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In Brief

PBGC deficit
falls in 2007

Aided by no major pension plan
failures, higher interest rate
assumptions and robust
investment results, the Pension
Benefit Guaranty Corp. narrowed
its deficit to $13.1 billion in fiscal
2007, a $5 billion reduction from
tbe prior year and a nearly $10
billion improvement from 2005.
During fiscal 2007, the PBGC
terminated 110 plans with $3.8
billion in assets and $4.97 billion
in liabilities, for a funding
shortfall of $1.17 billion. However,
all but $178 million of that was

previously booked as probable.

USI appoints new
chief executive

David L. Eslick, chairman,

, president and chief executive
officer of USI Holdings Corp., has
left the brokerage and has been
succeeded by Michael J. Sicard, a

See IN BRIEF page 38

SPOTLIGHT

CENTERS OF
INNOVATION

The Centers of Innovation
Spotlight
report is

#r ,, Business

f-A* insurance-s
look at
f some of the
markets,
companies

E and people
who are
leading
innovation

in the commercial insurance
industry.
Page 11

..30 INSURERS EMBRACE
CUOMO MODEL FOR

t DOC RANKINGS / PAGE 3

Ji

$5

www.businessinsurance.com

JUDGE REJECTS ILLINOIS LAVW

CAPPING DAMAGES AVWARDS

enate OKs 7=year back

As expimtion nears, House and Senate must workto  ©

By MARK A. HOFMANN

WASHINGTON-Advocates of the

federal terrorism insurance back-

stop are feeling more optimistic
that the program willlast beyond its
scheduled Dec. 31 expiration,
thanks to the Senate's approval of
measure to extend the program
another seven years.

The vote came Friday shortly

before the Senate was scheduled to

break for its Thanksgiving recess.

Had the Senate not approved the
Terrorism Risk Insurance Program
Reauthorization Act last week,
action would have stalled until next
month, which could have resulted
in the program expiring, at least
temporarily. Supporters of the back-
stop said even a temporary expira-
tion could have caused insurance
marketplace dislocations, as under-
writers might hesitate to issue poli-
cies without a guarantee of federal
backing to help cover the losses
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AVERAGE HEALTH CARE COST INCREASES

Increase in per employee health care plan costs by region for employers with

Individuall suits likely
over subprime losses

at least 500 employees
MIDWEST +5.9%

$8.513
2006 $8,039

NORTHEAST+3.0%
$8,599
$8,351

2007
2007

2006

Some investors gpected to opt out of dass actions

By DAVE LENCKUS

Financial institutions hit hardest by
the subprime mortgage meltdown
should expect individual lawsuits in
addition to securities class actions as
some shareholders gamble they can
recover far greater damages on their
own, a leading plaintiffs attorney
says.

Having to defend individual, or
"opt-out,"” litigation in addition to a
class action lawsuit drives up poten-
tial losses for any defendant
involved in securities fraud litiga-
tion, defense and insurer attorneys
note. But if investors file individual
lawsuits immediately rather than
taking the typical course of waiting
until after a class action is settled,
defendants' losses should be small-
er, the attorneys said.

Mortgage lenders, securities bro-
kers and other financial institutions

in recent weeks have announced

colossal earnings write-downs to
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account for losses from their sub-
prime mortgage lending practices
and investments in securities
backed by subprime mortgages.

Among the largest third-quarter
write-downs was $9.8 billion by Cit-
igroup Inc. and $7.9 billion by Mer-
rill Lynch. Share prices for both
companies' stock have fallen recent-
ly, and the losses have cost both
companies' chief executive officers
their jobs.

Reinsurance brokerage Guy Car-
penter & Co. L.L.C. estimated in a
report earlier this month that total
losses to directors and officers liabil-
ity insurers from the subprime crisis
could top $3 billion.

The losses already announced by
financial institutions are large
enough to make the risky opt-out
securities lawsuits worth pursuing
for certain investors, said plaintiffs
attorney Patrick J. Coughlin of

See OPT-OUT page 36
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Health plan cost hikes
stay at 6.1%: Survey

Cost-control e#orts help hold down increases

By JERRY GEISEL

Cost increases for U.S. group health
care plans continue to hold steady
as more employers take steps to
keep spending under control.
Group health plan
increased 6.1% this year to an aver-
age of $7,983 per employee, up
from $7,523 last year, according to a
survey of nearly 3,000 employers

released today by Mercer L.L.C. in
New York.

costs

That marks the third consecutive

year that health care plan costs have
increased 6.1%. While that is

roughly double the rise in the Con-

sumer Price Index, it is a big
improvement from just a few years
ago, when annual health plan
increases were rising by double dig-
its and employers despaired about
their seeming inability to bring
costs under control. In 2002, for
example, costs jumped an average
of 14.7%; in 2003, costs climbed an
average 10.1% (see chart, page 37).

"The good news is that cost
increases are flat and are not going
in the wrong direction," said Blaine
Bos, a survey author and a partner
in Mercer's Minneapolis office.

See COSTS page 37
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Reinsurance trends
in new Re Views

Global reinsurance industry
leaders discuss market trends in
Re Views, a series of video
interviews produced by Business
/nsurance. In the latest report,
learn about discussions at
recent gatherings in Baden-
Baden, Germany, as well as the
Boston meeting of the Property
Casualty Insurers Assn. of
America. Go to www.Business

Insurance.com/video.

QUESTIONS & ANSWERS

Podcast explores
product development

Ty R. Sagalow of American
International Group discusses
the culture of creativity at AlIG in
print (page 18) and online. To
hear an audio

podcast and read

an expanded

E,01* 11 interview, visit
& ,-4' ta www.Business

Insurance.com/

QandA. This and
other podcasts can be heard at
A stand-alone feature is at
www.Businesslnsurance.com/

audio.

RISK MANAGER OF THE YEAR®

Deadline for 2008 award
extended to Nov. 30

The deadline to nominate
someone for the 2008 Business

/nsurance Risk Manager of the

Year® award has been extended
to Nov. 30. The winner will be
profiled in a future issue.
Download a nomination form at
www.Businesslnsurance.com/
RMOYor request a form from

B/Editor Regis Coccia at

rcoccia@businessinsurance.corn.
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Canadian employers lobby for pension reform

Business groups seek
end to partial windups,
control of excess funds

By GLORIA GONZALEZ
TORONTO-Canadian employer
groups are lobbying an Ontario
pension task force to encourage
plan sponsors to maintain defined
benefit plans by eliminating partial
plan windups and giving employers
exclusive authority to decide the
use of surplus funds.

Unions strongly object to such
changes in Ontario's Pension Bene-
fits Act, saying partial windups offer
critical protections to plan mem-
bers, who also have a say in using
excess funds.

The Ontario Expert Commission

on Pensions was appointed last year
to review the law and its rules gov-
eming funding, deficits and sur-
pluses of defined benefit pension
plans. The commission held public
hearings in several Ontario cities
over the past month to get com-

ments for its report, which will be
filed with the Ontario minister of

finance next summer.

While observers agree that
defined benefit plans are critical to
the Canadian retirement system
and changes are needed to encour-
age employers to establish and
maintain them, there is significant
disagreement between employers
and unions on how to strengthen
the defined benefit system.

High on the list of priorities for
Canadian plan sponsors is removal
of the Ontario law's provision
allowing partial plan windups, or

lllinois judge throws out

med mal damage caps

Hospital and doctor
will appeal directly
to state's high court

By JEFF CASALE

CHICAGO-A Cook County judge's
ruling that a key lllinois tort reform
measure capping punitive damages
in medical malpractice cases is
unconstitutional will be appealed to
the state's high court, lawyers for a
hospital and a doctor say.

The ruling disappointed tort
reform advocates who hold that
previous high damage awards in the
state have led to large increases in
insurance rates that have driven
physicians out of lllinois.

But representatives of personal-
injury attorneys and others wel-
comed the ruling.

The case, Abigaile LeBron vs.
Gottlieb Memorial Hospital and Dr.
Roberto Levi-D'Ancona, is the
first challenge of a 2005 lllinois
medical malpractice reform law that
capped noneconomic damages at
$500,000 per doctor and $1 million
per hospital.

In the case, the LeBron family
sued Gottlieb Memorial Hospital
and Dr. Levi-D'Ancona, alleging
that the physician failed to respond
quickly to complications during
their daughter Abigaile's October
2005 birth and, as a result, the child
was born with severe brain damage,
according to court documents.

Cook County Circuit Judge Diane
Larsen in Chicago granted the
LeBrons' request and ruled that caps
on med mal awards violate the llli-
nois Constitution's separation of
powers clause, which says the legis-
lature cannot interfere with judges
and juries in determining fair dam-
ages.

Judge Larsen's ruling cited a 1997
decision in Vernon Best vs. Taylor
Machine Works, in which the lllinois

Supreme Court overturned a 1995
law that introduced caps in person-
al-injury cases.

Defense lawyers for the Melrose
Park, lll., hospital and doctor said
they will appeal directly to the llli-

nois Supreme Court, as the case
involves a constitutional issue.

Tort reform advocates said the
ruling was disappointing but not
surprising.

"Cook County is a notorious judi-
cial hellhole," said Darren Mci<in-
ney, spokesman for the Washing-
ton-based American Tort Reform
Assn. "What goes on there should

surprise no one."
Illinois enacted the 2005 law to

address an access-to-care crisis that
led doctors to flee the state after
more than 44 verdicts or settle-
ments in excess of $5 million in
Cook County the previous year,
according to the Washington-based
American Insurance Assn.

Other states, including Texas and
California, have implemented
noneconomic damage caps that
have worked to reform advocates’
advantage, according to ATRA and
the lllinois Civil Justice League, a
tort reform advocacy group. As a
result, they say, physicians have
been leaving high litigation states

without caps in favor for ones that
have them.

"Florida, California and Texas
have all had successful reforms in
capping noneconomic damages,"
Mr. McKinney said. "The Texas
state office, for example, has a back-
log of licensed doctors applying to
practice in the state."

Ed Murnane, president of the llli-
nois Civil Justice League, said after
lllinois lawmakers approved the
reform, many doctors who'd been
considering leaving the state decid-
ed to stay and, as a result, more mal-
practice insurers came to the state

to write business.

See MED MAL page 37

terminating part of a pension plan
and distributing assets related to
that part of the plan.

Employer groups such as the
Ontario Chamber of Commerce

and Financial Executives Interna-

tional Canada advocated eliminat-

ing partial plan windup provisions
from the legislation.

Steve Eadie, chair of the OCC
Pension Task Force, cited numerous
problems with partial plan termina-
tions, including that sponsors are
required to pay out any surplus
related to the partially wound-up
portion and that members affected
by a windup often receive increased
benefits at the expense of other
members. "The partial plan windup
rule is an attempt to provide them
more than 100 cents on the dollar,"

he said.

If the provisions are not eliminat-

LANDOV

ed, employers suggested imple-
menting more restrictive condi-
tions, including eliminating the
regulator's discretionary power to
order a partial windup when a busi-
ness restructuring occurs, such as a
downsizing program or plant do-
The issue of partial plan windups
was thrust into the spotlight by a
controversial Supreme Court of
Canada decision in Monsanto Cami-
da Inc. vs. Ontario (Superintendent of
Financial Services), which required
that surpluses be distributed in par-
fially woundup pension plans (B,
Aug. 9,2004).
Partial windup provisions,
though, provide regulators with
flexibility and prevent an employer
from keeping a plan active simply

See ONTARIO page 35

'Health insurance

companies are beginning
to realize if they want to
implement a doctor
ranking program, they
should adopt our national
model, which is supported
not just by insurers, but
also by national physician

and consumer groups.'

Andrew Cuomo, N.Y. attorney general

More insurers embrace

doctor ranking model

Aema, WellPoint

latest to implement
Cuomo approach

By GLORIA GONZALEZ

NEW YORK-Employers and con-
sumers will receive necessary and
reliable information on physician
performance now that three of the
nation's largest health insurers have
adopted the New York attorney
general's model for doctor-ranking
programs, observers say.

WellPoint Inc. and Aetna Inc.
have joined CIGNA Corp. in agree-
ing to fully disclose to consumers,
physicians and plan sponsors the
cost and quality metrics the insurers
use to rank doctors.

The agreements "create a founda-
tion for expanding the collection of
physician performance informa-
tion," said Chuck Bell, programs

director for Consumers Union in

Yonkers, N.Y. "We're hoping a lot
more information about perfor-
mance is going to get reported to
consumers and employers."

Physician ranking programs are
critical to knowing the value of
health care services, but the agree-
ments also create necessary guide-
lines for these programs and inform
employers where the information is
coming from, said Laurel Pickering,
executive director of the New York
Business Group on Health. "We
actually are very pleased with the
agreements being signed by the
plans and the attorney general,” she
said.

CIGNA Healthcare, a unit of
Philadelphia-based CIGNA Corp.,
last month became the first insurer
to reach an agreement with New
York Attorney General Andrew
Cuomo to disclose to consumers
how much of its physician evalua-
tion process was based on cost effi-

See DOCTORS page 36
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House panel hears debate on liability for foreign products

Lawyers urge changes

to ensure overseas firms
are held accounmble

By MARK A. HOFMANN

WASHINGTON-Congress can and
should make certain that foreign
manufacturers that introduce defec-
tive products into U.S. commerce be
subject to U.S. tort law, witnesses
told a House panel last week.

That's despite a 20-year-old
Supreme Court decision that
appears to place such manufactur-
ers beyond the reach of U.S. law
under some circumstances.

In fact, foreign manufacturers
should be required to obtain an
import license and purchase prod-
uct liability insurance, post bonds

and agree to be subject to U.S.
courts before being permitted to
ship their goods to the United
States, a product liability attorney
told a House panel last week.
Thomas Gowen, a Philadelphia-
based partner with Locks Law Firm
L.L.C., told the House Judiciary

Committee's Subcommittee on

Commercial and Administrative

Law that the license should require
the name, address, product lines
and brand names made by the com-
pany to make sure that such manu-
facturers are held accountable.
Those that refuse to pay damages
levied by U.S. courts for faulty prod-
ucts should be stripped of their
license, he said.

But Victor Schwartz, general
counsel for the American Tort
Reform Assn. who appeared before
the panel on behalf of the U.S.

PORT Or 0.\KLAND

US COAST GUARD

Container ship Cosco Busan suffered hull damage after colliding with San
Francisco's Bay Bridge, resulting in 58,000 gallons of oil spilling into San

Francisco Bav.

P&1 club cove rs liability
for oil spill off California

Steamship Mutual wrote ship s insurance

By JUDY GREENWALD

SAN FRANCISCO--A container ship
that collided Nov. 7 with San Fran-
cisco's Bay Bridge, spilling 58,000
gallons of oil into San Francisco
Bay, is fully insured for the cleanup
through its insurer, Steamship
Mutual Underwriters Assn. (Bermu-
da) Ltd., said a spokesman for the
ship's owner.

The spokesman for Regal Stone
Ltd. of Hong Kong, the owner of the
Cosco Busan, could not provide
information on liability limits.

Steamship Mutual, a protection
and indemnity club, is a member of
the International Group of P&l
Assns., which provides reinsurance

for club members.

According to.Dennis L. Bryant, a

Washington-based maritime attor-
ney with Holland & Knight L.L.P.,
under federal law, the ship would
have been required to have $61.9
million in coverage.

A Steamship Mutual spokesman
declined to comment.

Federal authorities have launched

a criminal investigation into the
spill, which occurred during dense
fog when the ship struck the protec-
tive fendering system of the Bay
Bridge. The National Transporta-
tion Board is also investigating the
incident.

As of Thursday, about 1,400 peo-
ple and 45 vessels have been work-
ing on the spill response, which has
led to the closing of 27 area beaches
and endangered area wildlife,
according to the U.S. Coast Guard.

Many international companies, such

as Toyota Motor Corp., do not need to

be subject to such a requirement

because they already accept the

jurisdiction of U.S. courts.

Victor Schwartz, American Tort Reform Assn.

Chamber of Commerce's Institute
for Legal Reform, cautioned against
imposing such requirements too
broadly. In an interview after the
hearing, he said many international
companies, such as Toyota Motor
Corp., do not need to be subject to
such a requirement because they
already accept the jurisdiction of

U.S. courts.

At the heart of the discussion was
the impact of the Supreme Court's
1987 ruling in Asahi Metal Co. Ltd.
vs. Superior Court of California, Solano
County, a case involving an indem-
nity claim between two foreign
companies after a product liability
cases involving California citizens

had been settled. Basically, MI.
Schwartz said, the high court ruled
the "mere foreseeability” that a
product would be sold in the Unit-
ed States was insufficient to subject

the defendant to a state court's

jurisdiction, an argument foreign

manufacturers have made in

attempts to get summary judg-
ments in product liability cases

"I think a lot of people and courts
have perhaps over-read the decision
and believe that it is impossible to
get jurisdiction over a foreign man-
ufacturer who supplies a compo-
nent part or component process
and does not do business in the
United States," Mr. Schwartz said in
the interview. "But | think the
entire panel-including myself-
believed that reading of Asahi is

See LIABILITY page 6

Getting OK for benefits in captive
easier than many employers think

Low-cost changes
to sweeten benefits
can satis# DOL

By JERRY GEISEL

SCOTTSDALE, Ariz.-Concern

over a key federal regulatory
requirement should not deter
employers interested in expand-
ing their captives to fund
employee benefit risks, captive

experts say.

Under the

requirement
irnposed in 1999 by the Labor
Department, which must give its
seal of approval before an
employer can fund benefit risks

Use of alternative risk

of U.S. employees and their
dependents through a domestic
captive, the employer has to
sweeten plan participants' bene-
fits.

When Sun Microsystems Inc.,
the Santa Clara, Calif.-based
computer net-
work systems
company, decid-

ed to reinsure

COVERAGE
of the 17th
annual World

Captive Forum life insurance

ti ..
continues on policies through
pages 26 and the

28.

Vermont
branch of its
Bermuda-domi-
ciled captive, it examined bene-
fit improvements by other
employers that had secured
Labor Department approval for

their captive benefits funding

programs.
"We benchmarked what oth-

ers had done," said Suzanne Gal-
lie, Sun's senior risk manager in
its corporate risk management
department in Broomfield, Colo.

To that end, Sun increased life
insurance benefits in several
ways in launching its captive
benefits funding program in
2006. Among other things, Sun
reduced coverage premiums,
improved an existing accelerated
death benefit and added a bene-
fit to pay up to $20,000 a year for
up to four years to cover the edu-
cational expenses of dependent

See BENEFITS page 24

transfer

increases despite soft market

Growing comfort
with risk retention

seen as arwing Jorce

By ROBERTO CENICEROS

SCOTTSDALE, Ariz.-Interest in
alternative risk transfer mecha-
nisms continues to grow "fairly
significantly” despite ongoing
softness in insurance prices, an
industry economist told the
World Captive Forum.
Historically, when insurance
prices fall, the use of captives,

risk retention groups and other

self-insurance practices recede as

premiums flow back to tradition-
al insurance, said Robert P.

Hartwig, president and chief
economist of the Insurance

Information Institute in New
York.

"That isn't happening today,"
Mr. Hartwig said. "That is a little
bit different from the past" and
reflects corporations' growing
comfort with assuming greater
amounts of risk.

Property/casualty insurers,
meanwhile, are seeing their pre-

mium volume shrink. Insurance

prices that are "dropping like a
stone" account for much of the
premium volume decline, Mr.
Hartwig told the Nov. 5-7 meet-

ing of the WCF.

Insurers have given back
about five years of premium
growth in the past three years,
he said.

During the third quarter, pric-
ing for an average commercial
account fell 13.3%, Mr. Hartwig
said. That puts insurance prices

at the same level they were in
mid- to late 2002.

At the same time, it is becom-
ing easier to understand, man-
age and afford alternative risk
transfer arrangements. Commer-
cial insurers, therefore, also are
losing premium volume as cor-

See RISK TRANSFER page 28
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Liability: Change urged to ensure overseas firms held accountable

CONTINUED FROM PAGE 4

overstated and that there is room

for Congress to extend jurisdiction
over such manufacturers in circum-
stances where the product for
which they supplied a component

or process is distributed throughout
the United States in substantial

numbers.”

But one question that arose dur-
ing the hearing was how far the
chain of accountability stretches.

If foreign manufacturers cannot
be held accountable, then others in
the stream of commerce, such as
retailers and distributors, must be,
said Pamela Gilbert, partner in the

Washington law finn Cuneo Gilbert

& LaDuca L.L.P. and former execu-

tive director of the U.S. Consumer

Product Safety Commission. Such
entities must be responsible for
notifying the public of the faulty
products and carrying out a recall,
she said.

"The CPSC, as a last resort, can go
after the retailer,"” she said, adding
that the ability to do so is a "very,
very critical piece of the puzzle."

The other witness before the
committee left no doubt as to his
opinion of the root of the prob-
lem-supporters of the tort reform

movement.

"With singular determination,

they sought to dismantle" a tough,
market-oriented civil justice system,
said Andrew Popper, a professor at
American University's Washington
College of Law in Washington.

But "the backbone of the tort sys-
tem-negligence law-has survived
the onslaught,” he said.

Congress should step in to hold
foreign manufacturers of defective
goods accountable, said Mr. Popper.
"It is time at last to facilitate justice,
not impede it."

"l don't believe people in China
who put lead paint in toys that hurt
children" were thinking they could
do so because of U.S. tort reforms,
Mr. Schwartz said later during the
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hearing.

During a question-and-answer
period after the testimony, Mr. Pop-
per stressed that relieving retailers

of responsibility for defective prod-
ucts is a "terrible idea." He said "sell-

ers have an enormous influence on

design" of products. "They need to
take responsibility for the products
they sell."

Both Mr. Schwartz and Ms.
Gilbert said after the hearing that
Congress may indeed take action.

"The subcommittee may consider
legislation, but | do not think it will
have anything to do with tort
reform. The focus of the hearing
was whether there needs to be
any change in law to address
people who send defective products
or parts of defective products into
the United States," said Mr.
Schwartz.

Ms. Gilbert called the hearing his-
toric in the sense that all the wit-
nesses plus committee members
from both parties were "all agreeing
that foreign manufacturers should
be accountable in the U.S. legal sys-

tern.

LANDDY

Overseas manufacturers of goods
sold in the United States should be
accountable to U.S. tort laws, wit-

nesses told a House panel last week

"l think we may see legislaticn

because there seenns to be

widespread support. It does look
like constitutionally Congress can
do something and politically it may
be able to act, too," she said.

B/webcast discusses

comp terrorism risks

Terrorism presents a unique
challenge to the workers com-
pensation system, according to a
workers comp expert.

"Workers compensation was
never intended to cover terror-

ism," said MarkJ. Noonan, man-
aging director and workers com-
pensation practice leader at
Marsh Inc. But no state allows a
workers comp terrorism exclu-
sion, and underwriters must also
contend with a lack of reinsur-
ance and heavy state rate regula-
tion, he said.

Mr. Noonan was one of three
panelists discussing "Workers
Compensation: Protecting Peo-
ple in the Age of Terrorism Risk"
in a Nov. 14 Business Insumnce
Online Executive Forum™, mod-
erated by Bl Senior Editor and
Western Bureau Chief Roberto
Ceniceros. The interactive forum
occurred only days before the
Senate passed a bill that would
extend the federal terrorism
insurance backstop for seven
years beyond its current sched-
uled Dec. 31 expiration date (see
story, page 1). The House had

already approved its own bill to
extend the program 15 years and
expand it to cover group life
insurance and acts of domestic
and foreign terrorism.

Dawn Watkins, chief risk offi-
cer for the Los Angeles Unified
School District, noted that a sin-
gle act of terrorism could results
in millions of dollars of workers
comp claims. She noted that
enterprises are often grouped
together in a downtown area,
raising the possibility of high
casualties.

Richard L. Thomas, senior vp

and chief underwriting officer

for American International

Group Inc.'s Domestic Brokerage
Group, explained how the Sept.
11, 2001, attacks impacted
underwriting as insurers faced
the question «how do you go
about deciding what you're
going to insure and how do you
price for it?"

To view an archived version of
this webcast as well as other
Online Executive Forums, please
visit www.Businessinsumnce.com/

webinars.



We

wa nt
you to
Know The Value of Information
©2007 Aetna Inc. Plans are offered by Aetna Health of California Inc., Aetna Life Insurance Company and its

affiliates. Health benefits and health insurance plans contain exclusions and limitations. *Aetna Performance Tracking
Report (02/07) of medical members from 1/06-12/06. MAGIC 8 BALL® and associated trademarks and trade dress

are owned by, and used under license from, Mattel, Inc. © 2007 Mattel, Inc. All Rights Reserved.
200703

There's a smarter

way to make

health care decisions.

People look to a number of sources to
help them make their health care choices.
Some are better than others. At Aetna, we
provide our members with the information
they need to make better decisions. In
fact, 91% of our members say they're
satisfied that we provide clear and useful
information on health care coverage
and benefits: "We Want You To Know"
is more than a slogan. It's a commitment.
Make a smart decision now and contact
your broker, consultant, or Aetna

representative, or visit us at aetna.com.
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OPINIONS

Employers can win
health care cost battle

IS THE GLASS half-full or half-empty?

That's a reasonable question to ask when analyzing the results of
the latest Mercer L.L.C. health care cost survey. As we report on page
1, group health care plan costs increased an average 6.1% in 2007, the
same percentage increase as in 2006 and 2005.

On one hand, that increase is roughly double the rise in general
inflation, a trend that obviously cannot continue to be sustained
indefinitely.

On the other hand, the most recent cost increases amplify the
progress that employers and insurers have made in controlling costs.
Double-digit annual increases were the norm just a few years ago, and
employers had little
optimism that costs

could be controlled. EVIdenCG IS accumUIatlng
Today, there ™ that CDHPs really can

greater optimism. Em-

ployers are embracing keep cost increases in check.

basic, common-sense

approaches, such as

introducing programs

to better manage costs and new consumer-driven plans that give
employees financial incentives to use health care services efficiently.

We think those programs' potential to hold down costs has barely
been tapped. Just 5% of employees, for example, currently are
enrolled in CDHPs, for which costs are substantially lower than more
traditional health care plans.

Imagine what the impact would be if 95% of employees were
enrolled in CDHPs.

While there are many reasons-some beyond the control of
employers and employees-why health care costs have increased so
much in recent years, plenty is within employers' domain.

Evidence is accumulating that CDHPs really can keep cost increas-
es in check. The plans expose employees to big medical bills but also
give them accounts, such as health savings accounts, to partially pay
uncovered expenses and then allow employees to hold on to the
unused balances.

The battle to control rising costs has just begun, but employers
should have every reason to believe it is a battle that they can win.

Tort reform victories

can turn into memories
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B/beats list

Inai*rt k ensure continumg timely coverege Offisk wanag:ment, insurance ansi beneft-related news,
Busmess Insinnce has formalized a list of its -eporters' cts:gnel beats. Tais list is mt intended to be
exclas{ve but -ether to represent core subject areas of impertaniz to Bl re,ders. Bl welcomes ideas and tips
fron readers or these and other areas. Follonig is a list c-f The beats and the prindial reporters for each:

Agents/brokers:
Sallq Rober.s.

Benefits-health care and

ancillary benefits:
Joanne Work.

Benefits-retirement

savings/pensions:

jerri Geise.

Canada-risk management
and benefits:

Gloria Gona,ez.

Employment practices:
Jud¥ Green*aid.

Environmental risk

management: Sally Roberts.

Federal regulation/

legislation-benefits:
Jerty Geise.

Federal regulation/

legislation-risk management:
Mark A. Hofmann.

Health care industry
operat ions: Gloria Gonzalez.

Industry Focus: Rode
Zolkos, Meg Fletdier.

Insurance coverage
litigation: Dougks Mcleod.
Insurance fraud:

Douglas Mcleod.

Latin American markets:

Roberto Cenicercs.

Property/casualty industry
operations: Judy Gre€ nwald.

Professional liability

Dave Lenckus.

Property loss control/

cat risks: Mark A. Hofmann.

On I ine PO” at www.businessinsurance.com

Regulation of insurance:
Meg Fletcher.

Reinsurance:

Judy G-eenwald.

Risk rrbanagennent
profession: Dave Lenckus.

Runoffs/receiverships:

Douala; Mcleod.

Safety/ergonomics: Meg
Fletcher.

Surplus lines/wholesalers:

Robeco Ceniceros.

Tort reform: Mark A.

Hofmaan.

Work/life benefits and
EAPs: Sally Roberts.

Workers compensation:

Roberto Ceniceros.

Should Congress pass a 120-day ectension of the#deralterrorism
insumnce backstop Fflawmakersfail to approve a long-term extension
before the progrants Dec. 31 expiration?
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A CHICAGO JUDGE'S ruling last week striking down caps on noneco-
nomic damages in medical malpractice liability suits underscores one
of the greatest challenges facing those who would reform tort laws.
That challenge is the need to play defense, no matter how impres-
sive an initial victory may seem.
The victory in question was the 2005 enactment of state medical
malpractice reform legislation that capped noneconomic damages at
$500,000 per doctor and $1 million per hospital. But last week, Cook 46.9% 53.1%
County Circuit Court Judge Diane Joan Larsen ruled that the cap vio- vES
lated the lllinois Constitution's separation-of-powers clause.
Fortunately, the defendants in the case have already indicated they
will appeal to the lllinois Supreme Court. While it would have been
better had the limits been upheld by the circuit court, at least the law
will get another review, opening the possibility that the damage caps

will be reinstated.
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The malpractice cap ruling should serve as a strong reminder to tort
reform advocates that legal reforms are never a done deal. Today's vic-
tories-impressive as they may be-an very quickly turn into bitter-
sweet memories. Tort reform is a process that never ends, as reform
advocates in lllinois learned last week.

No victory is guaranteed forever, and reform proponents must be
prepared to make every reasonable effort to defend their triumphs on
very short notice.
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NEXT WEEK'S POLL: Have -ou ever used a health care clinic at a
retail store?

AMERICAN
BUSINESS MENIA

8/ Online Poll tool sponsored by Wausau Insurance Cos.



OME CLIENTS THINK ALL
INSURANCE IS THE SAME.

They ask you for the best price you can find.
And then they have an insurance claim.

That’s when they learn the hard way that not all insurance companies

treat them the same.

If being treated fairly and paid quickly are important to your clients
when they have a loss, you want Chubb.

When your clients insure with Chubb, they’re buying real insurance.

So, place your clients with the best. Insure them with Chubb.

To learn more, go to chubb.com.

Relax. You’ve placed your best clients with Chubb.™

cHuBEB
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ACCIDENT & HEALTH - HOMEOWNERS « AUTO = YACHT « JEWELRY « ART » ANTIQUES

Chubb refers to the ‘nsurers of the Chubb Group of Insurance Comparies. Actual coverage is subject to the language of the polizies as issued.
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policy issued

In recent research, the majority of risk managers reported wait times of 90 to 120 days for commercial
property policies. Beazley's flat structure and depth of underwriting experience means we issue 94%

of our policies within 24 hours of binding, increasing contract certainty and reducing E&Q exposures.

We are especially aggressive on retail, real estate, hospitality and nursing home risks. To learn more, BEAéLhY

please contact Mark Bernacki, Head of Commercial Property, at 630-353-8255. | STRAIGHT ANSWERS.

Beazley Insurance Company, Inc. is an A.M. Best ‘A’ rated company www.beazley.com




SPOTLIGHT

Ever
must innov
products and s.

A business as old as insurance
tends to ingrain habits that some-
times are hard to break. Yet com-
mercial insurers strive to serve the
needs of businesses that face chang-
ing conditions on a global scale.
The Centers of Innovation Spot-
light report is Business Insurance’s
look at some of the markets, compa-
nies and people who are leading
innovation in the commercial
insurance industry.

Over the years, Business Insurance
has report nds in the Lon-

don and Bermuda markets, which
remain the world’s two most impor-
tant centers for insurance and rein-
surance. The Centers of Innovation
feature explores London and
Bermuda but also looks at innova-
tion happening in other markets.

Among the stories in this section
are:

e Why Lloyd’s of London contin-
ues to be a key market for U.S. risk
managers to find coverage for i-
cult risks. The flexibility, underwrit-
ing ex 1dth of cover-
age at the world’s oldest insurance
marketplace offer one-stop shop-
ping, some buyers say.

- n_‘ég,;;-@-,-‘:e»wa' =

® How risk managers and brokers
help dr product innovation in
underwriting. Finding gaps and
unmet needs help identify new
ortunities to craf

1
e What Bermuda's regulatory
environment does to foster the
development of new kinds of insur-
ities and coverages. Bermu-
he market of choice to
mpanies quickly, as evi-

da ren
set up
denced by the waves of startups fol-
lc r catastrophes and mar-
et disruptions.
e How some insurers are able to
deliver complete policies much

Business Insurance November 19, 2007 | 11

faster than the industry average—in
some cases, even before coverage
starts. Poli e still lags, as
buyers have grown ustomed to
waiting weeks or months to get
complete documents.

® The people and processes that
help American International Group
Inc. to launch new property/casual-
ty products very quickly. How quick
is quick? AIG Product Development
is launching a new product every
14.7 day rage.

What will be the next innovatic
in the commercial insurance inc
try? Read this report and you'll get
some good ideas.

NEXT SPOTLIGHT Dec. 3: Environmental Risk Management

SPOTLIGHT

‘ALL ROADS
LEAD TO LONDON
0YD'S’

MANY COOKS
BUILD COVERAGE
‘SMORGASBORD'

Q&A WITH AIG'S
TY R. SAGALOW
ON CREATIVITY

BERMUDA
SPEEDY VS. U.S.
‘FEUDAL SYSTEM'
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U.S. buyers flock to Lloyd's in search of broader coverage

Market's diciency draws US. business as Lloyd's underwriters are the sole decision-makers

By TONY DOWDING

It is the oldest insurance market in

the world and perhaps the most
famous name in the industry. But
what makes Lloyd's of London an
attractive proposition for U.S. risk
managers, especially in such a com-
petitive marketplace?

Lloyd's is highly rated, has a
broad global reach, is highly innova-
tive and can provide a broad range
of coverage. But this is true of many

domestic U.S. insurers.

Joe Restoule, senior risk consul-

tant at NOVA Chemicals Corp. in
Calgary, Alberta, has been placing
business at Lloyd's since 1992, most-
ly traditional property and casualty
risks as well as political, project and
various construction risks, and he
visits Lloyd's four or five times a
year.

"All roads lead to London and
Lloyd's, even if you are dealing with
domestic carriers, because Lloyd's
will be assodated with the place-
ment in some fashion, perhaps
through facultative or treaty reinsur-
ance. So if you want to work direct-

For The Trailblazers
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ly with the risk taker, you want to
head to London and speak with
them," Mr. Restoule said.

"Also, Lloyd's is a one-stop shop.
Unlike Bermuda and other mar-
kets," he said, "Lloyd's offers you
more variety, primary coverages,
umbrella coverage, first excess, and
you can build a whole tower. So for
a consumer, it makes it easy because
you can conduct your transaction in
a single location."

One of Lloyd's main advantages,
said Julian Ball, senior vp, global
placement for the North American

=4 2T r=

Innovation is risk. Wells Fargo Insurance Services knows how to manage
both. From any local office, we can tap into the experience of knowledgeable
insurance professionals across America. We know the local territory. We'll guide

you through it.

Talk to America's leading local insurance brokerage today.

Wells Fargo Insurance Services

property group at Marsh Inc. in Lon-
don, is that the underwriter makes
the decision.

"There is no funnel of manage-
ment that they have to go through
in order to get the sign-off to write a
piece of business,” Mr. Ball said.
"Clients like to know that when
they are trading business with these
underwriters that they are dealing
with people that actually under-
stand their business, and can deal
directly with them, in the sense that
they are the ones that make the
decision on what they can offer as a

WELLS
FARGO
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=N
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Commercial Insurance * Employee Benefits . Personal Lines * Administrative Services * Excess & Surplus Lines * Industry Specialties « Reinsurance « International Coverage

product. In addition, from an effi-
ciency, time scale point of view, it
can be quicker because the under-
writers will make the decision there
and then.”

lan McCallister, North American
property underwriter at London-
based Chaucer Syndicates Ltd.,
agreed.

"Large U.S. carriers have a multi-
tude of regional offices and the ser-
vice they get from one may be com-
pletely different from another and
they may have to refer back to head
office," Mr. McCallister said. "When
a risk manager, or the broker, comes
in to Lloyd's, the decision is made
straight away."

Three reasons

"In our experience, U.S. risk man-
agers use Lloyd's for three specific
reasons," said Charles Franks, chief
executive officer of London-based
RJ- Kiln & Co. Ltd., which manages
four Lloyd's syndicates. "Firstly, for
cover that they have difficulty plac-
ing in the U.S. market. Secondly, for
innovative insurance products or
for new products that aim to cover
new or emerging risks; for example,
we often get interest from U.S. risk
managers in trade disruption insur-
ance. And thirdly, for additional
capacity to complete insurance pro-
grams where, for whatever reason,
this is scarce in the U.S."

Nicolas Burl<inshaw, active under-
writer of Catlin Syndicate 2003, said
Lloyd's "has long been regarded as
a center of innovation and expertise
in the insurance industry and
remains so today. For example,
following the 9/11 tragedy, Lloyd's
took the lead in developing stand-
alone terrorism coverage that
was widely sought by U.S. business-

s

Mr. Burkinshaw added that
Lloyd's is the pre-eminent market
for risks such as aviation and ener-,
gy. In other cases, "the local market
may not offer the available capacity,
so U.S. risk managers seek to fill the
gap at Lloyd's. Because Lloyd's is a
subscription market, it can deliver
large amounts of capacity quickly
for major risks."

Lloyd's brokers often create facili-
ties involving a consortium of syn-
dicates that provide considerable
capacity. Mr. Ball pointed to
Marsh's new property facility that
provides up to $425 million of non-
catastrophe capacity for U.S. and
Canadian companies. The facility
can also be adapted to provide up to
$262.5 million of noncritical catas-
trophe capacity and up to $111.75
million of critical catastrophe capac-
ity, or capacity for catastrophe-
prone areas.

Beaumont Vance, senior enter-
prise risk manager at Sun Microsys-
tems Inc. in Broomfield, Colo., said
he places cargo business with
Lloyd's.

"Their chief advantage on that
line is price. But Lloyd's also has a
highly professional staff in general,
and they can be far more flexible in
considering a risk than some other
carriers," Mr. Vance said.

See LLOYD'S page 14



In moments of fear and uncertainty, you take the
first brave steps so that others may follow.

Fireman's Fund believes that courage is contagious. That
when our employees and agents step up to face uncertainty
and risk without blinking, the trust and confidence of our
policyholders will follow.

It's a belief that drives the strong relationships we form with
our exclusive network of agents. Relationships based on
mutual respect and a common appreciation of the superior
value we provide our clients. Because we believe it's easier to
take those courageous first steps when you know you have
the support behind you.

Fireman's Fund contributes a portion of profits to support firefighters for safer communities.

For more information, visit www.firemansfund.com.

Firemank
Fund®

A company of Allianz @



14 1 November 19, 2007 Business Insurance

SPOTLIGHT

FM Global, Beazley trim delay for policy issuance Lloyd's:

By REGIS COCCIA

One innovation many U.S. insur-
ance buyers would like to see is time-

ly delivery of policies, instead of typ-
ical waits of weeks or months.

Two insurers have reduced that
time frame considerably. They're
delivering most of their property
policies by the time coverage takes
effect-in some cases, even earlier.

A study last year by the Risk &
Insurance Management Society Inc.
showed only 5% of policyholders
got their policy documents within
30 days of inception, with the major-
ity waiting 90 to 120 days (BI, May 1,

2006). Until complete documents
are delivered, what policyholders
and underwriters agree to is not
always clear, market sources note.
Factory Mutual Insurance Co.,
which does business as FM Global,
and Beazley USA have made big
strides in contract certainty by deliv-
ering complete policies quickly.
Beazley USA, an admitted-market
division of London-based Beazley
Group P.L.C., is trying to raise the
bar for the industry through faster
policy issuance to U.S. middle-mar-
ket commerdal property customers.
"We saw an opportunity to
increase service expectations and

lessen our brokers' errors and omis-

sions exposure if we could deliver
our policies immediately on bind-
ing," said Mark Bemacki, head of
commerdal property at Beazley USA,
based in suburban Chicago.

"Policy issuance is key for this seg-
ment. They're used to dealing with
other vendors where they pay for a

product and receive it" right away,
he said. "The middle market

demands results.”

About 94% of Beazley's commer-
cial property policies have been
issued upon binding, and about 83%

have been issued before coverage
took effect, said Mr. Bernacki. Rea-

At American Appraisal leadership has nothing to do with

being the biggest; it is all about being the best.

VWhen American Appraisal began business in 1896 it essentially

created the valuation profession. Today, we are an unrivaled

thought leader with the global scale and ambition to be number

one in our market. Every day, in every major financial city

throughout the world, our consultants work collaboratively to

provide clients with informed, forward-looking perspectives;

accurate and reliable guidance. In doing so they frequently set

the standard within our profession. We share our collective

insights from the podium, in print, through chairmanships and

via significant participation in many of our profession's governing

bodies and associations.

When you need valuation or valuation-related advisory services,

what matters most is leadership, the rest is a matter of course.

www.american-appraisal.com
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sons that Beazley has not yet been
able to reach 100% indude receiving
orders late in the trading day and
regulations by some states, such as
Nevada, that require a physical sig-
nature on documents, he said.

How does Beazley deliver com-
plete property policies by inception?
It spent about a year rebuilding its
underwriting system, called Beazley-

Trade, so that it doesn't just capture
data but aims to deliver finished

policies. Specialty casualty lines
operate under a different underwrit-
ing system and can be complex, but

See DELIVERY page 16
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"As far as terms are concerned,
everything is up for trade, and the
pricing is reasonable,"” Mr. Restoule
said.

Karen Beier, vp, risk management
at Shaklee Corp. in Pleasanton,
Calif., said she "found Lloyd's to be
an excellent market for quota share
property programs for difficult
exposures such as California earth-
quake and underground cold stor-
age, as well as crop insurance. Addi-
tionally, I've placed our special
events insurance with Lloyd's in the
past to obtain coverage for recre-
ational activities in conjunction
with conventions, more flexible
reporting provisions and better pric-
ing."

Mr. Ball said how Lloyd's attracts
U.S. business is changing over time.

"In the past, brokers were very
much the source of business, and
while brokers continue to feed that
business to Lloyd's, certain syndi-
cates now have individuals that are
new business development leaders
or producers and they will work in
tandem with brokers, while some
corporate syndicates are establish-
ing operations in the U.S. with
offices and/or representatives local-
ly," he said.

Face-to-face

But whether they have a U.S.
office or work through brokers,
Lloyd's underwriters stress the
importance of face-to-face meet-
ings.

"Wherever it is possible, we take
the opportunity to meet with U.S.
risk managers and, in particular, to
exchange views on current and new
risk management issues," said Mr.
Franks of RJ. Kiln.

"A lot of risk managers are incred-
ibly well-educated, but there is still
a bit of a cultural divide, which is an
ongoing issue that needs to be bro-
ken down," said Mr. McCallister.
"And this involves not just the
Lloyd's broker, but also the under-
writer traveling out to the U.S. to
have a face-to-face relationship with
the risk manager. The fact that they
can sit down with an underwriter
face-to-face whenever they like is a
huge advantage for any risk manag-
er.”

NOVA's Mr. Restoule agreed.
"The reason | trade at Lloyd's is that
they want to understand the risk
profile, the philosophy of the com-
pany, the risk tolerance, the risk
management programs and, more
importantly, once they have an
understanding of that, they are will-
ing to transact the risk transfer with
a great degree of open-minded-
ness," he said.

He pointed out the importance of
a long-term relationship. «They
really do make an effort to keep a
relationship going,” he said. "And
over the years, | have needed a
favor, I've needed a tough place-
ment, and it is a market | can go to

and ask for help, and ask for a
favor."”
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Did you know that vanilla flavoring has a flashpoint below 100° F, making it a Class 1 flammable liquid capable of causing an inferno?
That was certainly news to a major ice cream factory and Liberty Mutual Property customer. Fortunately, we conducted an engineering
evaluation that revealed this risk, and our engineers provided practical storage, containment and fire safety recommendations. The
bottom line is, our loss control programs work. And in instances like this, help prevent millions of dollars in damage. Plus, should disaster
strike, we honor our commitments by responding quickly, keeping you informed and paying your claim in a timely fashion. That's our policy.
For more information on our property insurance, visit libertymutual.com/property.
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Delivery: Speeding up policy issuance

CONTINUED FROM PAGE 14

Beazley is working to simplify the
process in those areas too, he said.
Contract certainty is part of Beaz-
ley Group's culture, Mr. Bernacki
said. At Lloyd's of London, Beazley
operates syndicates 623 and 2623,
and was the first to develop "a broker
queuing system, so we introduced
efficiency in the market. Then we
were the first to add Web cams,"
allowing site visitors to see at a given
time which underwriters were avail-
able in the box at Lloyd's, he said.
Johnston, R.l.-based FM Global
began making contract certainty a
goal "years before it was chic,” said

Randy Schreitmueller, vp of market
relations and product and service
innovation.

Four pillars support FM Global's
ability to deliver more than 90% of
its policies within 30 days of incep-
tion: goals for policy production, a
common system to generate policies,
customizable policy forms that can
be delivered quickly and processes
that enable the first three. Affiliated
FM, a unit of FM Global that insures
smaller and midsize accounts, is dos-
er to "100% policy delivery at incep-
tion," he said.

"Contract certainty is broader
than policy issuance. It's making
sure you have a common concep-

tion of terms and conditions" at the

time of binding, Mr. Schreitmueller
said. Improving policy delivery is
also "a two-way street," requiring
policyholders to provide informa-
tion on their risks in ample time pri-
or to binding or renewal, he noted.
The problem of insurance con-
tracts not being certain at policy
inception was illustrated in horrific
fashion after the Sept. 11 terrorist
attacks. While coverage on the
World Trade Center had been bound
in July 2001, complete policies had
not been delivered by the time of the
attacks. That uncertainty resulted in
a nearly six-year, multibillion-dollar
dispute, settled earlier this year.

SPOTLIGHT

Many sources kindle

product innovations

Buyers, brokers ojken drive covemge changes

By LOUISE ESOLA

Commercial insurers worldwide uti-
lize a smorgasbord of methods to
create, launch and market new
products, according to product
developers at top insurers and bro-
kers.

Some rely on teams of developers
that focus solely on bringing new
products to the market by way of
broker focus groups or actuarial

Who goes

the extra mile

to understand

your needs?

BMS

We do. As a leading reinsurance broker, we invest time with you, asking

the right questions, acting knowledgeably on the answers and using

the best modelling and analytic tools to explore the options available to

because we completely understand your risk management needs.

www.bmsgroup.com

you. As specialists in our fields we provide you with the right choices

research. Others work with their
own front-line underwriters, bro-
kers and clients to tweak existing

products and repackage them for
different business sectors.

Other insurers scour their exist-
ing policy exclusions to look for
holes that can be filled with new
products. Yet others look to current
events and big losses to craft new
products.

"It varies dramatically how insur-
ers come up with their products,”
said Kevin Kalinich, Chicago-based
co-national managing director for
Aon Professional Risk Solutions, a
unit of Aon Corp.

One of the few common denom-
inators when it comes to innova-
tion among those in the insurance
industry is to identify gaps in
insured coverage and exposures,
said Mr. Kalinich.

Input from both brokers and

clients drives

O&A: inNnovation,

Ty Sagalow of AIG

discusses how

experts say.

"The broker is
the insurer devel- the one who has

ops and launches the most inti-

mate relation-

new products.
Page 18 ship with the
client," said Nor-
man Brown,
New York-based managing director
and head of product development
at Marsh Inc.

"We're the- ones that aggregate
the views of what the clients' needs
are and what their frustrations are,
and from there we link up with
insurers to help develop products,”
Mr. Brown said.

According to Eric Joost, New
York-based global director of mid-
dle markets with Willis Group
Holdings Ltd., the most successful
products are those that are client-
driven.

It's why companies such as ACE
USA doesn't have a formal product
development department, said Brad .
Gow, Philadelphia-based vp of ACE
Professional Risks, the professional
lines division of ACE USA. "With
constant contact with our biggest
(clients), the underwriters are
always crafting new products,” he

said. "Product development is
imbedded with our team of under-

writers."

Sleepless night solutions

"We have to put together prod-
ucts that people are going to buy,"
he said. "We have to have an under-
standing of what is keeping our cus-
tomers awake at night."

XL Insurance is on the cusp of
change. It formed its product devel-
opment team this fall after relying
mostly on product line managers to
create new products, said Nigel
Mortimer, Hamilton, Bermuda-
based director of the newly formed
product development team.

XL plans to provide its underwrit-
ers with proposal forms that would
require the signatures of product
line heads to be considered by the

See PRODUCTS page 18
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By the end of 2005, Bermuda was home to 1,312 insurers that generated
$100.7 billion in gross premiums and reported $110 billion in capital and surplus.
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cases from day one.
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SPOTLIGHT

Bermuda's regulatory regime
drives innovative insurance ideas

By DOUGLAS McLEOD

HAMILTON, Bermuda-Innovative
insurance ideas have found fertile
ground in Bermuda, and their
growth was made possible by an
innovation that preceded them:
Bermuda's regulatory regime.
Unlike the crazy-guilt of state reg-
ulation that prevails in the United
States, the Bermuda regime has
always emphasized efficiency and
sought to accommodate the needs
of sophisticated policyholders,

while also supervising insurer
licensing and solvency, those famil-
iar with the domicile say.

The relative speed with which
new companies can be licensed and
the absence of rate or form regula-
tion has allowed Bermuda insurers
and reinsurers to respond quickly to
buyers' needs, from the early days

of captive insurers in the 19705 to
the recent creation of vehicles like

sidecars and insurance derivatives.

"What makes Bermuda so valu-

able is the American regulatory sys-

tem," said Jon Harkavy, vp and gen-
eral counsel for captive manager
Risk Services LLC. in Washington.

Many Bermuda-born innovations
would not have been possible in the
United States, which has a "feudai
system" of state regulation "that
makes it very hard to address
nationwide problems," Mr. Harkavy
said.

Robert Clements, chairman of
Integro Insurance Brokers, agreed.

Mr. Clements launched a new

phase of Bermuda's growth in the

mid-1980s with the creation of ACE i

Ltd. and XL Capital Ltd. in the
midst of a capacity crisis in the com-
mercial casualty market.

While Bermuda was well estab-

lished as a tax-free jurisdiction, tax

»— »F
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'The rationale was
(Bermuda) was the only

place you could get into
business in three months.'

Robert Clements,
Integro Insurance Brokers

"was not all by itself a rationale" for
basing the insurers there, he said.
"The rationale was it was the only

place you could get into business in
three months."”

"We couldn't have done ACE or
XL in the States,"” Mr. Clements
said.

Since the adoption of its initial
insurance statute, the Insurance Act
1978, Bermuda has experienced sev-
eral growth spurts on its way to
becoming one of the world's lead-
ing insurance centers.

A captive boom in the 1970s was
followed by the groundbreaking
formation of ACE, XL and other
policyholder-owned facilities
responding to the 1980s liability cri-
sis. Catastrophes, natural and man-
made, brought new phases of
growth: 1992's Hurricane Andrew,
the Sept. 11, 2001, terrorist attacks

and 2005's Hurricane Katrina all
attracted billions of dollars of new
capital to existing and startup insur-
ers and reinsurers, sidecar facilities
and cat bond issuers.
By the end of 2005, Bermuda was
, home to 1,312 insurers-869 cap-
tives and 443 professional insurers

See BERMUDA page 22
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Bermuda: Regulators focus on solvency

CONTINUED FROM PAGE 20

and reinsurers-that generated
$100.7 billion in gross premiums
and reported $110 billion in capital
and surplus, according to the
Bermuda Monetary Authority.
Those insurers enjoy a relatively
cooperative relationship with regu-
lators, one that is reflected in the
island's Insurance Act itself: the act
created the Insurance Advisory
Committee, a panel with private
and public sector members that
advises the country's Minister of
Finance on insurance issues. A sub-
committee, the Insurers' Admis-

sions Committee, advises the BMA

on new license applications.

The "light touch" of the coun-
try's regulators is partly a function
of the nature of Bermuda's policy-
holders, generally sophisticated cor-
porate insurance buyers.

"This is not a place for policy-
holders that are not sophisticated,
large corporate entities," said Ken-
neth R. Wylie, a partner with Sidley
Austin L.L.P. in Chicago and a regu-
latory law specialist.

Bermuda regulators "understand
their purpose, in a captive environ-
ment, is not to protect policyhold-
ers from themselves," Mr. Harkavy
said. "Their concern is solvency, sol-
vency, solvency."

In 1995, the Bermuda govern-

ment amended the Insurance Act to
create the current four classes of
license, ranging from Class 1-sin-
gle parent captives-to Class 4,

commercial insurers and reinsurers
with more than $100 million in
capital.

This has contributed to the
island's risk-based framework for
solvency oversight, said Jeremy

Cox, Bermuda's supervisor of insur-

"We assess the nature, scale and
complexity of the entities seeking to
be based in Bermuda, their related
risk and the level of sophistication
of the clients involved, and then

supervise them accordingly," Mr.
Cox said. This means that "regula-
tory focus and resources can be
applied appropriately and at pro-
gressively higher levels when an
insurer transacts material amounts
of third-party business."

The focus on solvency-rather
than regulating the terms of individ-
ual transactions-has given Bermu-
da companies room to innovate.

"That attitude counts when you
are trying to do something new,"
Mr. Wylie said.

Bermuda's regulatory system has-
n't always been free of controversy,
at least as it involves insolvent com-
panies.

In 1995, a General Electric Co.
insurance unit, Electric Mutual Lia-

bility Insurance Co., was allowed to

LLOYIYS

SPOTLIGHT

redomesticate from Massachusetts
to Bermuda, where it soon after-
wards revealed that it was massively
underreserved for GE pollution and

asbestos liabilities and declared
itself insolvent.

Reinsurers charged that EMLICO
concealed its insolvency to take
advantage of Bermuda liquidation
law, which they said would acceler-
ate reinsurance recoveries, and Mas-
sachusetts regulators sought unsuc-
cessfully to reverse EMLICO's move.
Most of the reinsurers eventually
settled with EMLICO's Bermuda lig-
uidators.

While the episode proved an
embarrassment for GE and the Mas-
sachusetts Insurance Division, the
insolvency provisions of Bermuda
law are normally another advantage
for companies doing business there,
observers say.

Not commenting on EMLICO
specifically, Mr. Clements noted

that Bermuda law allows schemes of

arrangement, under which an insol-
vent insurer and its creditors can
work out their own agreement for
handling liabilities under court
supervision. For commercial policy-

Bermuda regulators

'understand their

purpose, in a captive
environment, is not to

protect policyholders

from themselves. Their

concern is solvency,

solvency, solvency:

Jon Harkavy, Risk Services L.L.C.

holders, he suggested, this system is
preferable to U.S. liquidation pro-
ceedings, which can run for decades
and where creditors have relatively
little control.

Bermuda policies, he added, can
also provide for arbitration under
U.K. law to settle disputes, often a
faster and cheaper alternative to lit-
igation.

Over the years, Bermuda has
faced increasing competition from
other domiciles, both offshore and
in the United States, that aim for a
similar cooperative regulatory
approach.

In the United States, Vermont
has been particularly responsive
to captive owners, amending
captive laws to allow reciprocals,
not-for-profit companies and other
variations on the captive form,
said Thomas Jones, a partner
with McDermott Will & Emery
L.L.P. in Chicago and a captive spe-
cialist.

Bermuda also faces challenges
arising from its growth, including
government restrictions on work
permits that would allow non-
Bermudian employees to move to
the island, several observers say.

Nevertheless, Bermuda remains
the preeminent destination for
companies interested in alternative
risk transfer, and its innovative reg-
ulatory style has been a template for
other jurisdictions.
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Whether it's a construction project in San Francisco, a container ship on the North Seaq,
a petrochemical plant in a developing country, or a company jet soaring over the Pacific
coastline, no one can match our ability to expertiy assess complex risk. No one offers the
depth of experience of our specialized teams of experts, or the level of service we bring
through close customer relationships. With more than 55 years as leaders in specialized
risk, you can count on the deeply knowledgeable companies of Starr Underwriting

Agencies, LLC.
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Benefits: Setting up captive insurer less difficult, costly than many fear

CONTINUED FROM PAGE 4

children who are full-time students

at the time of a covered employee's
death.

Speaking earlier this month at the
17th annual World Captive Forum
in Scottsdale, Ariz., Ms. Galtie said
there is a corporate perception that
winning the Labor Department's
approval for a captive benefits
funding program is difficult, when,
in fact, it is relatively easy.

"Look at what has been done
before. The government loKes
precedent," said Mitch Cole, a prin-
cipal with Towers Perrin in Starn-
ford, Conn., who also spoke at the
conference.

And the benefit improvEments
do not have to be expensive, the
speakers said.

"The DOL is pretty flexible on
what it considers to be an adequate

enhancement. You don't have to

spend a ton of money," Ms. Gallje
said.

Still, while winning Labor
Department approval for a capti>ve
benefits funding program may be
easier than many employers realize,
the application process does invohe
work that may require external

Sun, for example, used an outside
law firm to write its request for
Labor Department appoval--called
a prohibited transaction exemp-

AP

Officials at Sun Microsystems say-unlike many organizations-its risk man-
agement and human resources departments worked closely in setting up a
captive insurer to cover certain benefit risks.

tion-as well as provide prompt
answers to department regulators'
questions.

One practical concern in putting
together a captive benefits funding

Risk Manager
OF THE YEAR®
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program is getting corporate risk
management and human resources
departments to cooperate with each
other. In fact, the lack of such coop-
eration may be a major reason why

more employers haven't expanded
their captives to cover benefit risks,
Ms. Gallie said.

Less than a dozen employers
have applied and received Labor
Department approval to fund bene-
fit risks since regulators somewhat
eased the rules.

"The numbers aren't what was
expected. HR and risk management
can't seem to get together," Ms. Gal-
lie said, noting, though, that the
departments worked well together
at Sun.

"HR sees us as being able to pro-
vide a solution," Ms. Gallie said.

Financial advantages

For employers that decide to go
the captive benefits funding route,
there can be significant financial
advantages, compared with insuring
the risks in the traditional market.

In the first year of the program,
Sun reduced costs by 35%. While
savings of that magnitude are
unlikely over the long term-
indeed this year Sun does not
expect to save any money-Ms.

Galllie said Sun should reduce

life insurance costs by more than
5%.

Funding benefits through a cap-
tive can generate other financial
advantages. Under a 1992 Internal
Revenue Service ruling, the IRS con-
siders benefit risks to be third party,

reasoning that such risks are that of
the employee and not of the
employer, said Bruce Wright, a part-
ner with Dewey & LeBoeuf L.L.P. in
New York.

As a result, putting benefit risks
into a captive can generate enough
unrelated business for the sponsor
to comfortably take a tax deduction
on all the premiums paid to the
captive.

Federal courts have ruled that if at
least 30% of the captive's business is
unrelated, the parent can take a tax
deduction for the premiums.

Some employers, such as the
Coca-Cola Co. in Atlanta and sport-
ing goods and apparel manufactur-
er Adidas Group of Herzogenau-
rach, Germany, have utilized their
captives to fund benefits in a differ-
ent way: The captives are tapped to

reinsure multinational insurance

pools covering employees outside
the United States.

One advantage of such an
arrangement compared with buy-
ing coverage in the traditional mar-
ket is that an employer will have far
more leverage in dealing with insur-
ers in countries where an employer
may have only a handful of
employees, said Stacy Apter, a
senior benefits manager at Coca-
Cola, which currently uses its South
Carolina-based captive for reinsur-

ing benefit risks of employees out-
side the United States.
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The Risk Manager of the Year® Award was created in 1977 by Business Insurance to increase

recognition of the risk management profession and to recognize outstanding performance in the

by the annual Risk Manager of the Year® award winner.

practice of risk management. The Risk Management Honor Roll® was added in 1980 as a way to
recognize worthy risk managers and risk management programs in industries not represented
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insurance industry.
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Exhibition each spring. Awards will be presented at a special luncheon honoring these risk
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Domestic captive domiciles maintain steady growth

Regulators tweak
legislation to attmct
more captwes

By JERRY GEISEL

SCOTTSDALE, Ariz.-Even as com-
petition increases in the traditional
market, captive insurance company
formations are maintaining their
pace, captive regulators say.

The Arizona Department of Insur-
ance, which recently licensed its
100th captive, is on track to license
about 25 captives this year, said
Captive Insurance Administrator
Rod Morris. That would top 2006
when 23 captives were formed.

In Vermont-the largest U.S.
domicile, with 565 captives-has
licensed 22 captives so far this year,
12 applications are pending and sev-
eral more are expected. By the end
of the year, about 37 new licenses
will have been issued, which would
equal 2006's total, said Derick
White, director of captive insurance
at the Vermont Department of

Banking, Insurance, Securities &
Health Care Administration.

Messrs. Morris and White deliv-
ered their tallies during at a session
at the 17th annual World Captive

Forum this month in Scottsdale,
Ariz.

Other domestic domiciles includ-

ing Delaware, Nevada and South
Carolina, whose captive officials
also were at the WCF and reported
continuing captive growth.

Regardless of the domicile, regula-
tors said captive growth is diverse
but dominated by single parents
rather than groups forming captives.

As their captive rosters swell, state
captive officials continue to look to
fine-tune state laws to increase the
appeal of their domiciles.

For example, Arizona amended
its captive law this year to allow
employers to set up branch captives
to fund employee benefit risks. The
branch concept is appealing to
employers that want to fund benefit
risks through captives, but want to
continue to sponsor captives out-
side the United States. U.S. Depart-
ment of Labor rules stipulate that
captives used to fund benefit risks of
U.S. employees, must, among other
things, be licensed in a domestic
state.

Several major employers, includ-
ing AGL Resources Inc., an Atlanta-
based natural gas distributor; Svens-
ka Cellulosa AB, a Swedish paper,
packaging and consumer products
company; and Sun Microsystems
Inc., the Santa Clara, Calif.-based
computer network company, have
taken the branch captive approach
and more employers are expected to

World Captive Forum draws
more than 350 attendees

SCOTTSDALE, Ariz.-The 17th
annual World Captive Forum,

issues, regulatory develop-
ments and funding employee

held Nov. 5-7, attracted more benefit risks through captives.

than 350 attendees from
around the world to the Fair-
mont Scottsdale Princess Hotel
in Scottsdale, Ariz.

The annual conference is

produced jointly by Business

Next year's conference is
scheduled Nov. 17-19 at the

Renaissance Esmeralda Resort
and Spa in Palm Springs, Calif.
For more information, contact
the World Captive Conference

Insumnce, the Quest Group of . by e-mail at info@wor/dcaptive

Cos. and Towers Perrin.
Session topics included the
use of cell captives, captive tax

follow.

"We try to keep the legislation up
to date. We never had the capabili-
ty of doing a branch” for employee
benefits, Arizona's Mr. Morris said.

Regulators say while captives
should not be regulated like com-
mercial insurers because they are
not writing business for the general
public, they do require regulatory
scrutiny.

"There is a need for the regulator
to see that the (captives) are regulat-
ed in a bona fide manner,"” said
Michael Oliver, director of insurance
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tomm.com or by telephone at
952-928-4659.

-By Jenry Geisel

at the Financial Services Commis-
sion for the British Virgin Islands,
which has about 400 captives.
Without regulation, captives
could become vehicles to facilitate
financial crime, Mr. Oliver noted.
Additionally, while captives gener-
ally don't write business for con-
sumers, consumers can be adversely
affected if, for example, a hospital
with an inadequately funded cap-
tive should fail and leave malprac-

tice victims without a means to

recover damages.
"We need to ensure that con-

sumers are protected," Mr. Oliver
said.

Still, the extent to which a cap-
tive is regulated depends on its
structure and size.

Regulation "does need to be rela-
tive to the size and type of captive,"
said Alan Fleming, acting director of
the Assn. of Insurance & Risk Man-
agers in the United Kingdom and a
former insurance director of the
Guemsey Financial Services Corn-
mission.

Arizona's Mr. Morris said a cap-
tive sponsored by a financially
strong parent would not require the
same level of regulation as a group
captive comprised of many policy-
holder owners that have varying
sizes and financial strengths.

Mr. Morris noted that a key dif-
ference between a captive and a tra-
ditional insurer is that captives are
administered by captive managers,
who have an obligation to ensure
that the captive is properly run.

Captive managers are state regu-
lators' "first line of defense,” Mr.
Morris said. If something is not
being done properly, "we expect
them to blow the whistle." If they
don't, the captive manager won't be
approved as a manager for very
long, he said.

Captive managers "are the front-
line regulators,"” concurred Mr.
Oliver of the British Virgin Islands.
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Mexican company exploring captive role in funding pensions

Proposal intended
to enhance«#exibility
in managing returns

By ROBERTO CENICEROS

SCOTTSDALE, Ariz.-Multinational
building products giant CEMEX
S.A.B. de C.V. is exploring how it
might use its Bermuda-based cap-
tive to reinsure its defined benefit
pension plans in several countries,
the Monterrey, Mexico-based com-
pany's risk manager says.

It would be an unusual use of a
captive, but it could provide a com-
pany with greater control over
returns flowing from investments
used to fund pension liabilities, said
Mitchell J. Cole, a principal at Tow-
ers Perrin in Stamford, Conn., who
spoke this month at the 17th World
Captive Forum in Scottsdale, Ariz.

Attorneys in a number of coun-
tries, along with regulators, have
already reviewed Towers Perrin's

plan and given their thumbs up,
added Mr. Cole. Towers Perrin

advises CEMEX and Mr. Cole
stressed that CEMEX currently is
not implementing a plan.

CEMEX is one of the largest
building materials suppliers in the
world with operations in 50 coun-
tries, said Rene A. Martinez,
CEMEX's director of risk manage-
ment. The company, known for its
production of cement, recently gen-
erated $24 billion in revenues and
has 55,000 employees.

CEMEX also has a 22-member

risk management department.

//cermex
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Officials with Mexico-based building product provider CEMEX say they may
use a Bermuda captive to fund benefits and other corporate risks.

Although those risk managers are
spread worldwide, the company's
management is very centralized,
Mr. Martinez said. The centraliza-
tion smoothes the way if CEMEX
wants to expand the use of its cap-
tive to insure new properry/casualty
or employee benefit programs glob-
ally, Mr. Martinez added.
CEMEX's captive, Sunbelt Re
Ltd., has $324 million in assets and
currently funds workers compensa-
tion, general liability, auto, marine
hull & machinery as well as cargo

and other coverages, Mr. Martinez
said. CEMEX also uses Sunbelt Re

for multinational life insurance
pooling and a benefits program for
its expatriates.

According to Messrs. Martinez

CISRa

3 cost-effective, flexible ways to sharpen your insurance knowledge.

The Certified Insurance Service Representatives (CISR) Program offers five courses to
enhance your knowledge of policies, exposures, and coverages in bofh commercial

and personal lines.

For CSRs, new producers, new underwriters, service center
personnel, or anyone new to the business.

800-633-2165

www.TheNationalAlliance.com

THE NAT

and Cole, CEMEX's various acquisi-
tions of companies worldwide have
left :t with multiple defined ber-efit
plans, each with their own cultural
influences and funding levels. So it
would be an advantage for a compa-
ny s.,ch as CEMEX to be able to use
a captive to meet its defined pen-
sion obligations across several coun-
tries. the speakers said.

But as in the United States, most
countries highly regulate pensions
and the investments used to fund
pension liabillties, Mr. Cole said.
Regulations and pension plan
trus'.ees often prohibit plan spon-
sors from tapping investment
returns even when investments are
made prudently and would likely
produce greater capital than neces-

ONALALLIANCE
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sary to meet pension liabilities.

"It's a stranded asset, so it's really
not in the shareholders' interest,”
Mr. Cole said of the investment
returns that can't be tapped.

But using CEMEX's captive to
reinsure its defined pension obliga-
tions could give the company
"enormous degrees of flexibility"
over use of its pension investment
income, Mr. Cole said.

Such a strategy could work
because defined benefit plans are
somewhat similar to annuities in
that they pay certain benefits over a
participant's retirement period. "So
think of a pension plan as a minia-
ture annuity insurance company,”
Mr. Cole explained.

The pension trust would purchase
an annuity, either for each individu-
al plan participant or for an entire
group. The annuity would then be
reinsured by the captive. In a techni-
cal sense, it amounts to a retroces-
sion because the annuity reinsures
the trust, which retrocedes the annu-
ity to the captive, Mr. Cole said.

The annuity could be viewed as
an investment with the annuity

Risk transfer:

CONTINUED FROM PAGE 4

porations find it easier to assume
greater amounts of their own risk,
Mr. Hartwig said.

'Bucket' has lots ofholes

"If you look at the P/C industry as
a bucket of premium, it's got a lot of
holes in it-at the bottom, on the
sides and up at the top,"” said Mr.
Hartwig, who was opening keynote
speaker for the 17th WCF held in
Scottsdale, Ariz.

During the first half of 2007,
insurer premium vol-
ume grew only 0.1%,
meaning growth has
stalled and is shrinking
relative to the overall
economy in inflation-
adjusted terms.

"Property/casualty
today is a rapidly
shrinking business,
where it was rapidly
growing just a few A
years ago, in 2002 and Mr. Hartwig
2003," he said.

Even smaller risks continue to
form captives or RRGs. Physician
groups, for example, do so to finance
their medical malpractice risks.

But Mr. Hartwig said he believes
medical malpractice is a line that

insurers are increasingly eager to
write. But it remains to be seen

whether insurers will be successful
and whether the growing amount
premium volume now flowing from
physicians into alternative mecha-
nisms will slow.

For now, insurers are "hemor-
rhaging" as companies take on larg-
er retentions and turn to alternative
risk funding mechanisms, Mr.
Hartwig said.

Alternative mechanisms used in
the United States during 2004
accounted for about 30%, or $98
billion, of the total commercial

insurance company similar to an
AA-rated bond, Mr. Cole said. The
plan would purchase an annuity
that, similar to a bond, promises to
make certain payments over time.
Those payments include interest
and principal.

The strategy also has a risk man-
agement element, Mr. Cole said.
Trustees overseeing a pension plan
or trust could have a different per-
spective than the plan sponsor over
the degree of volatility that is appro-
priate for investments.

For examples, trustees might
desire a more volatile investment in
hopes of a higher return than plan
sponsors might think is prudent.
Reinsuring pension benefits through
the captive, in the manner described
by Mr. Cole, could provide the cap-
tive owner "a greater ability to exer-
cise their own level of risk manage-
ment" over the investments, he said.

Plan participants, trustees and
regulators, however, would have to
be educated and agree to the plan,
which would require that the cap-

tive be financially sound, the speak-
ers said.

Usage grows

insurance market's $326 billion in
premiums, he said in citing data
from Conning & Co. in Hartford,

Conn. Alternate funding mt:

nisms have continued growing-

since then, he said.

While traditional insurers are
feeling the pressure from alternative
market arrangements, they are
squeezing excess insurers and rein-
surers by retaining more of their
own risks.

"So everywhere you look there
has been some squeezing out of the
system," Mr. Hartwig said.

The global glut of
capital and "money
chasing ever lower
yields" is driving the
phenomena, Mr.
Hartwig said.

One way for corpo-
rations to put their
capital to work is to
retain more risks, he
said. That can produce
a relatively high rate of
return, whether a com-
pany retains the risk

informally or tries a more formal
approach such as forming a captive.

Despite stalled premium growth,
however, commercial lines insurers
will turn in excellent results for
2007 and have good mornentum
going into 2008, Mr. Hartwig said.
The industry is poised to generate
an underwriting profit.

Meanwhile, several factors, such
as increasing capacity, falling rein-
surance prices and limited growth
opportunities suggest traditional
insurers will try to get back some
premiums lost to the alternative
market, Mr. Hartwig said.

But because of the increased ease
of entering into alternative arrange-
ments and corporations' growing
comfort with retaining risk, "this
may be more difficult than many
assume," Mr. Hartwig said.
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Blumenthal subpoenas
reinsurers on prdctices

Connect, ut Attor ney General
Richard Blumenthal last week
said he is investigating
anticompetitive practices in the
reinsurance industry with h,s
office issuing about 20
ubpoenas to companies thus
far Mr Blumenthal declited to
provide specifics or the
investigation or identify

colpanies subpoenaed
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Local focus essential to builders risk strategies

Rick Girden is construction

Capacity only now starting to rebound#om squeeze thatfollowed 2005 hurricanes

By Rick Girden

When assessing construction risks,
understanding construction expo-
sums and the current insurance cli-
mate in your particular state is
paramount.

While many builders may think
they have secured adequate coverage,
often this does not go far enough to
protect their financial exposure when
a project sustains insurable damage.

For the most part, the builders risk
market during the first two quarters
of 2007 experienced the same lack of

capacity that was seen throughout
2006.

t

The market has only recently start-
ed to bounce back as capacity returns
to pre-hurricane levels. This down-
ward turn has its origins in the
record-setting hurricane activity of
2005, which made the builders risk
market extremely expensive and, for

some, unobtainable in disaster-prone
areas of the United States.

Owners and contractors need to be

well-educated on the limits they pur-
chase and how they structure their
programs.

The first step toward a more stable
builders nsk market is for insurers tc,
familiarize themselves with their
catastrophe exposures nationwide
Catastrophe modeling has dramati-
cally changed insurers' and reinsur-
ers' aggregates by making the
assumption of greater loss during a
catastrophic event. However, inter-
preting change in catastrophe accu-
mulations will take some time.

In additiOn, insurers also will need
to work in partnership with their
reinsurers to understand the catastro-
phe exposure they have, and to pM)P-
erly negotiate terms and conditions
that will allow them to continue to
write or expand writing.

To illustrate the lack of capacity. a
single insurer may have underwritten
a $100 million policy to insure an
entire project before 2005. Today
however, that same risk has to be
structured in many layers and spread
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among eight to 10 insurers to reach
the same level of coverage.
This requires brokers to be special-

ized and involved in the builders risk

marketplace. Along with capacity, the
broker must understand market
appetites and underwriting require-
ments, guidelines and pricing. Being
prepared and ensuring that you have
the adequate insurance to cover any
unforeseeable incident is imperative.

With the high cost of builders risk
insurance causing many owners and
contractors not to build, these strate-
gies, if properly implemented, can
ensure the proper coverage one needs
to move forward with a construction
project. Considerations include:

= Carrying only a percentage of the
probable maximum loss. This
requires a thorough analysis of the
risk with modeling.

» Keeping hurricane season in
mind when planning a project time

line. If a builder can show a time line

that includes work through only one
wind season, a better rate can be

secured. Also, plan projects so the
core structure is complete and all win-
dow and door openings are closed

before the start of hurricane season.

- Strategize with your brokeL

Ensure that the broker has the knowlk !

edge and expertise to develop an indi-
vidual strategy for your unique risk.
In the past, builders risk insurance
was approached on a cookie-cutter
basis. It is now apparent that success
depends on not only knowing the
risk exposure, but also knowing the
marketplace in order to choose the
best possible players with the most
available limits.

To best meet the challenge faced by
many builders, agents and brokers
will need to rely on the marketplace
knowledge and underwriting exper-
tise of excess and surplus lines brokers
who can serve clients best by involv-
ing them in the decision-making pro-
cess. Their services give the p*Ef<
holder a competitive advantage--
procuring builders risk coverage for
their projects.

How to submit an article

for B/'s Perspective section

Business Insurance accepts arti-
des from experts in commercial
insurance, risk management
and employee benefits manage-
ment for publication in its Per-
spective section.

The section is intended to be
a forum for readers' opinions
and a forum for the discussion
of technical topics that do not
lend themselves to a news sto-
ry. Therefore, Perspectives arti-
des should take a point of view,
offer advice and/or explain a
technical subject. They should
not present case studies or pro-
motional information.

All articles for the Perspec-
tives page should address the
concerns of the corporate buyer
of insurance; i.e., the risk man-
agement or employee benefits
manager. Material written only

for the concerns of brokers or

underwriters is not appropriate.

To submit an article for the
Perspective section:

« Send us a letter describing
the topic you would like to
address. You might want to
suggest alternative topics. For
each topic, briefly describe
what you want to say and

accomplish in the article.

= You will receive from us an
acceptance or declination of
your article idea.

« If accepted, we will respond
with comments and request
the full article, which generally
should be 800-900 words in

length.

- All articles are to be accom-
panied by color photograph of
the author and a brief biogra-
Phy.

* We will notify you of any
questions we have about your
article or any substantial edit-
ing we think is necessary.

All authors must assign the
copyright on the article to Busi-
ness Insurance.

Because of the volume of Per-
submissions

we

spective
receive, we cannot guarantee a
date in which an article will
appear.

For the same reason, we will
not run more than one article
in a calendar year from the
same author.

To submit a Perspective
article query or for more infor-
mation, send a note to

biweb@crain.com.
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ERM push gaining ground but not yet business as usual: Studies

By JEFF CASALE and BEN NORRIS

The push for enterprise risk manage-
ment has made some progress, but
ERM has yet to become part of day-
to-day business operations, accord-
ing to two studies released last week.
The number of companies with
boards that are leading ERM efforts
has increased, according to a study
by the Conference Board and risk
management consultant Oliver Wy-
man, a unit of Marsh & McLennan
Cos. Inc., both based in New York.
The report surveyed 271 compa-
nies, of which 70% are based in
North America. Of those companies,
55% said their corporate boards are

leading their ERM programs, up
from 49% last year. The study also
found that non-U.S. companies have
developed processes at a faster pace.
Most of the ERM progress has
been in early-stage efforts, such as
creating a risk inventory and assess-
ment process, the study found.
"The goal is to create greater
awareness of risk and reward trade-
offs, and to drive risk thinking and
appropriate risk
throughout businesses," Ellen Hex-
ter, head of the Conference Board
Enterprise Risk Management Center

and co-author of the report, said in a
statement. "When risks are identi-

management

fied and assigned to individuals,

there is likely to be greater account-
ability for each risk and greater
understanding of how any specific
risk impacts a business.”

The report surveyed risk, audit
and finance executives of companies
with at least $1 billion in annual rev-
enue. Companies included those
involved in manufacturing, financial
services, health care, energy, and
business and professional services.

Meanwhile, a study by Aon Glob-
al Risk Consulting, a unit of Chica-
go-based Aon Corp., found only one
in ten companies in Europe and the
Americas has fully integrated an
enterprise risk management strategy.

Aon surveyed 103 risk managers,

chief risk officers and other senior

executives in the Americas and

Europe, the Middle East and Africa.
Of the companies surveyed. 83%
said that they are reasonably familiar
or very familiar with ERM and its
implementation and purpose, but
only one in four organizations said
that developing ERM programs is
part of their strategic plan.

The survey concluded that most
organizations overly focus on top
management when implementing
ERM and have not taken steps to
reach out to employees, which is
where many risks occur.

"For business to appropriately deal
with the risks they face, it is impera-

tive that they communicate the ERM
message through all levels of their
organizations," said Andrew Tunni-
cliffe, head of global business devel-
opment at the Aon consulting unit
in London. "Our survey suggests
companies are behind: just one in
seven say their ERM function is good
at communicating that message."
But pressure from rating agencies,
among other drivers for ERM, is set
to increase with ratings agency Stan-
dard & Poor's Corp. likely to start rat-
ing nonfinancial organizations' ERM
performance at the end of 2007 or
early 2008, noted Corey Gooch,

head of business development for
the Americas at Aon Ltd. in London.
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HELP WANTED HELP WANTED

North Carolina Health Insurance Risk Pool

Executive Director

Responsible for the start-up and management of the new North Carolina Health
Insurance Risk Pool (Pool). The Pool, a non-profit, has a mission to help to reduce
the number of uninsured in North Carolina by offering more affordable health in-
surance coverage for individuals whose medical history and lack of access to em-
ployer health insurance render coverage unaffordable. Position works under the
direction of the Board of Directors. Executive Director must insure that revenue
sources exceed expenses of the Pool. The Executive Director will be required to
exercise judgment in program planning, coordinate complex strategies involved
with the delivery of quality health care coverage to a high-use market and deter-
mine the most effective allocation of Pool resources. Duties include administer-
ing contracts with third party vendors, reporting on operations, ensuring compli-
ance with statutory guidelines and interacting with various publics.

The Executive Director must have a four year degree, preferably in health admin-
istration, business administration, insurance, economics, or similar discipline and
a minimum of six years experience in health insurance and extensive manage-
ment experience, or an equivalent combination of education and experience.
Graduate degree in job related discipline will be valuable. The position requires
strong interpersonal skills, in-depth knowledge of the health insurance industry
along with strong organizational and presentation skills. Position is available im-
mediately; start date is negotiable. Competitive compensation package offered.

Submit a resume and cover letter that includes salary history and salary require-
ments to: NC Health Insurance Risk Pool, c/o Lisa Howell, NC Department of In-
surance, 1201 Mail Service Center, Raleigh, NC 27699-1201 or lhowell@ncdoi.net.
Executive Director position is not a state job.

HELP WANTED

Network Systems Administrator -

Administration, engineering and security
of network infrastructure. Administration
of corporate servers (Storage, MSSQL,
Exchange, BackupExec) and backup
policies and disaster recovery program.
Research, receive proposals and purchase
hardware/software. Provide end-user

technical and application support. Email
resumes to HR@anchorgeneral.com

Lboking to:fill t
a job openii,g?

Call 312-649-5340 to : '

place your ad in B/'s
PROFESSIONAL MARKETPLACE.

1 Eldka v

'Imp O

(itirinmn mis frEeffEEIE,
61%TF*ME)**Em.

BUSINESS RESOURCES

EDUCATION & TRAINING

C PC b CLOCAEL:; and

cic candldates

EDUCATION & TRAINING

You'll pass. You'll learn more faster.
And, you'lt love The Burnham System
or your money back. Guaranteed!
Call 1-888-BURNHAM Now!

www. BurnhamSystem.com
19 Everett St., Southbridge. MA 01550

Compl+te your dogree from anywhom in the world

Classes taught by fu-time faculty
Affordable and Flexible

Visit htip:#graduatibusiness.fau.edu

- Somedhings:

) Tina Vasilakis at 31

gUﬁioWQﬁi&
95340

FLORIDASTATEUNIVERSITY

Tota[ly ONLINE masters degree in

Risk Management and Insurance

YOUR TARGET
AUDIENCE IS
HERE

VWhere
is your ad?

LEGAL NOTICE LEGAL NOTICE

SPHERE DRAKE INSURANCE UMITED AS PART OF THE WFUM POOLS -

IN rHE HIGH COURT OF JUSTICE, CHANCERY DIVISION, COMPANIES COURT
IN THE MATTER OF

SPHERE DRAKE INSURANCE LIMITED ("SPHERE DRAKE")
AND [N THE MATTER OF THE COMPANIES ACT 1985

Notice is hereby given thal by an Order dated 5 November 2007 the High Court of 1.:stice 01 Englandand Wales sanctiored the
scheme of arrangement proposed to be made between Spiere Drake and its Scheme Ceditors (the *Sphere Drake Scheme").,
copy of the Order was celivered to the Registrar of Companies in England and Wales for registration on 06 November 20£7, and -
the Sphere Drake Schene became effective on that date (the «Effective Date"). Sphere Drake participated in the WFU
and the Sphere Diake Scheme is the same in its terms to the schemes of 14 other WFUM Pools companies, which
effective on 10 Ocober 2007 (the '"WFUM Pools Schemes").
Please note that all Scheme Creditors are now bound by the provisions of the Sphere Drake Scheme.

A full copy of the Scheme Document is available to download from the WFUM Pools Website at www.wfumpools.com but

should you require a C%)X of the Scheme Document on CD-ROM or paper, please conta=tthe Scheme Manager, PRO Insurance
Solutions Limi-ed ('

Return of Claim Form
Scheme Creditors wishing to submit a Scheme Claim must submit their Claim Form via the WFJM Pools Website or return thei-
manual Claim Form to PRO by 11.59 pm (UK time) on 06 May 2008 (the *Bar Date").

Sphere Drake will acceet any Claim Form submitted in relation to the WFUM Pools khernes (assuming it is submined in
accordance with the terms of those schemes and contains details of Scheme Claims ir respect o?policies on which Sphere Drake
participated) as ha,ing also been submitted in relation to the Sphere Drake Scheme. The-efore 1 Scheme Creditors have entered
amounts on the Claim Form in the WFUM Pools Schemes in respect of policies on which Sphere Drake participated, they do no:

need to submit a separate Claim Form to claim in the Sphere Drake Scheme, unless the) wish to submit additional and/o
amended claims

If a Scheme Creditor does not submit a Claim Form via the Website or return a marual Claim Form, together with appropriate
supponin documentation in accordance with the instructions accompanying the Claim Form. ty 11.59 pm (UK time) on ne Ba

Date, the information on the Website at that point in time concerning its claim values shail be deemed to have been submittec
immediately bebre the Bar Date. In such circumstances the Scheme Creditor will lose its entittenent to assen any Scheme Claimi |
additional to those present on the Website.

Scheme Credit::)rs siould contact PRO to request their Website username and password if they iave not already done so, whict

will enable them to access the secure area of the Website containin their Claim Form as prepared by PRO. Alternatively, Scheme
Creditors may -equesta paper, CD-ROM or e-mail copy of their Claim Form from PRO

further information and guidance regarding the action which Scheme Creditors need to take is available on the Website a
www.wfumpools.com or upon request from PRO; the conlaci details are as follows:

WFUM Pools, do PRO Insurance Solutions limited, Bruton Court Bruton Way, Gloucester, GL1 1 DA, United Kingdom.
By E-mail: pro_wfumpoc Is@pro-Itd.co.uk (marked for the attention of Toby Wooldridge)

By Fax: +44 (0,1452 522 437 (marked for the attention of -oby Wooldridge)

By Phone: +44 (0)1452 523426

This is an important announcement concerning Sphere Drake Insurance Limited and the WFUM Pools.
DATED THIS 06 NOVEMBER 2007
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SAS

SAS A.B. has grounded all 27 of its Dash 8-400 aircraft after three accidents

that involved the planes' landing gear.

Airline grounds planes
amid equipment woes

Landing gear suspeaed in trio Of accidents

By STACY SHAPIKSSary; SAS said in its third-quarter

KHOLM, Sweden-The unprece-
dented decision by airline SAS A.B.
to ground all 27 of its Dash 8-400
aircraft after three serious accidents
that involved the aircrafts' landing
gear, could lead to a significant air-
craft manufacturers product liabili-
ty claim, experts say.

In September, Stockholm, Swe-

den-based Scandinavian Airlines

System, a subsidiary of SAS A.B.,
had two accidents that involved
emergency landings because of
problems with the landing gear on
the Dash 8-400 turboprop aircraft.
No one was injured. After temporar-
ily grounding its Dash 8-400 fleet,
SAS put the aircraft back into opera-
tion. Then, on Oct. 27 there was
another emergency landing with
the same aircraft type that involved
the landing gear, although there
was a different cause.

"Taking into consideration our
customers, our employees and our
brand, which is characterized by a
focus on safety, punctuality and
regularity, the management and
board of directors decided to imme-
diately discontinue all operations
using this type of aircraft. The deci-
sion is unique and severe, but nec-

results announced earlier this
month.

The direct effect on SAS' earnings
for the full year is estimated at
between 600 million Swedish kro-
nor and 700 million Swedish kro-
nor ($94.9 million and $110.7 mil-
lion), the airline said in its third-
quarter results.

Damage to SAS aircraft and pas-
senger liability would be covered by
the major aviation hull and liability
insurance program known as SAFIT,
which is led by Hamilton, Bermuda-
based ACE Ltd. SAFIT writes cover-
age for several European airlines.

But SAS, like airlines generally, is
not insured for such voluntary
grounding, said a spokesman for
SAS in Stockholm. That is why the
airline announced that it is seeking
compensation for the permanent
grounding from the Dash 8-400's
Canadian manufacturer, Bombar-
dier Inc., he said. So far, SAS is seek-
ing 500 million Swedish kronor
($79.1 million) in damages from the
first two incidents, but more could
be sought for the anticipated future
losses, he said.

No litigation has been filed as yet,

See PLANES page 35

Avian flu discovered

at English poultry farm

By BEN NORRIS

DISS, England-The deadly HSN1
strain of avian influenza has
been discovered in turkeys on a
farm near Diss, England.

All of the birds, including
ducks and geese, on the premises
near the Norfolk/Suffolk border,
have been slaughtered.

Further characterization of the
virus is in progress, which may
give an indication of the origin
of the strain, according to the

London-based Department for
Food and Rural Affairs, in a state-
ment.

"We have faced HSN1 once
already this year, but there is still
significant uncertainty sur-
rounding this outbreak. Swift
reporting of disease and strin-
gent biosecurity is essential to
controlling this disease and we
are working to our established
contingency plans," said Fred

Landeg, acting chief veterinary
officer of the VLA.
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The H5N1 strain of avian influenza was dis-

covered on a poultry farm near Diss, England.

Allianz places windstorm cat bond

By RICHARD MILLER

MUNICH, Germany-Allianz S.E. has
closed its first catastrophe bond
transaction related to windstorm
risks in seven European countries.

Issued through Blue Fin Ltd., a
Cayman Islands based special-pur-
pose entity, the cat bond transfers
to investors the risks of windstorms
in Austria, Belgium, France, Ger-
many, Ireland, the Netherlands and
the United Kingdom.

The bond has two tranches

with an aggregate volume of €200
million ($291.3 million) and repre-
sents the first series under a pro-
gram with an initial maximum size
of €1 billion ($1.46 billion), Allianz
said.

The Munich, Germany-based
insurance company said that the
"successful placement” of the cat
bond was a sign that investor
demand for these type of securities
"continues to be strong and
that this market segment has
been largely unaffected by the

recent turmoil in the financial mar-
kets.”
Blue Fin is the largest single

placement of European windstorm
risk in the market for insurance-

linked securities and is the second

cat bond program sponsored by
Allianz.

In April, Allianz Global Corporate
& Specialty sponsored a transaction
in which Blue Wings Ltd. raised
$150 million to cover the risk of

U.K. flood and North American

earthquake, exduding California.

REUTERS

Quake damage unlikely to top $80M: AIR

SANTIAGO Chile-Insured losses from a major earth-
quake that rocked the northern coast of Chile last
week likely will not exceed $80 million, according to
risk modeler AIR Worldwide Corp.

Boston-based AIR said the area in northern Chile
where the quake struck is sparsely populated, though
shockwaves could be felt in Santiago, the country's

capital, 780 miles away.

tude of the quake at 7.7, with an estimated depth of
36.7 miles. Early reports stated that at least two peo-
ple were killed and 100 injured. Power was cut to sur-

rounding cities, induding Tocopilla and Antofagasta.

The damage may be more extensive in more
remote towns and villages near the earthquake's ori-
gin, AIR said in a statement. The company added that

structures in these areas are unlikely to be insured.

The U.S. Geological Survey estimated the magni-

By Jeff Casale
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Commentary

How do risk managers
inspire a quality focus?

Watching the news the other
evening, | wondered something
as | was bombarded by report
after report on product safety
and outsourced American jobs.

How frustrated must a good
risk manager with a social con-
science feel these days?

Often with little internal appre-
dation, risk managers work hard
to ensure the safety of their orga-
nizations' employees and assets,
prevent any harm to the general

| public and, generally, stop their

organizations from doing some-
thing really stupid that could
threaten their reputations and,
therefore, their existence.

But some things are just out of
risk managers' control-like inept
senior management decisions.

Unfortunately, there seems to
be no shortage of that.

Americans cannot get through
a day without getting sucker

punched by sonne segment of

corporate America.

Look at the deteriorating qual-
ity of products. To pinch a few
pennies, corporations are out-
sourcing their production and
quality control, which has sub-
jected American consumers
to contaminated food and
lead-tainted goods.

The latest reports now
warn consumers that Christ-

mas decorations are tainted
with lead.

Do corporate executives
have so little regard for the
public's welfare that they don't
consider the possibility that
the garbage they throw into the
market might be purchased by
one of their own loved ones or
friend;?

Or, do relatives and friends get
advance warnings?

Another report highlighted
the delays the Boeing Co. is fac-
ing in delivering its 787 Dream-
liner, a midsize passenger jet
constructed largely of carbon
composite materials to maxi-
mize fuel efficiency and increase
passenger comfort. Boeing has
blamed the delays largely on its
overseas suppliers.

Meanwhile, to pinch a few
more pennies, companies want to
take more jobs away from U.S.
workers. Indeed, a congressional
subcommittee recently fretted
that 30% to 40% of American jobs
eventually could be outsourced.

These aren't the menial jobs
that supporters of illegal immi-
gration say no American would
accept and therefore must be
filled by workers who are in the
country illegally. Many are sci-
ence and engineering jobs.

Companies, especially high-
tech firms-with Microsoft
Chairman Bill Gates leading
their crusade before Congress-
want to substantially raise or
outright eliminate the cap on H-
1B temporary visas issued to for-

DAVE
LENCKUS

Senior Editor Dave Lend<us
can be reached at:

d/enckus@businessinsumnce.com

eign-born technology workers.
Without that help, companies
will not be able to fill the posi-
tions that require such high-tech
skills, Mr. Gates told Congress
earlier this year.

To be more accurate, Mr. Gates
should have told lawmakers that
companies were looking for help
to "cheaply fill" those jobs,
because there are plenty of quali-

If the job outsourcing
spigot were cranked fully
open, what kind of market

would be left here?

fied job candidates here. Indeed,
several including
research by the Urban Institute
and Duke University, show our
nation produces more science
and engineering graduates annu-
ally than the market demands.

Obviously, in a global econo-
my, companies have a tougher
task than ever to produce quali-
ty products at competitive prices
that still generate enough profit
to satisfy investors. That requires
being efficient-keeping costs
down.

studies,

But what we're seeing so far
from many companies is that
they are meeting their pricing
and profit goals but failing on
product quality. Meanwhile, if
the job outsourcing spigot were
cranked fully open, what kind of
market would be left here?

How much can a risk manag-
er, even a chief risk officer, with
enterprise risk responsibilities do
about any of this? In the near
term, probably nothing.

But that shouldn't stop them
from discussing these issues-
even casually-with senior man-
agement. While he wasn't
known for his business acumen,
Mahatma Gandhi made a fitting

observation about this: "You

must be the change you wish to
see in the world.”

Market
Moves

Insurance Co. of America Inc. fol-

lowing regulatory approval from
Oklahoma and renamed it Montpe-
lier U.S. Insurance Co. MUSIC, for
which Montpelier paid a $4.75 mil-
lion premium over book value to
Gainsco Inc., will be based in Scotts-

| dale, Ariz., and write primarily

Hub continues
2007 expansion

CHICAGO-Chicago-based broker-
age Hub International Ltd. has com-
pleted three acquisitions that add
about $15 million in annual rev-
enue and expand its capabilities in
California and Massachusetts as
well as the elevator industry.

Hub has made at least 11 acquisi-
tions this year, according to its Web
site. Earlier, Apax Partners and Mor-
gan Stanley Principal Investments
paid $1.9 billion to acquire Hub and
take it private (Bl, June 25).

Hub's latest purchases include
FLF Inc., which does business as
Risk Insurance Brokers Inc.

The Emeryville, Calif., operation
with about $11 million in revenue
and 50 employees will move to
Hub's Pleasant Hill, Calif., office
early next year, Hub said in a state-
nnent.

Hub also acquired the assets ofJM
Associates Ltd., a Fort Lee, N.J:
based agency serving the elevator
industry, and substantially all the
assets of Rome Insurance Agency
Inc. of Fitchburg, Mass.

Brown & Brown
adds trio of units

DAYTONA BEACH, Fla.-Brokerage
Brown & Brown Inc. has purchased
an employee benefits specialist serv-
ing Florida and two insurance agen-
des serving Louisiana and Georgia.

The operations have combined
annual revenue of about $8.6 mil-
lion and bring the number of acqui-

sitions Brown & Brown has made

this year to at least 19, according to
its Web site.

Brown & Brown said the opera-
tions of employee benefits specialist
Wittner National Group Inc. would
be combined with its existing Pinel-
las County, Fla., operation.

In separate purchases, Brown &
Brown acquired Independent Insur-
ance Associates Inc. of New Orleans
and Lloyd Bennett & Co. Inc. of
Duluth, Ga. Bennett executives and
staff will join Brown & Brown's

existing office in the Atlanta area,
Brown & Brown said.

Montpelier Re opens
U.S. treaty business

HAMILTON, Bermuda-Montpelier
Re Holdings Ltd. has announced a
new U.S. property treaty underwrit-
ing business.

Montpelier's Lloyd's of London
syndicate 5151 has granted binding
authority to managing general
agent Montpelier Underwriting Inc.
in Hartford, Conn., to provide pro-
portional and excess of loss protec-
tion for property and muiltiline pro-
grams in the United States, Montpe-

lier Re said in a statement.

All other U.S. property treaty
business will continue to be written
through Montpelier Re Ltd. in
Bermuda, the company said.

Separately, Montpelier completed
the purchase of General Agents

excess and surplus lines business,
the company said.

AlG opens
transportation unit

NEW YORK-American Internation-

al Group Inc. has launched AIG
Transportation Solutions, a New
York-based unit that will target U.S.
trucking operations, including
workers compensation, general lia-
bility, automobile liability, environ-
mental/pollution, excess casualty
and occupational accident insur-
ance. It also will offer property,
infrastructure and mobile property
coverage.

The unit opened with underwrit-
ing teams in Atlanta, Chicago, Dal-
las, Los Angeles and Philadelphia.

HRH wraps BACIA
purchase; names exec

CRANFORD, N.J.-Hilb Rogal &
Hobbs Co. has completed the acqui-
sition of the corporate business of
Banc of America Corporate Insur-
ance Agency L.L.C. based in Cran-
ford, NJ.

The previously announced pur-

chase from Bank of America N.A.

prompted Richmond, Va.-based
HRH to establish a new division
headed by former BACIA President
and Chief Executive Officer Stanley
Jablonowski.

Mr. Jablonowski now is vp,
regional director of HRH's northeast
metro region, a spokeswoman said.

Arthur J. Gallagher
buys Arizona agency

SCOTTSDALE, Ariz.-Arthur J, Gal-
lagher & Co. has acquired Scotts-
dale, Ariz.-based Cedar Hill Insur-
ance Agency Inc. for an undisclosed

Cedar Hill-primarily a proper-
ty/casualty insurance administrator
and business process outsourcing
firm-will continue operations in
Arizona as well as Smyrna, Ga., with
existing executives and staff, Gal-
lagher said.

Hartford sets up

office in London

LONDON-Hartford Financial Ser-

vices Group Inc. has set up a Lon-
don office and unit, approved by
the U.K. Financial Services Authori-
ty, to expand its international pro-
fessional liability underwriting
capabilities.

Hartford Financial Products Inter-
national Ltd. is located at 55 Mark
Lane, London, England, EC3R 7NE.
It is headed by Managing Director
Stephen P. Minihan, who can be
reached at 44-207-481-7764 or

sminihan@thehambrd. com.

Construction the focus

of international ACE unit
LONDON--ACE Group of Cos. has
formed a new practice, ACE Inter-

national Construction, to serve pri-
vate and public construction risks.

David Walters, a London-based
vp, is leading the unit that aligns
existing ACE underwriting capabil_-
ties. Offices will be in Europe, Asia,
the Mideast and Latin America, ACE

said in a statement.

Guy Carpenter units
take new names

NEW YORK-Two units of Guy Car-
penter & Co. L.L.C. have changed
their names, the New York-based
reinsurance brokerage said.

U.S. subsidiary Reinsurance Solu-

tions International has changed its

name to Reinsurance Solutions
L.L.C. and U.K. affiliate ReSolu-
has

tions International Ltd.

changed its name to Reinsurance
Solutions Ltd.

The integrated brand will make
sure "clients have a clear vision of
the breadth of our organization and
expertise," said Theresa Zlotnik.
president of Reinsurance Solutions
L.L.C., in a statement.

Disaster Kleenup
on the move

WOOD DALE, ill.-Disaster KleenuF
International Inc. has moved to a
new Chicago area location.

Its offices are at 1555 Mittel Bivd.,
Suite S, Wood Dale, Ill. 60191. The
phone number, 888-735-0800,

remains the same.

Joint venture targets
energy industry
DENVER-Van Gilder Insurance
Corp. of Denver and EnRisk,>,er.
vices Inc. of Fort Worth, T-
have formed vangilder | enrisk, a
Denver-based provider of risk miti-
gation and insurance for the energy
industry in the western United
States.

Vangilder | enrisk will focus on
the oil and gas industry as well as
alternative energy providers, the
companies said in a statement.

Ironshore launches
construction division

HAMILTON, Bermuds-lronshore

Inc. is offering specialty construc-
tion insurance coverage through its
new lronBuilt division.

IronBuilt, which plans to set up
its headquarters near Boston, offers
construction risk protection with an
emphasis on residential wrap-up lia-

bility insurance and liability insur-
ance for subcontractors involved in

residential construction.

The wrap-up liability insurance
limit is $3 million while the sub-
contractor liability insurance limit
is $ 1 million per occurrence,
according to a spokesman for Iron-
shore.

Joe George, who most recently
was a program administrator with
Glencoe/Lantana Insurance Cos.,

has been named president of the
IronBuilt division. He can be

reached at 508-395-3862 or
joe.george@ironshore. com.
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Employers prefer solution
coming from private market

OTTAWA-Canadian employers
are likely to resist a union's pro-
posal to amend the govern-
ment pension program-to
require employers not offering
workplace pensions to pay
increased premiums-because
of the greater cost and general
objections to expanding the
program.

Currently, employers pay the
same premiums to the Canada
Pension Plan regardless of
whether they provide pension
plans.

"There's no economic incen-
tive" to establish workplace
plans, said Larry Brown, secre-
tary-treasurer of the Nepean,
Ontario-based National Union
of Public and General Employ-
ces.

The Canada Pension Plan is a
social insurance program that
provides monthly pension ben-
efits to residents in all Canadi-
an jurisdictions except Quebec,
which has a separate program.
The CPP is funded by contribu-
tions from employers and
employees.

NUPGE is not proposing a
specific contribution increase,
although doubling current pre-
mium levels for employers

--,without workplace pensions

.- 1-3 would provide substantial

" funds to pay adational benefits

to retired workers who did not

have a workplace pension plan,
Mr. Brown said.

Many employers, though,
may not have plans because of
the costs or administrative bur-
dens, although they could save
on administrative costs simply
by paying additional CPP pre-
miums to give their employees
increased pension coverage,
said Scott Perkin, president of
the Toronto-based Assn. of
Canadian Pension Manage-
ment, which represents plan
sponsors in Canada. "It may
mean better coverage for the
employees, which is a good
thing, but it may mean more
costs for employers," he said.

While employers support full
pension coverage for their
employees, they would prefer a
private market solution that
can provide plenty of access to
workplace pensions on a cost-
effective basis rather than com-
pelling increased participation
in the government program,
said Steve Eadie, chair of the
Ontario Chamber of Com-
merce Pension Task Force.

"l think where you would
have resistance from a lot of
employers is a mandatory, CPP
solution vs. a voluntary, private
solution," Mr. Eadie said.

-By Gloria Gonzalez
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Ontario: Pension law changes suggested

CONTINUED FROM PAGE 3

to avoid windup responsibilities,
according to the International Assn.
of Machinists and Aerospace Work-
ers, which has more than 10,000
active members in Ontario.

"l think it's safe to say that we
won at the Supreme Court and
we're not likely to change our
mind" on partial windups, said
Wayne Samuelson, president of the
Ontario Federation of Labor, the
umbrella organization for Ontario
trade unions, which intervened in
the Monsanto case.

The Monsanto decision highlight-
ed what Canadian employers refer
to as the asymmetry of pension sur-
plus/deficit ownership-in which
sponsors must pay off plan deficits
but may not be entitled to surplus-
es, which is widely seen by employ-
ers as a disincentive to adequately
fund their plans.

"Plan sponsors should have the
same right to own pension surplus
to the extent they own plan
deficits,"” said William Hewitt, a
member of the issues and policy
advisory committee of FEI Canada.

The Ontario Federation of Labor,
though, proposed that the PBA be
amended to allow no employer
contribution holidays unless a plan
has a surplus margin of at least 10%.
In addition, any use of surplus
should be approved either by plan
members or their unions, the orga-
nization said, citing a 2005 Share-
holder Assn. for Research and Edu-
cation report that concluded that
employer contribution holidays
contributed to pension deficits.

Contribution holidays, employ-
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ers argue, are often beyond their
control, citing federal tax law that
disallows contributions to plans
beyond 110% of funding levels.

Another top priority for plan
sponsors is eliminating grow-in pro-
visions from Ontario's pension legis-
lation. Grow-in rights entitle certain
employees of woundup plans to any
early retirement benefits they would
have been eligible for had the plan
and their employment continued.

Ontario and Nova Scotia currently
are the only Canadian jurisdictions
with grow-in rights, although Nova
Scotia recently removed a require-
ment to prefund grow-in benefits.

There is a "very strong possibili-
ty" that the Ontario commission
will recommend changing grow-in
provisions because of their absence
in other jurisdictions, Mr. Eadie
said. "It creates a very unequal play-
ing field."”

Union officials, meanwhile,
advocate amendments to Ontario's
pension law they say will enhance
the value of pension benefits for
employees. The Ontario Federation
of Labor wants to mandate full
indexing of pension benefits, citing
a study that found 83% of private
defined benefit plans have no infla-
tion protection. "Without indexing,

inflation will continue to erode

retiree pension benefits,"” the OFL
said in its submission to the com-

mission.

Indexing pension benefits should
be left up to the sponsor, subject to
collective bargaining, according to
the Assn. of Canadian Pension
Management, which represents
plan sponsors in Canada.

Several unions propose raising the
maximum payout of Ontario's Pen-
sion Benefits Guarantee Fund
from about $1,000 Canadian per
month to at least $2,500 ($1,076 to
$2,689). They also promote increas-
ing the mandatory cap on employer
premiums, currently between $4
million Canadian to $5 million
Canadian ($4.3 million to $5.4 mil-
lion) per year, while employer
groups support revamping premi-
ums to reflect risk factors such as an
organization's asset profile or credit-
worthiness. Ontario is the only
Canadian jurisdiction with a guar-
antee fund.

One issue employers and unions
agree on is amending Ontario's
pension law to encourage adoption
of multiemployer pension plans.
These arrangements have numerous
advantages for smaller employers,
including efficient plan administra-
tion and pooling of risk, said Scott
Perkin, president of the ACPM. "We
believe the legislation itself needs to
be more flexible, more accommo-

dating of different arrangements,”
he said.

Planes: Airline grounds
entire Dash 8-400 fleet

CONTINUED FROM PAGE 33

however, said the SAS spokesman.
The airline is in discussions with

Toronto-based Bombardier in the

hope that the manufacturer could
replace the Dash 8-4005 with safer
aircraft, he said. To avoid litigation
by replacing the aircraft "is a strong
incentive for the manufacturers,"”
he said.

Bombardier's product liability
insurance is placed by New York-
based brokerage Marsh Inc. and is
believed to be led by London-based
Global Aerospace Underwriting
Managers Ltd., sources say.

Aviation brokers and underwrit-
ers say they will be watching the sit-
uation carefully to see whether the
entire Dash 8-400 fleet of 160 air-

craft is grounded by civil aviation
authorities.

The last major temporary
groundings of the McDonnell Dou-
glas DC-10 in 1979 and Concorde

in 2000 stemmed from the deci-

sions of civil aviation authorities to

stop all flights worldwide until

inspections took place and prob-
lems were rectified.

Cause for concern

"Of course we are concerned, and

we are in conversation with the
manufacturer and airlines about
this situation,” said Tony Medniuk,
chief executive officer at GAUM,
who would not confirm whether
his company led the Bombardier
product liability program.

Bombardier, however, has

defended the reliability of the Dash

8-400 turboprop and continues to
maintain that the aircraft is safe
and reliable. This, says the manu-
facturer, is borne out by the conclu-
sions of the Dutch, European and
Canadian aviation safety agencies
on the three incidents involving
SAS aircraft. Indeed, on Nov. 6 at its
headquarters in Cologne, the Euro-
pean Aviation Safety Agency called
a meeting of the airworthiness
authorities of Denmark, Sweden,
Norway and Canada with represen-
tatives of Bombardier and landing
gear manufacturer Goodrich Corp.
of Charlotte, N.C., to review the
reliability of the Dash 8-400 air-

craft.

"All participants concluded that
the incident of an SAS Dash 8-400
on Oct. 27 at Copenhagen was not
due to a design error and that the
airworthiness of the aircraft is main-
tained," stated EASA after the meet-
ing. The meeting also confirmed
that the incidents with the SAS air-
craft on Sept. 9 and Sept. 12 were
not related to the incident on Oct.
27.

Preliminary findings by the
Dutch aviation authorities just prior
to the EASA meeting "dearly sup-
port Bombardier's position that the
(Dash 8-400) is a safe and reliable
aircraft," stated Steven Ridolfi, pres-
ident of Bombardier Regional Air-

craft.

"Airlines and other operators
around the world continue to
express their complete confidence
in the (Dash 8-400) turboprop, and
| thank them for their strong sup-
port,"” Mr. Ridolfi said.
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Opt=out: Trend alarming' for defendants

CONTINUED FROM,FNSEasty; partner with

Coughlin Stoia Geller Rudman Et
Robbins L.L.P in San Diego.

The resolve of those investors to

strike cut alone should not be

doubted. Mr. Coughlin told atten-
dees at a session during the Projes-
sional Liability Underwriting Soci-
ety'$20th annual international con-
ference, held Nov. 7-9 in Washing-

ton.

The number of opt-out lawsuits
in securities fraud cases to date has

been small, but they are becoming
more attractive to shareholders fac-
ing huge losses, because recoveries
typicall> are greater when those
investors pursue individual suits,
said Mr. Coughlin as well as defense
and insurer attorneys.

For example, Mr. Coughlin said,
investors that opted out of rhe
$2.65 billion settlement in the AOL
Time Warner Inc. securities litiga-
tion recovered settlements that
were 20 tmes the amount of dam-
ages they would have received by
remaining in the dass action.

Investors opting out of the $6 oil-
lion Wo-IldCom Inc. class action set-
tlement received four to five times
what they would have under the
settlement, he said.

"Big overseas funds" with 30% to
40% of :heir portiolios invested in
U.S. securities are the biggest vcice
in opt-outs, "because they don't like
class-act cns," Mr. Coughlin said.

And there are many fore.gn
investors m the companies with rhe
biggest subprime mortgage-related
losses, he said.

"l know they're going to bnng
those cases," he said. «This is hap.
pening really right now." Potential
plaintiff:. already have approached
him and said they are not interested
in being a part of any class action,
Mr. Coughlin said.

Another force driving up lie
number of opt-out cases is -he
plaintiffs bar, said securities class
action defense attorney Peter Casey
in an interview.

"Tho52 who can't get the lead
counsel appointment in class
actions try to stay in the game by
picking np an individual sharehcld-
er who'c want to file its own su.t,"

Gienberg Traurig L.L.P in Boston.

'We're only going tc see more of
that, | think,' because large
irwestors can leverage their individ-
ua. lawsuits, which are "a thorn in
tte side of defendants," to recover
greater damages, sat insurer and
defense attorney Dan A Bailey, who
was not at the session.

'It's an alarming trend from the
standpoint of defendants and insur-

'lllose who can't get the lead
counsel appoirtment in class
actions try to sta, in tile
game by picking up an

individual shareholder who'd
want to file its own suit.'

Peter Casey, Greenie-0 Traurig L.L.P.

ers." said Mr. Bailey, a partner with
Baley Cavalieri L.L.C of Columbus,

-While opt-outs pose greater losses
for defendants, they would rather
see those cases filed ear_y in the liti-
gation process tian after a class
action settlement has byen reached,
defense and insurer attorneys said.

"It's somewha. helpful; you at
least know what s OJt there," Mr.
Ba:ley said.

"Early opt-outs are better, no
question," Mr. Casey said.

By knowing about op.-outs soon-
er a defendant would have a better
idEa of what size :efement to offer
in each lawsuit it faces.

In previous cases when opt-out
lawsuits were filed late defendants

often found they committed more
to a class action sediment than
they would have tad *ey known
sconer about the opt-out cases,
defense and insurer attorneys said.

If the plaintiff opt.ng out of the
class is a very big inves:or, a defen-
dent may be able tc s:uttle the class
action settlemen.. But then class
action settlement negotiations
wculd have to be,lin anew.

ON LINE

"But there are tremendous risks"
for investors that opt out of a class
action, Mr. Coughlin told PLUS
attendees

Defense and insurer attorneys
agree.

For example, judges often are
antagonistic to plaintiffs that opt
out, because those cases create more
work for the court, Mr. Coughlin
said.

In addition, an individual plain-
tiff faces legal fees even if it loses,
unlike das actions.

And, there is no guarantee an
individual plainsiff will win its case
or recover as much as it would as
part of a L ass, said insurer attorney
Richard J Bortnick in an interview.
Mr. Bortnick, a partner with Cozen
O'Conncr P.C. in Philadelphia,
moderated the PLUS session.

For example, in the shareholder

securities litigation over the 1998

of Daimler-Benz and

merger

Chrysler Corp, Chrysler sharehold-

ers settled their class action lawsuit
for $300 million. But two courts
have ruled that leading Chrysler
shareholder Kirk Kerkorian is not
entitled to any of the $1 billion of
damages ne sought.

Opt-out cases also are expensive
for plaintiffs attorneys, who have to
front much of the expense of the
case, Mr. Coughlin said.

Because of the risks and costs
associated with opt-out litigation,
Mr. Coughlin will take those cases
only against companies reporting
multibillion-dollar losses. "A $700
million loss isn't big enough" for
plaintiffs to opt out of a class action
case, he said.

But insurer attorney Arthur Wash-
ington, who attended the session,
said he took that comment "with a
grain of salt" Mr. Washington, a
partner with Mendes & Mount
L.L.P. in New York, said he could
not see a plaintiffs attorney "turning
up his nose at a $1 billion case."

While kir. Bertnick said he also
expects to see opt-out litigation
filed main.y in 'the megacase,"” he
did not rule out a majority share-
holder filing an individual lawsuit

in a smaller case if the investor

"wants to get every pound of flesh it

can."”

Doctors: To be ranked on

publicly disclosed measures

CONTINUED FROM PAGE 3

ciency and how much on quality
measures. The insurer also agreed to
retain an oversight monitor to over-
see compliance with all aspects of
the agreement and report to the
attorney general every six months.
The agreement initially focused on
the insurer's programs in New York,
but the company announced last
week that it would expand the pro-
gram nationwide.

Also last week, Hartford, Conn.-
based Aetna agreed to implement
Mr. Cuomo's model on a nation-
wide basis. Its physician ranking
program, known as Aetna Aexcel,
lists physicians in 12 specialty cate-
gories who have passed certain clin-
ical quality and cost-efficiency mea-

Empire Blue Cross Blue Shield, a
unit of Indianapolis-based Well-
Point, also agreed to implement the

'Patients and physicians
throughout the country
deserve to be protected from
inaccurate ratings, which
undermine tile physician-

patient relationship.'

Nancy Nielsen,
American Medical Assn.

attorney general's model in its
physician ranking program. Empire
is the largest health insurer in New
York, with about 5 million mem-
bers. The agreement applies to New
York, but the company plans to
implement the principles of the
agreement in other states.
"Choosing a doctor is obviously a
very important decision and the
information health care companies
provide to consumers must be fair
and complete,"” Mr. Cuomo said in

a statement. "Health insurance
compan-es are beginning to realize
if they want to implement a doctor
ranking program, they should
adopt our national model, which is
supported nor just by insurers, but
also by national physician and con-
sumer groups."

Letters expressed concern

The agreement arose out of Mr.
Cuomo's investigation of physician

ranking programs. Mr. Cuomo sent
letters to Aetna and CIGNA as well

as a unit of Minnetonka, Minn.-
based Un:tedHealth Grcup Inc. and
several New York-based insurers.
The letters npressed concern that
decisions were based on cost rather
than quality, and asked for informa-
tion from the insurers on metrics
they used to evaluate physicians.

Before Mr Cuomo's involve-
ment, there was tremendous anxi-
ety among some of the stakeholders
involvec with physician ranking
programs the Consumer Union's
Mr. Bell said.

The development of the attorney
general's framework and its adop-
tion by the health plans should
help win the confidence of con-
sumers End physicians as to the
accuracy and fairness of the criteria
for the Frograms, he said

The Chicago-based American
Medical Assn. supports the attorney
general's model and praised/' »

insurers whc have adopted i
framewcrk.

"Patients. and

physicians
throughout the country deserve to
be protected from inaccurate rat-
ings, which indermine the physi-
cian-patient relationship,” AMA
President-elec Nancy Nielsen said
in a statement.

Observers said they hope other
insurers 3dopt the model so all pro-
vide critca. information at the
same level. "I don't think the attor-
ney gene:al's office would stand for
anything else," Ms. Pickering said.

"l think ifs going to be stronger if
there's even more buy-in, so I'm
hopeful :hat more insurers will join
the program " Mr. Bell sa.d.



Costs: Health care again
posts 6.1% rise: Study

CONTINUED FROM PAGE 1

And the easing of health care
inflation is likely to continue. In
2008, survey respondents expect
costs to increase an average of 5.8%
after taking into account changes
they will make, among other fac-
tors, in plan designs.

One factor checking cost increas-
es is greater use of health manage-
ment programs, such as wellness
programs that give employees
incentives to improve their health
and disease management programs

that aim to reduce costs for employ-
ees with chronic conditions.

'Even a 6% increase, year
after year, makes providing

health care coverage

unaffordable' for smaller

employers.

Blaine Bos, Mercer L.L.C.

Indeed, 80% of employers with at
least 500 ennployees have put
health management programs in
place, with just under two-thirds
saying their programs have helped
to control costs, according to Mer-
cer.

1 some employers are going
beyond health management pro-
grams to offer consumer-driven
health care plans, which expose
employees to big health care costs
through high deductibles.

' The plans, though, do more than
raise deductibles. The plans are
linked to accounts-either health
savings accounts or health reim-
bursement arrangements-that
employees can tap to pay uncov-
ered health care expenses, including
deductibles. In both accounts,
unused amounts roll over to pay
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expenses in succeeding years, and
employees can keep HSA balances,
even after they leave a company,
and apply them to future medical
expenses, including during retire-
nnent.

CDHPs are strikingly less expen-
sive than other health care plan
designs, according to the Mercer
survey. In 2007, HSA-based plans
cost an average $5,679 per employ-
ee while HRA-based plans cost an
average of $6,224.

By contrast, preferred provider
organization plans cost an average
$7,352 per employee, making them
$1,673 more expensive compared
with HSA-based plans and $1,128
more expensive than HRA-based
plans.

It's not only the high-deductible
in CDHPs that encourages employ-
ees to use services more carefully,
according to the survey.

The per-employee cost of PPOs
with deductibles of at least $1,000
averaged $6,644, $965 less than an
HSA-based plan and $420 less than
an HRA-based plan.

That cost difference "lends sup-
port to the theory that the account
feature encourages more careful
employee spending,” according to
the survey.

Those cost differences have got-
ten employers' attention, especially
the nation's largest companies. This
year, 29% of respondents with at
least 20,000 employees offered an
HSA, up from 22% last year; 31% of
the largest employers say it is likely
they will offer an HSA-based CDHP
next year.

Employee enroliment in CDHPs,
while still low, also is growing. In
2005, just 1% of employees were
enrolled in CDHPs, 3% were
enrolled in 2006 and the percentage
dimbed to 5% in 2007.

If enrollment in CDHPs contin-

ues to climb, that could positively
affect health plan costs. "As
employees shift from more expen-
sive plans into less expensive plans,
employers' overall cost per employ-
ee drops. This is what we saw hap-
pen in a big way when employees
moved out of traditional indemnity
plans and into managed care plans
in the mid-1990s," Mr. Bos said.

Still, even if increases are remain-
ing steady, the cost of providing
coverage is more than a growing
number of smaller employers can
afford. Last year, 61% of employers
with fewer than 200 employees
offered health care coverage, down
from 66% in 2003 and 69% in 2001.

"Even a 6% increase, year after
year, makes providing health care
coverage unaffordable"” for smaller
employers, Mr. Bos said.

Requiring employers to offer a
health care plan or pay a fee-one
way to reduce the number of unin-
sured-is not an idea broadly
embraced by employers. Fifty per-
cent of respondents said they disap-
proved of the so-called "play or
pay" approach to expanding cover-
age.

Other approaches to expanding
coverage were less controversial. For
example, the survey found that
48% of employers approved of legis-

GROUP HEALTH PLAN BREAKDOWN

COSTS AT A GLANCE
Average health p/an costs and increases
per employee

YEAR COST PER EMPLOYEE CHANGE

2003 $6,215 10.1%

2004 $6,679 7.5%

2005 $7,089 6.1%

2006 $7,523 6.1%

2007 57,983 6.1%

MEDICAL COSTS PER EMPLOYEE
BY PLAN TYPE

POINT OF SERVICE
2006 56,937

o
57,714 2%

2007

PREFERRED PROVIDER ORGANIZATION
$6,932
$7,352

2006

o,
2007 6.1%

HEALTH MAINTENANCE ORGANIZATION
56,616
$7,120

2006

7.6%
2007

CONSUMER-DRIVEN HEALTH MAN
$5,770
55,970

2006

3.5%
2007

HOW HSAs AND HRAs STACK UP
AMONG LARGE EMPLOYERS*

HSA HRA

Average deductible 51,769 $1,457

Percent of employers 65% 100%
contributing to account

Average employer $626** $621

account contribution

Annual cost

$5,479 $6,110
per employee

*For employers with at least 500 employees
"For employers making contributions

Source: Mercer LLC.

lation requiring plans to lengthen
the time that dependent children
can be covered by a parent's health
insurance plan.

Additionally, 61% of respondents
approved of proposals that would
require health plans to allow all
employees-including those not eli-
gible for coverage-to make pretax
contributions to the plans.

Copies of the Mercer "National Survey
of Employer Sponsored Health Plans
2007" will be available in March 2008
#om Tara Lewis, Mercer L.L.C., 1166
Avenue of the Americas, 29th Floor,
New York, N.Y. 10036; 212-345-
2451. Copies also will be available at
www. mercer.com/ushealthplansurvey.

The report costs $500, and the report
and tables cost $1,000.
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Terrorism model now

includes urban blast

By JEFF CASALE

BOSTON-Risk modeler AIR World-
wide Corp. released its updated U.S.
terrorism model last week, with this
latest version providing an up-to-
date property exposure database
and detailing the effects of an urban
bomb blast.

Boston-based AIR, developer of
risk modeling software and consult-
ing services, spent more than two
years researching the latest version
of its terrorism model, originally
released in 2002. This latest edition,
said Jack Seaquist, senior manager
with AIR, will allow insurers to get a
full loss analysis that includes a
range of likely attack locations,
weapons combinations and esti-
mates on those losses while assign-
ing an estimated probability to each
level of loss.

"We looked at how bomb (blasts)
affect the original composite of a
city in a range of environments
from a dense one like Manhattan,
to an open environment like those

with just single buildings,"” Mr.
Seaquist said.

Additionally, AIR updated its
injury-loss distributions model to

reflect the latest research from the

medical community regarding trau-
ma from terrorist blasts. The distri-
butions take into account injuries
that may result from damage to
buildings, including people who
would be injured by flying or falling
debris.

Injury-loss data in the updated
model uses state average daim costs
by injury type based on the latest
three policy periods of historical
claims as reported to the
Boca Raton, Fla.-based National
Council on Compensation Insur-

ance Inc.

Mr. Seaquist said this latest terror-
ism model also includes an
enhanced industry property expo-
sure database. The updated database
features more accurate building
locations and building-specific
characteristics for commercial prop-

erties.

Med mal: Damage cap law
ruled unconstitutional

CONTINUED FROM PAGE 3

"The trend has been exactly what
tort reform and malpractice reform
supporters said it would be," Mr.
Murnane said.

However, Bruce M. Kohen, presi-
dent of the lllinois Trial Lawyers
Assn., said the decision upholds the
constitution.

"One thing is clear," he said in a
statement, "our state constitution
does not allow those who have
been most seriously injured as a
result of medical negligence to have
their rights taken away in order to
give bonuses to insurance compa-
ies."

Jason Held, a Chicago-based staff
director for the Center for Justice
and Democracy, an anti-tort reform
group, said capping noneconomic
damages is unconstitutional,
adding that such caps are "anti-fam-
ily, anti-patient and anti-lllinois."

"If you look at the lllinois data
from the (lllinois Department of
Financial and Professional Regula-
tion Division of Insurance), you will

see that there isn't a doctor crisis in

lllinois anymore, that there has
been a steady increase of them (in
the state) over the past 20 years,"
said Mr. Held. "There are counter

arguments to this, but | don't see
this mass exodus of doctors."
According to the lllinois State
Medical Society, the number of
licensed doctors in the state may be
inaccurate. A spokeswoman in
Chicago said some high-risk special-
ists-neurosurgeons and obstetri-
cians, for example-may be based
in lllinois but also practice in Indi-
ana. This can make it difficult to
find proper care for patients, partic-
ularly in rural areas, the society said.
"This is only 'round one' in the
battle to uphold these reforms,"”
said Dr. Rodney C. Osborn, presi-
dent of the lllinois State Medical
Society in a statement. "Getting rid
of the 2005 medical litigation
reforms now would be like bench-
ing your entire lineup in the tough-
est game of the season. We can't
afford to forfeit patients' access to

care."”
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Backstop: Senate passes seven-year extension

CONTINUED FROM PAGE 1

i te House. While the Senate bill
basically extends the existing back-
stop program, the House bill would
extend the backstop for 15 years,
alow the program to respond to
group life insurance claims, and per-
mit the program to respond to catas-
trophic acts of domestic as well as
fo:eign terrorism.

Senior Bush administration offi-
dals have said they will recommend
President Bush veto the House bill if
i : zeaches his desk. House and Senate
negotiators will have to work out

cifferences between the two bills

tefore anything goes to the presi-
cent.

Banking Committee Chairman
Chris Dodd, D-Conn., the Senate
till's chief sponsor, said during a Fri-
day teleconference that he is "very
onfident” that the differences can
te worked out, resulting in a bill that
can win the approval of both houses
of Congress before lawmakers
al-oum next month for the rest of
:he year. He called extension of the
Mckstop "critically important” for
-he economy.

Risk managers and industry fig-
res alike praised the Senate action.

' This has been a long-traveled
road, particularly with the recent
prvgo issue. Risk managers cannot
understand the science behind the
nrnbers," said Bradley R. Wood,
se r ior vp-risk management for
Bethesda, Md.-based Marriott Inter-
national Inc. "Obviously, we're

News
88 [BFO®9

CONTINUED FROM PAGE 1

US| board member. No reason was
given for Mr. Eslick's departure. A
530<eswoman could not be reached.
Mr. Sicard joined the board of

Br arcliff Manor, N.Y.-based USI
folowing the $1.4 billion private

equ ty buyout of USI earlier this year
by C-S Capital Partners. Before that,
ha was with Willis Group Holdings
Ltc. where he helped lead the
b-okerage's turnaround after its
1998 acquisition by Kohlberg Kravis
& Roberts & Co. and resulting 2001
iri-ial public offering. Mr. Eslick
jciaed USI in January 1997, three
years after its inception, and became

thrilled with the steps taken by the
Senate to get an amicable solution

and get passage of the bill. Success
will not be final until the House and

Senate resolve their differences. The
good news is that we are well-posi-
tioned to achieve our primary goal-

1 think that's a positive
sign that we will have
something in place, but of
course it is the legislative
process and anything can

happen.'

Ben McKay, Property Casualty

Insurers Assn. of America

obtaining a longer duration so that

the risk management community
can take a well-deserved rest on the

legislative front and focus on our
business at hand.”

"RIMS is delighted that the Senate
has worked through a number of
issues to bring this legislation to the
floor for a vote," said Janice
Ochenkowski, president of the New
York-based Risk & Insurance Man-
agement Society Inc. "The leader-
ship of the Senate Banking Commit-
ree has done a terrific job in moving

this bill forward. We are excited

about the prospect of a bill to be

chairman, president and CEO in
January 2002 when USI founder
Bernard H. Mizel retired. He took the

brokerage public in 2002.

Hilb Rogal & Hobbs
founder Rogal dies

Alvin Rogal, one of the three
founders of what is now Him Rogal &
Hobbs Co., died Nov. 6 at the age of

84, HRH said last week. Mr. Rogal
roined Robert Hilb and David

Hamilton to form Glen Allen, Va.-
.ased HRH in 1982. He retired in July
zf this year.

Oregon taps La. official
For top regulator post
The Oregon Department of

Consumer and Business Services is
hiring a Louisiana regulator to
administer Oregon's Insurance
Division. Scott Kipper, who is deputy
commissioner of the Louisiana

Insurance Department's Office of

passed before year-end and are opti-
mistic that can be done with the
cooperation of key leadership in the
House and Senate. RIMS is, of
course, ready to work with anyone
to make this happen."

"I think it's very encouraging that
the Senate acted expeditiously rather
than waiting to the last minute,”
said Ben McKay, senior vp in the
Property Casualty Insurers Assn. of
America's Washington office. "I
think that's a positive sign that we
will have something in place, but of
course it is the legislative process and
anything can happen. There are a lot
of moving parts and the more parts
there are, the more that can break.”

"l believe that the seven years in
the Senate bill is an outstanding
result and hope the House leaders
will accept this basic approach, due
to the fact that Jan. 1 (insurance)
renewals are actively being negotiat-
ed and passage of the legislation
would ease any potential market dis-
ruption,” said Joel Wood, senior vp
at the Council of Insurance Agents
& Brokers in Washington.

"I'm optimistic but not bullish,”
he added. Mr. Wood said the Bank-

ing Committee leaders who drafted
the Senate bill-Sens. Dodd and
Richard Shelby, It-Ala.-"have little
to no wiggle room with respect to
their negotiated deal and this is a bill
now that enjoys unanimous support
of the Senate, support of the Bush
administration and apparently sup-

port of the House Republicans.
We've been down this road twice

Health Insurance, will take over the
Oregon post effective Dec. 27. He
replaces Joel Ario, who left in July to
become Pennsylvania's insurance

commissioner.

Canadian comp rates
to decrease in 2008

Several Canadian provinces plan to
reduce employer premiums for
workers compensation coverage
next year, including Alberta, which
already has the lowest premiums in
Canada. The Workers' Compensation
Board of Alberta will lower employer
premiums for the fourth year in a
row as injury rates and claim costs
have continued to decline. The
average rate will be $1.32 Canadian
($1.40) per $100 Canadian ($106.07)
of insurable earnings, a nearly 8%
drop from current rates, the WCB
announced last week. Meanwhile, the
Saskatchewan Workers'
Compensation Board said it plans to
reduce its 2008 average premium

before, and even though there are
elements of the House bill that we
greatly like, (but) when Dodd and
Shelby reach a deal that's pretty
much as good as it gets. We think
this is a good opportunity for every-

one to take a win."

He added, though, if House Finan-
cial Services Committee Chairman
Barney Frank, D-Mass., "had not
passed as expansive a bill as he did,
we would not be in the position of
looking at this outstanding Senate
product."

"By supporting a seven-year
extension, the Senate has unani-
mously voiced their support for a
continued, vibrant federal pro-
gram," said Marc Racicot, president
of the Washington-based American
Insurance Assn. in a statement. "A
seven-year extension will provide
more stability and certainty in the
market and will foster long-term
investment and economic growth."”

"The next step is just as critical,
said Mr. Racicot. "It's absolutely nec-
essary that the Congress continue
their work and reauthorize this pro-
gram by year's end."

"We commend the Senate for tak-
ing quick action on this important
legislation," said Jimi Grande, vp in
the National Assn. of Mutual Insur-
ance Cos.' Washington office in a
statement. "By approving this legis-
lation before leaving for the Thanks-
giving break, members of the Senate
have demonstrated their commit-
ment to continuing this vital public-
private partnership."”

rate by 8.2% to $1.69 Canadian
($1.79) per $100 Canadian of
insurable earnings. Premium rates
for employers in the province have
dropped 17.6% since 2005. Other
provinces previously reported

decreases as well.

Pa. court affirms award

against Gallagher Bassett

A Pennsylvania appellate court has
affirmed its order that third-party
administrator Gallagher Bassett
Services Inc. pay $2.9 million to the
Catholic Diocese of Greensburg, Pa.,
and has directed a trial court to
sanction the subsidiary of Itasca, 111.-
based Arthur J. Gallagher & Co. for
filing a second, frivolous appeal in
the case. The diocese alleged that
Gallagher Bassett impeded its ability
to recover from its property insurers
after one of its school buildings was
condemned because of soil problems
that destabilized the building's

foundation.
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Stock Index
[11/12-11/16]

Up-to-the-minute data for all 82
companies that comprise the
Bl Stock Index can befound at

www.Businessinsurance.com.
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Percentage change of 81 Stock Index
vs. key indicators

B/STOCK INDEX

3229.82 0.58%

DOW JONES

13176.79 1.03%

S&P 500

1458.74 0.35%
LARGEST GAINS
MBIA Inc........... 7.83%
Meadowbrook Insurance 7.82%
Aspen Insurance Holdings 5.36%
Tower Group Inc. ........... 5.18%

Ambac Financial Group ...... 4.97%

LARGEST LOSSES

NYMAGIC Inc. -7.63%
UNICO American Corp. -6.67%
Berkley Corp. -5.97%
Markel Corp -3.80%

-3.50%

Allmerica Financial Corp

Source: Financial Content Inc.
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REUTERS/TOMY CO. LTD
A Japanese toy maker has designed a savings bank
that 'exp odes' when kids fait to make deposits.

Toy bank

goes boom
when Kids

go bust

x4-1#Qnese toy maker has come up with an
*tive way to encourage savings.

---Utrayed as a "savings bomb" or a "savings
box that explodes," the batten--operated device

bearing a skull and crossbones takes the piggy
bank and adds a twist.

When users fail to insert coins in the cartoon

bomb-shaped mechanism evecy day, it goes

through a series of warnings that start with lights

and progress to sounds and vibrations.

After five days of no fresh entries, the gadget
takes all the coins that were previously deposited
and spits them out.

"This is a piggy bank where you have no way
but to save," a spokeswoman Eor Tokyo-based
TOMY Co. Ltd. said in a news report.

Picking up the pieces of the device, which
costs approximately $27, will allow users-to

"reflect on their laziness," the company reported-

1v said.
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Court ices

NHL player's

*Sir

| comp claim
for bar fight O

Joe Murphy, a former right winger for

National Hockey League teams in Chica-

go, Boston, Edmonton and Washing-

ton, recently learned that getting

into a bar fight after work is not -

covered by workers compensa-
tion benefits.

The District of Columbia

Court of Appeals upheld an

administrative law judge’'s ruling -

in favor of Mr. Murphy's former

employer, the Washington Capitals,
and Warren, NJ.-based Chubb Corp.

The appeals court upheld the lower court's
ruling and rejected Mr. Murphy's suit seeking
benefits for injuries he received in a December
2000 fight outside a New York nightdub.

According to court documents, the Capitals had
gone to New York to play the Rangers. Mr. Murphy,

who was injured and not playing in the game,
went out for a team-paid dinner with his

teammates, where he and others "drank a

substantial amount of beer and vodka. .

They "drank more beer and vodka" at a sub- -l

sequent nightclub visit.

At closing time outside the club, Mr. Murphy was
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h|t over the head bg a bottle-wielding man who

knew a woman the hockey p!

yer was trying to per-

GETTY IMAGES SPORT

suade to get in his limousine, court records state.

Mr. Murphy, who required medical treatment,
filed for workers comp benefits that he asserted

Joe Murphy playing for the
Washington Capitals in 2000.

"arose out of and in the course of his employment.”
However, an administrative law judge blocked the claim. While the dinner
"was an activity related to employment,” the "venture to the Lower East Side to

patronize a bar" afterward "was not an activity incidental to his employment, nor

would have it been foreseeable by employer," the iudge ruled.
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Car renters
confused
about need

for coverage

When the clerk behind the car rental desk
slides that form across the counter and
says, "Initial here, sign here" and "Oh,
check here if you waive liability and
collision," it's just natural to picture the
worst.
Should you check that little box on the
rental form? Do you really need that
insurance? It's only a few extra dol-
lars, but why pay more?
No matter what you
choose, you may still end
up feeling confused and,
if you do, you have plen-
ty of company.
According to a survey
by the Kansas City, Mo.-
based National Assn. of
Insurance Commissioners,

- - nearly 42% of U.S. resi-

- dents don't understand
car rental insurance.
"When renting a car,
many consumers pur-
chase unnecessary A
insurance and end up m

wasting money.

Meanwhile, —:de.7
other drivers inadver-

tently underinsure their rental car. placing
themselves at risk," NAIC President and
Alabama Insurance Commissionel Walter

Bell said in a statement.

Of the 632 people surveyed in Septem-
ber, 34% of respondents said they pur-
chased the rental company's insurance
just to make sure they were coveied, and
24% were not sure whether their credit
card provided coverage when renting a
car, the NAIC said.

The NAIC recommends consumers con-
tact their car insurance and credit card
companies before renting a vehide, to
inquire about specific coverage needs. The
NAIC noted that company travel is not
covered by personal car insurance and
rentals of longer than a week might have

different conditions.
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Worried that your grandchildren might for-
get about you after you walk through the
pearly gates?

F With "AfterThoughts Birfhday Insurance"
there's no need-your graridchildren will
receive a personalized birthday card from
you with a check for at least $100 every year
for the rest of their lives.

The guaranteed birthday gift is funded
through a whole life insurance policy under-
written by Lincoln, Neb.-based Assuirity Life
Insulance Co. and distributed through Lagu-
na Hills, Calif.-based Commemorative Life
Insurance Services Inc.

"At the end of the day, evetybody iust
really wants to be remembered," said Martin
Andelman, founder and chief executive offi-
cer of Commemorative, who came up with
the concept after his grandmother, who sent

LA e e

passed away and after seeing his own
parents become grandparents.

"The relationship between grand-
parent and grandchild is really
immeasurably special. It's something
totally unique, and | wanted to come
up with a way...where someone
could arrange that upon their death
they could have their named grand-
child receive a birthday card and
check every year for life," Mr. Andel-
man said.

Premiums for the birthday insur-
ance policy depend on several fac-
tors, including age, sex, smoking sta-
tus, number of grandchildren and
the desired annual gift amount per
grandchild.

For a 65-year old woman who is in good» {
health and a nonsmoker, the cost to pur- i

The Greeting Card

Happy Btrthday Katy!

Ofandma or¥ Grrulp. T#ylor

chase a policy that provides a $100 lifetime
annual gift and card for each of her three

A life insurance policy distributed by
Commemorative Life Insurance Ser-
vices Inc. allows the buyer to ensure
that a designated recipient will receive
a greeting card and at least $100 on
each birthday.

grandchildren totals $44.67 a month,
according to Commemorative's Web
site. Policyholders are responsible for
paying the premium every year for
the remainder of their lives.

The birthday policy was launched
in April and so far the response has
been positive, according to Mike
Struhs, Commemorative's president.
"We're hearing a lot of heart warm-

ing stories from agents" selling the pblicy, he
said.



~ “AIG ENVIRONMENTAL® ALIGNED US WITH THE
REMEDIATION RESOURCES TO RESOLVE OUR CLAIM FAST.”

“When we faced a claim, it was immediately evident that AIG Environmental had both the technical expertise to
help us effectively address environmental cleanup issues and the sensitivity to resolve the matter in a way that

preserved business relationships that were valuable to our business. Their spirit of cooperation and partnership

made all the difference.”

— Richard Nigro, Executive Vice President, Kajima Construction Services

In 2006, the AIG Companies® paid $16.5 billion in response to commercial insurance policyholder claims.

Call your insurance broker or contact us at aigenvironmental@aig.com.
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THE STRENGTH TO BE THERE.

Insurance underwritten by member companies of American Internationa: Group, Inc. The information provided herein is for informational purposes only without warranties or representations of any kind,

either express or implied. It does not include terms, conditions and exclusions of 2ny policies. Please refer to actual policies for complete details of coverage and exclusions. Coverage may not be available
in all states. Issuance of coverage is subject to undervriting guidelines.




