Inc.
They are taking a "new view" to-
ward the lumping together of prop-
erty, business interruption, workers
compensation and other risks, he
said. Mr. Ruoff also noted that rein-

surers have become reluctant to of-

fer capacity for the programs.
Integrated programs have "really

gone by the wayside dramatically,"
said Bob Slovin, the Hilton Head,

S.C.-based senior vp of commercial
marketing for brokerage USI Insur-
ance Services Corp. He agreed that
reinsurance costs have likely played
a part in insurers' decisions to back
off. "It's a reinsurance-driven mar-

ketplace."
Not all insurers have cooled on

the concept, however. Business is
booming for at least one company
that continues to put together inte-
grated programs.

"Our business has never been

better," said Randall Clouser, chief

executive officer of Zurich Corpo-
rate Solutions in New York. "De-

mand is higher than it's ever been.
The economics of integrated risk fi-
nancing are more compelling in a
more rational pricing market than
in the soft market."

Zurich Corporate Solutions, a
unit of Zurich Financial Services

Group, is a "boutique operation"
that offers only integrated pro-
grams, Mr. Clouser said. He ac-
knowledged that competitors in
that area have become scarce.

"I wish there was more competi-
tion," Mr. Clouser said, because

more capacity for integrated pro-
grams would make them "more
common in the marketplace."

For policyholders, the value in an
integrated program is that they are

See INTEGRATED/page 16
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Integrated: Fewer insurers offering programs
Continued from page 14
"taken out of the transactional in-

surance marketplace," said Mr.
Clouser. Risk managers who cur-
rently are in the middle of three-
year contracts are looking very good
in the eyes upper management, he
pointed out, because those compa-
nies were "totally unaffected" by
the recent market hardening.

As for its reinsurance, Zurich Cor-
porate Solutions renewed its treaty
April 1. Mr. Clouser said there was
some increase in pricing but that
the change was not drastic.

Michael McAndless, director of
risk management at Agricore Unit-

ed Ltd. in Winnipeg, Manitoba, said
that risk managers who want to im-
plement an integrated program will
have a much better chance if they
present underwriters with a well-or-
ganized proposal. "Integrated risk
programs don't just fall out of the
air," he said, noting that a risk man-
ager needs to conduct a thorough
analysis of an organization's expo-
sures before approaching an insur-
er.

Agricore United recently merged
with United Grain Growers Ltd.,
where Mr. McAndless served as risk

manager. An integrated program in
place at United Grain and written

PMA® and the PMA logo are registered trademafks of Pennsylvania Manufacturers
Association Insurance Company PMA and The PMA Insurance Group are used to
sign4 Pennsylvania Manufacturers Association Insurance Company and ds affiliated
entities authorized to prowde insurance and related services

Risk managers who want
to implement an
integrated program will
have a much better

chance if they present
underwriters with a well-

organized proposal.
Michael McAndless

Agricore United Ltd.

on a three-year term by Swiss Re
New Markets renews Dec. 31. Mr.

McAndless said he expects the pro-
gram to renew and that there is a

possibility that integrated programs
could be structured in the future to

cover the risks Agricore has insured
in the traditional market.

An enterprisewide program writ-
ten for FMR Corp., better known as
Fidelity Investments, is up for a
June 30 renewal, "We're cautiously
optimistic" about the renewal, said
Tom Wronski, senior vp-insurance
and risk management at Boston-
based Fidelity.

The insurers on the program-
American International Group, XL
America Inc., Swiss Re New Markets
and London market underwriters-

are "preparing us like at any other

Anne Antonelli
Ac CoUnt-€laims Representative

WORKERS' COMPENSATION INTEGRATED DISABILITY MANAGEMENT COMMERCIAL AUTCMOBILE GENERAL LIABILITY AND COMMERCIAL PACKAGES

May 242002

renewal," Mr. Wronski said, with
indications that there could be price
hikes.

But even with the current market

conditions, "there has been surpris-
ingly little doom and gloom" from
insurers, he noted.

Not all risk managers have seen
smooth renewals of their integrated
programs. Mr. Koral said that while
at Marsh, he worked with a client
who badly wanted to renew its pro-
gram but had to abandon the effort
because insurers could not offer rea-

sonable pricing. "It did not make
any economic sense," he said of the
proposed deal.

CEA

decides

against
using
catbond
By ROBERTO CENICEROS

After weighing whether to transfer
a $738 million catastrophe expo-
sure into the capital markets, fac-
ton such as favorable pricing and
concerns about public perception of
offshore transactions prompted the
California Earthquake Authority ul-
timately to stay with the traditional
reinsurance market.

Obtaining capacity through a
catastrophe bond placement would
have been a significant change for
the Sacramento-based CEA, a quasi-
governmental insurer that provides
earthquake insurance for approxi-
mately 830,000 California home-
owners. The CEA, which has an an-
nual premium volume of $433 mil-
lion, was formed in December 1996
to address a lack of private coverage
for earthquake risks in the state.
Since its formation, the CEA has ob-
tained reinsurance coverage mainly
through the traditional market.

Had the CEA cat bond deal gone
ahead, it would have dwarfed a
$450 million transaction for hurri-
cane exposure currently considered
the largest catastrophe risk securiti-
zation deal, according to a market
analysis prepared for the CEA by its
broker, Benfield Blanch Inc.

But the proposal was abandoned,
in part because the CEA was able to
negotiate a satisfactory arrange-
ment in the traditional reinsurance

market. In addition, the CEA's
board was concerned about public
perception of the securitization deal
because it would have required the
use of an offshore facility similar to
entities used by troubled .Enron
Corp.

In March, the authority put to-
gether $1.34 billion in reinsurance
limits from 39 reinsurers, said:Tim
Richison, CEA chief financial offi-

See CEA/page 18
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CEA: Quake facility remains with traditional market
Continued from page 16

cer. The reinsurers, all acting under
one contract, provide three layers of
coverage for 2003 that help the au-
thority maintain $7 billion in
claims-paying capacity, CEA offi-
cials say.

Other layers within the CEA's $7
billion claims-paying capacity are
provided by the authority's own
capital, a line of credit, and poten-
tial assessments against insurers
that sell property coverage in Cali-
fornia.

For the $1.34 billion in reinsur-

ance limits purchased for 2003, the
CEA will pay a premium of $110

million, That represents a 7% rate
increase over the amount it paid to
buy $1.9 billion in limits for 2002,
Mr. Richison said.

"We got such a great price on
reinsurance...that the cost for the

catastrophe bonds wasn't going to
be any cheaper than reinsurance,"
Mr. Richison said.

Some of the CEA-related risk did

eventually make its way to the capi-
tal markets, though. One of the
CEA's reinsurers, Swiss Reinsurance

Co., retroceded its exposure in a se-
curitized deal structured by Lehman
Bros. in New York.

The CEA obtained a 7% renewal

Frank C. Witthun,

President and Chief Executive Officer

Expert Vision. Applied to Today's Risks.

rate increase in part because it
gained negotiating leverage by in-

'We got such a great price
on reinsurance...that the

cost for the catastrophe
bonds wasn't going to be
any cheaper than
reinsurance.'

Tim Richison

Catifomia Earthquake Authority

forming reinsurers that it was con-
sidering placing some of the cover-
age in the capital markets, accord-
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ing to a source familiar with the au-
thority's reinsurance negotiations.

Reinsurance rates for California

earthquake coverage vary greatly,
but they currently average between
30% and 40%, said Sean F. Mooney,
chief economist and research direc-

tor for reinsurance brokerage Guy
Carpenter & Co. Inc. in New York.
Guy Carpenter, which is a unit of
Marsh & McLennan Cos. Inc., did

not place the CEA's reinsurance.
A reinsurance buyer that gets a

7% rate increase is doing "quite
well," Mr. Mooney said. But, he
noted, the CEA is considered a
"technical risk," meaning reinsurers

Of,:,)id ia
America's Local

Insurance Broker

feel confident they can accurately
price the coverage using catastro-
phe models. In addition, the au-
thority's risk profile does not
change much from year to year,
making it easier for reinsurers to
price the risk, Mr. Mooney said.

Given those factors and the

growing capacity for catastrophe
risks, it is hard for reinsurers to push
for larger increases from the CEA,
Mr. Mooney said.

The authority initially decided to
examine capital markets alterna-
tives after a consultant and state au-

ditors determined in 2000 that the

association should consider reduc-

ing its reliance on reinsurance. Be-
cause pricing in the traditional mar-
ket can be volatile, the CEA was

looking to smooth out the peaks
and valleys, Mr. Richison said.

But the authority would only
look to the capital markets if doing
so were economically sound, and
"we did not find that reinsurance

prices escalated to the point that
would have made catastrophe
bonds economically advanta-
geous," Mr. Richison said.

Using a securitized program also
faced another hurdle: public per-
ception.

A cat bond placement would
have required the creation of a spe-
cial-purpose vehicle. SPVs, which
generally are located offshore,
transform reinsurance purchased by
a ceding insurer into catastrophe
bonds sold to investors.

And SPVs recently came into the
public eye when Houston-based En-
ron's troubles emerged last
year. At that time, it was widely re-
ported that the company had used
offshore SPVs for tax purposes.

That created a perception prob-
lem regarding SPVs among CEA's
board of directors, who decided

that, in light of the Enron situation,
the timing was not right for creat-
ing an offshore facility, Mr. Richi-
son said.
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Regulations: New limitations on SPVs possible
Continued from page 10

on the level of damage and the lay-
er of coverage, the SPV might liqui-
date those securities it holds and

pay the proceeds to the ceding in-
surer. If there is no triggering event,
the bondholders get their principle
back as well as tbe yield during the
period of transaction, explained Mr.
de Konkoly Thege. The SPV is essen-
tially a protection for the investor,
he said.

"The proposed regulations appear
to require independence and 10%
equity," said Malcolm P. Wattman,
partner in the law firm of Cad-
walader, Wickersham & Taft in New

York. "The independence require-
ment can probably be met. Raising
the equity level from 3% to 10%, as-
suming that non-consolidation is
an issue, will present additional
expense and make cat bond deals
less attractive economically," he
said.

"None of this makes sense be-

cause, unlike Enron-type transac-
tions, there are no assets being
moved off balance sheet or liabili-

ties being disguised," Mr. Wattman
said. "The cat bond is merely rein-
surance to the sponsor and requir-
ing the sponsor to put the bond
debt on its balance sheet would be

centresolutions.com

misleading from an accounting
point of view. Nevertheless, no ex-
ceptions appear to be available," he
said.

FASB is not alone in attempting
to regulate SPVs. The NAIC promul-
gated a special purpose reinsurance
vehicle model act in 2001 to en-

courage risk securitization deals to
be done onshore, where they can be
monitored by state regulators. Only
Illinois and South Carolina so far

have adopted the model law, which
does not mandate that such deals

be done onshore.

"The purpose was to create a legal
structure to do a special purpose

reinsurance vehicle through a U.S.
corporation rather than having to
go offshore," explained Arnold
Dutcher, chief deputy director of
the Illinois Insurance Department
in Springfield.

Mr. Dutcher said that beyond
that concern, the purpose of the
model law also is to establish U.S.

regulatory approval of such transac-
tions before the deals are consum-

mated and to establish solvency
and transactional standards for the

deals.

Some risk securitization experts
are not swayed by the NAIC efforts
in light of federal income tax con-
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cerns.

"I am not a supporter of the ef-
forts to do cat bonds domestically. I
think the offshore deals work fine.

While there is some additional ex-

pense and inconvenience associat-
ed with being offshore, on the mar-
gin 1 do not believe it is that sub-
stantial," said Mr. Wattman.

"The issue with domestic issuers

is that the cat bond will almost nev-

er qualify for debt treatment for tax
purposes, which means that the is-
suer would be subject to taxation
on its income without the ability to
deduct the interest on the bonds-

which would be treated as divi-

dends for tax purposes," he said.
"That would be a nonstarter. The

NAIC effort is nearly worthless un-
less there is accompanying tax legis-
lation. You can guess what the
probability is of Congress passing
favorable tax treatment for any sort
of SPVs in this climate," said Mr.
Wattman.

'The NAIC effort is

nearly worthless unless
there is accompanying
tax legislation. You can
guess what the
probability is of Congress
passing favorable tax
treatment for any sort of
SPVs in this climate.'

Malcolm P. Wattman

Cadwalader, Wickersham & Taft

"If the NAIC wants to bring off-
shore onshore, our position was
that was fine, as long as the ac-
counting and regulatory structure,
including tax treatment, is consis-
tent with reinsurance," said Joseph
B. Sieverling, vp and director of fi-
nancial services for the Reinsurance

Assn. of America in Washington.
Apart from tax treatment, he said
the RAA has other concerns about

the NAIC proposal for onshore
SPVs, including the fact that it
would allow as many as 10 cedents
to pool their risks in a single vehi-
cle.

Meanwhile, proponents of alter-
native risk financing are keeping an
eye on federal legislation aimed at
discouraging U.S. corporations from
reincorporating in foreign countries
to avoid U.S. income taxes.

Bills have been introduced in the

House by Reps. Richard Neal, D-
Mass., and Nancy Johnson, R-
Conn., and in the Senate by Sens.
Max Baucus, D-Mont., and Charles

Grassley, R-Iowa, to curb such redo-
mestications but have not moved

very far.
"With regard to the corporate in-

version legislation that has been in-
troduced, it is our understanding
that it is not the intent of any legis-
lator to go after these types of trans-
actions, but we continue to analyze
the various legislation to make sure
this not the case," said Frank Hamp-

ton, senior vp for the Bond Markets
Assn. in Washington.

"We are certainly trying to make
sure that no unintended conse-

quences come out of this legisla-
tion."
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Capital: No big increase in risk securitization seen
Continued from page 10

already begun to raise rates and re-
strict coverage even before the Sept.
11 attacks, and retrocessional ca-
pacity in particular had diminished
dramatically. Soon after the attacks,
when industry losses were projected
at $50 billion or more, many rein-
surance market observers predicted
doubling or tripling of rates and se-
vere shortfalls in capacity.

However, new equity capital
poured into the market-with sev-
eral billion dollars in new money
going to existing and start-up rein-
surers in Bermuda-and tightening
continued in only modest form,
with rate hikes averaging in the low
double digits, market observers say.

Catastrophe bond pricing does
not move in lockstep with commer-
cial reinsurance pricing, and prices
in the cat bond market have actual-

ly fallen since the terrorist attacks as
traditional reinsurance rates have

climbed, noted John Kiernan, man-

aging director with Lehman Bros. in
New York.

Nevertheless, the expected boom
in risk securitizations hasn't fol-

lowed the hardening commercial
market.

"At the beginning of the year, we
thought there would be tremen-
dous opportunities" for the capital
markets, said Anqi Liu, managing
senior financial analyst with A.M.

Best Co. in Oldwick, N.J. But it's

not making a killing at all."
The influx of capital in the tradi-

tional market has, in many cases,
"at least postponed the need for se-
curitizations," Mr. Lane observed.

Even with commercial reinsur-

ance prices rising, the capital mar-
kets alternative "is not as cheap a
form of capacity as that available in
the traditional market," said Kew-

song Lee, a partner with Warburg
Pincus L.L.C. in New York. Warburg
Pincus last year contributed part of
the $750 million raised by Bermu-
da-based Arch Capital Group Ltd.

Another factor dampening in-
vestor interest in risk-linked securi-

ties is that they are relatively diffi-
cult to trade, Mr. Lee suggested.
"The liquidity of these instruments
has not historically been all that
great," he said.

Other problems inherent to secu-
ritizations have made them less at-

tractive than traditional reinsur-

ance, including the time required to
model a deal's underlying risks, ob-
tain a rating and market the issue to
investors.

"To do capital markets deals, it
takes an incredible amount of se-

nior management time and ener-
gy," observed Enda McDonnell,
president and chief executive offi-
cer of Access Reinsurance Inc., a

Westfield, NJ.-based intermediary.

Mr. McDonnell and three other for-

mer Willis Re officials formed Ac-

cess Re earlier this year to specialize
in industry loss warranty and other
reinsurance products.

Despite these problems, though,
a few capital markets deals have
been done this year-r are in the
works-after a slow start.

'The investor universe is

growing slowly but
surely' for cat bond
issues.

John Kieman
Lehman Bros.

Lehman last month completed a
deal, dubbed Redwood II, securitiz-
ing $200 million in California
earthquake risk assumed by Swiss
Reinsurance Co. from the Califor-

nia Earthquake Authority, accord-
ing to Lehman's Mr. Kieman. Swiss
Re in April took over portions of the
CEA reinsurance program previous-
ly written by Berkshire Hathaway
Inc.,and has retroceded the busi-

ness to investors through Redwood
II, he explained. The CEA had itself
explored securitizing its reinsurance
coverage but, ultimately, obtained
reinsurance from Swiss Re and oth-

er companies in the traditional
market (see story, page 16).

San Antonio-based USAA Group
Inc. is also working on a new cat
bond issue through its Cayman Is-
lands-based Residential Reinsurance

Ltd. unit, a USAA spokeswoman
confirmed.

"The investor universe is growing
slowly but surely" for cat bond is-
sues, Mr. Kiernan said, adding that
bonds make the most sense "where

there are capacity issues in the tra-
ditional market."

So far, the focus has been on such

quantifiable exposures as Califor-
nia, Japanese and central U.S. earth-
quake risk and U.S. and European
windstorm exposure, he said.

The ability to quantify exposure
is key to a successful securitization,
though. Although some market
participants are trying, for example,
to develop models to quantify ter-
rorism risk-an area where tradi-

tional market capacity is virtually
non-existent-Mr. Kiernan and

others express doubts that the risk
can be made predictable enough to
attract investors.

Some have likewise raised the

idea of securitizing tobacco or other
mass product liability risks, but the
unpredictability of jury behavior
makes these exposures unlikely can-
didates for the capital markets, Mr.
Kieman added.

More promising ideas indude se-
curitizing catastrophic workers

May 27,2002

comp exposure-arising, for exam-
ple, from buildings being destroyed
in an earthquake-and aviation
risks excluding terrorism, Mr. Kier-
nan said. He said that "it would not

surprise me" to see a workers comp
deal done this year.

Market participants are also de-
veloping new structures to attract a
broader range of investors.

Swiss Re Capital Markets Corp., a
Swiss Re unit, recently completed a
$40 million securitization that

adopted an approach used by mort-
gage lenders to package and sell col-
lateralized debt obligations. The
Swiss Re deal's pool of underlying
risks-industry loss warranties and
index-linked insurance contracts

for worldwide natural catastro-

phes-was divided into four tranch-
es with varying levels of cat risk, ac-
cording to Swiss Re. Investors could
thus opt for securities carrying a
higher level of risk for a higher re-
turn or for those with less risk

for a lower return, the reinsurer
said.

In general, Swiss Re sees this and
other risk-linked securities as part of
an array of risk financing options
that also could include contingent
capital arrangements and finite
reinsurance, noted Prakash Shimpi,
president and CEO of Swiss Re
Financial Services Corp. in New
York.
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GOING THE DISTANCE IN MARINE INSURANCE
Challenging conditions require a leader with
strength and endurance. A leader that knows the
terrain and has the skill and determination to navigate
what lies ahead. Fireman's Fund McGee is that

leader. Our long history in marine insurance proves
our ability to push forward even when the going
gets rough. We are backed by the power of the
Allianz Group, one of the world's largest insurance
organizations. We have the resources you need to
overcome your toughest marine challenges. So if
you're looking for a marine insurer that's in it for
the long haul, call us at 1-800-235-6029.

Fireman's Fireman's Fund McGee
Marine Underwriters
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Market sparks new interest in risk retention groups
By RODD ZOLKOS

The hard insurance market is

spurring considerable interest in risk
retention groups, as entities with
comparable risks and similar diffi-
culties finding coverage-such as
U.S. airlines seeking war risk insur-
ance or doctors struggling to find
medical malpractice coverage-look
to the alternative market for solu-

tions.

RRG proponents also hope the
hard market will provide an added
boost to their efforts to win ap-
proval of a proposal to expand the
groups' risk financing authority to
allow them to write property and
other risks, in addition to the com-

mercial casualty coverages they cur-
rently provide to their members.

"We're presently in the search for
another co-sponsor (for the Senate
bill). But to date we've heard of no
opposition," Jon Harkavy, vp and
general counsel of Risk Services
L.L.C., Arlington, Va., said of the ef-
fort to expand the federal Risk Re-
tention Act.

The measure would allow RRGs to

write anything but workers comp or
personal lines, said Mr. Harkavy,
who is a member of the National

Risk Retention Assn.'s government
affairs committee.

According to Gary Osborne, a se-
nior vp at USA Risk Group in Mont-
pelier, Vt., a major attraction of the
proposed change is its scope.

"A big plus to me is that it's not
just property; it takes away that
problem of what's considered liabili-
ty and what's not," Mr. Osborne
said.

"I had a proposal today that I'm
trying to figure out if I can get done.
It's a bail bond program," he said.
"The problem is some states consid-
er it a liability product. Some states
consider it a surety product. If we
get the amendment, that problem
goes away."

Janice M. Abraham, president and

'What we have heard from

(RRG members) is what

we do so well for them in

liability insurance, they
very much want us to do
in property and fleet auto.'

Janice M. Abraham
United Educators Insumnce

Risk Retention Group Inc.

CEO of United Educators Insurance

Risk Retention Group Inc. in Chen
Chase, Md., said her group is eager
to take advantage of such a change.

United Educators for 15 years has
provided stable liability coverage to
1,100 academic institution mem-

bers, which is a "very unique line of
business that we think we under-

stand very well," she said.
"What we have heard from (RRG

members) is what we do so well for

them in liability insurance, they
very much want us to do in proper-
ty and fleet auto," she said. "So
we're very supportive of this. We
feel that as a risk retention group,
we have proven that we can run a
sound business. We understand the

risks, we underwrite them appropri-
ately, pay claims appropriately."
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As it has for captive insurance
companies, the hard traditional
market is spurring interest in new
RRG formations. Mr. Osborne said

about half of the ART proposals he's
seeing currently are for RRGs, many
of them for groups where coverage
is particularly tight-doctors, nurs-
ing homes and truckers.

"Those are the three main indus-

tries, but we're also getting lots
more," he said.

Reinsurance in this market can be

a problem for RRGs, just as it is for
captive insurers, and its availability
can determine whether a new

group's f6rmation is feasible.
With the medical groups, for ex-

ample, "There is some reinsurance
available," Mr. Osborne said. "Not a

lot, but there is a possibility these
will happen."

One of the more dramatic RRG

proposals came earlier this year with
the announcement that a group of
major U.S. airlines sought to form a
Vermont-domiciled group called Eq-
uitime to provide war risk coverage.

The Air Transport Assn. member
airlines are working with Marsh Inc.
to form the RRG, which proposes to
offer up to $1.5 billion in combined
limits for passenger and third-party
war risk liability. The group would
retain a portion of the limit, reinsur-
ing the balance with the federal gov-
emment.

The proposal was developed after
the airlines had difficulty obtaining
those coverages in the commercial
aviation insurance market following
the Sept. 11 terrorist attacks. Al-
though some private coverage has
since emerged, airlines have said it is
too costly and contains too many
exclusions to deter them from form-

ing Equitime.
Ms. Abraham said her own group

is looking at both property and lia-
bility terrorism coverage issues, as it
has become more difficult for Unit-

ed Educators member institutions,

particularly large research-oriented
universities, to obtain those cover-

ages from insurers since Sept. 11.
"Clearly there's a liability issue as

well as a property issue for terror-
ism," she said. "So we are looking at
the large research universities and
whether they could be possible tar-
gets and possible weapons."

"We're taking that on as an issue
to try to understand and try to pro-
vide coverage where we think it's
prudent or try to find another alter-
native," Ms. Abraham said. "The

property in many ways might be
easier for us, because we know these

campuses so well."

Captives: Increased activity
Continued from page 10

tivity, is the hard property market,
according to Mr. Betterley.

"The '80s hard market was casu-

alty driven, which lends itself quite
well to captives and risk retention
groups," he said. "This hard market
is more across the board, with a

property component to it."
Mr. Betterley said it's difficult to

put property programs in captives
unless the company's property is
well spread out among numerous
locations.

"The people who have five loca-
tions and high value are having a
hard time solving their property in-
surance problems with a captive,"
he said.

Still, while increased captive use
is across the board in terms of types
of coverage, the amount of property
activity is a distinguishing factor of
the current wave of captive use,
many say.

"Nobody's done much with
property in captives in years,"
Quest's Mr. Dove said. "And we

have seen some inquiries in that
area."

"We had a group of property
owners looking at forming a group
property captive," said Gary Os-
borne, senior vp at USA Risk Group
in Montpelier, Vt. "Normally, you
see nothing on property. Right now
we've seen six wanting to do prop-
erty, That's a sea change."

"Property's a big driver," of the
current wave of captive activity, Mr.
Osborne said, noting that property
owners are looking to respond to
market conditions forcing them to
take higher retentions 01r structure
property programs in layers.

Among those considering form-
ing a captive are several members of
the Real Estate Board of New York, a

group representing some of the
city's largest property owners, who
also have extensive holdings else-
where in the country. That group is
considering forming a captive
to write their working layer proper-
ty and casualty coverage. (BI, April

1 15)
"A number of people have been

sending in their information, their

property holdings and experience,"
Deborah Beck, executive vp of the
Real Estate Board, said of the status

of that proposal. "It's moving
along."

She estimated the group should
know in a week to 10 days whether
there is sufficient interest to move

forward with the captive proposal,
which is being developed with Aon
Risk Consulting Inc. If formed, the
captive would be domiciled off-
shore.

"We have gotten a number of

'Reinsurers are occupied
by their own problems,
so it's more difficult for

captives to find
reinsurance.'

Richard S. Betterley
Better/g Risk Consultants

calls from owners of very large
property portfolios around the
country saying that they would be
interested in participating," Ms.
Beck said. "So if we could get the
core group in New York, it should
go nationally pretty quickly," she
said.

Separate from the Real Estate
Board members' captive proposal,
"There is a group interested in get-
ting together to address some of the
terrorism insurance issue," Ms. Beck

said. "I think they're just in the ex-
ploratory stages and haven't gotten
very far."

But, she said, placing terrorism
coverage for major properties in a
captive appears difficult.

"The need for coverage is so
much greater than the amount of
capital that can be put at risk with-
out some form of backup," Ms.
Beck said.

Mr. Betterley agreed that it would
be difficult to use a captive for prop-
erty terrorism coverage. "That's go-
ing to be tough because of the need
for big value," he said. "A captive
can help with the price, but not the
capacity so much."

While captives are an attractive
alternative to the hard traditional

market, a hard reinsurance market

is creating some problems for cap-
tives.

"Reinsurers are occupied by their
own problems, so it's more difficult
for captives to find reinsurance,"
Mr. Betterley said. "It's true you can
pull the reinsurance together, but
it's a lot more expensive to do it. It's
slow. It's hard work. It takes a lot

more time."

"Reinsurance is a problem.
They're asking for a lot more data,"
Mr. Osborne said. "If you're doing
workers comp, payroll by class by
state isn't enough anymore. There's
a big push for concentration de-
tails."

And, he added, "There's a real

reluctance to offer statutory lim-
its."

"I think there's only two reinsur-
ers that will do statutory," Mr. Os-
borne said. In the current market,

"You have to sort of go in and layer
your workers comp coverage," he
said.

And the new capacity that has
come into the market hasn't been

much help to captives, he said, as
the reinsurers are demanding high
attachment points.

"The new Bermuda money hasn't
really helped the alternative risk
market because it's up in the strato-
sphere," Mr. Osborne said. "We're
having to find more capital (from)
day one because we're having to re-
tain more to do these."

Liberty's Mr. Kehler said he
thinks most of those being driven
into the captive market now are
likely to remain when the tradition-
al market softens. "Companies who
look to a captive as an alternative
typically stay in the captive long-
term," he said.

"Even in the great insurance give-
away, as I call it in the decade of the
'905, there was still positive captive
growth," Mr. Kehler said. 'As rates
tend to flatten over the next few

years-and you may even see a
backsliding in rates-I think you'll
still see growth in the captive mar-
ket."
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Queensland, NSW consider tort reforms
to curb rising cost of liability coverage
By DAMIEN TOMLINSON

BRISBANE, Australia-State governments in
Queensland and New South Wales have proposed
legislative reforms designed to reduce personal in-
jury litigation and combat rising public and medi-
cal liability insurance rates.

The reform proposals both call for caps for dam-
ages in personal injury lawsuits, liability immunity
to some volunteer and sporting associations and a
ban on attorney advertising.

Earlier this year, Australian state government of-
ficials gathered at a national summit in Canberra to
discuss strategies to stem an affordability crunch for
liability insurance (BI, April 8). The demise of Syd-
ney-based HIH Insurance Ltd. and the Sept. 11 ter-
rorist attacks have accelerated rate firming in the
Australian market, and rate hikes for some risk
managers renewing earlier this year have more
than tripled.

Queensland Premier Peter Beattie announced the

proposed reforms early this month, saying the lia-
bility insurance system is experiencing "urgent
problems" and is in danger of collapse. "We've got
doctors who are reluctant to operate, we've got not-
for-profit organizations which can't hold fetes, and
the whole social fabric in some country and provin-
cial cities is starting to be put at risk," he said.

In January, the Queensland government formed
an insurance taskforce to consider changes to the
state's liability system. The taskforce reported its
findings in February with a series of recommenda-
tions, which formed the basis of the proposed re-
forms announced by the premier.

Mr. Beattie noted that the purpose of the pro-
posed reforms was not to stop injured people from
receiving compensation. "Our reforms are not de-
signed to limit compensation for people who suffer
catastrophic disabilities. My message to people who
have been injured is that if you've got a legitimate
claim, you'll get a fair go."

See REFORM/next page
Queensland Premier Peter Beattie

NAIC to advise on Chinese regulations

Terri Vaughan, president of the National Assn. of In-
surance Commissioners and Iowa's insurance com-

missioner, signs an agreement with Feng Xiaozeng,
vice chairman of the China Insurance Regulatory
Commission.

By MICHAEL BRADFORD

KANSAS CITY, Mo.-Insurance regula-
tors in the United States are set to offer

advice to their counterparts in China, as
that country continues to liberalize its
insurance market and open it to foreign
participants.

The National Assn. of Insurance Com-

missioners and the China Insurance Reg-
ulatory Commission on May 18 signed a
memorandum of understanding where-
by the two groups will exchange infor-
mation on regulatory issues.

And under a technical assistance pro-
gram, the NAIC will provide help to Chi-
nese regulators, who have less experi-
ence overseeing free-market insurers,
said Lawrence H. Mirel, who is insurance
commissioner for the District of
Columbia.

"We've been regulating insurance for
150 years, and the Chinese have been at
it for just four or five years," he said.
"We have a lot of experience, procedures
and systems that can really help them."

Mr. Mirel, who helped develop the
technical assistance program and who
was an NAIC representative at the sign-
ing of the agreement at the group's

Kansas City headquarters, said the asso-
ciation will help the Chinese develop
model laws and regulations, compile ex-
amination handbooks, and collect and

analyze data, among other s-eps.
There may also be exchanges of per-

sonnel to help train Chinese regulatory
staffers, Mr. Mirel said.

The commissioner said insurance buy-
ers in China will benefit from a tighter
regulatory scheme. "Any ruIes and regu-
lations that govern insurance, which is a
long-term product, are going to benefit
buyers," he said. "You want to make sure
companies are solvent and can pay
daims."

Insurers welcomed the agreement.
"A cooperative and mutually benefi-

cial relationship between the NAIC and
CIRC will strengthen the Chinese insur-
ance market and help Chinese insurance
consumers," John Savercool, vp-federal
affairs for the Washington-based Ameri-
can Insurance Assn., said in a statement.

Mr. Savercool also said that U.S. insur-

ers operating overseas "are able to com-
pete more effectively in open and well-
regulated markets. We support efforts to
modernize undeveloped insurance mar-
kets around the world."

Lloyd'stoencourage outside investment
By SARAH VEYSEY

LONDON-Lloyd's of London plans to allow in-
dividuals and institutions to invest in Lloyd's
without becoming members of the market,
Lloyd's Chairman Sax Riley announced.

Currently, corporate capital providers and in-
dividual investors-or names-must become

members of the Society of Lloyd's to invest in the
market. The proposed change aims to make it
easier for investors to enter and exit the market,
as the nonmember investors would not face

claims for open years-or those for which ulti-
mate liabilities have not been calculated-after

leaving the market, a Lloyd's spokesman said.
Lloyd's members, in contrast, are exposed to all
claims for open years.

Mr. Riley said that during discussions on pro-

posed reforms of the Lloyd's market, Lloyd's had
decided "to encourage the development of a
range of Lloyd's investment schemes by market

players, aimed at at-
' tracting new capital

\ «' .1.J Zpabain'-member-
He said that some

investors were inter-

ested in providing
capital but did not
wish to be Lloyd's
members.

To enable non-

member investors to

participate in the
market, Lloyd's may

Mr. Riley accept investments

through special purpose investment companies
that would allow investors to buy bond- or equi-
ty-based investments, Mr. Riley said.

Speaking at the annual meeting of the Assn. of
Lloyd's Members in London on Friday, Mr. Riley
said the investment vehicles could be in place by
the start of 2003.

The introduction of nonmember investment

would help Lloyd's increase its capacity from its
current record level of £12.2 billion to the £20

billion ($17.44 billion to $28.60 billion) it needs
"to play at the table it plays at," Mr. Riley told
the meeting's more than 250 attendees.

The Lloyd's reform proposals, put forward
by Chairman's Strategy Group, are currently un-
der review by market participants (BI, Jan. 28),
and a vote on the reforms will take place later
this year.

World

Updates
If P&C posts
first-quarter loss

Scandinavian insurer If Property

& Casualty Insurance Ltd. has

posted a 421 million Swedish
kronor ($41.1 million) loss for the

first quarter of 2002, largely as a
result of reduced investment

income. For the first quarter of

2001, If reported a pro forma

profit of 43 million Swedish

kronor ($4.2 milljon). That figure
reflects the Stockholm, Sweden-

based insurer's merger with the

property/casualty business of
Sampo Insurance Co. Ltd. in

January of this year. If's gross
written premiums for the quarter
were 14.60 billion Swedish kronor

($1.42 billion), up 6.4% on a pro
forma basis.
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French employers must
pay asbestos victims
Two French employers have been
ordered to compensate a group

or workers suffering from
asbestos-related illnesses, in what

is the first ruling to follow a high
court judgement earlier this year

that expanded employer liability
for workplace injuries and

illnesses. The amount of damages
was undisclosed. The tribunal

ruling follows a Feb. 28,2002,
decision by France's highest
court, the Cour de Cassation in

Paris, which ruled that employers
could be held liable for injuries
even though they had complied

with existing employment law.
The high court ruled that
although the French government
did not restrict the use of

asbestos until 1997, a group of
employers were guilty of
negligence because they
continued to use asbestos after

its health hazards became widely
known.

U.K. authorities reopen
manslaughter probe
The United Kingdom's Crown
Prosecution Service has asked

the British Transport Police to

conduct further inquiries into the
October 1999 Paddington rail
crash, raising the possibility that
a charge of corporate

manslaughter could be brought
against Railtrack P.L.C., the
operator of the U.K. rail network.

The Crown Prosecution Service,

which had earlier ruled out such a

charge, has reopened
investigations into the

management of signaling at
Paddington in light of the 2001
Cullen report on the accident.
Lord Cullen's report blamed the
crash, which occurred when a

train driver passed a red warning
signal, in part on a "lamentable
failure" by Railtrack to respond to
safety warnings before the
accident.

See WORLD NEWS/ next page
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Reform: Australian states to consider tort changes
Continued from previous page

Among the proposed reforms for
Queensland are requirements for
early,claim notification after injury
or the appearance of symptoms and
the introduction of limits on how

long defendants and insurers have
to make liability determinations.
Under the proposals, exemplary,
punitive or aggravated damages, all
of which are noncompensatory
damages, could not be awarded
against insurers, and judges would
decide all personal injury cases, in-
stead of juries.

In addition, plaintiff attorneys
would no longer be able to adver-
tise so-called "no-win, no-fee" legal
representation, in a bid to discour-
age frivolous lawsuits. In such ar-
rangements, a lawyer agrees that he
or she will not receive a fee if a case

is lost. In exchange for assuming
this risk, the lawyer is entitled to a
bonus on top of standard fees if the
case is won.

"While we will restrict no-win,
no-fee advertising, we don't plan to
abolish the no-win, no-fee process,
because that enables a lot of people
without money to access the
courts," Mr. Beattie said.

Queensland will establish a task
force to coordinate the final formu-

lation of the bill, which likely will
be introduced to the state's Parlia-

ment next month.

The New South Wales Parliament

also will soon consider legislation
to reduce liability costs.

That proposal, the Civil Liability
Bill, would limit damages for pain
and suffering and loss of amenity-
or diminished quality of life-

awards to $350,000 Australian
($192,500). In addition, awards for
lost income would be capped at
$2,712 Australian ($1,492) per
week, which is in line with current
restrictions for damages in motor
vehicle and health care lawsuits.

Previously, there were no other
statutory caps on damages or loss of
income awards.

In addition, punitive damages
would be abolished. If a damages
award is for less than $100,000 Aus-
tralian ($55,000), attorneys could
charge no more than $5,000 Aus-
tralian ($2,750), and attorneys
would be required to pay the costs
of a lost case if the court determines

that there was a high chance of fail-
ure.

New South Wales Premier Bob

Carr said the legislation, which will

be introduced in Parliament on

May 28, would be retroactive to
March 20,2002.

"We are making new laws so
communities can have affordable

insurance cover," Mr. Carr said.
"This should see an end...to 'ambu-

lance chasing' lawyers wasting time
and money on speculative law-
suits."

In addition, both New South
Wales and Queensland have pro-
posed "Good Samaritan" legisla-
tion, aimed at indemnifying volun-
teers from personal liability for in-
jury. For example, under the pro-
posals, parents coaching children's
sports leagues would not be liable if
an injury occurs.

Bruce Ferguson, president of the
Sydney-based Assn. of Risk & Insur-
ance Managers of Australasia and
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BUSINESS OPPORTUNITIES

PROGRAM MANAGERS
AND REINSURERS

NEED A FRONT COMPANY?

Equity Investors Invited
Need a policy issuing carrier for your
Program? Clean NY domiciled P/C
carrier available for NY programs.
We can also provide policy and claim
administration. You supply the surplus
and acceptable reinsurance security.
Reply to P.O. Box 563, Patchogue, NY
11772, (Attn: SH) and provide your
telephone contact. All replies will be
treated in strict confidence.

LEGAL NOTICE

IN THE SUPREME COURT OF BERMUDA

COMPANIES (WINDING-UP)

NO.369 OF 1990

IN THE MATTER OF

FOCUS INSURANCE COMPANY
LTD.

IN LIQUIDATION

and INTHE MATrER OF THE COMPANIES ACT

1981 and IN THE MATTER OF THE INSURANCE

ACT 1978

(Under an Order for Winding-Up the above-named
Company, dated 5th February, 1991.)

NOTICE OF INTENTION TO PAYA DMDEND

NOTICE IS HEREBY GIVEN that Focus Insurance

Company Ltd. - In Liquidation ('The Company")
intends to declare a first ard final dividend on 22 July
2002, under the provisions of Rule 84 01 the
Companies (Winding-up) Rules 1982.

All known creditors have been sent a notification by
Focus Insurance Company Ltd. - in liquidation of the
basis upon which their dividends will be calculated.
Creditors who have not received such notification, or

who do riot agree with the basis of calculation of their
dividend should submit a completed ProoF of Debt
form to the Liquidator of Focus Insurance Company
Ltd. - in Liquidation. PricewaterhouseCoopers
Dorchester House, 7 Church Street, Hamilton HM 11,
Bermuda on or before 5:00 pm (Bermuda time) 12 July
2002. Failure to notify the Liquidatorin writinsof your
disagreement with the basis of calculation, by
submittinB a Prooi of Debt form, on or before 12 july,
2002, will result in your exclusion from participation in
payment of the dividend to be declared.
Proof of Debt forms may, be obtained from the
Liquidator, Focus Insurance Company Ltd. - in
Liquidation at the address shown below.
PETER C.B. MITCHELL Liquidator
Focus Insurance Company Ltd. - In Liquidation
PricewaterhouseCoopers, P.O. Box HM1171
Hamilton HMEX BERMUDA.

Telephone: 441-295-2000 Fax: 441.295.1242
23 May 2002

(312) 649-7937

HELP WANTED

gfust is the-joundiltion
of aff sllccess.

Executive Recruitment

RE:k A,tanagentent
Insurance Brokerage

RMIS Technology
Safety & Loss Control
Claims Management

Risk Nlanagement Consultin

Also a,k about Temporary Opportunities
call: 973·765·9000 fax: 973·765·9009

15 James Street, Main Level

Florham Park, NJ 07932

www. rmainc.com

HELP WANTED

key
"Tbe Risk

Management
Career

Experts"

• Mike Tannenbaum

• Barry Citron
• Lee Burrows

HELP WANTED

HELP WANTED

s*ratohiA€
-Ir
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i
E¥cutive Recr€ng f05*' Coaching

• Corporate Risk Management

.f • Insurance Brokerdge
• Risk Management Consulting
• RMIS

100 Eagle Rock Ave. East Hanover, NJ 07936
Phone 973-887-2300 Fax 973-887-4334

www. keystrategies.com

HELP WANTED

CLAIMS MANAGER
The Los Angeles County Metropolitan
Transportation Authority (MTA/PTSC),
a multi-modal public transportation
leader, is seeking a skilled professional
to manage the' administration and
implementation of the MTA's claims

programs.

QUALIFICATIONS: BA degree in related
field and three years of supervisory
experience administering workers'

comp claims programs. We offer an
excellent salary/benefits package
(salary range is $65,000-$92,000).
Position reports to corporate
headquarters in downtown Los
Angeles.

To apply, e-mail resume to
Ramseys@mta.net or call(213) 922-

7153 or (213) 922-3900 TDD

or visit our website at:

www.mta.net.

Refer to Bulletin #8009-001.

Closes on May 31,2002.

-

Need a Legal
Notice or Request
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.M Call Irais Amleshi
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Looking for a candidate to fill the job?
When the most talented men and
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want to make a move, they turn to ... Busn nsuFain®
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risk and insurance manager for Syd-
ney Water Corp., said the proposed
reforms in Queensland and New

South Wales should help curb rate
increases for liability coverage.

However, the introduction of

damages caps could lead to poorer
risk management, he said.

"I query whether capping general
damages will see a relaxation of risk
management by companies believ-
ing they are protected," Mr. Fergu-
son said.

And the proposals are unlikely to
lead to lower insurance rates, he
said.

"Insurance prices currently are
more a reflection of a hard insur-

ance market than a profiteering in-
surance industry. The reforms will
benefit most policyholders, but I do
not foresee a reduction in rates,"

Mr. Ferguson said.
Risk managers and insurers earli-

er this year called for tort reform to
curb sharply increasing liability in-
surance rates (BI, Feb. 4).

David Muir, insurance group na-
tional head at Sydney-based Dea-
cons Lawyers, said the differing
laws in border states Queensland
and New South Wales would see lit-

igants trying to raise actions "in the
jurisdiction most beneficial to their
case".

Currently, none of Australia's
states or territories have caps on
damages.

Mr. Muir also said the Queens-
land law would be more beneficial

to stabilizing the insurance market,
as it aimed to reduce small claims,

which were the "death by 1000
cuts" for insurers.

By contrast, in New South Wales,
"Mr. Carr has taken aim at reducing
the perverse judgments we some-
tirnes see, without taking considera-
tion of the much more prevalent
smaller claims which are the real

cause of soaring insurance rates,"
Mr. Muir said.

World

Updates
Continued from previous page

Briefly noted

Lloyd's of London insurer Cox
Insurance Holdings P.L.C. raised
about £66 million ($96.2 million)

in an April 26 offering of ordinary
shares. Cox said that it sold about

90% of the 177.8 million shares

offered, at 41 pence (60 cents)
per share. Cox earlier had said it
planned to raise about £70 million
following an announcement in
March that it would exit

commercial property and

reinsurance to focus on personal
lines....Zurich, Switzerland-based
Swiss Reinsurance Co. has been

granted approval to open a

service company in India. Swiss
Re said it planned to offer risk

management and product-design
consulting to Indian insurers and
financial institutions through the
company, Swiss Re Services India
Private Ltd.



Products & Services

St. Paul offers coverage
for investment advisers

ST. PAUL, Minn.-The St. Paul

Cos. Inc. is offering a new
professional liability insurance
policy for investment advisers.

St. Paul SelectOne for Investment

Advisers

includes

coverage for
directors and

officers,

employment
practices,
fidudary
liability,
mutual fund

professional
liability and

»04 Private
investment

fund general
partnership
liability.

Only
investment advisors who are

registered with the Securities and
Exchange Commission are eligible
for the coverage.

Limits can be written to $25

million, above deductibles that will

range from $25,000 to $500,000
depending on the size of the
account.

John Kearns, president of St.
Paul's Financial & Professional

Services unit in St. Paul, Minn., said

in a statement that the coverage is
designed to meet all the
professional liability needs of
investment advisers. "This type of
approach will reduce the potential
for coverage gaps and keep the
costs down for our policyholders,"
he said.

More infonnation is available

from Eileen Purcell at 617-371-0294

or purcell@stpau/.com.

Aetna to launch plans
for small businesses

HARTFORD, Conn.-Aetna Inc. in

July will begin offering a new suite
of health benefits aimed at small

businesses in five states.

The new standardized product
line will be available to employers
with fewer than 50 eligible

Business Insurance

employees in California, Florida,
New York, Pennsylvania and Texas.
Additional markets will be added

throughout the year, according to
Hartford, Conn.-based Aetna.

The plans can include up to a
dozen health plans per state as well
as dental, life and short-term

disability products. Members will
be able to manage their benefits
online through Aetna's Navigator
service.

"The 2.5 million small-business

employers in this country have a
unique set of needs when it comes
to providing health benefits to
their employees," said William
Roth, senior vp of the Aetna Small
Business Group.

He said the new product line "is
designed to offer streamlined plan
options, simplified enrollment and
customer service, and one-stop
shopping."

Employers can get more
information on the plans from Jeff
Crippen, head of sales for the Aetna
Small Business Group, at 860-273-
4140.

Liberty Mutual booklet
outlines comp strategies

BOSTON-Liberty Mutual
Insurance Co. is offering a booklet
that lists some proven strategies for

reducing workers compensation
costs.

The 16-page booklet provides
short case studies that describe a

client's workers compensation
problem and discuss how it was
corrected. For example, one
strategy discussed is the early
reporting of claims. The
accompanying case study explains
that an industrial company had
found that the reporting times for
its disability claims were much
higher than the industry norm.
Streamlining the reporting process
reduced the company's average
cost per claim by $6,741.

Other strategies addressed
include identifying where accidents
are likely to occur, putting
proactive claims management
strategies in place and using
provider networks and medical bill
reviews.

Copies of the booklet are
available from Boston-based Liberty
Mutual by calling 800-454-2378,
ext. 81.

Marsh offers services

for gaming industry

ATLANTIC CITY, N.J.-Marsh

Inc. has established a new practice
to provide insurance and risk
management services to the

gaming industry.
The New York-based brokerage

has named Steven J. Batzer, senior

vp, to head the new practice, which
is based in Atlantic City, NJ.

Hotel casinos, particularly those
in coastal areas, face some unique
challenges, according to Mr. Batzer.
"With the market in the condition

it is in now, capacity and pridng
are both major issues" for property
coverages on locations that, in
some cases, face not only such
"normal" risks as fire exposures,
but also windstorm and hurricane

threats, he said.
Dockside casinos also face the

unique exposure of being both a
land-based and marine risk, Mr.

Batzer pointed out.
More iformation the new

practice and the risk management
services offered is available from

the Marsh office in Atlantic City at
609-641-8880.

Life: Reinsurers hike cat prices, tighten terms
Continued from page 1

Kan. Consequently, he said, the
marketplace is operating in un-
charted terrain.

The Sept. 11 attacks caused an
estimated $2.70 billion in life in-

surance losses, according to
Robert Hartwig, chief economist
for the Insurance Information In-

stitute in New York.

As a result of those losses, many
life reinsurers have curbed their

underwriting of catastrophe cov-
erage. This pullback is occurring
iust as many group insurers are
looking to retain less of this risk.

"A lot of the reinsurance capaci-
ty that had been the norm really
dried up and went away," said
Rob McGinnis, executive vp and
chief operating officer of group
operations for CNA Insurance
Cos. in Chicago.
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Much of the capacity for life
catastrophe reinsurance is writ-
ten outside the United States, as
non-U.S. companies dominate
the life reinsurance market over-

all.

'A lot of the (life

catastrophe) reinsurance
capacity that had been
the norm really dried up
and went away' after the
Sept. 11 terrorist attacks.

Rob McGinnis

CNA Insurance Cos.

Partly because of the more lim-
ited supply of catastrophe reinsur-
ance coverage for life risks, and
because of the increased exposure,
prices for group life reinsurance
are skyrocketing.

Rates are up from five to 10
times the expiring rates for
group life reinsurance, according
to Pamela Saunders, chief execu-

tive officer of Disability Consult-
ing Group L.L.C. in Portland,
Maine, a reinsurance underwrit-

ing manager.
"It's very clear that rates are go-

ing up," said Frolly Boyd, senior
vp, group insurance at Aetna Inc.
in Hartford, a leading group life
insurer. While Aetna has not yet
received a quote for its catastro-
phe coverage renewals, she has
heard that some contracts are re-

newing at seven to 13 times
"what they were, with terror ex-
clusions."

Besides reinsurance rates going
up, for the first time the catastro-
phe reinsurance contracts exclude
deaths from terrorist acts. This in-

cludes any death from a bioterror-

ist act, such as an anthrax attack,
in addition to deaths from other

terrorist attacks involving nuclear
or chemical weapons.

"Bioterrorism seems to be in ev-

ery contract," Ms. Saunders said.
In addition, she noted that cat

life policies now include caps on
the amount of coverage for deaths
arising from a single event, such
as $10 million to $25 million per
event.

Mr. McGinnis noted that, in

the past, coverage of up to $200
million per occurrence was avail-
able. "Now, you may have $10
million or zero," he said.

Group life insurers are not yet
passing on their higher reinsur-
ance costs and retentions to em-

ployers. However, one require-
ment of reinsurers-demands for

more information about concen-

trations of covered lives-is al-

ready trickling down to employ-
ers.

Before Sept. 11, this was not a
concern, as reinsurers priced their
coverage based on actuarial esti-
mates of mortality. But the terror-
ist attacks showed that many
deaths can occur unconnected to

the mortality tables, said Mr. von
Moltke of Employers Re.

To better evaluate their risk,
reinsurers want to know where

the covered lives sit during the
day, he explained. This applies
not only to whether they are 10-
cated in "highly concentrated ar-
eas," such as business districts of
cities, but also what individual

buildings they are in, he said.
As a result, new rates are being

established that combine the

mortality risk "plus the rate for
this concentration of risk," Mr.
von Moltke said. Those risks with

a large concentration of personnel

face a higher rate for coverage, he
said. And those that don't provide
the information also can be hit

with higher rates.
"They will be charged as if they

have a high-exposed risk," he
said.

Because of these changes, em-
ployers are likely to see higher
rates for group life coverage in the
future.

With reinsurer losses from Sept.
11 and their rates going up,
"eventually the consumer will
pay the price for that," said
Richard Travers, managing part-
ner of Travers, 0'keefe, a benefit
consultant and broker in New

York.

The increased cat costs "have to

be built into pricing" of group life
insurance, said Ethel Brightwell, a
vp with Employers Re in Over-
land Park, Kan.

Until those costs are passed
along to buyers, group life insur-
ers are being squeezed by higher
reinsurance costs and are retain-

ing terrorism risks without cover-
age.

"This gap is where we don't
have coverage and the exposure is
all but unlimited," said Mr.
McGinnis of CNA.

To address this concern, about
a dozen large group life insurers
have joined forces to lobby state
and federal lawmakers for a feder-

al reinsurance pool for life insur-
ers, similar to what has been pro-
posed for property/casualty insur-
ers, said Aetna's Ms. Boyd. So far,
though, those efforts have yet
to produce any legislative propos-
als.

For now, group life insurers are
also unable to pass along to em-
ployers the same terrorism exclu-
sions they are receiving from rein-

LARGEST WRITERS

OF NORTH AMERICAN

LIFE REINSURANCE

Ranked by 1999 net premiums written

1. Swiss Re

2. Reinsurance Group of America

3. Employers Re

4. Transamerica Re

5. ING Re

Source: A.M. Best Co.

surers.

This hinges on whether state
regulators will permit group life
insurers to exclude terrorism from

their policies, Ms. Boyd said. Such
a plan faces an uphill struggle, as
the National Assn. of Insurance

Commissioners issued a state-

ment in March saying the exclu-
sions are uncalled for in life poli-
des.

"It is the sense of the NAIC

membership that terrorism exclu-
sions are not necessary for indi-
vidual life and health products
and are generally not necessary to
maintain a competitive market
for group life and health prod-
ucts. They also may violate state
law," NAIC President and Iowa
Insurance Commissioner Terri

Vaughan said in a statement.
Ms. Boyd acknowledged that

any exclusions will come about
slowly.

"This may be a state-by-state is-
sue," she said.
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NCCI issues symposium

Observers perplexed by U.S. inaction on terror cover
By MEG FLETCHER

ORLANDO, Fla.-The U.S. Senate's

failure to adopt a proposed federal
backstop for insurer losses from fu-
ture terrorist attacks is frustrating
many representatives of the workers
compensation industry.

Insurers are "guardedly hopeful"
that there may be progress soon on
such a measure, NCCI Interim Pres-
ident and Chief Executive Officer

Chapin Clark said at the NCCI's an-
nual meeting in Orlando earlier this
month.

Privately, though, several atten-
dees at the meeting questioned

whether federal relief for insurers

would ever become a reality. The
measure currently is stalled in the
Senate over efforts to couple it with
tort refornn.

Many key industry rep-
resentatives find the lack |t{*
of progress particularly 13*f
galling because there is *
broad-based support for a
federal relief program 
from insurers, brokers, 1
agents, regulators, em-
ployers and labor unions, as well as
within the Bush administration.

Mike Pickens, vp of the National
Assn. of Insurance Commissioners

and insurance commissioner of

Arkansas, told the group: "I've sup-
ported the federal backstop and
have never seen it as a handout."

The best approach for
- - providing federal protec-

tion to insurers is most

likely a federal excess-of-
loss reinsurance arrange-
ment, said J. David Cum-

mins, professor of insur-
I ance and risk manage-

ment at the Wharton

School at the University of Pennsyl-
vania in Philadelphia, who spoke at
the conference. Federal officials also

could facilitate the development of

NCCI: Comp problems reviewed
Continued from page 3

nally expected," the NCCI said in a
statement. "The vast majority of
losses were ceded to reinsurers and

will not appear in the workers com-
pensation line on a net-of-reinsur-
ance basis," the statement notes.

The NCCI currently estimates ul-
timate Sept. 11 workers comp losses
at $1.3 billion to $2 billion. It also

estimates primary insurers' losses
net of reinsurance at between $300

million and $1.2 billion, which
would result in a 1% to 4% impact
on the 2001 accident-year com-
bined ratio.

Those statistics reflect current es-

timates that the attacks resulted in

3,084 deaths and around 4,000 in-

juries-considerably fewer than the

more than 6,000 deaths others orig-
inally estimated, according to Ron
Retterath, a consulting actuary with
the NCCI. Other factors also low-

ered the ultimate exposure of the
workers comp system, including
that 5% of the fatalities-mostly
airplane travelers-were not work-
related and 15% of the workers

comp losses, including those for
firefighters and police personnel.
were self-insured. In addition,

about 20% of the fatalities were sin-

gle persons, and the New York
comp system payout in each of
those cases is $50,000.

The NCCI expects additional
claims, however, due to stress and

respiratory ailments, the organiza-
tion said in a statement.

arvi
Reinsurance Intermediary

But even though the direct losses
likely will be lower than previously
expected, the larger impact of the
Sept. 11 attacks on the workers
comp system has created a "drastic"
situation, especially if a similar
catastrophe occurs, Mr. Clark said.

" Primary workers compensation
insurers must cover terrorism risk,
but reinsurers can exclude it. There-

fore, primary workers compensa-
tion writers have accepted concen-
trated financial risk with no way to
spread it," he said. Before Sept. 11,
"catastrophe reinsurance was avail-
able and inexpensive, all based on a
belief that workers comp carried
only a theoretical risk of unlimited
loss and that the unthinkable could

never occur. But it did occur."

INDEPENDENCE

INTEGRITY

SERVICE

CONSISTE]NT PHILOSOPHY & -PERFORMANCE
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Atlanta Bermuda Chicago London Norwalk

www.can'ill.com 1-800-CARVILL

a market for securitizing and trans-
ferring terrorism risk, he suggested.

Mr. Cummins said that even

without immediate legislative ac-
tion, there is an "implicit federal
guarantee" for authorities to pro-
vide help to insurers if losses from
future events reached $70 billion to

$ 100 billion, because they would
have no other choice if they wanted
to prevent the collapse of the pri-
vate insurance industry.

But, in an interview, New York

Insurance Superintendent Gregory
V. Serio asked, "How does one book

an implicit backstop?" It is not a
firm commitment that the insur-

In addition, current workers
comp rates and loss costs contain
no provision for terrorism-related
catastrophes. Earlier this year, the
NCCI sought a 4% increase in loss
costs or rates for terrorism expo-
sures in 34 states (BI, Feb. 18), but
state regulators have not approved
the filing. Regulators, in rejecting
the filing, cited several concerns, in-
cluding the appropriateness of ap-
plying the charge nationwide.

"Given the current level of un-

derfunded exposure, another terror-
ist event on the scale of Sept. 11
could easily overstress capacity and
drive numerous insurers into insol-

vency. This would, in turn, place in-
tolerable pressures on the structure
of insolvency mechanisms-pres-
sures that would expose otherwise
solvent workers compensation in-
surers to the very real threat of fi-
nancial ruin," Mr. Clark said.

"Since insurers writing workers
compensation must also participate
in the sharing of potentially catas-
trophic residual market losses, they
may have unlimited financial liabil-
ity from this mechanism with no
ability to underwrite or limit their
risk selection as they can in the vol-
untary market," he said.

ance industry can rely on to con-
duct business, he said.

As a consequence, the industry is
facing "a crisis of uncertainty," Mr.
Serio said.

Meanwhile, the New York regula-
tor praised the insurance communi-
ty response to the Sept. 11 attack on
the World Trade Center. Currently,
insurers have paid more than $17
billion in claims, he reported. In ad-
dition, only 221 complaints were
made out of the 31,000 claims that

have been filed to date, and many
of those complaints had to do with
trip cancellation insurance, he
added.

In effort to prevent catastrophic
losses, workers comp insurers and
reinsurers are demanding "an ex-
traordinary amount of data," said
Franklin W. Nutter, president of the
Reinsurance Assn. of America in

Washington. For example, under-
writers now are requiring additional
information on building location,
operations and type of construc-
tion.

The deteriorating private market
for workers comp risks has helped
fuel growth in states' residual mar-
kets. Those state-mandated pro-
grams, which serve as workers
comp insurers of last resort, grew by
74% to $615 million in total premi-
ums in 2001. Also, growth is con-
tinuing in the first quarter of 2002,
as the number of newly assigned
policies increased by 22% and pre-
miums increased by 63%, com-
pared with the first quarter of 2001.

Meanwhile, the cost of workers I

comp claims is up, including an
11% increase in the severity of med-
ical claims in 2001.

Workers comp experts, however,
continue to be encouraged by a de-
cline in the frequency of lost-time
claims, including a 4% decline in
2001, according to the NCCI.

NCCI issues symposium

Meeting attracts 580
ORLANDO, Fla.-About 580

people attended NCCI Holdings
Inc.'s annual issues symposium
earlier this month in Orlando,
Fla.

They heard a wide range of
speakers-including
NCCI executives,

reinsurers, economists
and investment ana-

lysts-discuss current
market issues and *

workers compensa- 8
tion insurers' 2001 fi-

nancial results during
the meeting, which was held
May 8-10 at the Hyatt Regency
Grand Cypress Resort.

In addition, the organization's
membership elected two new
board members and re-elected

12 others. The two new mem-

bers are David H. Long, chief op-
erating officer for national mar-

kets at Boston-based Liberty Mu-
tual Insurance Co., and Susan

Rivera, president of ACE INA
Holdings Inc.

The Boca Raton, Fla.-based

NCCI plans to hold its next con-
ference April 23 and
24, 2003, at the same

,* -. location.
For additional in-

formation, contact

the NCCI at 800-622-

4123 or visit

www.ncci.com.

The NCCI offers

data-based products and services
that enable workers compensa-
tion insurers and others in the

industry to perform a variety of
functions, including establishing
loss costs, calculating experience
rating modification factors and
managing residual market

mechanisms.
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Equitime: Airline RRG awaits clearance for takeoff
Continued from page 1 running by July 1 insurer Allianz A.G Holding and a Marsh managing director m Mm- tion Inc m Atlanta, said the consor-
can International Group Inc, leader Members of the Washington- Berkshire Hathaway Inc -but U.S neapolis and head of the broker's tium'S rates had dropped sharply
of a consortium offering war risk based Air Transport Assn of Ameri- airlines view the coverage as inade- U S airline practice and that AIG recently offered to
coverage-are urging the DOT to ca and broker Marsh Inc began de- quate and too expensive, and the A second group of Class B share- write a $1 billion limit for British
phase out its coverage of the air- veloping the Equitime concept after DOT has continued its own pro- holders, mostly smaller airlines, Airways at a rate of $ 1,00 per pas-
lines and not to provide any ongo- aviation insurers drastically cut gram despite their availability would contnbute at least $250,000 senger.
ing support to the RRG back war risk liability coverage in The airlines' answer is Equitime, each, while Class C shareholders- AIG also maintains that govern-

Equitime proponents, however, the wake of the Sept. 11 terrorist at- which would be open to the ATA's mostly airline subcontractors- ment war risk backing amounts to
argue that federal reinsurance tacks While malor airlines typical- 22 U S members, the roughly 50 would contribute at least $10,000, an unfair subsidy for the airlines
would not amount to a subsidy, ly had $1 5 billion or more m war members of the Washington-based Mr Russell said when commercial insurance is '

since the RRG would pay for the risk limits for both passenger and Equitime's initial gross written available
coverage, and that the govern- third-party liability before Sept 11, 'If the DOT wants a key premium volume is projected to be .

If you're playing with somebody
ment's role would end m as little as insurers canceled the coverage afteI

part of the economic $450 million, and this, combined else's capital," Equitime's 65 cent
two years as Equitime's surplus the attacks and reissued policies with its start-up capital, would al- rate may be adequate, Mr Myers
grows and commercial reinsurers with a $50 million sublimit for infrastructure healthy, low it to sustain a loss of its full said, refernng to government rein-
return to the market third-party risks the DOT and the $300 million retention immediately surance But "if you are playing

"If the DOT wants a key part of The federal government then
government have to after opening its doors, Mr Russell with your own capital, then (65

the economic infrastructure stepped in to provide coverage in noted. cents) sounds too low to me " j

healthy, the DOT and the govern- excess of $50 million under a pro- start looking at the The RRG's premium rates would The RRG's backers, though,
ment have to start looking at the ft- gram that the DOT has renewed ev- financial crisis we are in.' depend on the limits being pur- counter that commercial pricing
nancial cnsis we are in," said Chris ery 60 days since last fall The gov- Chns Duncan chased and other factors, but would not only is unaffordable but also
Duncan, vp-finance and chief risk emment has made it clear, though, Delta A,r Lines Inc amount to about 65 cents per that the terms of coverage--such as
officer for Delta Air Lines Inc in At- that it wants private insurers to take boarding passenger for major air- its $1 billion limit, compared with
lanta over the coverage burden, and its lines, a fraction of the cost of tradi- Equitime's $2 billion-are unac-

Noting that U S airlines collec- latest extension of the program, on Regional Airline Assn. and "critical tional market alternatives, he said ceptable to malor airlines
tively lost $7 billion in 2001 and May 19, was for only 30 days The subcontractors," such as ground The AIG consortium, for exam- In any case, Equitime's growth
stand to lose another $2 billion to Federal Aviation Administration, handlers, refuelers, caterers and air- ple, has charged $1.85 per passen- will allow the government to with-
$3 billion this year, Mr Duncan which administers the program, 8 port security companies. ger for third-party limits totaling draw as a reinsurer within as little as
warned that the estimated $1 bil- also considering raising its $7 50 Nine malor airlines will become $950 million excess of $50 million two or three years, backers say, and
lion industrywide cost of commer- per departure premium for the cov- Class A shareholders of Equitime by Coupled with the $1 25 per passen- will prevent the DOT having to step
cial market war risk coverage "could erage and shifting to a per passen- contributing $5 million each in ger that aviation markets collect for in again as an emergency war risk
accelerate the insolvency ot certain ger charge, government and insur- start-up capital They are Alaska passenger war risk coverage with its insurer if another terrorist attack
airlines " ance industry sources say Airlines, America West Airlines, $50 million third-party sublimit, triggers commercial market cancel-

Equitime's backers say that they Two main commercial market American Airlines, Continental Air- this adds up to $3 10 per passenger lations
are not sure when to expect a DOT options exist for third-party war risk hnes, Delta, Northwest Airlines, for war risk coverage "That's not anti-competitive,
decision on reinsurance, but that insurance-the AIG-led consortium Southwest Airlines, United Airlines John A Myers, president and that's entrepreneunal," Mr Duncan
they hope to have the RRG up and and a consortium led by German and U S Airways, said Scott Russell, chief executive officer of AIG Avia- said

began including the bankruptcy Joyce, a partner in the New York of-

D&0. Directors fear claims fight waiver language m its D&O policies fice of Heller Ehrman White &
because of an overall increase in McAuliffe LLP Insurers now could

bankruptcy filings, said John argue before a bankruptcy Judge
Continued from page 1 layer and respond if the primary in- coverage from a policy Insurers Keogh, president of National Union that coverage limits available under
D&0 forms The other limits per- surer does not pay a claim, he said contend that most current coverage in New York And Enron's policies that do not contain such
tain to reimbursement of a corpora- But not all Side A policies re- complications stem from inclusion bankruptcy has increased demand language should be the property of
tion for its costs of defending cor- spond that way, so purchasers of entity coverage in D&0 policies for such coverage considerations, the estate
porate leaders and to protection of should look carefully at the breadth This practice, which Insurers say he added In that way, insurers are spared
the entity against securities litiga- of their coverage, Mr Anderson ad- was sought by risk managers, arose Insurers rewording their policies from paying on a claim while the is-
tion brought against the corpora- vised in the mid-19905 in response to to specifically address bankruptcy, Sue is tied up in bankruptcy pro-
tion itself Some excess D&0 policies drop shareholder lawsuits against corpo- however, could potentially use that ceedings. "I can Just see that argu-

The issue can arise because the down and respond only when pri- rations change to deny coverage, said Ed ment happening," Mr Joyce said
corporate entity not only purchases mary coverage limits have been ex- One risk manager who asked not
the D&0 policy but is a named in- hausted, said Michael A Rossi, a to be identtfted said he would con-

sured Such was the case in the En- aocouinaumya'r Insuranceron D&0 dispute. Calif. Risk

If a policyholder has insulated managers, therefore, should speclft- The nsk manager recently createdEd r.mirB 21Y:rage Ze lig: Entity not liable
the coverage limits available for di- cally ask that the excess policy trig- a memo detailing the D&0 policy
rectors and officers, a bankruptcy ger be changed to include a defense available for his company's Continued from page 3 cases where they are sued because
ludge is less hkely to rule that a pol- bankruptcy filing, not lust the ex- board members He was asked to do tion on a public property must stem an mcident "lust happens to occur
icy's entire limits belong to the haustion of primary limits, Mr so by his company's corporate from a physical defect as opposed on our property "
bankruptcy estate Rossi advised council after a board member grew to "being simply dangerous," said However, LeAnna Gutierrez, staff

One option is to address the issue An alternative, he said, is to pur- concerned about available D&O Mr Fisher, who filed an amicus attorney at the Los Angeles-based
through so-called D&0 policy "Side chase primary D&0 coverage with coverage m light of the Enron brief in the case on behalf of 115 California Women's Law Center,
A"coverage, said Steven Anderson, separate Side A limits bankruptcy scenario California cities and the California said the court should not have

vice chairman of the FINPRO divi- Another option for risk managers The risk manager reported m his State Assn of Counties He predict- lumped the courthouse in with
sion of New York based Marsh Inc is to require clauses in D&O policies memo that a D&O policy pur- ed the decision will lead to a reduc- beaches and other public places
Side A provisions specifically dedi- in which an insurer agrees that if chased from National Union Fire tion in the number of verdicts when it ruled the state did not have
cate coverage limits for the defense bankruptcy occurs, the insurer wlll Insurance Co of Pittsburgh, Pa, a against public entities in California. to take special measures to protect
of directors and offtcers allocate a certain percentage of a unit of American International "I think probably public entities Ms Zelig

Side A coverage typically is pur- policy's limits for the defense of Group Inc, provides an "order of throughout the state breathed a big Women are "repeatedly forced to
chased m an excess policy that sits board members and will give them payment provision," giving direc- sigh of relief with the Supreme go to court" on family law matters
above a master D&0 program The pnority over the rights of the entity tors and officers priority over the Court decision It was a big case," where they must confront their .
master program, in contrast, often At the same time, the entity agrees corporation. said Stephen Shane Stark, county abusers, she said "The state really ·
provides a single coverage limit for that it will wave certain rights to a The policy also contains a provi- counsel for Santa Barbara County. needs to recognize that domestic Vi-
individual offtcers and directors, re- policy during bankruptcy sion under which the corporation Had the appellate court decision olence is unique," and either pro-
imbursement of a corporation and There is, however, an absence of waves certain rights in bankruptcy been upheld, it would have signifi- vide these women with special pro-
entity protection agamst securities case law determining how courts so that funds would flow to direc- cantly expanded counties' potential tection or permit them to handle
claims would rule on such language, insur- tors and officers, the risk manager liability by imposing a duty to pro- these legal matters remotely, said

"So if you run into an Enron sce- ers and policyholder attorneys said vide protection not just in court- Ms Gutierrez
nario, you would want the excess agree. Even if such language is pre- But because there is no certainty houses "but also possibly in other
Side A coverage to drop down to be- sent in a policy, a bankruptcy ludge that some state courts would up- areas as well."
come primary for defense purpos- could still rule that policy proceeds hold the provisions, the risk man- Tom Vance, risk manager for the Dana E. Zelig, a mmor, etc, et al,
es," Mr Anderson advised Some belong to the estate and not to indi- ager said he will consider removing city of Anaheim, Calif, said the de- plainti#s and appellanG, vs County of
excess policies have long contained vidual officers and directors the entity coverage from his D&0 cision will hopefuliy lead to more Los
language stating that their Side A An option that D&0 msurers ad- policy summary ludgments dismissing
coverage will become the primary vocaze is to entirely remove entity National Union in February 2000 charges against public entities in ma, No 5081791
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Normal hurricane activity
likely in 2002: NOAA
The 2002 Atlantic hurricane season

will be marked by normal to slightly
above normal activity, according to
the National Oceanic and

Atmospheric Administration. The
NOAA forecast calls for nine to 13

tropical storms. Six to eight of those
will become hurricanes, and two or

three of the hurricanes will be strong

enough to develop into major
hurricanes. A "normal" Atlantic

hurricane season sees 10 tropical
storms, six of which become

hurricanes, two of which are

considered major hurricanes,

according to NOAA.

U.K. rate hikes

may not last, S&P says
Commercial property/casualty
insurers in the United Kingdom have

successfully implemented steep rate

increases since the Sept. 11 terrorist

attacks, but the clout of the larger

brokers may prevent insurers from

maintaining the hikes, according to

Standard & Poor's Corp. The price

increases should improve the
historically poor profitability of U.K.

commercial insurers in 2002,

according to S&P, which has affirmed
its "stable" outlook for the U.K.

nonlife insurance industry. However,

S&P noted that insurers may not be
aole to maintain the hikes in the

longer term. "Whether the market

can sustain the price increases
remains to be seen, however, as

commercial Ines brokers remain a

powerful force in the sector and

have historically been able to keep

rates low for their clients," Simon

Marshall, an associate director at

S&P in London, said in a statement.

Comp costs down in 2000
relative to wages: Study

For the eighth consecutive year,
workers compensation benefit

payments and employer costs

declined relative to covered wages in
2000, according to a report by the
National Assn. of Social Insurance.

The dollar amount of benefits and

costs actually rose in 2000, but that

increase was outpaced by higher
wages. Total workers compensation

benefit payments for 2000 were
$45.9 billion, a 6.5% increase over

payments for 1999, while total
employer costs for the year were

$56.0 billion, a 2.9% increase over
1999.

Major League Baseball,
Marsh settle dispute
Major League Baseball and Marsh &
McLennan Cos. Inc. have settled a

lawsuit alleging the broker failed to
obtain adequate insurance coverage
for the organization, a spokesman
for Marsh said. The settlement was

reached earlier this month before an

appellate court reinstated the suit

that was dismissed by a trial court in

August 2001, the spokesman said.
Terms of the settlement were not
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announced. The suit arises from a

lawsuit brought by a group of
investors claiming that an executive
associated with MLB in 1992

defamed them when the investors'

attempt to purchase a professional

baseball franchise was rejected. New
York-based MLB settled the

investors' lawsuit for an undisclosed

amount. When MLB sought coverage
for the settlement it discovered that

defamation risks were excluded

under its policy issued by Hartford

Fire Insurance Co. The insurer, which

had previously provided defamation

coverage, had notified Marsh of the
exclusion, but the broker did not

notify baseball executives of the

reduction in coverage or find

replacement coverage, according to

court papers. MLB then sued Marsh
to recover its losses related to the

investors' lawsuit.

Supreme Court to rule
on vicarious liability
The U.S. Supreme Court agreed last
week to decide whether real estate

company officers can be held liable
when their employees violate federal

anti-discrimination laws. The case,

David Meyer vs. Emma Mary Holley,
et a/., involves the federal Fair

Housing Act of 1968. Ms. Holley, who
is African-American, and her

husband, who is white, allege that a

real estate agent employed by Triad
Realty in Twentynine Palms, Calif.,

illegally discriminated against them
when he canceled an offer they had

made on a house and allegedly used
racial epithets. They sued Triad

Realty and the agency's owner, Mr.

Meyer, for the agent's action.
Although a federal district court

granted summary judgment for Triad

Realty and Mr. Meyer, a three-judge

panel of the 9th U.S. Circuit Court of

Appeals in San Francisco reversed
the lower court's decision.

9th Circuit overturns

coverage denial
Death caused Dy autoerotic

asphyxiation is covered under an

employer's group accidental injury

and death policy, the 9th U.S. Circuit

Court of Appeals ruled in a partial

departure from other courts. In

WEF: Terrorism risk examined
Continued from page 2

to it. But the new terrorism, exem-

pli fied by the Sept. 11 attacks on
the World Trade Center and the

Pentagon and the coordinated hi-
lacking of four jets, represents a
new, previously underestimated
threat.

"We have to expect that the
next" terrorist act could happen
anywhere in the world and perhaps
involve simultaneous events at

multiple locations, he warned.
And that action could be quite

horrific, noted J.M. McConnell, a

vp with Booz Allen Hamilton in
McLean, Va., and former head of

the National Security Agency. "In-
formation is the capital of this cen-
tury," and it's vulnerable to attack,
he said. "It's a matter of time" be-

fore terrorists figure out a way to
combine a cyber attack with a
chemical, biological or nuclear at-

tack, predicted Mr. McConnell. He
added that his greatest fear is that
terrorists will detonate a so-called

"dirty" nuclear device in Washing-
ton "sooner rather than later."

'1 think (bioterrorism)

has got to be the big
risk.'

Gmhame Chi/ton

Benfield Grieg Group P.L.C.

In an interview after his formal

presentation, Mr. Chilton expressed
concern about the bioterrorism

threat, as well. "I think bio's got to
be the big risk" because it could
spread rapidly, he said.

During a question and answer pe-
riod, the panel's other speaker pre-
dicted that property/casualty insur-
ance prices will probably stabilize in

a year or so.

But Roger Egan, president and
chief executive officer of Marsh &

McLennan's North American opera-
tions in New York, added that in-

surance prices would likely stabilize
at a level higher than those of a year
ago. He also said that certain lines
of coverage, such as professional lia-
bility coverage for Big Five account-
ing firms and terrorism insurance,
would remain problems.

William G. Little, president and
CEO of Chicago-based Quam-
Nichols Co., moderated the discus-

sion, which took place at the U.S.
Chamber of Commerce in Wash-

ington.
The Geneva, Switzerland-based

World Economic Forum is an inde-

pendent foundation with 1,000
member companies that provides a
framework for discussion and ac-

tion on global issues.

Jorita Padfield vs. AIG Life Insurance

Co. a three-judge panel of the 9th
Circuit in Pasadena, Calif.,

unanimously ruled that a death

caused by autoerotic asphyxiation is
not a suicide. The majority also held
that the death was not a self-inflicted

injury, therefore making the claim
eligible for coverage. Autoerotic
asphyxiation is the practice of

limiting oxygen flow to the brain,
often with a noose, to heighten

sexual pleasure.

Clark/Bardes forms
new consulting practice
Clark/Bardes Consulting has formed
a unit to focus on retirement plan

design and compensation consulting.
Bruce Benesh, former global head of
Arthur Andersen L.L.P.'s human

capital group, will be president of the
Clark/Bardes unit, which will be

based in New York. Mr. Benesh is one

of 10 former Andersen staff to

recently move to Clark/Bardes.

Marsh forms intellectual

property practice
Marsh Inc. has established an

intellectual asset management
practice to provide consulting and
related services to businesses

seeking to manage risks related to

intellectual property. Joby A.

Hughes, former president of
Houston-based Litigation Risk
Management Inc., is joining Marsh to

head up the practice. Donald

Birdsong, a managing director of
New York-based Marsh and head of

its risk consulting practice, said in a
statement that the new operation is

"highly complementary" to Marsh's
existing intellectual property
brokerage services.

Smith to succeed Mathis

as Kempers chairman, CEO
William D. Smith will become

chairman and chief executive officer

of Kemper Insurance Cos. next year,

replacing David B. Mathis, who is
retiring. Mr.
Smith, who .6

currently is Mirpresident
and chief

operating

officer of the 94·Long Grove,
111.-based

insurer, will
become CEO

on Jan. 1, Mr. Smith

2003. He will

then take on the additional title of

chairman upon Mr. Mathis'

retirement in April.

Online Poll [ 5/20 - 5/24 1

Should the government subsidize COBRA premiums for workers
who lost their jobs because of foreign competition?

Yes 25%

No 75%

Take part in our weekly poll at www.businessinsurance.com

5/ Stock Index [5/20 -5/241

Up-to-the-minute data for all 87 companies that comprise
the 8/ Stock Index can be found at www.businessinsurance. com

Percentage change of B/ Stock Index vs. key indicators

. &0 0.

Bi Stock Index Dow Jones S&P 500

2129.46 10,104.26 1083.82

Largest gains Largest losses

Seibels Bruce Group
Tokio Marine & Fire

ACE Ltd.

AFLAC Inc.

Ohio Casualty Corp.

19.15%

7,84%

5.67%

4.16%

3.10%

Fremont General Corp.

Unico American Corp.
NYMagic Inc.
Baldwin & Lyons Inc.
PMA Capital Corp.

Weekly change by market segment
Brokers 56.67%

Insurers/Reinsurers 33.76%

Managed Care Organizations 29.50%

Source: CNET Investor (investor.cnet.com)

-20.86%

18.10%

11.43%

-11.00%

10.30%
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Wonder whyyour Risk Service Provider hasn't
mentioned their 30 ton driver simulator?

1/ ,11

Because onlyRSKCo has one.

Not every Risk Service Provider can actually

drive up to your company and give your

employees a lesson in safety. Only RSK(So has

a driver simulator that lets up to eight people

who drive for you simultaneously get safety

training And the moi e they learn, the moie

you gam We have a lot of unique solutions

that can help your company minimize your

risks And if a solution for your problem
'J

esn I Cul i endy exist, we'll create one This

continued qu st is just one more way we 3e[

oun,Aves apal t To ilnd out moi e about how we

can help yout con*ny, call 1877 229 2165
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A CNA COMPANY 44

DIFFERENT For good reacon
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