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Quality Insurance Congress
likely to abandon

By GAVIN SOUTER

NASHVILLE, Tenn.-The Quality
Insurance Congress is expected to dis-
solve this week, after failing to gener-
ate continued strong support from the
insurance industry.

The financially troubled organiza-
tion is expected to pass responsibility
for its controversial Quality Scoreeard
to the survey's co-sponsor, the Risk &
Insurance Management Society Inc.

Other educational efforts promoted
by the QIC will likely be assumed by
the Insurance Institute of America.

Late last month, a board meeting of
the QIC due to be held in Chicago was
canceled after less than half of the

board’'s 30 members
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THE QUALITY
INSURANCE CONGRESS

poll the board on whether to dissolve
the organization. Results are expected
this week.

The proposed dissolution would end
the sometimes-controversial six-year
history of the QIC, which was created
to improve insurance industry quality
through improved cooperation among

u u

risk managers, insurers, brokers and
other insurance service providers.

The Quality Scorecard, which the
QIC and RIMS jointly produced,
showed significant risk manager dis-
satisfaction with the insurance indus-
try (BIl, Oct. 25). Most of the industry,
including leading brokers and proper-
ty/casualty insurers, were awarded
"C's" and "D's" by risk managers who
completed the survey anonymously.

Several brokers and insurers com-
plained that the results did not jibe
with those of their own private sur-
veys of customers.

The move to dissolve the QIC stems
from two problems, said Henry L.

See QIC on page 67

HMO allows chiropractors in role

atekeepers under scruti ny

HMO lllinois lets enrollees select chiro-

practors as their primary care physicians.

By JOANNE WOJCIK
KOCHANIEC

CHICAGO-Benefit managers are
skeptical of HMO lllinois' decision to
allow chiropractors to serve as prima-
ry care physicians.

While most HMOs around the coun-
try provide enrollees access to alterna-
tive medicine, HMO lllinois has gone a
step further by also giving members
the 6ption to use chiropractors as their
primary care physicians.

Although HMO lllinois, the state's
largest HMO, with about 700,000
members, has permitted members to
choose a chiropractor as their PCP
since the beginning of this year, the
news is just now being widely -publi-
cized because it's time for annual open
enrollment, according to a spokesman
for the Chicago-based HMO.

So far, 16 chiropractors are eligible
to be chosen as PCPs in HMO lllinois,
which is run by Blue Cross & Blue
Shield of lllinois. By year end, there
will be 40 eligible chiropractic PCPs.
To become eligible, the chiropractors
first must be accredited by both the
National College of Chiropractic
Medicine in Lisle, Ill., and the Nation-
al Committee for Quality Assurance,
which also sets standards for tradi-
tional health care providers.

Benefit managers for Chicago-area
companies were pleased with the
HMO's decision to provide benefits for
alternative medicine but were not
alone in questioning the need for chi-
ropractors to serve as PCPs. The
Chicago-based American -Medical
Assn. also was surprised by the health
plan's decision.

See PCPs on page 70

Updates

HHS unveils proposed regs
on patient confidentiality

WASHINGTON-Proposed patient confiden-
tiality regulations released last week by the De-
partment of Health and Human Services are
drawing a mixed review from employers and

insurers.

HHS drafted the regulations after Congress
failed to meet an August deadline-set under a
federal law-for proposing confidentiality
rules. The 600-plus page proposal, which the
Federal Register is expected to publish this

week, covers only electronically transmitted
data.

See Updates on net page

Buyers may
benefit from

reform bill

By MARK A. HOFMANN

WASHINGTON-Passage of financial services re-
form legislation could usher in a brave new world for
risk managers.

The Financial Services Act, S.900, enjoys
widespread support in both the House and Senate, as
well as the backing of the White House. The measure
would remove many of the barriers that have pre-
vented banks, insurers and securities firms from be-
ing involved in each other's business by permitting
them to affiliate with one another (BIl, Oct. 25). It
would also promote uniformity in insurance agent
and broker state licensing through the creation of the
National Assn. of Registered Agents and Brokers (B,
Oct. 18).

Risk managers generally were not involved in the
often-contentious debate that accompanied the bill's
progress, but many observers say that they will be
among the beneficiaries of modernization. The lower-
ing of barriers could result in more capacity, new
products and new ways of approaching risk, some
say. There is, however, divided opinion over which
segments of the insurance industry will feel the great-
est impact from the changes.

"l think the implications could be tremendous,”
said William J. Kelly, managing director of J.P. Mor-
gan & Co. Inc. and a former president of the Risk &
Insurance Management Society Inc. By repealing the
Depression-era Glass-Steagall Act, which erected
barriers between financial services entities, S. 900
could create a "stronger insurance community," he
said.

Mr. Kelly said that the impact of reform could be
felt in the area of operational risk insurance, "which,
in order to be meaningful for major institutions,
would literally require capacity in the billions of dol-
lars.™

In short, the reformm would mean stronger financial
institutions, "greater capacity, new products, more
meaningful protection-all those things," he said.

Christopher E. Mandel, director of global risk man-
agement for Louisville, Ky.-based Tricon Global

See S. 900 on page 69

Higher costs hit insured plans hardest

By MICHAEL PRINCE

Health care costs for self-insured
employers are rising less than premi-
ums paid by fully insured employers,
according to a new survey.

Overall, health care costs climbed
by 4.8% from the spring of 1998 to the
spring of 1999, the 1999 Annual Em-
ployer Health Benefits Survey shows.
But health care costs increased by
only 3.7 % for self-funded employers,
compared with a 5.8% increase for
employers with fully insured plans.

In addition, cost increases varied by
plan type. Health maintenance organi-
zations increased premiums by 5.7%
in 1999, while the rate increase was
4.3% for preferred provider organiza-

tions and 3.6% for point-of-service
plans, according to the survey. The
survey was conducted by the Henry J.
Kaiser Family Foundation in Menlo
Park, Calif., in conjunction with the
Health Research & Educational Trust,
an affiliate of the American Hospital
Assn. From 1991 to 1998, the survey
had been conducted by KPMG Peat

Marwick.

Health insurers boosted rates at
least in part to make up for losses suf-
fered in prior years, said Jon Gabel,
vp-health system studies at the Health
Research & Educational Trust in
Washington and one of the survey's
authors, at a news conference. Ac-
cording to the survey, more than two-
thirds of health plans lost money in

1996 and 1997.

The most recent overall premium in-
crease of 4.8% compares with a 3.7%
increase in 1998 and a 0.8% increase
in 1996, .the last two years the survey
was conducted. No survey was con-
ducted in 1997.

Mr. Gabel said that, because two-
thirds of large employers self-insure
while only one-third of small employ-
ers do, the higher rate increase for ful-
ly insured plans will affect small busi-
nesses rrlore.

In conducting the survey, 1,939 em-
ployers were contacted and asked a
variety of questions about their health
care plans. Sixty percent of the em-
ployers responded to the questions. An

See Costs on page 67

Lower cost hikes for

self-insured plans

1999 percentage increases for health plan costs

= Fully insured
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Source: Kaiser/HRET Survey of Employer-Sponsored Health Benefits. 1999
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Updates

Confidentiality rules

Continued bon preuious page

The proposal embodies several principles, including limiting the release
of data without patient consent, letting patients review and change infor-
mation in their personal files, and providing new civil and criminal penal-
ties for violations. For example, anyone who improperly discloses protect-
ed information with the intent to sell the information could face fines of up
to $250,000 and 10 years in prison.

Health Insurance Assn. of America President Chip Kahn in a statement
praised the proposal but cautioned that "insurers, health plans, doctors and
hospitals must be able to send and receive medical information to assure
that consumers get high-quality health care."

The National Assn. of Manufacturers said it hopes that "the release of
the regulations will be the impetus to get the congressional ball moving
again. From what we've heard, these regulations are not going to help the
marketplace, they're going to be very expensive," said Neil Trautwein, the
NAM's director-employment policy.

The Blue Cross & Blue Shield Assn. said"it is safe to say that, with over
630 pages of bureaucratically written, prescriptive rules, the cost will not
come cheap," said Mary Nell Lehnhardt, senior vp in the Blues' Washing-
ton office in a written statement.

The Alliance of American Insurers was relieved the regulations do not
appear to effect workers compensation. "We're somewhat encouraged, at
least in an initial mading, that they are recognizing the difference in the in-
formation needs between the property/casualty industry and the health in-
dustry,” said Ken Schloman, Washington counsel for the Alliance.

ACE, Cap Re agree to new deal

NEW YORK-After a suit over the bidding for Capital Re Corp. was
thmwn out last week, ACE Ltd. and Capital Re agreed on new merger terms.

ACE sued Capital Re after XL Capital Ltd. had made a bid for the finan-
cial guarantee insurer last month. ACE alleged Capital Re breached its
original merger agreement. XL Capital said last week that it would be "re-
viewing its options."

Underthe new deal, ACE would pay Capital Re shareholders $511.3 rnil-
lion in a cash-and-stock deal equivalent to $14 per Capital Re share. The

deal would comprise 0.65 ordinary shares of ACE plus cash, dependent on
the value of ACE shares the week before the deal closes. If ACE shares fall

below $14.34, the deal would be worth less than $14 a share. If ACE 's stock
price exceeds $19.54, however, Capital Re shareholders would receive more
than the agreed offer. ACE stock closed Friday at $19.44 a share.

ACE's initial all-stock deal in May was valued at $605.9 million, but
ACE's stock price declined and one day before the original deal was due to
close in October, the offer was worth $375.3 million.

XL then jumped in with a $456.3 million offer last month, and both XL
and ACE increased their bids over the next several weeks.

The dealis expected to close before the end of the year, subject to the ap-
proval of stockholders and regulators.

Delay sought for DOL rules

WASHINGTON-A group of nine Senate Republicans is urging the De-
partment of Labor to take more time to revamp proposed regulations that
would require employers to speed up health care coverage decisions and
claims processing.

The senators, led by Labor, Health, Education and Pensions Committee
Chairman James Jeffords, R-Vt., wrote in a letter to Labor Secretary Alex-
is Herman that additional comments will lead to better regulations. The
DOL had planned to issue the regulations by year's end. "Another round
of review will allow the department to penfect its regulations and, we be-
lieve, help to ensure a smoother transition and better compliance with the
standards in the long run," the letter said.

The proposed regulations earlier drew congressional fire. An amendment
tucked into a House-passed appropriations bill would have barred the
DOL from enforcing the regulation through next September. That amend-
ment, though, was later killed in committee.

Under the proposed rules, health plans would have 72 hours to notify a
member if coverage would be provided for a service or procedure. For non-
urgent care, the deadline would be 15 calendar days.

In the case of services already performed, health plans generally would
have 15 calendar days to process claims. If a claim were incomplete, plan
administrators would have five days from the receipt of claim to notify a
participant that more information would be needed to process the claim.

Health plan lobbyists earlier said the deadlines for processing claims
were too brief and would lead to higher costs and more processing errors.

Jury convicts EIM broker

DALLAS-A federal juiy last week convicted former insurance broker
Richard Van Weir of conspiracy and mail fraud for pocketing millions of
dollars of premiums from construction industry clients from 1988 to 1995.

Mr. Weir, former principal of defunct Dallas broker Equipment Insur-
ance Managers Inc., was indicted with another EIM official, Elaine Wat-
son Gamer, on 14 conspiracy and mail fraud charges in February.

Federal prosecutors alleged that Mr. Weir and Ms. Gamer collected more
than $2 million in audit premiums from policyholders in a crane

Updates continued on page 70

Errors & omissions

€An Oct. 25 story on Year 2000 loss control quoted a loss control special-
ist who suggested that all businesses in locations where temperatures fall
below 40 degrees Fahrenheit should drain sprinkler systems before the end
of the year. Clanfying his remarks, Dennis Anderson, vp and division en-
gineering manager of Factory Mutual Insurance Cos. in Park Ridge, lll.,
said businesses should strive to maintain fire protections through the date
change. Only businesses that lose heat and cannot maintain safe tempo-
raly heat sources that keep internal temperatures over 40 degrees should
drain fire protection systems, he said.

Stop.loss battle to end

Insurer to withdraw from Maryland, ending challenge to law

By JERRY GEISEL

BALTIMORE-American Medi-
cal Security Group Inc. will stop
marketing stop-loss health insur-
ance policies with very low at-
tachment points that Maryland
insurance regulators said violated

state law.

American Medical Security's
decision reduces the likelihood of
a new challenge to Maryland's
stop-loss law, which an American
Medical Security executive earlier
said the company intended to
fight on the grounds that federal
law pre-empted the state statute.

As part of a consent agreement
with the Maryland Insurance Ad-

rninistration announced last
week, American Medical Securi-
ty's insurer subsidiary, United
Wisconsin Life Insurance Co. of
Green Bay, Wis., will cease writ-
ing new small-group policies in
the state and will terminate exist-
ing policies by their anniversary
date that do not comply with a
1999 Maryland law.

Under that law, health insurers
are barred from selling stop-loss
policies with attachment points of
less than $10,000 for specific
claims and an aggregate attach-

Disney links managers' bonuses

Comp incentive pays off

By ROBERTO CENICEROS

MARINA DEL REY, Calif.-
The Walt Disney Co.'s successful
efforts to control workers com-
pensation costs include quickly
providing information to injured
workers, linking managers'
bonuses to their loss records, and
legislative lobbying.

Providing injured employees
with quick and consistent infor-
mation is a key part of making the
workers comp system as simple as

possible for them, said Stephen M.

Business 7,h Annual

ment point of 115% of expected
claims.

The consent agreement was
reached after state insurance reg-
ulators issued a cease and desist
order this summer against United
Wisconsin to stop the sale of poli-
cies that fall under the stop-loss
minimum attachment points man-
dated by state law (BI, Sept. 6).

American Medical Security said
it agreed to the consent order as
part of its decision to pull out of
the Maryland small group health
care market.

Tim Moore, general counsel and

See Stop-loss on page 71

INnsurance oprkers Compensation Conference

Wilder, vp-risk management for
The Walt Disney Co. in Burbank,
Calif.

Eliminating worker confusion
and fear of the comp system by
making it simple is one of most

important things Disney does, Mr.
Wilder said.

The entertainment company
learned that lesson after Walt

Disney World opened in Florida

27 years ago and suffered an un-
acceptable litigation rate from
workers comp claims. Disney sur-
veyed injured employees when
they returned to work, asking
them why they turned to litiga-
tion.

The answer: They didn't under-
stand what was happening, Mr.
Wilder said.

See Disney on page 52

Jeep maker
to appeal

By DAVE LENCKUS

Employers eye
Medicare RXx
80% would keep drug plans

By JERRY GEISEL

NOGALES, Ariz.-DaimlerChrysler plans to
appeal a $4.3 million jury verdict in a lawsuit
over the safety of the 3 eep CJ -7 model, which
went out of production 12 years ago.

A Santa Cruz County Superior Court jury in

Most employers with retiree health care plans
would continue to offer prescription drug coverage
Nogales, Ariz., last month heard evidence that if Congress enacts a Clinton administration propos-
Jeep's senior managers in 1982 decided against al to add a new prescription drug benefit to Medi-
redesigning the CJ-7 model at that time to mini- care.
mize inherent risks in the vehicle's design, said Eighty percent of large employers surveyed by
plaintiff's attorney John Osborne of Goldberg & benefit consultant Hewitt Associates L.L.C. said
Osborne in Tucson, Ariz.

Various studies, including three of Jeep's own
analyses beginning in the late 1960s, verify those
risks, Mr. Osborne said. The studies showed the
CJ-7's rollover risk was 1 1 to 15 times greater
than that of passenger cars from the same era
and twice that of 3 ggp's chief sport utility rival,
he said. The studies also showed that the CJ-7
model's windshield frame had a relatively high
risk of collapsing onto front-seat occupants dur-
ing a rollover, he said.

Jeep's executives, though, opted in 1982 to
make cosmetic changes to the CJ-7.

A corporate memo showed that Jeep executives
placed a higher value on production costs than

See Jeep on page 70

they would retain retiree prescription drug benefit
coverage if the Clinton administration proposal
were enacted.

Under the administration plan, Medicare, starting
in 2002, would pay 50% of the first $2,000 in pre-
scription expenses annually, with retirees paying a
$24 monthly premium. By 2008, the premium would
rise to $44, with Medicare and retirees equally shar-
ing in the cost of the first $5,000 of prescription
drug benefits.

Employers that continue to offer prescription
drug coverage at least as good as what Medicare
would provide would be eligible for financial subsi-
dies from the government. The employer subsidies,

See Drugs on page 72
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avalla le can ates. a consens
| that the era of megamergers is over,
and the recent poor performance of reinsur-
er and insurer stocks, all suggest that M&A
activity is unlikely to- continue at the fever-
ish pace of the past few years.

But most observers say that several fae-
tors will continue to drive M&A activity in
the industry. These include the need for
scale by. all reinsurers; the necessity of
small and midsize reinsurers to survive
competition against larger reinsurers; and
large reinsurers' desire :0 acquire specialty

paCHy.

expertise, deploy a variety of distribution
nels and make use of their excess ca-

And deals may not necessarily be con-
fined to mergers and acquisitions, say some,

gtlon in the number who predict the arrival of moregomt ven-

tures, start-ups and similar deals a

At the same time, others im the industry
assert that some of the primary insurers
that still have reinsurance operations may
decide to spin off those operations, creating
acquisition opportunities for reinsurers.

Meanwhile. there is general agreement
that, despite some earlier hand-wringing,
insurers and the ultimate insurance buyers
are largely better off as a result of the con-
solidation that has occurred thus far, as the
better-capitalized reinsurers that have
emerged can offer increased security.

Market observers also genanIy agree

Business Insurance, November 1, 1999/ 3

to continue

gether.

that the decline in the number of publicly "I think it's going to continue, but, due to

held reinsurers that has resulted from M&A
activity may ultimately benefit reinsurers
and their clients, as it frees reinsurance

the reduced number of possible partners. it
won't be as fast and furious as it has been

in the past, " said Steven Bolland, senior vp

companies from the burden of reporting with reinsurance intermediary Gill &

improved earnings from one quarter to the
next (see story, page 24).

In addition, despite all the talk about the
capital market's involvement in the rein-
surance market, observers 'say traditional
reinsurance is likely to remain dominant
for at least the foreseeable future (see story,
page 16).

While there is general agreement that the
diminishing pool of viable M&.A candidates
and the industry's recent poor stock market
Derformance will affect the number of
deals, activity is not expected to cease alto-

Roeser in New York.

David Robb, president of reinsurance op-
erations for The Hartford Financial Ser-
vices Group Inc. in Hartford, Conn., said, "1
think, with the downward movement in
market capitalization of a number of rein-
surance and insurance companies over the
last 90 days or so, merger activity may not
be continuing the balance of this year at the
same pace it was over the past two to two-
and-a-half years.

"But | don't think the merger activity

See Market on page 16

Reinsurers'

return

to using MGAs
raising questions

By DOUGLAS McLEOD

f there were a movie entitled
"Return of the Managing
General Agents," r€insurance
industry viewers would like-

ly be divided over whether it
was a heroic adventure tale

or a horror film.

As reinsurers scramble for pre-
mium volume and profitable nich-
es, they are once again turning to
MGASs, either reinsuring MGA-
managed programs written for
primary insurers or granting
binding authorities 00 their own
managing general uncerwriters.

In the 19:30s, this
was a for-

mula

Inside:

for disaster: Out-of-control MGAs
with authority to issue policies,
settle claims and place reinsur-
ance played a major role in
bankrupting such insurers as Ide-
al Mutual Insurance Co. and
Transit Casualty Co.

Whether it could happen again,

hough, is a subject ef some de-
bate.

The recent demolition of work-
ers compensation reinsurance fa-
cilities run by Unicover Managers
[nc., as well as other MGA-related
troubles, have raised the specter
of an encore performance in the
minds of some industry observers.

"History tends to repeat itself,”
said Michael Smith, an analyst

See MGAs on next page

Demand for traditional reinsurance is expected to

continue, despite interest in capital markets
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Intermediaries seeing signs
of firming in reinsurance rates

By SALLY ROBERTS

ontinued rate deterio-

ration that has
plagued the reinsur-
ance market for more
than a decade may be

a thing of the past.

Reinsurance interrmnediaries

report that rates are stabilizing
in many lines, but they are not
yet ready to call the change an
all-out hardening of the market.
Many, however, view the devel-
opment as a harbinger of a hard
market to come sometime early
in the next millennium.

"We hope that what we're
seeing is the bottom of the mar-
ket," said Paul Davies, chair-
man of Aon Re Worldwide, the
world's largest reinsurance bro-

ker.

Salvatore Zaffino. president
and chief executive officer of
No. 2 Guy Carpenter & Co. Inc.,
agrees. "There are some changes
occurring in the marketplace.”
While the word "hardening" is
too strong, "there is less rate

erosion m certain areas,"” he
said.

Amony the world's largest
reinsurance intermediaries,
many say that they are seeing
reinsurance rates stabilize, if
not tightening up, in various
markets. including retrocession,
property catastrophe, workers
compensation, marine, aviation,
trucking and even general casu-
alty lines.

"You']ll get mixed messages
depending on whom you speak
to," noted Michael Caley, chair-
man of Lambert Fenchurch In-
ternational Group Ltd., the
world's eighth-largest broker.
'Our view is that (the reinsur-
ance market) is turning, not in
every class or in every territory,
but there- are too many signs of
upward movements or reduc-
tions in capacity in this class or
that class for it not to be turning
now."

Graham Chilton, CEO of Ben-
field Greig Group P.L.C., the
world's fifth-largest broker,
said: "My feeling at the moment

is that in many areas where we
are trading, prices are firming
far more considerably than
many people realize at the mo-

ment.

"Some of the heavier areas of
retrocession, aviation and ma-
rine reinsurance, the demand
for capacity outstrips supply
and therefore prices will rise
and retentions will rise,"” he
said.

Come year-end renewals, the
firming may not be noticed on
businesses that had prices set in
multiyear deals in the past.
Many areas that have a eatas-
trophe exposure and have de-
pended on reinsurance, howev-
er, "will see quite significant in-
creases in retention and price,"
said Mr. Chilton.

Michael Brookman, deputy
chairman of JLT Risk Solutions
Ltd., the world's sixth-largest
reinsurance intermediary, pre-
dicts that "it will be an interest-
ing and probably quite difficult
renewal season, which will set

See Brokers on page 30

World's 10 largest reinsurance brokers

Gross revenues are in millions of dollars

Company

Aon Re Worldwide

Guy Carpenter

IE.W. Blanch -
Benfield Greig Group
JLT Risk Solutions
Heath Group

Lambert Fenchurch Group

Towers Perrin Re

John P. Woods

Gr,oss revenues' Employees % Treaty
1998 <% change 1998 %change 1998 1997
$620,000,000 5.1%2 3,100 6.9%

T ’ NA NA
502,000,000 6.4 3 2,159 -8.9 96% 95%
247,000,000 2.5 849 -13.8 o2 92 1
163,632,000 31.2 1,164 3.0 100 995 1
149,257,589 1.4 3 455 0.0 NA NA

74,399,3004 /-4 282 3.4 100 100
50,447,000 s -9.1 2,613 -1.9 61.6 59.5
48,627,600 5 10.1 2,356 1.0 A0 49
47,500,000 6.1 215 5.4 os o
25,100,000 12.6 68 4.6 os os

1 Based on reinsurance brokerage and services only 2 Estimated 31997 revenues have been restated 4 British pound =$1 657
(12/31/98) 5 British pound = $1.654 (3/31/99) NA = Not available 6. Fiscal year ends 6/30/99

Source: 8/ survey
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MGASs

Continued from previous page

with Bear, Stearns & Co. in New
York, "l have not seen anything ma-
terially different that would suggest
that it's not as potentially dangerous
as it was in the mid-'80s.

"Any time you let go of the critical
issues involving your ultimate fi-
nancial performance,” Mr. Smith
said, "you're taking a huge risk."

Others concede that the risk exists
but say that MGAs today are oper-
ating under tighter guidelines and
closer supervision by insurers and
reinsurers, and that any problems
will be isolated.

"There's always a risk when you
give your pen away," allowed John
Cashin, executive vp with the rein-
surance brokerage division of Willis

Corroon Group Ltd. in New York.
"However, there have been a lot of
lessons learned from the negligence
of the '805."

"Back then, there were virtually
no controls,” said Michael D.
Schnur, managing director and head
of the MGA Solutions Group at Guy
Carpenter & Co. Inc. in Chicago.

"Could there be an isolated pop
here and there" today if an MGA
program goes bad? he asked rhetori-
cally. "Sure. Do insurance compa-
nies have a much better understand-
ing of the MGA world than they had
in the mid-80s? Sure. Way better."

The mid-1980s were marked not
by isolated pops of detonating MGA
programs, but by a sustained bar-
rage.

Responding to insurers' desire for
rapid premium growth, a number of
MGAs committed a variety of sins

It's a whole new ball game.

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

policies. @vantage offers custom

designed programs tailored for
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including great coverage and
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For more info on Atlantic Mutual's

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

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

that eventually helped sink Ideal
Mutual, Transit and Mission Insur-
ance Co., and created massive losses
for others, including Omaha Indem-
nity Co.

Those MGASs' sins included vastly

'There have been a

lot of lessons learned

from the negligence
of the '80s,' says
John Cashin of Willis.

overwriting projected premium vol-
umes; drastically underpricing risks;
failing to report or even keep track
of policies issued and premiums col-
lected; mishandling claims; and

placing reinsurance on their busi-
ness with financially shaky or even

fraudulent reinsurers.

In most of these cases, the insurers
were acting only as fronting compa-
nies for a vast array of property/ca-
sualty risks produced by MGAs that

also had authority to place reinsur-
ance on the risks.

A few MGASs' actions were out-
right criminal: Omaha Indemnity,
for example, was victimized by an
MGA whose principals, James Win-
ing and Willie A. Schonacher, were
later convicted on fraud charges for
their actions. Transit was also stung
by one of its MGAs, Carlos |. Miro,
who was later jailed for an unrelat-
ed insurance scam.

By 1988, MGA-assisted insolven-
cies led Rep. John D. Dingell, D-
Mich., to launch an inquiry into the
adequacy of state insurance regula-

Introducing
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commercial
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Unfair @vantage
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5*Atlantic]Mutual
Companies

sm
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tion. In response to the congression-
al scrutiny and to the insolvencies
themselves, the National Assn. of In-
surance Commissioners developed a
new model act governing managing
general agents, and insurers and
reinsurers began taking a harder
look at their MGA relationships.

Despite the debacles of the mid-
1980s, many of those relationships
have, in fact, been successful. The
American Msn, of Managing Gener-
al Agents, for example, has scores of
member agencies that maintained
strong ties to insurer and reinsurer
partners throughout the 1980s and
1990s.

"If you look at programs in gener-
al, there have been MGUs that have
been very successful," said William
J. Adamson, chief executive officer
of CNA Re, a division of CNA Fi-
nancial Corp. in Chicago.

He pointed out, as an example,
that CNA Re has participated for
about 40 years on an architects lia-
bility program managed by The
Schinnerer Group Inc., an under-
writing management unit of Marsh
& Mcl«ennan Cos. Inc.

"If (an MGA) has expertise in a
particular line of business, it's
worked out very well for insurers
and their reinsurers,” Mr. Adamson
said.

Problems have continued to erupt
sporadically, though: Chubb Corp.,
for example, sued Good Weather In-
ternational Corp. in 1989, charging
that the MGA sold $350 million to
$400 million in drought insurance to
U.S. farmers when it was only au-
thorized to sell up to $5 million.
Chubb and thousands of farmers
later shared an $8 million settlement
(Bl, Aug. 21, 1989).

This year has seen a sudden spate
of MGA/MGU problems, the most
widely publicized being the disinte-
gration of the Unicover workers
comp reinsurance pool. Five life
reinsurer pool members withdrew
earlier this year after some charged
that Unicover had hugely exceeded
its projected premium volume. Loss-
es on Unicover's business are esti-
mated to hit $2 billion or more, and
two pool retrocessionaires have al-
ready demanded arbitration to void
their contracts (Bl, March 15, 1999).

Since then, Odyssey Re (London)
Ltd. has filed a racketeering suit
against several agents and interme-
diaries, including its own London-
based MGA, Euro International Un-
derwriters Ltd; charging that the
MGA and others conspired to use
Odyssey Re as a dumping ground for

underpriced workers comp reinsur-
ance risks. Euro International and

other defendants have filed motions
to dismiss the suit.

Separately, Risk Capital Holdings
Group reported a $15.9 million net
loss for the first half of 1999, largely
because of underwriting and invest-
ment losses generated by Capital
Protection Services LLC., a New
York-based MGA that Risk Capital
helped capitalize.

These developments-coupled
with reinsurers' growing attraction
to MGA-managed business over the
last couple of years-has some in-
dustry observers worried.

Reinsurers and brokers agree that
program business, ranging from
professional liability programs to
non-standard auto and even home-
owners' risks, has become a bigger
target for reinsurers looking for new
sources of premium growth.

The business has developed in a
variety of ways.

In some cases, reinsurers form re-
lationships directly with MGAs and
then search for a primary insurer to
front the business, sometimes using
a reinsurer's own primary insurance
subsidiary for this purpose. In some
cases, MGAs take the more tradi-

See MGAs on page 6
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tional route of forming a relatons}lip
with an insurer and then working
with the insurer to find reinsurance
coverage.

In a smaller number of cases lie
Unicover's, the NIGA has binding au-
thority for reinsurers themselves, a
simation that some observers say has
been largely confined to the workers
20mp carve-out reinsurance arena.

Reinsurers have turned to MC;As
as they've seen their traditional busi-
ness erode as a result of higher reten-
tions by ceding insurers and a shift to
excess-of-loss from quota-share con-
tracts, which had generated more
reinsurance premium, explained
William M. Will, vp and senior ana-

[yst with Moody's Investors Service
[nc. in New York.

"Those two forces have really con-
strained reinsurers' growth from tra-
ditional sources," he aaid.

"Al lot of reinsur€rs see the only
growth area for them being program

business," noted Steven Bolland, se-

nior vp with intermediary Gill &
Roeser in New York.

Apart from volume, reinsurers are
also attracted by "the percepticn
that a producer has expertise in a
particular class of business, and that
underwriters should have better re-
sults,"” Guy Carpenter's Mr. Schnur
said.

Unlike the situation in the 1980s,
when a given MGA might write a
wide range of property and liability
coverages, reinsurers today are typi-
cally looking for MGAs with experi-
ence in a specialized line and a stable
book of business.

".U it's in a kirly focused niche ar_d
there's a high degree of expertise.. .it

Centre Programs

Group thinking has it.5 advantages.

canworkfine,"CNARe'sMr. Adam-
son said.

When it doesn't work, though,
reinsurers can find themselves in se-
rious trouble.

Ir_ a September report describing
its negative outlook for the global
reinsurance industry, Mcody's cited
the expansion of MGA programs as
one of many reasons for its pes-
simism.

"These initiatives often involve
jumping-with both feet-into new
and untested lines of business, ex-
pand-ng primary and reverse-flow
operations-sometimes g.ving away
the pen to MGAs/MGUs-and tak-
ing on new financial and underwrit-
ing risks in the process. In doing so,
underwriting authority has often
been transferred from underwriters
to producers-a virtual recipe for
disaster," Moody's report concluded.
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ing pen in the hands of a broker. A
broker doesn't know how to say no
and doesn't understand that there is
good business and bad business,"
said Mr. Smith of Bear, Stearns, de-
scribing such arrangements as "naive
capacity meeting cynical demand.”

After the mid-19805, reinsurers
largely abandoned such arrange-
ments, contributing to their steady
outperformance of the property/ca-
sualty industry generally, he said.

"That relationship remained very
consistent over the last 15 years, and
it's only in the last year or two that
we've seen it begin to change,"” Mr.
Smith said. "Very clearly, the market
has chosen not to remember."”

The outcome, Mr. Smith predicted,
will be reinsurance company insol-
vencies.

"There's only one result from
that," he said. "Ultimately you're go-
ing to bankrupt somebody."

05058/1/50"6 0 el

| CENTRE

A member oft/w Zurich Finan,Ul Serviers Group

While not ruling out the isolated
disaster, other reinsurance industry
observers point to what they describe
as significant changes since the 1980$
that make a recurrence of huge insol-
vencies unlikely.

These changes generally amount to
stricter controls and greater over-
sight of MGA operations.

For example, insurers and reinsur-
ers are making sure MGAs have a
profitable history and the data pro-
cessing systems to keep track of poli-
cies, premiums and claims, Mr,
Adamson noted. Insurers and rein-
surers may also impose rate and oth-
er underwriting guidelines, overall
premium limits and strict reporting
requirements, he said.

Companies are also auditing their
MGAs more frequently than in the
past, Mr. Cashin of Willis said.

"They have the time and capital to
dedicate the resources to performing
those oversight functions that,
frankly, they failed to perform in the
1980s," he said.

The wide authority some MGAs
had in the 1980s to underwrite, settle
claims and place reinsurance is like-
wise a thing of the past, Carpenter's
Mr. Schnur and other industry offi-
cials say.

While M(Ms still have binding au-
thority, relatively few have claims
settlement authority and most insur-
ers now control their own reinsur-
ance placements, Mr. Schnur and
others say.

In the 1980s, many MGAs also
were compensated with overrides
and other incentives geared solely to
premium volume production. Now,
such arrangements are structured to
make MGAs accountable for th€
profitability of their business.

For example, while an MGA may
earn an upfront commission de-
signed to cover its costs, a large part
of its compensation may be contin-
gent on an accounting of the prof-
itability of its business at the end of a
defined period.

"The commissions paid upfront
are cost-driven, and the incentive is
on the back end,” Mr. Cashin ob-
served.

In some cases, MGAs actually as-
sume some of the risk themselves
through a rent-a-captive facility,
providing a further incentive to pro-
duce profits, said William Eyre,
managing director and CEO of Tow-
ers Perrin Reinsurance in Philadel-
phia.

"That certainly increases every-
body's comfort level," he noted.

Nevertheless, even those who see
solid opportunity in MGA/MGU
programs are cautious about saying
that MGA disasters like those of the
1980s can't happen again.

Reinsurers hungry for revenue
growth may blindly write programs
that are unlikely ever to produce a
profit, Mr. Adamson said. Such pro-
grams, for example, may involve a
long string of retail agents, whole-
salers, MGAs, ceding insurers, third
party administrators and intermedi-
aries, all taking so many slices of the
original premium that what's left for
the reinsurer will never cover its loss-
es and expenses, he said.

"The food chain is just too long,"
he observed. "Even with controls in
there, you have to maintain a focus
on profitability."

Mr. Bolland of Gill & Roeser like-
wise suggested that underwriting
guidelines and other controls don't
necessarily preclude a disaster.

"You design the box, and if a risk
comes in and fits in the box, you
write it," he explained. "It's a lot
more controlled, but every once in a

while it can still get out of control, as
we've seen.

"Unicover has made us realize
things can go wrong because some-
body didn't define the box well
enough," Mr. Bolland said.
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Opinions

A chance to be heard

E WELCOME THE Internal Revenue Service's
call for public input on cash balance pension
plans

As we previously reported, the IRS is asking employers

and employees for comments on the popular ﬁ)ension »
plans as part of its analysis of varlous issues related to - <

regulation of cash balance plans

/MM v

We beheve, as do many others, that the more informa-
tion made available to the IRS, the more hkely it wlll pro-
duce fair and balanced regulations for employers seeking
to adopt cash balance plans Employer Input also could
help counteract efforts by critics of the plans to under- =13
mine their effectiveness or shape regulations to theirad- f \
vantage 0/ 1

Certainly, more guidance from the IRS on what is legal 0 .
and what is not when employers convert traditional plans
to cash balance plans is long overdue

Fourteen years after the first cash balance plan was
created, the IRS has yet to pubhsh definitive rules govern- 1 -/

Ing how employers convert to these plans from tradition- 138+Lierrech
Bul/Ne:j INfAWG 099

——— 04

al defined benefit programs
There are no rules, to pick one example, on what mter-
est rate assumptions an employer can use when convert- hikes under health care plans

mg an employee's accrued benefit in the company's old Other companies, though, are spending about the same Midwest Adverlising Manager

pension plan to an opening account in the new cash bal- on their cash balance plans compared with their previous
ance plan pension plans. And some companies say overall pension

What those assumptions are willl help to determine not plan costs are unchanged as zhey religger corporate re-

Just the amount of the openmg account balance but also sources by putting less into the cash balance plan com- Class,bed Advertising Manager
how long employees will have to work before they begin pared with the old plan but more corporate dollars into Sales Ass,slant

to earn benefits under new plans and not be subject to 401 (k) retirement savmgs plans
Given that this stlll is a voluntary retirement benefit
We hope that question and many others w]11 be an- system, companies should be free, so long as they follow
swered when the IRS issues regulations, which we think rules, to decide how to design their pension plans and the
is the logical conclusion to its request for comments.
Aside from leadmg to needed regulations, the IRS call In fact, based on the evidence we've seen, the move to-
for public comment will, we hope, also begin to change ward cash balance and other hybrid plans has had less to
the negative perception of cash balance plans, both Inside do with cost and more to do with a growing awareness
and outside of government, that has developed over the among corporations that they need to redesign their pen-

what often is referred to as "wearaway "

amount of money they willl contribute to them

past year
That perception-the result of many one-sided news mobile workforce than was the case with their old-style

articles-is often one of avancious employens adopting plans

this new type of pension plan design as a subterfuge to cut Employers can assure they still have the ability to meet

employee pension benefits these needs and achieve other benefit goals by providing
No doubt some employers have cut future pension plan the IRS with much-needed input on cash balance plans

costs by convertmg to cash balance plans We see nothmg By giving the agency another view of these plans, and an-

wrong in that, employers have a right to try and control swering their vocal Critics, employers w111 assure that

their benefit costs, Just as they seek to hold down cost eventual regulations are balanced and fair

le#ers

CRM also meets risk manager needs

To the editor In the Oct 4 "Ask a Risk part of The National Alliance for Insur- the designation of Certified Risk Man-

sion plans to make them more appeallng to an ever-more- ADVERTISING
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Continued from page 3
that we've seen is over,” Mr. Robb
said, "and it wouldn't surprise me to
see some more merger activity, if not
later this year, sometime next yean"

People may put M&A activity on
hold for the immediate future as they
wait to see what Y2K brings, said
John Berger, president of Chubb Re, a
Bernardsville, N.J.-based unit of
Chubb Corp. But once that has
passed, he predicts a surge of activity.

Mark Charron, a principal with De-
loitte & Touche L.L.P.-Risk Manage-
ment Consulting Services in Hartford,
Conn., said larger reinsurers wiill
"continue to acquire more specialty
kinds of firms than they have in the
I: ast.

A primary reason for that is "we're
seeing such a large amount of excess

capacity that the reinsurers are look-
ing to put that capacity to use, and,
obviously, one of the ways to use that
capacity is to go off and buy other
companies," Mr. Charron said.

He pointed to the struggle between
XL Capital Ltd. and ACE Ltd. to ac-
quire New York-based financial
guarantee reinsurer Capital Re Corp.
as an example (B, Oct. 18).

"The interesting thing about Capi-
tal Re is it's a very specific, very spe-
cialized company, as opposed to a
broad-based traditional reinsurance
model, and | think what we're seeir.g
is these larger companies trying to
identify those specialties so they can
build individual market niches that
can be highly flexible and responsive.
to general market trends," Mr. Char-

ron said.

"There are still a fair number of
small and midsized reinsurers, partic-
ularly in the broker market, who are

potential acquisition targets," said
Phillip N Ben-2Zvi, a principal with
PricewaterhouseCoopers in New
York.

"l think that it's difficult for rein-

niche,” said Mr. Ben-2Zvi.
"Companies that don't fit either of
those categories are very much subject
to potential consolidations, and, in
some cases, even the specialized ones

'It's difficult for reinsurers to stay

independent unless they're either very
highly capitalized. . .or, on the other hand, if
they're very specialized,’' says Phillip Ben-2Zvi.

surers to stay independent unless
ley're either very highly capitalized
and can provide a large degree of ca-
pacity or a wide range of services or,
on the other hand, if they're very spe-
cialized and satisfy a particular

if you want to build

are attractive acquisition targets," he
said.

Smaller reinsurers are themselves
seeking to grow to stay competitive.

William J. Adamson, chief execu-
tive officer of CNA Re in Chicago,

your business higher, make sure you are

n\/ A

backed by a strong reinsurer. -

<

O O 'O00 Go ahead with AXA

said, "l think there may be a little bit
more to come because there's a few of
the medium-to-small people still
looking to (increase their) scale. Some
of it would depend on what kinds of
results finally shake out for '98 and
'99," said Mr. Adamson.

The rating agencies will continue to
be a driving factor, said Greg Doyle,
president of domestic insurance com-
pany operations for Princeton, N.J.-
based American Re-Insurance Co.

As ratings begin "to become more
and more a key differentiator in the
marketplace," they are "going to
cause more of a problem, | think" for
even the well-run, small specialty-
type reinsurer. This "will push contin-
uing consolidation on the reinsurance
side," said Mr. Doyle.

Michael Smith, an analyst with
Bear Stearns & Co. Inc. in New York,
pointed to mid-sized companies as
well. "l think we're going to see more
of the midsized companies getting to-
gether," he said, citing as an example
The Trenwick Group's acquisition of
Chartwell Re Corp. (Bl, June 28). In
the long term, the only way these
companies can mmain viable is if they
combine their capital, said Mr. Smith.

There may also be more joint ven-
tures.

John L. Ward, CEO of the Cincin-
nati-based Ward Financial Group,
said that while he would not predict a
big new consolidation wave, he
"woul(in't be surprised to see some
joint ventures, or some start-up initia-
tives."

Elizabeth Farrell, assistant vp at
Oldwick, N.J.-based AM. Best Co.,
said that reinsurers "at this point are
not necessarily looking to acquire"
other reinsurens. "They're looking at
more-strategic types of acquisitions,
books of business, primary compa-
nies...focusing on the distribution
system and the way to access the cus-
tomer, and so any means by which
they can achieve that has really been
the focus of the reinsurance market
today," said Ms. Fam311.

Donald Watson, a director at Stan-
dard & Poor's Corp. in New York,
suggested one area where there may
be some activity is in the spinoff of
some of the reinsurance units still op-
erated by primary insurers.

"You might see more of those" as
primary insurers decide reinsurance is
not part of their core business in the

current slow-growth environment,
said Mr. Watson.

The Hartford's Mr. Robb, who said
he could not discuss his own compa-

ny's reinsurance operations, did note
that"The Hartford has done renewal

transactions of distinct blocks of busi-
ness, where the parent company has
decided to concentrate on other kinds

of business and to get out of the rein-

surance business.”

This includes the business of: San
Francisco Re, the reinsurance sub-
sidiary of Fireman's Fund Insurance
Co.; SecurityRe Cos., Orion Capital
Corp.'s reinsurance unit; the La Fon-

the reinsurance business of Vesta In-
surance Group Inc.
"l think that sort of thing will con-

kinds of opportunities left," said Mr.

that activity, but not a huge amount.”

hood of this sort of activity.
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Spotlight report

With the reinsurance industry “We're continuing to see organi- The bottom part represents the of greater security in their risk
M a rket posting combined ratios of 106%, zations shape the strategies that specialty markets, but "there's not transfer, said Mr Cashin

reinsurance is not contributing a they feel are going to be most suc- much of a middle market | think But Tal P Piccione, chairman
Continued from page 10 great deal to the bottom line, "but, cessful for them," he said "The we're seeing the medium market and CEO of U S Re Corp in New
most of the other entities view it as certainly, it's contnbuting to the landscape just continues to evolve " disappear These are being target- York, sounded a cautionary note
a core business" as well, said Mr top line and cash flow," said Mr All the consolidation that has oc- ed, acquired," Mr Charron said "It really hasn't shown a major dis-
Adarnson Cashm At the same time, there is a gen- ruption as of yet, but the thing that
Chubb Re's Mr Berger said that Companies' views on this issue eral consensus that the industry is, we're watching is whether the com-
he thinks "those operations have will vary, said Mr Bolland One or Because consolidation if anything, benefiting from the bined entities are gomg to be offer-
been pretty good" for their parents, two primary insurers may consider . consolidation that has occurred "l ing the same cumulative capacity

and, because they are not separate- reinsurance a key niche area, Nas brought larger capital think, to some degree, people are that they did before (a merger) "

ly capitalized legal entities, though "a number of other compa- Amee 'there's a lot more better off, because security is such For instance, Mr Piccione asked

"they're pretty hard to spin off nies will say, this isn't a core bum-, . . ) an important issue," said Pncewa- whether reinsurers that write prop-
There arent Segmented assets and ness, it's not significant Bt it does innovation in the market, terhouseCoopers' Mr Ben-Zvi erty catastrophe programs will
liabilities that go along with the produce a lot of earnings concerns says Elizabeth Farrell. _ Security has become increasingly combine their limits To date, the
reinsurer " for people, and, therefore, they'll important over the past few story has been mixed, he said
John Cashin, executive vp at the try and get out " decades as the market has migrated "Some have been close to offering
reinsurance brokerage division of "It's really going to be a compa- to casualty and long-tail business, the same lines, and some of them
Willis Corroon Group Ltd in New ny-by-company decision," agreed curred to date has created an hour- said Mr Ben-Zvi "The larger com- have been cuttmg back "
York, said some of these reinsur- Deloitte & Touche's Mr Charron glass-shaped market, said Mr pany is more hkely to provide that The poor results of recent years
ance units "are significant sources "The only thing that's been consis- Charron The hourglass' top half kmd of secunty," he said are more hkely to affect the market
of top-line revenue growth" for prt- tent over the past few years IS the represents the giants, Including Primary insurers "are better off than is merger and acquisition ac-
mary insurers as they struggle in a diverse strategies organizations Berkshire Hathaway Inc and Mu- in that they have stronger balance tivity, said William L Munson,
depressed market have been adoptmg " nich Reinsurance Co, he sa-d sheets on their Schedule F" because president and chief operating offi-

cer of Momstown, N J -based Toa-

Re Insurance Co of America
"Certainly, the mergers have not
put anyone in a position of donn-
nance,” he said "If anything, the
leadels have lost a httle bit of mar-
ket share," although there are now
fewer players around, Mr Munson

said

"l haven't noticed any significant
TRADITIONAL REINSURANCE ONLY GOES impact,” said Mr Ward " think
the average buyer may be dealing
with fewer reinsurers than they did
a few years ago, but my sense is the
O EAR. competitiveness and the pricing has
! not changed much " He admitted,
though, that "the diversity of the
product offerings maybe has im-
proved somewhat because of that "
Because of the larger capital
/1 bases created out of the mergers, "l
— = think there's a lot more Innovation

SO

= - in the market"” said A M Best's Ms
. s > 4.47 - r#i
o . S/ | Farrell, also
.4 - - /&Pl If the M&A activity continues,
"there could be a lessening of inno-
vation and competition, but, at this
stage, we have not seen either hap-
pen," said John N Gilbert Jr, pres-
1 ident of New York-based Holborn
Agency, a reinsurance intermedi-
ary
Amencan Re's Mr Doyle said, "Il
don't think the remsurer consohda-
tion has had a ternbly dramatic im-
pact on the market, because it's
been overshadowed by the prirnary
consolidation," one of the most sig-
nificant byproducts of which has
been less purchasing of reinsur-
"l think this has been a much
more dramatic impact than any-
thing we might have expected from
the reinsurer consolidation,” he
tisn't Just the fear of large scale property losses or costly liabilities from serious accidents that keeps said
brokers and cedents on edge these days Now it's also volatile securities markets, unusual climatic conditions Meanwhile, M&A activity and
consohdation aside, other issues are
and the far-reaching effects of technology sabotage that pose problems And though traditional reinsurance of concern to reinsurers "l think, at
is more necessary than ever, it simply can't cope with all the new risks that business and industry are facing this point, the question is whether
the fundamental outlook is going to
every day . .
change or not" in terms of pricing,
said Weston Hicks, managing di-

At St Paul Re, we have the expertise. resources, energy and ingenuity to provide customized reinsurance rector at J P Morgan & Co Inc in
New York

solutions that bridge the gap Today we're helping our clients by designing structures that effectively manage Wilhs' Mr Cashin pomted also to

the unforeseen For instance, enabling an insurer to maintain consistency and financial stability by utilizing a the recent moves to Bermuda by
reinsurers PXRE Corp, Everest

broadly triggered multi-year balance sheet protection cover Or protecting a utility company's revenue stream Reinsurance Co and White Moun-
from an unusually cool summer or warm winter Or facilitating a merger or acquisition by capping uncertain tains Insurance Group (Bl, Sept
27)

"l think the current trend IS the

prior liabilities

redomestication to Bermuda to
Expertise Flexibility Creativity All backed by a $5 billion surplus and financial ratings among the highest take advantage of the tax and reg-
ulatory environment there, and

that seems to be the preoccupa-
tion," he said

in the industry To find out more about St Paul Re visit our website at www stpaulre com

U S Re's Mr Piccione also point-
ed to Bermuda's tax environment
Reinsurers are positioning them-
selves for a market turn, he said In
Bermuda, "they're actually gomg to
be able to accumulate investment
income on a tax-free basis,” he
Stku' Re said That, Mr Piccione said, will
permit them to be more competitive
"and, at the same time, retain more

earnings
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Spotlight report

Role of traditional reinsurance assured, execs say

By JUDY GREENWALD

eports of the pending
demise of the tradition-
al reinsurance market
are highly premature.
Despite the capital
markets' increasing in-
terest in the reinsurance industry,
traditional reinsurers will contin-
ue to play the major role in trans-
ferring insurers' and policyhold-
ers' risk, say observers.

"If it is relic, it's a $100 billion
relic,” said Weston Hicks, manag-
ing director at J.P. Morgan & Co.
Inc. in New York. "l think the
problem is that the capital mar-

kets still lack the data and under-

writing skills that have been ac-
cumulated by some of the leading
reinsurers in the world.”

Opinions differ, though, as to
the precise nature and size of the
role capital markets might ulti-
mately play, with some asserting
the capital markets will remain
essentially peripheral, and others
maintaining they will become sig-
nificant players.

Meanwhile, reinsurers

may
themselves adopt some of the cap-
ital markets' techniques, choose to
work hand in hand with the capi-
tal markets or embark on a strat-
egy that involves elements of both
approaches.

Some observers also point out
that the capital markets' staying

VWho doesn't??

power has not yet been tested by a
major catastrophe. At the same
time, reinsurance executives and
others say today's soft market
could be dampening-if only tem-
porarily-the capital markets' en-
thusiasm for the business.

"l think there's always going to
be a place for traditional reinsur-
' said Elizabeth Farrell, as-

sistant vp at Oldwick, N.J.-based
A.M. Best Co.

ance,’

"The entities that are using the
capital markets types of vehicles
are certainly much more sophisti-
cated and larger organizations;
but you still have a whole popula-
tion of companies out there that
still require the more traditional
mechanism, so | don't think you're

going to see it disappear,” she
said.

The capital markets are "cer-
tainly not going to replace the
knowledge, expertise or capital of
the established underwriting mar-
ket," said John N. Gilbert Jr.,
president of the Holborn Corp., a
New York-based reinsurance in-
termediary.

"l think traditional reinsurance
has a lot to offer,” said Mark
Bain, London-based general man-
ager of St. Paul Re's North Amer-
ican treaty department. "It cer-
tainly has genuine risk transfer,
which is what the majority of
clients have tended to require,
and. . .the capital markets have
been complementary to the tradi-

With over 300,000 transplants performed over the last decade, nearly every health

care purchaser has experienced an incidence of organ or tissue transplantation.

transplant management expertise to over 1,400 organizations including HMOs,

Costs can be catastrophic. That's why United Resource Networks provides

employers, indemnity carriers, and writers of reinsurance and stop-loss coverage.
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United Resource Networks.
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tional market.”

Given the current soft market,
this may not be the best time for
the capital markets to be in-
volved, say observers.

In today's environment, tradi-
tional reinsurance works very
well and is easier, quicker and
better understood by primary
companies, "and it is not a diffi-
cult decision” to remain with it,
said Don Watson, director at rat-
ing agency Standard & Poor's
Corp. in New York.

But the capital markets may be-
come more of a factor if the rein-
surance market becomes extreme-
ly tight and prices rise signifi-
cantly, said William L. Munson,
president and chief operating of-
ficer of Morristown, N.J.-based
Toa-Re Insurance Co. of America.
In the absence of that, though,
capital markets techniques will
not dominate the industry in the
near future, Mr. Munson said.

"It's very difficult for these al-
ternative mechanisms to get hold
during a soft market," agreed
Steven Bolland, senior vp with
reinsurance intermediary Gill &

Roeser Inc. in New York.

'1 think there's always

going to be a place for
traditional reinsurance,’

says A.M. Best Co.'s
Elizabeth Farrell.

"Everyone's sitting around say-
ing, 'My price for my current rein-
surance is so good. How are you
going to beat this?' and most of
the capital market solutions are
based on good rates and good re-
turns” for the capital markets, so
they are not competitive, said Mr.

Bolland. The situation

nnay
change, though, if the market
hardens, he said.

The traditional reinsurance
markets "will consistently under-
cut the price that the capital mar-
kets are asking for the risk trans-

fer," said Michael Smith, an ana-
lyst with Bear Stearns & Co. in
New York. "The capital markets
will continue to be a supplement
to traditional reinsurance, but
never replace the traditional rein-
surance markets," he predicted.

Mr. Smith said that, according
to the Insurance Services Office,
the insurance industry ranks only
Nnumber 36 out of 55 industries in
terms of return on equity, "so it's
unlikely that the capital markets
are going to stoop down to the in-
surance industry ROE require-
ment,” he said. "If anything
comes out there that has a decent
price on it, reinsurers will swoop
in and do the whole deal them-
selves.”

Some reinsurance executives
note the capital markets have not
yet become involved in working-
layer business.

"l don't know of anybody who's
figured out the mechanics of get-
ting the capital markets involved
in working-layer, low-cost, high-
transaction type business. It does-
n't lend itself generally to that
sort of thing," said David Robb,
president of reinsurance opera-

tions for the Hartford Financial

Services Group Inc. in Hartford,
Conn.

"l think as people in the securi-
ties markets, capital markets, be-

gin work on this, over time they
See Traditional on page 20
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Traditional

Continued from page 16

will begin to devise ways of doing
this, but at the moment, the struc-
ture of the capital markets doesn't
lend itself to working-layer type
products,” said Mr. Robb. "l think,
for at least the next several years, |
would see capital markets as a
complementary kind of product,”
he said.

Steve Tirney, president and chief
operating officer of Philadelphia-
based PMA Reinsurance Corp.,
said: "l think the capital markets
have been providing some high-up
coverage. | don't think they're go-
ing to play lower than where they
are anytime soon.

"The frictional cost of doing
securities deals with the capital
markets is high-it's expensive,

and | think the reinsurance market

in general is more efficient than
that.”

Furthermore, the resilience of

the capital markets has not yet
been tested, say observers.

ing things that can be done with
securitization," he said.

"But | think the key will be what
happens after a very, very major
catastrophe. Will the non-insur-
ance supporters of the securitiza-

'What | think we will see is more of a blending
of the two disciplines, so you'll find traditional
reinsurance having some kind of element of
non-traditional in it,’ says Mark Bain.

"We haven't had a shock to that
marketplace to see what the star
ing power is," said Phillip Ben-Zvi,
a principal with Pricewaterhouse-
Coopers in New York. "In theory,
certainly, there's a lot of interest-

tion deals feel comfortable with it?

Will they see it as more opportuni-
ty, or will they run away? Only
time will tell on that."

John Cashin, executive vp at the
reinsurance brokerage division of

With more than 150 lawyers practicing insurance law

worldwide, LeBoeuf is a leader in reinsurance practice.
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Willis Corroon Group Ltd. in New
York, said a Hurricane Andrew-
sized event "tests the willingness of
a pension fund manager to reinvest
in catastrophe bonds after he's
wiped out not only his interest, but
his principal. That will be the true
test of their appetite for catas-
trophic risk."

But the capital markets are, nev-
ertheless, here to stay, said Mark
Charron, principal with Deloitte &
Touche L.L.P.-Risk Management
Consulting Services in Hartford,

Conn.

"l think the capital markets have
probably a lot more resilienee be-
cause, inevitably, they know how
to take risk and pass it around and
still make money. The capital mar-

kets are much more transaction
driven than retained-risk driven,"”
though the markets are still learn-
ing how to make a profit from the
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business, he added.

"l think that certainly a major
catastrophe and, in some cases,
cash falls are going to test some of
the mechanisms which are in
place," said John Wicher, manag-
ing director of San Francisco-
based Russell Miller Corporate Fi-
nance Inc., an insurance invest-
ment banking firm.

"That said, the fundamental
principle of creating risks which
are fungible and tradable and fully
enlisting the capital markets, not
just the capital provided by the
traditional reinsurer's balance
sheet, is here to stay,” said Mr.
Wicher.

Mr. Wicher said he envisions

reinsurers working together with
the capital markets. Reinsurers
may use "financial-sheet engineer-
ing to transfer (business) into the
capital markets," using some of the
available new tools that give them
access to these markets, said Mr.
Wicher.

In other words, reinsurers may
serve in an intermediary capacity,
"translating and acting as a gate-
keeper" and funneling reinsurance
contracts into the capital markets,
he explained.

St. Paul Re's Mr. Bain said,
"What | think we will see is more
of a blending of the two disciplines,
so you'll find traditional reinsur-
ance having some kind of element
of non-traditional transfer in it."

Traditional reinsurers' products
will evolve, agreed Mr. Charron. "l
think the capital market is going to
find stiffer competition going for-
ward as reinsurance companies
continue to add the kinds of tech-
nical capabilities that previously
had only been found in investment
banking firms.

"l personally have talked with
reinsurance companies who have
hired people from Wall Street to
assist them in being able to be re-
sponsive when these new product
demands are being placed on
them,"” Mr. Charron said.

"l think reinsurers have to have
broad capabilities to be able to
blend traditional reinsurance with
more financial capabilities," said
Bill O'Donnell, senior vp, property
and casualty reinsurance, North
America, for Overland Park, Kan.-
based Employers Reinsurance
Corp.

"I think clearly there's a need to
blend traditional reinsurance with
more of a financial market product
for the business ultimately to give
the customers what they want,
which in some cases is a more so-
phisticated analysis of their busi-
ness, according to Mr. O'Donnell.

"l think the capital markets will
find a niche in the reinsurance in-
dustry” but not replace it, said
Greg Doyle, president of domestic
insurance company operations for
Princeton, N.J.-based American
Re-Insurance Co.

"l think that the smart reinsur-
ance companies will recognize that
there are effective capital market
techniques that can be as effec-
tive-or more effective in some
cases-than traditional reinsur-
ance," said Mr. Doyle.

"However, my view of the suc-
cessful reinsurance company going
forward is that they will still be
very much an underwriting organi-
zation with access and capability
(with regard) to concepts and prod-
ucts that the capital markets
bring,"” Mr. Doyle said.

Mr. Bolland pointed out that the
capital markets became involved in
reinsurance during the last hard
market by helping to capitalize the
catastrophe reinsurers, so .thereg
more than one way" for capital

markets to play a role in the rein-
surance market. im
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Private reinsurers tout freedom from investor scrutiny

By JUDY GREENWALD

dechne in the number of

publicly traded reinsur-

ers is proving to be a plus

for the newly private

reinsurers and, by exten-

sion, the insurance indus-
try overall, say observers.

As part of larger conglomerates
rather than independent, publicly
traded companies, reinsurers are free
to assume more potentially volatile
business without worrying about in-
curring the wrath of investors, whose
focus is on quarter-to-quarter re-
sults.

Furthermore, observers note that
information about companies that
are no longer publicly traded has not

completely disappeared from view.
Data may still be availabl€ from reg-
ulators, as well as indirectly from the
reinsurers' holding companies.

And some in the industry point out
that the swing away from publicly
traded reinsurance may eventually
turn the other way.

The most prominent recent exam-
ple of a reinsurer that is no longer
publicly traded is General Reinsur-
ance Corp., which was acquired last
year by the Berkshire Hathaway Inc.
Others that have disappeared from
the stock listings over the years in-
clude American Re-Insurance Corp.,
National Re Corp. and NAC Re Corp.

"The day of the independent rein-
surer, for all prac-leal purposes, is
over," said John Beger, president of

Chutb Re, a Bemardsville, NJ-
based unit of Chubb Corp.

And most of :he companies that
ape still publicls traded have other
businesses, including primary and
excess and surplus insurance, Mr.
Berger noted. "They're not living
solely on reinsurance.”

"Ws nice not Lo be publicly trad-
ed," said Greg Doyle, president of
domestic insurance company opera-
tions for Princeton. N.J.-based
American Re, «,hich was publicly
traded pr-or to being acquired by
Munich Reinsurance Co. in 1996. "I
think, probably the strongest impli-
cation of not being publicly traded"
is that American Re now can "do the
things that need to be done, with less
(If a concern about focusing or- quar-
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and successfully, you need the focused expertise of experienced professionals. Signet Star's senior

management averages over 20 Years of successfully navigating business to profitable destinations.
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01999, Signet Star Reinsurance Company

terly results,” Mr. Doyle said.
Companies such as property/casu-
alty reinsurers, whose business is
cyclical, with five to six years of good
earnings followed by a period of
weak results, "will be penalized by
the market, so | think ifs more diffi-
cult for a stand-alone reinsurance
company to operate as a publicly
owned company," said Don Watson,
director at the rating agency Stan-
dard & Poor's Corp. in New York.
But Mr. Watson added that that

doesn’'t mean it can't oe done.

A reduction in the number of pub-
licly held reinsurers means less busi-
ness will be written in response to
short-term earnings pressure; rein-
surers can properly price the busi-
ness and make underwriting and
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strategic planning decisions with a
longer term in mind, said Phillip N.
Ben-Zvi, a principal with Pricewa-
terhouseCoopers in New York.

"I'm not sure there's much down-
side," he said. "I'm not sure it is pos-
sible for the public to really under-
stand the complexity of a reinsur-
ance company based on financial
statements that public companies
have to file,” said Mr. Ben-Z2Zvi.
"They are very, very difficult to un-
derstand unless you're very, very
knowledgeable about the industry.”

Weston Hicks, managing director
at J.P. Morgan & Co. Inc. in New
York, said, "l think it goes sort of
hand in hand with the need to absorb
more volatility, because, if anything,
the stock markets are becoming an
increasingly more precise quarterly
earnings calibration mechanism, and

the reinsurance business is not a
business that allows for a smooth
growth rate in earnings from period
to period. You can argue that it
makes sense to be part of conglomer-
ates or part of quasi-public compa-
nies.”

Michael Smith, an analyst with
Bear Stearns & Co. in New York,
said the higher-volatility business

that reinsurers assume from their

clients leaves the publicly held rein-
surer with a choice between "the
prospect of seeing its comparatively
high stock market valuations shred-
ded once it started taking on that
volatility” or losing its customers. As
part of a larger company, reinsurers
can assume this volatile business
"from a more hidden platform," said
Mr. Smith.

William J. Adamson, chief execu-
tive officer of CNA Re, a unit of CNA
Financial Corp. in Chicago, said,
"It's very difficult sometimes to do
what's right for your shareholders
over a long period of time and still
manage the quarterly earnings
gods."

Not being public "tends to put the
policyholders' and the customers' in-
terest more on the pedestal than the
shareholders, and | think, given the
cycles and the trends, that can be
positive in this day and age," said
John L. Ward of the Cincinnati-
based Ward Financial Group.

Many reinsurers are now part of a
larger, publicly held concern, said
Elizabeth Farrell, assistant vp at
Oldwick, N.J.-based A.M. Best Co.
This means that, although "the infor-
mation is not as transparent as it

used to be,

Ms. Farrell.

it is still available, said

"The numbers still show up,”
agreed a spokesman for Overland
Park, Kan.-based Employers Rein-
surance Corp., which is a unit of GE
Financial Services. "You can get a
fairly good picture of what's going
on in our organization by looking at
GE data, so it's not hidden."

"It may not be as obvious or as
transparent as it was when so many
stocks were publicly traded," said
the spokesman. "It just may be part
of the cycle that now it's out of fash-
ion, and 20 years from now, we may
see a very different picture, just as
we saw a very different picture five
or 10 years ago."

Tal P. Piccione, chairman and
CEO of U.S. Re Corp. in New York, a
reinsurance intermediary, suggested
that the trend away from publicly
traded companies might reverse it-
self. When the market eventually
tightens, more capital will be invest-
ed in the reinsurance market by ven-
tum capitalists, he said.

"They will always seek an exit,
and one of the easiest ways to do that
is to take a company public,” said
Mr. Piccione. "To me, this is just
cyclical, that's all." EIll
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Demand grows for ART products despite soft market

By RODD ZOLKOS

AR

but demands for
those products continues to in-

The commitment that traditional
reinsurers are making to financial
alternatives, with several creating
designated financial products units,
shows their belief that a market for
such products exists.

What's more, as the much-dis-
cussed convergence of banking and
insurance moves forward, reinsur-
ers see the alternative risk transfer
market as one in which they must
participate.

"The line between insurance and
reinsurance is increasingly fuzzy,"
said Dirk Lohmann, chief executive
officer of Zurich Re in Zurich,
Switzerland. "On top of that, we
have the capital markets, the in
vestment bankers, who are increas
ingly trying to get into our busi
ness."”

"The insurance business is a fi
nancially oriented industry to start
with," said Prakash Shimpi, princi-
pal at Swiss Re New Markets in
New York. "If you think about what
the insurance industry and the rein
surance industry are about, they're
about financial intermediation.”

Reinsurers can play that role ei-
ther by keeping the risk themselves
through indemnification, or by
helping a client keep the risk and, if
need be, "spreading out the pain"
over a period of time, he said.

"Capital management and risk
management are kind of two sides
of the same coin, is what we say
around here,” Mr. Shimpi said
"Once you put that view on it, it
helps you understand what's going
on today."

"There is a realization among
both insurers and banks that there
are more tools available than had
previously been recognized," he
said.

"It really is happening. Just this
year alone, we'11 provide over $1
billion of capacity with respect to
ART," said Peter Gentile, president
and CEO of Gerling Global Finan-
cial Products Inc. in New York.

"I would say close to $1.5 billion
or $2 billion of capacity” is avail-
able, Mr. Gentile said. "And the
products that we're involved in re-
ally involve the entire range of ART
products."

"Non-traditional" or "alterna-
tive" today is "basically anything
you want it to be," said Zurich Re's
Mr. Lohmann.

"The reinsurers like to think of

themselves as the investment

bankers to the insurance industry,"
he said. "In the past five or six
years, we've seen a considerable
amount of cross-fertilization be-
tween the insurance industry and
the capital markets."

Just as reinsurers have formed
their own financial products units,
some investment banks also have
been hiring individuals with insur-
ance industry expertise and forming
reinsurance units.

As the alternative market evolves,
the fiercely competitive traditional
market is having an impact on the
pace of that evolution.

"Today we have a very competi-
tive market, and it's very difficult-
with the commodity products that
are being offered by carriers to con-
sumers or clients-to consider alter-
natives," Mr. Lohmann said recent-
ly in remarks made at the Produc-

ers' Forum in Philadelphia.

At the same event, Brian M.
O'Hara, president and CEO of XL
Capital Ltd. in Hamilton, Bermuda,
noted that his company purchased a
catastrophe-linked swap a year ago
to protect its capital against a one-
in-100-years or one-in-200-years
event.

This year, XL went to market
again for such an ART product, but
found that Berkshire Hathaway Inc.
was able to provide the retroces-
sional coverage at a better cost.

"As long as Berkshire Hathaway
is willing to commit its massive bal-
ance sheet to meet the needs of com-
panies like ours, then (the alterna-
tive reinsurance market) won't de-
velop," Mr. O'Hara said.

"We learned in the cat bond area
that there are tremendous frictional
costs," Mr. O'Hara said. "Until that
becomes a lot more efficient and
easily replicated, it will face a
struggle to become a broader part of
the landscape.”

The risk securitization area, in
particular, seems to be one ART
technique whose development has
been slowed by the soft traditional
market -and the low prices it can
provide.

"There's just a lot of capital, a lot
of capacity in the insurance market-
place," said Christopher Longo,
president of Chubb Atlantic Indem-
nity Ltd. in Hamilton, Bermuda.
"Barring a turn in the marketplace,
you're not going to see a lot of activ-

ity in that area.”

Gerling's Mr. Gentile offered a
similar view.

"Unfortunately for those who fo-
cused entirely on securitization, the
timjng wasn't right for that partic-
ular product,” said Mr. Gentile.
"But, certainly, that might change."

San Antonio-based United Ser-
vices Automobile Assn. turned to
the capital markets for the third
straight year this year for a portion
of its catastrophe reinsurance, se-
curing $200 million in East Coast
windstorm coverage through a cat
bond deal.

And Oriental Land Co, Ltd.,own-
er of the Tokyo Disneyland theme
park, raised the prospect of disin-
termediation of insurers and rein-

surers in the cat coverage market
this spring, selling a $100 million
cat note deal through a Cayman Is-
lands special-purpose vehicle.

The Oriental Land transaction
was the first such deal in which a
corporation transferred risks direct-
ly to the capital markets without
going through an insurer or reinsur-

Insurance-linked securitization is
"a growing business,"” Mr. Lohmann
said.

However, "the problem we have
today for the investment communi-
ty is there's a real limited diversifi-
cation potential. You can buy Flori-
da, Florida, Florida and, after that,
Japan, Japan, Japan," he said.

Continued on next page
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"We have an issue there that the
idea behind it is sound but the need
for it isn't as great as the investment
bankers would like it to be," he said.

Mr. Lohmann noted, though, that
there are efforts to take the secur-
itization approach into such areas as
reinsuring auto and life business.

"We are seeing a growing accep-
tance of this product, and | do expect
further evolution down the road," he
said.

While they are being done more
frequently, other sorts of alternative
reinsurance products also typically
involve a significant investment in
time and effort.

"Today, everything is highly cus-
tomized. There are very few
providers in the marketplace," Swiss
Re's Mr. Shimpi said. "There are no

standards.”

As a result, he said, "in these early

days, we're finding that it takes a
certain amount of investment on

both sides.”

It takes time and effort to achieve

'A non-traditional player
basically has to offer
solutions and not specific
products,’' says Dirk

Lohmann of Zurich Re.

a common language, reach an under-
standing of the client company's risk
appetite and achieve an understand-
ing of the true risks facing the firm,
he explained.

"So you put all of these risks into
perspective, and then, once you do
that, you get to structuring the prod-

uct,” Mr. Shimpi said.

Despite the significant "ramp up"
period involved in crafting one of
these approaches, Swiss Re New
Markets views that effort as an in-
vestment, said Mr. Shimpi. The com-
pany benefits from undertaking such
deals because it gains a greater
knowledge of its clients, he said.

"You have to be very customized
today," he said.

But that may ultimately change,
Mr. Shimpi said.

"l would venture that, some time
in the distant future, some of these
things will be more standard, and
you'll be able to ring up your broker
and buy one of these products,"” he
said.

Although it can make the deals
time-consuming and costly, the cus-
tomization of alternative risk financ-
ing products that many reinsurers
are currently offering is one of their

1(bsl 811.rIY"1
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strengths, many contend, allowing
reinsurers to craft solutions that pre-
cisely fit their clients' specific needs.

"l think a non-traditional player
basically has to offer solutions and
not specific products,” Mr. Lohmann
said.

Some of those solutions are partic-
ularly popular at present. Gerling's
Mr. Gentile cited whole-account ag-
gregate stop-loss products as one
such "product of the day."

"This is a product that is always in
fashion but really takes on a signifi-
cant role in a time of significant pain
in the insurance industry,”" he said.

With some significant catastro-
phes and the fallout from the unrav-
eling of the Unicover Managers Inc.
workers compensation pool, "that's
where we are today in the insurance
industry-a time of significant
pain," Mr. Gentile said.

What's more, he added, "surpris-
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ingly, some of the lines that have
been traditionally profitable are be-
ing unprofitable," such as commer-
cial auto.

In that environment, insurers are
looking to the reinsurance world "to
take the bumps out of their financial
results and their P&L (profits and
losses),"” Mr. Gentile said.

Another increasingly popular area
is that of credit enhancement/finan-
cial guarantee-type products.

In the past six months, Gerling has
had "significant opportunities” to
wrap a conventional reinsurance
transaction with a credit enhance-
ment transaction, guaranteeing the
cedent's credit performance or oper-
ating performance, Mr. Gentile said.

Those sorts of deals are "very sig-
nificant transactions where the typi-
cal lines between insurance and
banking are breaking down very
quickly,” he said.

The structure of the credit en-
hancement deals varies by transac-
tion.

"One type could involve a utility
coming to us to basically provide
coverage that's available in the tra-
ditional market and coverage that's
not available in the traditional mar-
ket," Mr. Gentile said, such as com-
bining a traditional coverage with
coverage for interest rate variations.

"That's a perfect product where
we can blend financial capital with
traditional reinsurance," he said.

"On the other hand, there are
products like a collateralized bond
obligation, where we act as a tradi-
tional insurer with respect to the
mezzanine tranche of a traditional
bond,"” Mr. Gentile said. "Usually
that's done as a stand-alone transac-
tion.”

"We are seeing also a greater inter-
est in residual value insurance,”" not-
ed Zurich's Re Mr. Lohmann, citing
last year's British Aerospace P.L.C.
deal, in which the aerospace compa-
ny bought a multiyear program that
protects it from both actual and con-
tingent liabilities.

"We also see the area of project fi-
Nnance as an area where the ART
market is becoming involved," Mr.
Lohmann said. In those deals, ART
approaches will be used to guarantee
a project's completion or perfor-
mance as promised.

"This is a dangerous area," the
Zurich Re CEO said. "This is an area
that | know concerns some of the

rating agencies, because they're not
convinced that the insurance indus-

try understands all the risks that are
there.”

While the soft market might have
slowed its development, Mr. Gentile
said he believes the convergence be-
tween banking and insurance is be-
yond its formative stages, perhaps
having moved to its adolescence.
"And it's growing," he said.

"For the Gerling Group, it's pretty
obvious by the numbers that Finan-
cial Products is the fastest-growing
unit in the fastest-growing company,
which is reinsurance,"” he said. "I
think our competitors are seeing
similar things."

"In the pain stage of the insurance
cycle, ART is a prime source of capi-
tal for insurers,"” Mr. Gentile said.
"So there are more competitors and,
probably, more deals to go around.
The client base is really expanding.”

Fifteen years ago, he noted, rein-
surers' client base was traditional in-
surers, Mr. Gentile said. Five years
ago, the developing financial-solu-
tions arms of reinsurers found them-
selves focusing on insurers interest-
ed in stabilizing results and increas-
ing their own capital.

"Today, the client base is names
that everybody is familiar with," he
said. "Not only insurers but manu-
facturers and distributors. So we're

becoming as much insurers as rein-

surers." b
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Battered health reinsurers jacking up rates

By MICHAEL PRINCE

T

rleinsur—

s A
er this year.

Rates are going up, and reinsure.:s
are looking to tighten t.heii- undei--
writing and cut down on under-
priced business, irinsurers said.

But this revival means bad news
for policyholders-in particular,
self-insured employers, that may
see rates for medical stop-loss in-
surance jump 30% to 40% next
year, on top of the hefty hikes al-
ready seen in 1999. reinsurance ex-

ecutives said.

The increases come as the health
reinsurers seek to generate profits
after suffering several years of loss-

"For people to get back to prof-
itability. they need those rate in-
creases," said Michael Shevlin, se-
nior vp for American Re HealthCare
in Princeton, N.J.

He said that employer stop-loss
rates have increased, on average,
1 () % to 15% in 1999, and those 1-ates
could see increases of 30% to 40%
in 20()0. In addition, provider stop-
loss rates could jump as much as
50%, and health maintenance orga-
nization rates could rise by 20% to
50%, said Ned Goodhue, president

and chief executive officer of Avan-
del Inc. in Seattle. Avandel helps
manage ca.astrophic care patients
for employers and HMOs.

Such dramatic rate increases
have not been seen in years and
might bc unprecedented, Mr.
Shevlin said.

Changes were undertaken during
the third and fourth quarters of
1999, when reinsurers made "a sig-
nificant Emount of effort to improve
underwriting results" and their re-
lationships with managing general
underwriters. said Don Gasparro,
managing director with Apex 1Vlan-
agement Group in Princeton, N.J.

The market hit rock bolbm in

early 1999, "and we're starting to

How to get from here to there.

Any other questions?

see improvements thal will contin-
ue into 2000 and 20()1," said John
Fenlason, senior vt) of SAFECO
Life & Investments in Seattle.
Banking on this rebound. SAFECO

has announced a purchase off the
medical excess-of-lc,ss. business of

ING Medical Risk S<)lutions for
$34.8 million.

The turnaround will brighten the
balance sheets of reinsurers that
have generally taken a drubbing
over the past few years. Most have
lost money, and some have even
opted to exit the market rather than
await a turn.

Several large losses have plagued
health reinsuren; in recent yeam

One such example -s an aftertax
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charge of $16.2 million in the third
quarter of 1999 announced by Re-
liaStar Financial Corp. in Min-
neapolis arising from its medical
I-einsurance business. As a result of
that hit, the company severed its
ties with two managing general un-
derwriters that wrole the business.

Lincoln Re in Fort Wayne, Ind.,
expects to take a $25 million charge
stemming from its HMO excess-of-
loss operations and said it has
stopped writing new business in
both that 1 ine and the provider ex-
cess-of- 1(,ss market (Bl, Oct. 4). Al-
though the company raised rates in
1999 by 30% to 35% in both lines.
that was still not enough to make
the business profitable, said Timo-
thy Alford, sonic,i- vp and director of
group markets f'or Lincoln Re. Sim-
ilar increases would be needed in
200(}. "and we just weren't sure the
marketplace would accept those
type of increases," he said.

Stop-loss coverage for- medical
providers has plagued numerous
health reinsurers the past few years.
Many HMOs sign agreements with
doctors or hospitals to provide care
for a flat f'ee pei- patient. This ar-
irangement, called capitation, at-
tempts to shift the financial risk of
coverage from the HMO lo the
provider. It(,vider stop-loss, or ex-
cess-of-loss, policies to cover this
risk have resulted in high losses as
medical providers fail to manage
the risks and pass along losses to the
stop-loss insurers.

Turning away from this market,
Lincoln Re has shifted its focus to
employer stop-loss business. To
boost its presence in that area, Lin-
coln Re has agreed to pui-chase
Alden Risk Management Services
from Fortis Inc. for $41.5 million in
cash.

In addition. HCClInsurance Hold-
ings Inc. announced a purchase of
The Centris Group (BL Oct. 18).
Centris. which owns USBenefits
Inc., a leading employer stop-loss
insurer, also announced it is taking
a $13.5 million charge in the third
quarter due to losses in its medical
stop-loss business.

This is all in addition to Swiss
Reinsurance Co.'s decision to leave
the health reinsurance market in
1998 after suffering significant loss-
es for several years.

In the past. the minsurers were
hindered in their efforts to increase
rates bv the presence of newer en-
trants into the market. This "naive
capacity." often looked to increase
market share by taking a percent-
age of the business underwritten by
an MGU. But this business often
was not priced properly. and the
reinsurers suffered losses.

Much of this capacity, however,
has been driven out by heavy losses,
and many of the reinsurers that
have remained are walking away
from arrangements with MGUs that
don't deliver- profitable business.

Also. many of the newer reinsur-
ers don'l "want to generate premi-
ums unless it s good premium," Mr.
Gasparro smid.

Generally. MGUs' compensation
is based on a percentage of the busi-
ness they write, which gives them
no incentive to write profitable
business.

"As long as you give people an in-
centive to produce premium when
not profitable. you will lose money,"
explained Bill Thomas, president of
Managed Care Resources in Lam-
bertville, N.J.

Reinsurers in the past have tried
to change the compensation ai--
rangement to one that would re-
ward good business, but these ef-
forts have brought little success,
many said. In 1998, many re-
insurers began pulting pressure
on their MGUs to improve

See Life/health on page 30
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past several years, however, "has
provided us with more opportunity
as an independent firm," he said.
Mr. Caley added that "pretty well
everyone is in play now. Hardly a
month goes by when we talk to
somebody about something they're
doing or they talk to us about some-
thing we're doing and someone
says, 'Hey, wouldn't it be interest-
ing if. . .?' It's just an ongoing
thing," he said.
John Pelly, chairman and CEO-
reinsurance at Willis, said that con-
I solidation has resulted in "a limit-
ed number of global players, a lim-
ited number of highly competent
specialty players and there's even
less choice in the reinsurance in-

dustry than there is in the retail in-

dustry. '

"l think the cest of truly compet-
ing in the globa- reinsurance inter-
mediary environment is such...that
it's not going b be vety easy for
new entrants tc come into that as-
pect of the market,"” Mr. Pelly said.

He pointed out, however, that
there is still p}eng of choice for
clients, noting that there are a great

number of reinsurers that operate
on a direct or semi-direct basis.

Other brokers look to how a
changing market might play out
with respect to broker consclida-
tors.

"The rapid onset of a hardening
market will be the first test of the
post-consolidation inzermediaries
and will put any shortcomings into
sharp relief," predicts JLT's Mr.
Brookman.

"Whilst their leverage will mean
accessing capacity is not a problem

= T .

for the global brokers, increasing
rates and premiums will conse-
quently increase clients' expects-
tions. The difficulty for the glooal
brokers is effectively and efficient-
ly focusing their resources in order
to provide the service =lients re-
quire," he said.

At the same time, "the smaller
brokers mus: be concerned that
their lack of leverage will te a con-
siderable disadvantage as a capac-
ty squeeze ensues,"” Mr. Brockman
said.

Benfield Greig's Mr. Chilzon no:-
ed that "people want indelr enden:s
in the chain, otherwise ousiness Ls
purely created by leverage, which
means at times you don't always get
the right or best advice. And as ve
get intc a herd market, that will
play into our hands even more."

Consolidation is not the only
game In town for reinsurance bro-

kers, however.

Over the past year, many inter-
mediaries have expanded their
product offerings to include risk se-
curitization capabilities.

While the capital markets have
ye: to take off as a risk transfer
market, reinsurance brokers say,
many of the intermediaries have es-
tablished their own dedicated units
or have access to outsourced capa-
bilities to structure capital market-
based deals (see story, page 44).

All of the world's largest reinsur-
ance brokers offer catastrophe, fi-
nancial and actuarial modeling ca-
palbilities, though scm€ prefer to of-
fer the services in-house, while oth-
ers outsource. And a trend toward
offering Internet-based products is
emerging at a few reinsurance in-
tennediaries (see story page 42)

Profiles of the world's largest
reinsurance brokers follow:

TOPLOS
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Aon Re Worldwide

Organic growth in North Ameri-
ca and larger companies buying
down their self-insured retentions
are responsible for Chicago-based
Aon Re Worldwide's 5.1% increase
in revenues to $620 million.

The 1998 revenue figure is an es-
timate and includes a full year of
reinsurance operations from Paris-
based Group Le Blanc de Nicolay;
Madrid, Spain-based Gil y Carva-
jal Group; and Oslo, Norway-
based Grieg Insurance.

These 1998 acquisitions are part
of larger deals made by parent Aon
Corp, which has acquired several
brokers over the past few years.

Aon Re has added three reinsur-
ance operations so far in 1999:
Nikols Sedgwick Group of Milan,
Italy; Turner Reinsurance of
Athens, Greece; and A.G. Reinsur-
ance of Tel Aviv, Israel.

These acquisitions have helped
to "round out" Aon Re's geograph-
ic position around the world, said
Rocker Channell, president of Aon
Re Worldwide.

With a presence in more than 40
countries, Aon Re is positioned to
deploy its skill sets anywhere in
the world, he said.

"That does not mean that we will
not look at additional acquisi-
tions," he said. "But we're not
compelled to do it."

"One of the benefits from the
mergers made in the past two-and-
a-half years is the expertise we
now have,” Mr. Channell said.
"We're really getting some great
opportunities to cross-sell" the full
range of products and services Aon
has to offer, he said.

This process is known within
Aon as "interdependence,” and the
organic growth in 1998 and 1999 in
North America has been driven by
that approach, said Paul Davies,

Aon Re's chairman. "North Ameri-

ca is having one of its best years in
‘00 .~

Growth also is coming from its
niche product lines, Mr. Davies
said. One area Aon Re is emphasiz-
ing is program business. All of Aon
Re's program business is now coor-
dinated under one group and han-
dled through its Dallas, Minneapo-
lis and Chicago offices.

"We found that with all of our
past mergers and acquisitions, in
looking at our book of program
business, we placed $1.5 billion in
premiums in the market. .and it
came from all over the place," Mr.
Davies explained.

"We've coordinated that so our
program business is channeled in
and out of the company in a better
manner,”

Growth also is coming from Aon

Capital Markets, a unit established
to securitize risk transfer for

clients. Aon has been involved in
nine capital market insurance
transactions since June 1998 (see
story, page 44).

Within the past year,
launched a strategic account man-
agement initiative within its rein-
surance operations. Under the
"SAM Re" initiative, one individu-

Aon Re

al is designated to oversee an ac-
count, with responsibility to coor-
dinate all of Aon's services for that
client, Mr. Davis explained.

Aon Re Europe, the umbrella un-
der which Aon Re's European op-
erations were organized last year,
has been "a big success," Mr.
Channell said. Aon Re now is
bringing together its Latin Ameri-

can operations under the name
Aon Re Latin America.

Guy Carpenter & Co. Inc.

With the integration of Sedg-
See Brokers on page 34
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wick Re nearly complete, Guy Car-
penter is focusing on bringing its
combined strength to its customens.

These strengths include Guy Car-
penter's broadened global reach, its
expanding client service centers and
its actuarial modeling group, Guy
CarpenterINSTRAT.

The integration of Sedgwick Re
also strengthened revenues at the
world's second-largest reinsurance
intermediary, adding a little more
than $100 million. Overall, Guy Car-
penter's revenues increased 6.4% in
1998 to $502 million when adding in
a full year of Sedgwick Re revenues
on a pro-forma basis in 1998 and
1997.

"It was a very successful integra-

tion, and it was done in record time,"
said Salvatore Zaffino president and
CEO of Guy Carpenter. Mr. ZAffino,
who formerly was chainnan and CEO
of Sedgwick Re. succeeded Brandon
W. Sweitzer, who became chairman
of Guy Carpenter.

As a result of the merger, Guy Car-
penter now is located in 23 countries,
which "gives us the combined global
strength necessary to grow in this en-
vironment," he noted. Prior to the
Sedgwick integration, Guy Carpenter
reported subsidiaries and affiliates in
13 countries outside the United
States.

Mr. Zaffino attribu:es the growth
in 1998 to new business in Guy Car-
penter's traditional major stock com-
pany clients as well as new business
from regional and specially company
clients, which the broker has been

targeting for thelast couple of years.

Over the past year, Guy Carpenter
developed seven specialty practices,
each with a specialty leader and vari-
ous team members throughout the
United States. The seven practice
groups, which Mr. Zaffino said will
expand into other areas, are personal
lines, accident/health, finite, manag-
ing general agencies, professional lia-
bility, surety/fidelity and workers
compensation.

Combining the resources _n specific
practices will allow the broker -0
bring a more focused approach :o
solving clients' problems, Mr. ZAffir.O
said.

Guy Carpenter and Sedgwick were
separately working on est ablishing
specially teams, and those efforts also
were combinedthisyear, he noted.

Guy Carpenter also continues to fo-
cus on regionalizing its business. As
part of this effort, the broKer is e=-

Opportunity goes to those who dare to take it. That's why you need ERC. With the strength

of GE, reinsurance experts in more than 40 countries and the industry's highest ratir.gs,*

we can help you manage all kinds of risk. And that's a win-win situation.
Ws a world of risks. Be prepared.

*Best's A++, Moody's Aaa and S&P's A.AA

Employers Reinsurance Corporation » www.ercgroup.com =« 800 255-6931

panding its processing units, called

' client service centers," into regional
areas to be closer:o and better re-
spond to its regional and specialty
clients.

The reinsurance broker also is
putting its efforts behind building its
Guy Carpenter INSTRAT unit.

INSTRAT, Sedgwick's former ac-
tuarial modeling group, provides ex-
tensive actuarial, catastrophe and fi-
nancial modeling products and ser-
vices. INSTRAT was merged into Guy
Carpenter's similar unit, and the new
unit retained the It\:STRAT name.

The unit, which has been linked
with all of Guy Carpenter's offices
around the world is updating its
catastrophe modeEng feature to in-
clude hail and tornado models in ad-
dition to its existing hurricane and
earthquake models, Mr. Zaffino said.

"We feel that we've been the pio-

ERC.

We bdng good things to life.

© ER€ 1599

neer in this area, and our goal is to
stay a few miles ahead in front of ev-
eryone else," he said.

Willis

The reinsurance brokerage side of
the world's thirdd4argest insurance
broker, Willis Corroon Group Ltd.,
has changed its name again. Since
mid-1999, it has been known simply
as Willis, a scaling down from the
name it took on a year ago, Willis
Faber Re, having previously been
known as Willis Faber Global Rein-

According to John Pelly, London-
based chairman and CEO-reinsur-
ance, the name change is part of an
effort by the parent to eliminate sub-
brands "so people will regard us as
one entity servicing the needs of our
clients whatever they may be." All
operations of Willis Corroon Group
now come under the umbrella slogan,
"Willis-The Risk Practice".

Mr. Pelly stressed that, unlike the
megabrokers created over the last few
years, most parts of Willis have been
working as one for many years as a
global business unit.

Revenues rose 2.5% in 1998 to $247
million. While Mr. Pelly admits to be,,
ing disappointed with this result, he
said he considers it creditable, given
market conditions.

Willis' market share grew last year
in all major markets, particularly in
the four key areas it has targeted over
the last two years: U.S. property/ca-
sualty business, Continental Europe,
specialty lines and consulting.

Willis already is big in the United
States in specialty lines, such as ma-
rine and aviation, medical malprac-
tice, and accident and health; but it
wants to expand its main core prop-
erty and casualty client base.

"Increasingly, clients and prospects
want truly impartial advice, and we
have an increasing number of people
who can provide that independent
view and advice and research-backed
opinions," Mr. Pelly said.

In terms of European expansion
over the past year, Willis acquired
Mansfeld Hubener, a small Hamburg,
Germany-based reinsurance broker
specializing in property/casualty cov-
erages and consulting. In Italy, Willis
recently expanded its Genoa-based
operation by adding a broker.

The United States and Europe are
instrumental to Willis' objective of in-
creasing its retail reinsurance broker-
age operations, said Grahame Mill-
water, Willis' chief operating officer-
reinsurance. "We want to produce
that business globally, on the ground,
and not be reliant on any third party,”
he said.

In specialty lines, Willis has invest-
ed heavily in areas such as accident
and health, health care and alterna-
tive risk transfer skills, and the broker
has brought in specialty skills in oth-
er areas, including casualty, said Mr.
Millwater.

The fastest-growing area of Willis'
business is consulting, he said. Con-
sulting is done through two opera-
tions, Willis Consulting and Cordis
Consulting, said Mr. Millwater. Willis
Consulting increasingly is used as
part of integrated programs to help
insurers increase shareholder value,
manage risk, model assets and liabili-
ties, and enhance security ratings,
among other things. Cordis Consult-
ing was set up 18 months ago to han-

dle "stand-alone" work, according to
Mr. Millwater.

E.W. Blanch Co. Inc.

New business production and
growth in its international business
and its capital markets unit were re-
sponsible for a 31.2% increase in rev--
enues at E.W. Blanch Co. Inc. in 1998.

Blanch's $163.6 million in 1998

See Brokers on page 36
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revenues was enough to move it up
one notch to the No. 4 spot sup-
planting Benfield Greig Group.

In tErms of new production
growth. _t was split 50/50 be:ween
new 21.ems and the expans on of
exis:ing relationships. said
Ciristogher L. Walker, cha-rman
of E.VW. Blanch Co. In ,adcition,
"we had good strong growth inter-
nationally.”

-Mr. —-dialker said that Blanch’'s
year-o--d Blanch Capital Markets
unit -Etarted strong” and grew
100% in its first year. Much of the
unit's activity focused on placing
ir_dustry loss warranty coverages
and weasher coverages.

-Dne rf Blanch's greatest
strengths, Mr. Walker said, is the

products and services it offers
clients. Over- the past year, Blanch
introduced several Internet-based
offerings (see story, page 42).

INn addition, last February,
Blanch subsidiary Paragon Rein-
surance Risk Management Ser-
vjces Inc. entered into an agree-
ment with Oldwick, N.J.-based

A.M. Best Co. to develop a compe-
hensive database of insurers’
catastrophe exposures.

Under the agreement, Best will
use Paragon's CATALYST 3.()
catastrophe modeling software to
analyze U.S. hurricane and ear-h-
quake exposures. The information
will then be used to create the
database, which will aid in assess-
ing aggregate catastrophe loss ex-
posures as well as individual in-
surers' shares of such losses.

The agreement will create a
common platform for evaluating

an insurer's relative catastrophe
exposure on an insurer-to-insurer
basis and insurer-to-industry ba-
sis using a single benchmark mod-
el, explained Eill Ashley, executive

vp at Blanch.

";We're rabid about the fact that
we want to make a measurable
contribution to our customers' suc-
cess," Mr. Walker said.

As F art of an effort tc expand its
global network, Blanch last month
acquired thE remaining 30% share
of its interna.ional joint venture
with Swire Blanch Insurance
(Holdings) Ltd. "We felt it was a
good time to pick up the remaining
30%," he said.

Terms of the deal were not dis-
closed. The Unit, renamed E.VWV.
Blanch -Hodings) Ltd., has offices
in Buenos Aires, Argentina;
Denmark;

Ccpenhagen, Hong

Kong; London; Mexico City; Mia-

mi; Singapore; and Sydney, Aus-
tralia.

In September, Blanch acquired
JD Warren Inc. a Pittsburgh-
based technology company spe-
cializing in the identification and
recovery of outstanding third-par-
ty deductibles for the insurance in-
dustry.

Benfield Greig Group P.L.C.

The modern g-ass-and-chrome
offices of the executives of Ben-
field Greig Group P.L.C. epitomize
the no-fuss, futuristic thinking of
one of the world's largest privately
held independent reinsurance bro-
kerages.

Even the company's computer
system, only a coiple of' years old
and with slim screens and high-

speed modems. is too out-of-date,
contends CEO Graham Chilton.

Benfield Greig plans to install
new computers as the intermediary
moves quickly into the world of In-
lernet insurance and reinsurance.

In September 1998, the company
launched Benfield Greig Inter-ac-
live Ltd., a new media company
specializing in the development,
management and marketing of
products on the Internet. BGIL
works closely with mainly Lloyd's
of London underwriters to develop
interactive online insurance prod-
ucts.

INn addition to its four insurance
trading Web sites, BGIL intends to
launch about 20 new Web sites in
the next four months, including
some for reinsurance transactions
(see story, page 42).

The e-commerce business is just
part of Benfield Greig's total group
businesses, which include corpo-
rate finance, asset management,
sports consulting and reinsurance.

"We're a solution-provider,
whether it be reinsurance, risk
management, corporate finance,
asset management, Internet, sports

consultancy or whatever," Mr.
Chilton said.

Mr. Chilton said he believes that
"100%" of Benfield Greig's rein-
surance products can be consid-
ered "alternative” because the
group is a bespoke intermediary,
specializing in customized solu-
tions. "Therefore, each product we
have is not a standardized product.
Itt's an alternative method for
transferring risk between two par-
ties."

Benfield Greig also offers risk
modeling to give each client an
idea of what kind of' reinsurance
program it needs. The service is of-
fered by Benfield ReMetrics Inc. in
Seattle, which comprises financial
modelers, actuaries and geophysi-
Cists.

Benfield Greig is a privately held
company and will remain that way
for the distant future, its CEO said.
"I'm building a business. Why
would | want to sell the business?"
asked Mi-. Chilton. -We're on
Chapter Two of a 12-chapter st(,ry
of the Benfield Greig Group."

But he won't say what's in the
next few chapters.

In 1998, Benfield's gross rev-
enues remained fairly static at
£90.1 million from a restated £89.9
million in 1997. Those figures were
restated to reflect investment in-
come from reinsurance-related
business, which the broker did not
previously include. In dollar terms,
revenues increased 1.4% to $149.3
miillion.

The flat revenues reflect the re-
duction in premiums from the
group's traditional clients, offset
by "a considerable amount" of
new business, according to Mr.
Chilton. The new business was
generated across the board, from
the Far East and Japan, to marine
and aviation and non-marine
retrocessional business to ReMet-

rics, he said.

JLT Risk Solutions Ltd.

Against a background of in-
creasing consolidation in the rein-
surance market and integration
following the merger that created
Jardine Lloyd Thompson Group
P.L.C., the reinsurance broker

posted an increase in revenues.
Gross reinsurance revenues for

JLT increased 6.1% 10 £44.9 mil-
lion in 1998. Converted to dollars,
revenues increased 7.4% to $74.4
miillion.

Now, as a result of' major inter-
nal restructuring at the beginning
of this year, the reinsurance oper-
at.ions of Jardine Lloyd Thompson
Group n() longer sit alone within

See Brokers on page 38
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E-commerce offering new area for E&O

By LEE FLETCHER

OMeRE A

but as with any new

bus. ness practice, they also can

pose new areas for claims, agents
and insurers say.

The technology is helping to

improve agencies' communica-

tion and documentation, which,

along with education and train-

As the leading authority in the protection, preservation and insurance of fine art and col'.ectibles,

ing, can help to reduce agents'’
E&O exposures.

"Agents need to embrace (e-
commerce) and not be afraid of
it. | think it's an excellent way
for agents to give 24-hours-a-
day, seven-days-a-week service
to their policyholders," accord-
ing to Bruce Coates, manager of
the Assn. Segment for Overland

Park, Kan.-based

Employers
Reinsurance Corp., which under-
writes an E&O liability insurance
program for members of the In-
dependent Insurance Agents of

America Inc.

"We've seen some real benefits
when agents start using electron-
ic mail and the Internet to com-
municate with their insurance
company-there's a definite doc-
ument trail," Mr. Coates said.

Although technology is begin-
ning to play a significant role,
improving communication and
documentation, Mr. Coates
warned that agents need to be
aware that problems may come
to light with regard to the

nascent world of e-commerce.

Jewelry by Van Cleef & Arpels.
Insurance by AXA Nordstern Art.

"As much as automation is

right around the corner, agents
can't forget the basic tenets of
good agency procedures, and
that starts with a manual, good
documentation, good communi-
cation with their staff, with their
carriers, and with their policy-
holders and finally the consis-
tency of the practices that they
do on a daily basis," said Ruth
Anne Bearce, vp of agents/bro-

kers professional liability at Re-
liance National Insurance Co. in

New York.

AXA Nordstern Art Insurance Corporation insures the world's finest collections. And as a member of the -
global AXA Group, with $65() billion* in assets under management, we offer the clout of one of
the world's largest financial services companies. The AXA Group includes AXA Financial and its companies:

AXA Advise,rs, Equitable Life, Alliance Capital and DIJ. For information, please call 1-877-AXA-4ART.

N1T\WY C)RA

Nordstern
ART

(G111 cA(c)

he AXA Nordsterr, Art Insurance Corporation is solely responsible for its own obligations.

ADAIN/4A

BLVi.R1"

i

*As of 12/31/9E

Errors & Omiss|0115/[Oss Prevelltion
>J

Skip Counselman, president of
Baltimore-based consultant
Riggs, Counselman, Michaels &
Downes Inc., said that even
though e-commerce can im-
prove documentation, "there's
the potential for claims when
you're introducing something
new.” Mr. Counselman also is a
founding director of Professional
Agencies Reinsurance Ltd., a
Bermuda-based captive insurer
that writes agents/brokers E&O
liability coverage for members of
the Council of Insurance Agents
& Brokers.

"Policies in general will re-
spond to claims arising out of e-
commerce, but there's not yet
the claim experience as a result
of agents becoming involved in
e-commerce,” Mr. Counselman
said.

The Choice, a policy created
by Reliance National, covers
agents' and brokers' e-commerce
transactions, including

transactions over the Internet

any

and any computer networking of
two or more systems, according
to Ms. Bearce. Reliance Nation-
al's policy is endorsed by the Na-
tional Assn. of Professional In-
surance Agents on behalf of its

members.

Employers Re also plans to in-
troduce an errors and omissions
liability policy in early 2000
called the Pinnacle Series that

will cover e-commerce risks in

addition to professional liability,
Mr. Coates said. He emphasized
that loss control services are one
of the strengths of Employers
Re's E&O policies.

"We hold seminars and give
premium credit to those of our
policyholders who participate.
We also encourage agencies to
get independent audits, which
we've also found as a very effec-
tive tool. Loss control is a big,
important part of what we do,"
Mr. Coates said.

Scrutiny of each and every cus-
tomer account, whether person-
al or commercial lines, is an ex-
tremely important aspect of
reducing E&O liability risk of
agents and brokers, according to
Roy L. Phillips, vp of Dan R.
King & Associates Inc; a Hous-
ton-based agency consultant.

"l think the three most devas-
tating words in the cases that
I've had are where some plaintiff
attorney will stand up and read

the agent or staffperson’'s in- ,

structions as 'renew as is,' " he

said.

The soft market has led to a re-
duced emphasis on education
and training, which are impor-
tant in preventing costly errors,
Mr. Phillips said.

"Many (agencies) have cut
their education budget. When

See EkO on page 36D
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Raging storms and devastating hurricanes. Early snow- National Flood Insurance. Smart for you.
melts and rising waters. Ever-changing weather patterns Right for your customers.
are making it harder for anyone to say, "A flood can't Offering National Flood Insurance not only protects you
happen to me." from Errors and Omissions exposure, but it also can keep

And those who think they won't suffer flood damage you from losing the customer trust you've built up through
because they don't live near water or live on a hill could be the years. Do you really want to be the one to break the
in for a big surprise. news to flood victims that the homeowner's policy you sold

It's time for a serious conversation them doesn't cover flood damage?
about the weather. And thanks to the Preferred Risk Policy for homeowners
No one knows better than you do that beliefs and attitudes in low and moderate risk areas, flood insurance is easy for
you to write and for your customers to afford.

are slow to change. So the more you know the latest facts
about floods, the sooner you can help your customers protect Becoming a flood insurance expert is easy.

themselves before it's too late. Just call the NFIP.

In the last few years, floods have hit all 50 states, making The National Flood Insurance Program is ready to support
floods the Number One natural disaster in America. you with everything from national and co-op advertising

In fact, last year, two out of three federally declared and lead programs to flood maps that help you determine
disasters were flood related, and almost 25% of all flood flood risk zones and premium rates. Call today and get in
claims were in areas no one considered high risk. on the fast-growing business of flood insurance.

You can't prevent a flood, but you can prevent a disaster.

1-800-611-6123 ext. 860 //I \4 1
tdd #1-800-427-5593 1 T:f_‘i
FEMA http://www.fema.gov/nfip A f PIFEM
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E&O

Continued from page 36B
people start to pack their
parachutes differently, you can
really have a problem. This lack of
training is leading to staff people
really not understanding cover-
ages like they used to,"” Mr.
Phillips said.

Insurers and consultants have
said that the E&O liability market
in general is extremely competi-
tive, continually contributing to a
decline in rates.

"One definite trend in the past
few years is that there is more

concentration on loss control and

quality management standards.
So, there's more careful documen-
tation and follow-through that re-
duces the exposure to claims.
Since the ultimate cost of this in-
surance is driven by the level of
claims, agents and brokers have
taken loss control, quality man-
agement and risk management all
very seriously,” Mr. Counselman
said.

Agents can only drive down
rates so far, however, with these
types of improvements, he added.

"Once you're doing all of the
right things, then the next trend
is going to be the impact of attor-
neys bringing claims against
agents. If there is a great frequen-

IMPERIAL

PREMIUM FINANCE, INC.

A SunAmerica Company

cy of that, then unfortunately,
rates are going to have to rise be-
cause the premiums are going to
have to be at a level to cover the

claims," said Mr. Counselman.
The E&O marketplace was also
described by Mr. Coates as a
"double whammy."
"Companies are competing
very aggressively for E&O busi-
ness. The double jeopardy to it is
that because the commercial lines
market is so competitive, insur-
ance agents' commissions and
premiums are down. They're still
writing the same business, but the
rating base is off," Mr. Coates

said.

He also added that commercial

lines prices are beginning to firm,
which will present some chal-
lenges for agents.

"My advice to agents is to start
talking to your commercial cus-
tomers now-start preparing for
the party to be over. Prices are
going to firm up and it's much
better to have those conversa-
tions now as opposed to waiting
for when they have a 30% in-
crease that they have to deliver.

Do it now while it's not emotion-
al,” Mr. Coates said.

Another issue agents will need
to approach carefully is the Year
2000 computer problem. E&O lia-
bility insurers and consultants
have varying philosophies about
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We've Joined Forces to Be

Bigger and Better

as ...

IMPERIAL

Xl. CREDIT
COMPANIES

Two premier premium finance organizations have joined forces to become the
largest and strongest provider in the industry.

As a member of American International Group, we are committed to providing
creative financing programs to buyers and sellers 6f insurance, administrators of
insurance programs and risk underwriters. Our products and services assist all
parties who manage risk in enhancing cash flow and investment income, while
reducing receivables losses and billing and collection expenses for carriers and
agents alike.

This combining of our two companies brings the BEST of the BEST to our
customers. We're keeping our focus on excellence in customer service and
looking for new ways to improve our customers' experience with us.
For more information, please call (800) 388-8828, Ext. 129
At Imperial A.l. Credit Companies, we help agents help insureds.
Services Provided by Members of American International Group, Jnc.

agents' exposures with respect to
Y2K.

Mr. Counselman, however, em-
phasized that "all E&O insurers
are holding their breath for Y2K
because most, not all, of the poli-
cies respond to those types Of
claims because they don't exclude

them.”
"l think the whole insurance

industry is feeling fairly confident
that they've done the right things
in preparation for Y2K. Hopeful-
ly, we can get through without
too many claims and get back to

the business. If the number of

claims, however, goes up in 2000,

then we’'ll be distracted for some

time," said Mr. Counselman. M
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Preparation, cooperation needed when facing E&O claim

By Michael J. Rosen
and Larry A. Hoellworth

N £&0 CLAIM is
like an approaching
train. You can hear
it first-even when
you can't see it-by
pladng your ear on

the rail. Then you can see it in the

distance even before the crossing
bells ring and the gates drop. The
sooner you become aware that the
train is coming, the better you can
plan for its arrival. You don't want
to wait until the crossing gates are
dropping.

Generally, as an insurance
producer, you first become aware of
a possible daim against you when a
policyholder informs you of a loss
and wishes to have it reported to an
insurer. Soon after, you may
become aware of a coverage dispute
between the insurer and the
policyholder. Many times, the
dispute erupts into litigation, and a
request is made for your
documents. At each'step, it is your
opportunity and obligation, to
yourself and to your E&O insurer,
to recognize, evaluate, and properly
respond in order to manage the
potential for a serious daim.

Report of the loss or event

Typically, the policyholder
notifies the producer before the
insurer that a loss has occurred and
that the policyholder will seek
coverage for the loss. The
policyholder may ask you, as its
representative, to report the loss to
the insurer. It is at this point that
you, in reviewing the dient file,
have an opportunity to recognize
any potential problems--for your
client, the insurer or yourself.
Important: You have a
responsibility to act on behalf of
your client. Doing so also serves to
deflect a possible daim against you
arising out of a coverage dispute.
Your ability to place a daim into
the right frame of reference may be
important in shaping the
policyholder's expectations of how
the daim will be resolved. Take care
not to inflate those expectations,
espedally if the policy wording
makes full recovery-r any
recovery-unlikely. If the
policyholder decided at the time of
purchase that he or she didn't want
certain coverage, or didn't want
higher limits, then gentle reminders
from you may help prevent the
matter from developing into
litigation.

For claims that may potentially
be covered, it can be important to
lay the groundwork for the insurer's
daims personnel by articulating the
claim in a way that will warrant a
favorable response from the insurer.
Presenting the claim fairly and in
the right manner may encourage
the insurer to honor the daim, or at
least to resolve the daim subject to
a reservation of rights, thereby
avoiding a potential dispute and
any risk of the situation escalating

out of control.

Remember: Whatever you say or
write down may be used against
you later. It is also important
groundwork for your subsequent
defense.

If a dispute develops, be careful
about remaining consistent in your
representations to both sides. It is
generally better that one person at
the agency or brokerage be assigned
to respond to all communications
regarding given daims, and that all
communications with the outside
be channeled through that
individual. That individual may or

may not be an attorney, depending
on the nature and magnitude of the
dispute, as well as the intended
strategy for dealing with the
situation. Finally, it is important
that any strategy for handling
reported losses be thoughtfully
planned out, so that the firm isn't
forced to develop a strategy in haste
under the pressure of the moment.

Served with discovery

Being served with discovery
papers should make a warning light
go on. Litigation signals the

existence of a serious dispute, and it
indicates that at least one party to
the litigation is resolved to avoid
responsibility for a loss and place it
on someone else. The fact that you
have not been brought into a
lawsuit initially should not be taken
as an assurance that you will not be
induded later.

If there is a request for discovery
of documents, then privilege,
privacy, and ownership concerns
need to be carefully examined.

The request for documents must

normally be made within

reasonable bounds. You can force
the requesting party to formally
obtain a subpoena, or ask a judge to
make a ruling by means of an
order, but it is preferable to
cooperate to the fullest extent
possible and thus maintain some
control over the discovery process.
Resisting discovery of documents
may result in surrendering
management of discovery to
another power, and it may also be
taken by others as a sign of
defensiveness or may

See Claim on next page

Don't let them Kill your next sale.

Okay. You've already got all the markets you need. They know you. You know them. They're

doing the job. But is "doing business as usual" doing4n some new business and renewal opportunities?

It could be. Especially if your prospects include construction, motel or real estate clients. The fact

is, if you're still using your "usual" carriers for their umbrellas, your new business proposal isn't every-

thing it could be. That's because our Umbrella Purchasing Groups give agents buying power you just

can't get from your everyday markets. Buying power that translates to double or triple the prospect's

coverage for less than they're spending now - all with the security of markets rated A- or better. So

don't let old habits be the death of your next sale. Call Carla Vel today.

D

THE DISTINGUISHED PROGRAMS GROUP

6 E. 43,-d St.,, New York. NY 10017 - 888-355-4626 - email: cvel@distinguished.com
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Interested in piling up more wins on mid-size
commercial accounts? We've got what you need to
compete and succeed. Competitive products. Veteran
underwriters who know their stuff. The speed and
flexibility it takes when the competition's tough. The
strength to go the distance. (Our parent is among
Standard & Poor'; top 10 global business insurers.1

Plus we're committed. Committed to the middle
market and a level of service you won't see every day.
Because we ascribe to a Il O.year old corporate-wide
philosophy that says losing e.en one customer is too

much. So make the :all and get Yasuda on your team.
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/> insurance Company of America
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1 Claim

Continued from previous page
generate unnecessary hostility. Here
are 10 commandments regarding

documents:

- Allow any requesting party
access to its own records.

+ Do not allow any inspecting
party access to your files before you
screen the files for privileged
communications, documents
inadvertently misfiled and
documents belonging to another
party.

- Before allowing an inspecting
party to review another party's
documents, obtain written consent
from the other party or require the
person requesting the files to obtain
that consent or a court order.

« If documents are produced to an
inspecting party in litigation, be sure
to notify the other party. Generally,

the owner of the documents is
allowed to review the documents
before they are produced to the
third party; this gives the owner an
opportunity to object to production

of documents it believes are

confidential or privileged, or that
contain trade secrets.

* Do not, under any
circumstances, lose control or
custody of your own documents.
Make the inspecting party look at
the documents at your premises.
Make photocopies at their expense,
but only by consignment to an
independent copy service. Do not
release documents to the custody of
any other party for copying or any
other reason.

* Produce only those documents
requested. Unless you have carefully
considered the ramifications, do not
voluntarily produce documents that
have not been requested.

= All documents should be
marked with identifying letters or
numbers to indicate that they are
being copied from your file. In
insurance malpractice cases, it is
often as important to show that an
insurance sales representative did
not receive a certain document as it
is to show that he or she did receive
a document.

» Maintain neutrality. Allow
access to documents by all parties. It
is best to remain neutral and allow
the policyholder and insurer to
settle the dispute between

themselves.

= Maintain written records of all
document production. Send cover
letters with any documents or
photocopies that are shared with

1 anyone, and record visits to review

files.

= Any review of original
documents in your office should be
monitored or supervised by your
own staff; do not leave other parties
alone with your original files.

Has there been a deposition
request or subpoena? If so, here are
some important tips:

Treat a request for a deposition in
any type of coverage action with
utmost care. Often, the deposition
of the producer is the precursor to
an action against the producer. Take
every deposition seriously-the
purpose of a deposition may be to
document a case against you.

Be well-prepared for a deposition.
Do not testify until you have
reviewed the file documents,
induding all contractual agreements
with the insurers or the
policyholders in the matter at issue.
Your attorney should have reviewed
both parties' pleadings to ascertain
the issues and to prepare you for
questions that are likely to be asked
at the deposition.

In the absence of a dear statement
that no action will be filed against
you, you should be accompanied by
your own counsel at your
deposition. Other attorneys in the
litigation expect this to occur, so
this will not be seen as an admission
of culpability. Your attorney can
also protect you from unnecessary
admissions, violations of privilege in
communications with other parties,
wasting your time on unnecessary
lines of questioning ("fishing
expeditions"), and other
unintended detrimental results of
an unprotected deposition. In
addition, be sure to check out
counsel for any conflicts of interest
so that you are not later forced to
replace the attorney who has the
most knowledge about the case.

When the claim is made

The fact that you have been sued
is not an automatic indication that
a party may believe you liable.
Attorneys frequently name all
parties involved in a transaction for
several reasons, induding to comply
with statutes of limitations, to avoid
discovery problems, to avoid the
need to amend pleadings later, and
to avoid daims of malpractice
against them for failing to sue a
party later found to have been
responsible.

Given that you may not be the
target, a good strategy may be to
"lay low" as the battle ensues
between the insurer and the
policyholder. Carefully pick only
those fights that are necessary to
properly defend yourself, without
turning unnecessary attention
toward your conduct.

Other circumstances may warrant
vigorous participation in the
litigation, even if you have little or
no liability exposure. If you have
been frivolously sued, then
aggressive discovery by your counsel
may hit sensitive nerves in the
plaintiff organization. This may
cause plaintiffs to drop the suit
against you because you are a
nuisance and are harming the
development of the case against
others.

If possible, adopt a position of
"appropriate neutrality" and refuse
to take sides with either party. Of
course, this depends on the
situation, as there are many

occasions when alliances with other

parties may benefit you.

Contractual indemnity

As soon as you become aware of a
coverage dispute that might lead to
litigation, carefully review all
contracts entered into with the
insurer (and, occasionally, contracts
with the corporate policyholder).
Typically, insurer contracts
indemnify producers under certain
conditions. After consulting with

counsel, all appropriate contractual
rights should be asserted. These
contracts may also define other
aspects of the relationships between
the parties that may be relevant to
the litigation.

Former employees

If former employees of your
agency or brokerage are
subpoenaed, contact your insurer.

There may be coverage issues
between the agency or brokerage
and a subsequent employer of the
individual. Questions to consider
iridude:

= Is the former employee's current
employer now handling the same
account that is at issue in the
litigation?

» Does the former employee's new
employer have a conflict of interest
with your agency or brokerage?

When the answer to these
questions is 'No," it is quite
common for former employees to
be represented by counsel for the
firm where they formerly worked, as
long as the subject matter of the
lawsuit relates primarily or solely to
the work performed for the former
employer.

A former employee may request
an indemnification letter or a
promise of insurance coverage. Do
not give a definitive response until
you have first obtained your
insurer's advice and consent in
dealing with former employees. In
the absence of conflicts, your insurer
may, in consultation with you,
appoint counsel to represent former
employees as well as current

employees.
All former emp|oyees_a acd

current employees, for that matter- 6
need to be reassured that they are |

insured for the daim, consistent
with the terms of the policy, in the
event that they are personally sued
by the insurer or the policyholder
for a third-party liability. This is

often reflected in the "Definitions”

section of the insurance policy, «

which may state:

"Insured means the person or
entity stated in ITEM 1 of the
Declarations, and any natural
person who was, is, or shall become
a director, officer, employee, or
partner thereof, but only while such
person was, is, or shall be acting
within the scope of his or her duties
as such.

No insurance producer ever
wishes to experience the trauma of
defending against an E&O claim.
Unfortunately, you don't have to do
anything wrong to have a daim
made against you. You may not
always be able to prevent a claim
being made, but you can manage
your daily work to minimize your
exposures, and you can take steps to
handle the trauma of any claim that
is made against you. [a]

Mictwel J. Rosen and Lany A. Hoell-
worth are partnen wit}i Peterfon & Ross

(Chicago), w}w practice primarily in the ,

areas of directors and officers liability
and professional liability defense litiga-
tion. 77ter am abo lisk management
counsel for Chubb Executive Risk's In-
surance Agents Unit, the executive pro-
tection unde,writing division of Chubb

& Son Inc.



Agents urged to eye clients' e=commerce risks

By SALLY ROBERTS

tinues to become

more of a reality for
businesses today,
agents and brokers
need to stay on top
of all the risk management implica-
lions and new exposures that the
virtual world presents for their
dients, an expert advises.
Because coverage remains limited
in the market, agents need to focus
on emerging trends, provide clients

risks, induding hacking and com-
puter viruses. are often covered in
package policies under vandalism
and malicious mischief insurance.

In many cases, a policy will not
dearly define what will be covered,
Mr. Behm noted, but e-commerce
risks may not be spedfically exdud-
ed. He said, however, that fraudu-
lent transactions are often not cow
ered in a typical package policy.

In addition to high-tech crime, vi-
olation of privacy is a growing con-
cem, Mr. Behm said.

"Privacy is one of the more critical

issues in e-commerce," he said.

If a dient is doing anything on the
Web with customers, it needs to post
its privacy policy on the site, he said.

E-business dients should not re-

lease any customer information,
such as credit card numbers or medi-
cal histories, via the site to third par-
ties without the customer's consent,
Mr. Behm said. If the customer's
data is to be used, he suggests e-busi-
nesses indude an "opt-in" feature in
the privacy policy. This way, cus-
tomers can detennine whether their

infonnation can be used, he said.

In additian, e-businesses need to
use secure online payment methods
to protect client information. "There

are very secure ways to handle this
information,"” Mr. Behm said. "It's

not rocket science-it's available.
Make sure your clients are using it,"
he urged agents.

He also noted that agents should
advise dients to avoid sending unso-
lidted commercial e-mail, known as
"spam," which is becoming illegal in
more and more states.

Business interruption is another
exposure e-businesses face, Mr.
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Behm said.

"Obviously, customers need busi-
ness interruption insurance," he
said."In addition to coverage, make
sure you take some basic loss preven-
tion steps."

See Online on nextpage

with the best advice and implement
effective loss. control steps, said Jeff
Behm, e-commerce manager for At-
lantic Mutual Cos. in Madison, NJ.
E-commerce allows instantaneous
business transactions and brings a
much wider range of customers, Mr.
Behrn said. So if there's a business in-
terruption, a product defect or a
copyright infringement, it can lead
to huge customer retention prob-
lems or rapid development of dass-
action suits, he said.
Other xornmerce exposures in-
dude the companfs intellectual
property, its computers, high-tech
crime and an increased risk of carpal
tunnel syndrome, he added.
"If you tknijk that the only
method to secure protection is to go
, out and get coverage, you'll spend

lots of money and may not get the
« kind of protection that you need,”
p Mr. Behm said. He noted that the

* . market offers some e-commerce-re-

lated coverage, but it is "expensive
] and hard to find."”
'ghere are a lot of loss prevention
; techniques that are more important
1 than coverage,” he said.
-, During a session at the recent In-
dependent Insurance Agents of
1 America Inc.'s 104th annual con
vention in Las Vegas, Mr. Behm dis-
cussed e-commerce exposures and
various loss prevention techniques.
"When you move toward a dot
com company, you don't eliminate
7 exposure, you add to existing expo-
sures," Mr. Behm said.

To find these new exposures, he Our speed and flexibility often
, advises agents "to separate the hype
from the reality." In many cases, he

said, a business with a new Web site

surprise those who think of us mainly
might think it has a host of new ex as expert underwriters backed by
posures, when in reality it does not.
Next, agents need to look at what sound financial stability.
the business is trying to accomplish
by moving into a virtual world, he Fact is, bonding often requires creative
, said. The core business of
Amazon.com, for example, is not problem solving. A surety has to know
selling books; it's customer relation
, ship management, he said.

He noted that the key exposures

1 for an online company are related to
its core bdsiness. For Amazon.com

how to bend, be responsive.

Tell us what you need. Watch us move.

its greatest asset is its complex

database of more than 10 million
customers, he said. Amazon.com's
exposures lie in how it uses, loses or

, abuses that asset, Mr. Behm said.

In addition, Amazon.com also
"touches" thousands of affiliates and
therefore has to manage all of those
rights, Mr. Behm added.

In terms of specific loss scenarios
and prevention techniques, Mr
Behm said that high-tech crime

CNA is a regstwed sewice mark and trade.

CNA SURETY

name of CNA Financial Corporation.
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He suggests, for example, having
regular offsite backups, good securi-
ty, alternate host sites, employee
training and screenin& a reputable
Web host with certificates of insur-
ance and a business continuity plan.

Because of the volatility of the rel-
atively new world of e-commerce,
agents need to keep in touch with
clients on a regular basis and update
limits and coverages more frequent-
ly, Mr. Behm recommends.

E-businesses also face exposure to
employee dishonesty, with between
50% and 60% of high-tech crime

3*YX, .

coming from within the company,
he said. "It's very difficult to find
good IT people today," he said, not-
ing that 10% of IT jobs go unfilled.
Mr. Behm suggests all e-businesses
conduct full background checks on

workers who have access to valuable

goods and sensitive informarion.
E-businesses also need errors and
omissions liability insurance to
cover any failure of the product, the
design or the intended work he said.
Various loss prevention met-
ods-including written policies to
ensure consistent employee activity-,
training offsite backup of customer
data and security-also must be in-,-
plemented to reduce E&O exposure.
Intellectual property rights, or the

STANDARD INSURANCE COMPANY

1100 SW SIXTH AVENUE

PORTLAND, OREGON 97204

1-800-6az-os888

risks associated with gatherins Mid
communicating infouriation, pre-
sent a key exposure for e-businesses,
Mr. Behm said. Opylight. trade-
mark and patent infringement are
commonplace on the Web, he said
noting that many sites use unautho
rized logos and links to othei stes.
Not surprisingly, intellectual prop-
erty is exduded from most package
and E&O policies due to frequent
daims, poor loss results and Whe difi-
cult control issues, he said.
E-businesses should certainl¥ con-
sider coverage if irs auilable, Air
Behm said, but every e-buskess.
should have written policies on its.
Web site development anc a legal re-

view of the site's content. 51

| Virtual village greets
new online neighbors

By SALLY ROBERTS

ith a theme

host of new technology-related
products and alliances were un-
veiled at the Independent Insurance

Agents of America Inc's annual con-
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vention and trade show, held re-
cently in Las Vegas.

The IIAA used its convention to
showcase its Virtual Big | Village, an
interactive "neighborhood" of all of
the association's online products
and services, some of which pre-
miered at the convention.

The Village indudes:

- Big | MARKETS-HAA's new
agents' market access program that
provides ILAA agent members with
online access to a menu of specialty
and niche insurance coverage en-
dorsed by the association. The on-
line program will provide underwrit-
ing coverage and insurer credential
information about these products,
as well as online e-mail quotes and
applications.

Rollout is expected before the end
of the year; products will be phased
in and generally available to all IIAA
members by early 2000.

» Big 1 CERTS-ID\A's new online
program for certificates of insurance.
Developed in conjunction with San
Diego-based CertificatesNow.com,
the program allows a policyholder
to log onto an agenfs World Wide
Web page and issue his or her own
certificates of insurance, eliminating
for agents the time, effort and ex-
pense of processing certificates.

Big | CERTS, which goes live

today, will be in a free test phase f

untildan. 1.

- Big | EFILIMA's electronic
funds transfer product that enables a
participating IIAA member to debit
an insurance premium from a poll-

cyholdets bank account and deposit i

it directly into the agenfs account.
In conjunction with Savannah, Ga.-
based The ACH Processing Co., Big |
EFT also allows for sudi transactions
as payroll direct deposit, trade-ven-
dor accounts payable, electronic fed-
eral tax payment and bank account
management.

Big | EF[ is currently available to
agents.

- Big | Virtual University-ID\A's

online university that offers online ,0

classes, seminars and research, a

bookstore of best-practices offerings,

a research/database piece, and a :

coniprehensive nationwide contin-
uing education calendar.

The Virtual University is set to go

livedan. 1.

« IIAA Website Factory-4 year-old
online product that provides free
Web site design to member ageits.

The program was recently upgraded <

with new templates and a function
that allows users to add street direc-
tions to an agen«s site, as well as
logos of all the insurers an agency
represents.

The Website Factory-created pages
will be available on the World Wide
Web, as well as on IIAA's Agent Ls
cator database, which lists more

than 25,000 independent agencies

ETHICAL MARKET CONDUCT FOR

across the country. ,
» The IIAA's Agents Council for
Technology-a two-tiered advisory

INDIVIDUAL LIFE INSURANCE AND ANNUITIES.

board of agent and industry repre-
See High-tech on nextpage
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sentatives established to help
agents better understand and use
technology. At the convention,
ACT revealed its blueprint for e-
commerce, which provides spe-
cific recommendations to inde-
pendent agents and others in the
industry.

= InsurBanc-IIAA's federal

thrift, which has a pending appli-
cation for charter. After the appli-
cation is approved and InsurBanc
becomes operational, plans call
for participating agents to be able
to offer bank products to clients.
The IIAA anticipates that the
charter application will be ap-

proved in the first quarter of
2000.

IHAA members can access the

Virtual Big | Village through the

"members-only” link on the
IIAA's newly redesigned Web site,
www.independentagent.com.

Also at the convention, the
ILAA announced a new alliance
with insure.com for the joint de-
velopment and delivery of new
online tools for independent
agents.

Under the joint agreement, in-
sure.com will provide IIAA mem-

ber agencies with access to con-

sumer insurance news and

information features for agencies'

individual Web sites and cus-

- komer service materials. In re-

turn, the 1AA  Will  grant

insure.com use of the HAA's ex-

' clusive Agent Locator database.

Also announced at the conven-
tion:

« Agency Company Organiza-
tion for Research and Develop-
ment announced the completion
of a standardized vocabulary for
insurance industry electronic
communications, called extensi-
ble markup language, or XML.

Spearheaded by IIAA's ACT and
based on the ACORD ObiX and
AL3 standards, the XML stan-
dards will allow agents and insur-
ers to move data much more effi-

the

common

ciently with
language and the Internet, reduc-
ing the need to enter data muilti-
ple times.

AMS Services and The Hartford
Financial Services Group Inc.,
which are testing the standards,
announced a successful two-way
transfer of ACORD data using an
XML interface.

Simulating the agent's role,
AMS uploaded policy data over
the Web to The Hartford, which,
in turn, quoted the policy and re-
turned the quote.

- Provo, Utah-based In-
surQuote Systems Inc. an-
nounced a comprehensive online
insurance sales and distribution
system.

The InsurQuote system in-
cludes a suite of integrated soft-
ware products that are built on a
single, scalable Internet-based
rating engine to ensure compati-
bility and interaction among
agents, insurers, consumers and
Internet service providers. The
system can serve as the techno-

logical foundation and distribu-
tion mechanism for all online in-
surance rating.

The InsurQuote system was de-
signed to ease the slow and com-
plex insurance rating process
when shopping for insurance
policies online. It also allows
agents, insurers, consumers and
Internet service providers to com-

municate with each other.

» Long Grove, lll.-based Kemper
Insurance Cos. announced that it
has entered into a joint venture
with The Madison Consulting
Group to launch nekema.com, a
company that offers expertise,
customized financial products
and transaction services designed

51

to support agents and financial
industry partners in their e-com-
merce efforts.

Internet tools available from
nekema.com include Web design
services, a complete online sales
and delivery e-commerce plat-
form that can be used by any fi-
nancial services provider, online
insurance quoting-to-purchase
capabilities across a set of insur-
ance products, and online lead
generation and sales referrals.

Nekema.com's customer base
will consist mainly of financial
institutions and small businesses,
with a special focus on indepen-
dent agents.

Kemper also unveiled its new

®. ele e.0/

oust.te.6

Kemper e-Source online under-
writing tool, which gives Kemper
agents online access to the insur-
er's HealthyReturn workers com-
pensation insurance product. Via
Kemper's Web site, www. kem-
perinsurance.com, agents can
quote and bind new workers
comp policies online.

Kemper e-Source underwriting
now is available in Arizona, Call-
fornia, Mississippi and New York;
other states will be added in

November and December.

- Sybase Inc. of Emeryville,
Calif., and Newport Beach, Calif.-
based C,AIR Systems announceda
strategic agreement to provide a
data warehousing solution for

176sSU/Unle,

1. NUVerlluel 1, 13;13 /7 091

the property/casualty insurance
industry.

Under the agreement, CAIR
Systems will offer customers the
data warehouse product based
upon the Sybase Industry Ware-
house Studio family of products.

Sybase's Property/Casualty In-
surance Warehouse Studio 2.0
contains a wide range of prepack-
aged applications as well as a
framework to provide for compa-
ny-specific customization and
data warehouse design.

With the product, agents and
brokers will be able to identify
and analyze critical data that is
specific to their industry and

marketplace Ell

%
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Consultant advises agents to boost profits
by negotiating contingent commissions

By SALLY ROBERTS

ing g boost in pfofits need
i -

sent, a consultant con-
tends.

Contingent commissions, those
paid to agencies by insurers based
on the volume and profitability
of business placed, vary tremen-
dously among insurers-ften by
tens of thousands and even hun-
dreds of thousands of dollars, said
Chris Burand, president of agency
consulting firm Burand & Associ-
ates L.L.C., based in Pueblo, Colo.
Mr. Burand encourages agencies
to analyze their own contingency
contracts to determine whether
they should move business to the
better-paying insurers or negoti-
ate for additional compensation.

"l cannot overemphasize that

TRAVIS HAIR,
EXECUTIVE VICE PRESIDENT

the money is there for you," Mr.
Burand told agents attending a
seminar at the recent Indepen-
dent Insurance Agents of America

Inc.'s annual convention held in

Las Vegas.

He noted that most insurers
have at least two contingency
contracts, but he said he knows
of at least one insurer that uses
seven different contracts.

Because of this, agencies need
to make sure that they are receiv-
ing the best arrangement avail-
able, he said. In most cases, how-
ever, the insurance marketing
representative with whom an
agent is dealing does not know
whether there is a better contin-
gency contract available. Mr. Bu-
rand suggests going to the senior
vp level or above at the insurer to
get that information.

"There is no harm in asking for
more money," Mr. Burand said,
noting that to have bargaining

leverage, an agency needs to have
at least $500,000 in volume
placed with the insurer. "When
you get up to $1 million (in vol-
ume) you can do a whole lot

more with that,” he said.

'1 cannot overemphasize
that the money is there

for you:

Chris Burand

One of the results of analyzing
contingency contracts is that an
agency can move its business to
the better-paying insurers, Mr.
Burand said.

"Choice exists," he said. While
it costs a good year's commission
to move an account, the acquir-
ing insurer will pay for it, he said.

In today's market, with net

written premiums growing at a
pace less than inflation, where
are insurers getting new business?
Mr. Burand asked. That business
is coming from other insurers, he
said. "They want your business,
and they will pay for it."

Mr. Burand told agents that
they need to reduce the number
of insurers they represent.

"There are very few agencies
that could not get rid of at least
one company,” he said.

He recommends taking a look
at each insurer represented and
rating each one on a scale of one
to 10 based on claims, policy is-
suance, products, automation,
underwriting, marketing, educa-
tion, agency management, com-
missions and incentives.

Mr. Burand said agents should
also chart the number of submis-
sions made to each insurer the
number of quotes received and
the number of policies written.

"Successful agencies need APPEX. Itforces its client partners through

highly structured processes tofocus on those key issues necessary to grow

and perpetuate our businesses. Its goals are strategic, highly creative and dj#icult

to achieve, but well worth it. We've belonged to several agency organizations

over the years, and APPEX is head and shoulders above them all. And the depth

and quality ofthe APPEX and Marsh+Berry sta#s cannot be topped.”
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*ENCORE Capital, L.L.C.- Invests insurance company capital into top
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If any insurer scores low, "get
rid of them," Mr. Burand said.

If after analyzing the contin-
gency contracts the agency wants
to maintain the relationship with
the insurer, Mr. Burand suggests
negotiating with the insurers for
additional compensation.

"Every smart company negoti-
ates,” Mr. Burand said.

In discussing a few negotiating

points, Mr. Burand suggested that ,

agents need to be careful when
negotiating growth provisions in
contingency contracts.

He said he has seen a contract
that contained a provision stating
that if premiums fall even $1, the
agency is excluded from contin-
gencies. At the same time, "there
is no sense of reality” for a provi-
sion calling for a 15% growth rate
in order to be eligible for contin-
gencies, he said.

Agencies also could negotiate
additional commission if the in-
surer is unwilling to pay better
contingencies, he said.

Agents also can negotiate for
marketing assistance, he said.

"Every company has a budget -
for (marketing assistance),but’

they never spend all of it because
agencies don't ask for it," Mr. Bu-
rand said.

He added that, in half the cases,
there is no "price to pay" for re-
ceiving such assistance.

Other negotiating points in-
clude: incentives, mix of busi-
ness, underwriting and pricing
guidelines, automation, billing
procedures, volume

ments, who the underwriter and

require-

marketing representative should
be, and the availability of con-
sulting services.

Another strategy that producers
can use after analyzing contin-
gency contracts is negotiating
loss reserves, Mr. Burand said.
The loss reserves an insurer sets
for a book of business can affect
the amount of contingent com-
mission it pays for the business.

While negotiating this issue
can be difficult, "lots of times, in-
surers will bring reserves down if
you ask them," Mr. Burand said.

He also suggests obtaining loss

runs from insurers to make sure
all the cases that should be closed

are closed. If there are closed

cases that are open on the books,
the loss ratio will be adversely af-
fected.

In order to use contingency
contracts more strategically, Mr.
Burand said that agents need to
check for mistakes.

Overall, he said that by analyz-
ing contingency contracts, agents
will know how the contracts
work and can make more money
without working any harder. m



11AA annual meeting draws nearly 2,500

By SALLY ROBERTS

as Vegas once again
played host to nearly
2,500 independent
agents attending the
104th annual Inde-

pendent Insurance

Agents of America Inc. conven-
tion and trade show.

The theme, "Virtual Indepen-
dents," reflected the convention's
many workshops on technology
and the hands-on exposure to
many exhibitors' new high-tech
wares. And the theme was carried
further in that nearly all the con-
vention's events were broadcast
live via the Internet.

The convention's taped World
Wide Web broadcasts remained
on the IIAA's Web site through
the end of October.

Those attending the conven-
tion were treated to presentations
by authors Stan Davis and Harry
Dent. Also back this year was the
IIAA's popular political round-
table. Paul A. Equale, IIAA's chief
executive officer, and Robert A.
Rusbuldt, IIAA's executive vp,
teamed up with George Stephan-
opoulos, former senior adviser to
President Clinton, and Laura In-

graham, host of cable network
MSNBC's "Watch It with Laura

Ingraham,” for a lively debate.

Insurcnce e
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The convention also featured
several workshops and sessions,
with topics that included com-
mercial excess liability and um-
brella coverages, making technol-
ogy agency/company
contracts, and employment prac-
tices liability.

During the closing general ses-
sion, William M.

work,

Houston,
branch manager of Riedman In-
surance Corp. in Denver, was in-
stalled as the 95th president of
INAA. He succeeds William B.

Greenwood, president of Lawton

Insurance in Central City, Ky.

Also during the convention,
past IIAA President Ronald A.
Smith was presented with the
Woodworth Memorial Award.
IIAA's highest honor, the award is
given to the individual who has
performed special, meritorious
and outstanding service on be-
half of the independent agency
system and IIAA members every-
where.

The IIAA's outstanding state as-
sociation awards also were pre-
sented. These awards recognize

noteworthy service in such areas
as education, communications,
federal and state government af-
fairs, civic contributions, and the
development of comprehensive
member products and services.
The Independent Insurance
Agents of South Carolina took
top honors in the less-than-300-
members category; the Okla-
homa Assn. of Independent
Agents won in the 300-to-600-
members category; and the
Michigan Assn. of Independent
Agents received the award in the

CE&T ||ni

11481 104111
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more-than-600-members catego-
ry.

Next year's convention and
trade show will be held Oct. 27-

Nov. 1 in Orlando, Fla.

For more information, contact
the ILAA at 800-221-7917. M

Accept no compromise
on rail coverage.
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This program is underwritten by one or more of the CNA companies.
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Efficiency viewed as the heart of e=commerce

Agents can use Internet to broaden reach,

decrease costs, deliver more value: Expert

By RO —TJeawibndtgrowdiGrsvdri e

hough there's been
an enormous in-

crease in the use of

technology in the

insurance industry,

"the problem is it's
not used very well or very effi-
Ciently," according to one indus-
trv expert on e-commerce.

Speaking to the Fourth Annual
Producers' Forum, sponsored by
Commonwealth Risk earlier this
month in Philadelphia, Tim J.
H.gham, principal of iINEX Inc.
in Tampa, Fla., first dispelled
wnat he sees as some widely held
myths about the Internet.

"Everyone won't buy off the
Irternet,” Mr. Higham said, not-
ing that, instead, many people
w,11 use the Internet as a source
of information.

Along that line, he suggested,
retail stores won't disappear, and
tt e Internet won't expand indef-
iritely. "Lest we start to popu-

late Venus and Mars, the Inter-

said.

Finally, Mr. Higham disputed
the suggestion that the Internet
will result in the extinction of
insurance agents.

"That is not correct,” he said.
"Agents provide an extremely
valuable role in the insurance
purchasing process."

Instead, Mr. Higham said, e-

commerce should be used to en-

hance the role of intermediaries.

"It doesn't mean that, if you
build a Web site and it's really,
really good, people will come
and start buying from you," he
said. An agent or broker must
use the Internet as a business-to-

business tool to decrease the

costs of doing business, Mr.
Higham said.

For agents and brokers, the In-
ternet also can serve as a tool to

markets and broaden

open
reach. And it can simplify trans-
action processes currently run
on legacy-based, or traditional
mainframe systems, he said.

WwWVith the Internet, "what
you're able to do is put a user-
friendly, nice front end on a
legacy system,"” Mr. Higham
said.

It's essential, though. that
agents and brokers look ahead
and keep pace with customers'
expectations. "You must be
ready to do Internet commerce
when your customers are ready
to do commerce with you," the
Internet expert said.

And, he added, "the insurance
industry is extremely behind the
rest of the world when it comes
to using the Internet.”

One effect of e-commerce is
that consumers are learning the
"real value of the middle-man,”
and are redirecting purchasing
decisions as a result, Mr. Higham
said.

Noting the impact on travel
agents of airlines’' efforts to en-
courage customers to use online
ticket purchasing systems, Mr.
Higham said producers face a
similar situation if they don't
find ways to deliver real value to

their clients.
He also noted the effect that

banks are likely to have as com-
petitors in the future.

With the convergence of bank-
ing and insurance, banks are
making plans to sell insurance
over the Internet as part of a full
range of financial services. To
that end, they are making mas-
sive investments in their online
systems, Mr. Higham noted.

"The reason they're doing that
is that they want to retain the
customer," he said. "People rec-
ognize that, the more things you
sell an individual, the more like-
ly it is that that individual isn't
going to leave you."

"They want to sell everything,
they want to do everything, and
they're going to start eating at
yourrnarket share--even in the
alternative market,” he warned.

And the trend toward e-com-
merce in insurance isn't going to
affect just personal lines, he said.

Citing studies showing risks
faced by U.S. life/health insurers
in a converging financial market
and others showing online in-
surance sales increasing rapid-
ly-with much of it by banks,
Mr. Higham said, "It's only a
matter of time before these sorts

of studies also start to show how

commercial insurance is going to
be highly impacted.”

Sl

The key factors agents and bro-
kers should consider in develop-
ing Internet tools for customers
are information-based utilities.
transaction-based applications.
the reliable exchange of data and

the secure movernent of docu-

ments.

Agreeing with producers tha.
relationships are important, Mr.
Higham said the Internet can
offer them more and better op-
portunities to "touch" their cus-
tomers.

"Relationship is important:
but you often touch your cus-
tomers insignificantly,"” he said.
"You don't touch your cus-
tomers very often, and you need
to increase that customer con-
tact.”

And, Mr. Higham said, "if you
increase your retention rates br
one point, your entire e-
commerce strategy will probablIN
pay for itself in the first year

alone.” [al
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Producer-owned captives offer flexibility: Executive

By RODD ZOLKOS

roducer-owned cap

tives offer several ad-

vantages to agents

and brokers trying to

take a more-strategic

approach to their
business, according to a reinsur-
ance underwriter who specializes
ira working with the alternative
market.

"There are only two divisions
left anymore in the captive indus-
try," said David Babcock, a direc-
tor with Swiss Re New Markets
Corp. in New York. "There are
pure, single-parent captives, and
then there are all the rest of
therm ™

And, Mr. Babcock said in a pre-
sentation to the Fourth Annual

Producers' Forum, sponsored by
Commonwealth Risk earlier this
month in Philadelphia, almost
any commercial risk can be dealt
with today in a captive.

A captive can be a particularly
useful vehicle for an agency or
brokerage that has a number of
dients in the same industry with

similar risks, Mr. Babcock said
The structure of such captives
can take several forms, including
sole ownership by the agency or
brokerage, majority ownership by
the producer with minority own-
ership by the policyholders, or a
controlling interest by the pro-

ducer with outside investors own-

ing the balance.

Of the various factors that have
prompted producers to form cap-
tives, closures and mergers of in-
surers are probably at the top Of
the list, Mr. Babcock said.

Shrinking revenues also have
played a role. "Certainly, that's a
close second to what drives a pro-
ducer into a producer-owned cap-
tive," Mr. Babcock said.

Another factor often cited by
producers that have formed cap-
tives is a lack of experienced un-
derwriters, a phenomenon Mr.
Babcock termed "the teen-age ex-
pert underwriter."

Among insurers, "those year-
long training classes and regi-
mens are long since gone," he

said.

"And there's no consistency

anymore," he said, noting that
underwriters these days move
quickly from one business area to
another, leaving producers con-
stantly working with new individ-
uals at their insurers.

Another reason behind forming
a producer-owned captive is to
get away from "in-the-box under-
writing" and do something for a
significant customer that a tradi-
tional insurer will not do, he said.

From the producer's perspec-
tive, the owned captive can allow
better service and coverage for
policyholders, underwriting con-
trol, control over revenues, and
control over the agency's or bro-
kerage's destiny, Mr. Babcock

said.

Typical "success factors" that
reinsurance underwriting part-
ners will look for in a producer-
owned captive are a 10-year
claims history of the risks to be
placed in the captive, reasonable
stability in that book of business,
more than $10 million in vol-
ume, and a 50% or better earned-
to-incurred loss ratio.

"Are any of these set in stone?"
Mr. Babcock asked. "No, none of
them are. But the hardest one is
that 10-year history," he said,
adding that it's probably also the
most important factor to the rein-

In starting up the operation, the
business plan "is the key docu-
ment,” Mr. Babcock said. "It is
the heart and soul, the alpha and
the omega.”

He suggested that, in crafting
such plans, producers be as can-
did as possible and avoid being
overly optimistic or pessimistic.

"When a captive gets in trouble
in the third or fourth year, you go
back to that plan, and, invariably,
they are way off that plan,” Mr.

Babcock said.

Domicile selection "is one of

said.

"Generally speaking, almost all
producer-owned captives are off-
shore, because onshore domiciles
don't accommodate group cap-
tives very well," Mr. Babcock said.
He noted that there are some ex-
ceptions, pointing out, for exam-
ple, that "Nevada has a specific
provision for agency captives,
which is a major breakthrough
for agency captives."

Relationships with consultants,
reinsurers, third-party administra-
tors, fronting insurers and captive
managers are important factors,
Mr. Babcock said, adding that
"these people are all your part-
ners." He encouraged producers
that are forming captives to estab-
lish relationships with those part-
ners early in the process.

"They're with you in this ven-
ture," he said. "Once they're with
you at the table, they have the
same desire you do-that every-
body comes out OK, that every-
body makes money on this
thing." El

Experts debate prospects for an insurance market turn

Anticipating an upswing, insurers that won't remove excess capacny help keep the market soft

By RODD ZOLKOS

hough there are
signs that seem to
point to a turn in

the insurance rnar-

ket, they remain in

the shadows of the
industry's overabundance of
capital, according to one panel
of experts.

"It seems like every company
of any size likes to tell investors
they have a lot of capital and
'‘Boy, are they going to make a
lot of money when things
change,' " said Weston M. Hicks.
managing director of J.P. Mor-
gan Securities Inc. in New York.
"The problem is, when every-

body is in that position, things
don't change.”

Speaking as part of a panel ex-
amining the prospects for a mar-
ket turn at the Fourth Annual

Producers' Forum, sponsored by
Commonwealth Risk earlier this
month in Philadelphia, Mr.
Hicks noted that "the question
on investors' minds is 'Are we in
a countdown to ecstasy or ex-
tinction in the industry?' The
stocks are certainly acting like
extinction right now."

Mr. Hicks noted that, while
the broader stock market has in-
creased in value in recent years,
the value of insurance company

stocks has trended downward.

"The market is incredibly effi-

230 gather to discuss
iIndustry innovations

he Fourth Annu-
al Producers’
Forum, spon-

sored by Com-

monwealth Risk,

drew 230 total
attendees to Philadelphia's
Park Hyatt at the Bellevue
Oct. 18-20.

The gathering of insurance
agents, brokers and reinsur-
ance intermediaries included
presentations on innovative
program design, changes in
the Bermuda market, new ap-
proaches to risk management,

industry consolidation, the
impact of the Internet, pro-
ducer-owned captives and
branding.

For more information on
next year's forum, contact
Commonwealth Risk at 215-

963-1607.

clent, and what the market is
telling us, | think, right now is
there are big problems ahead for
the P/C industry,"” he said.

Investor concerns include in-
surers' lack of revenue growth,
declining returns on equity, de-
teriorating operating cash flow,
poor quality of earnings, rising
interest rates and a lack of
progress among insurers in man-
aging their capital.

Another panelist, Patrick Shee-
hy, senior casualty underwriter
at the DP Mann syndicate at
Lloyd's of London, wondered
aloud how there could possibly
be an upswing in the market
until the excess capacity is re-
moved, and why anyone would
remove that capacity if they an-
ticipated an upturn in pricing.

"l think the problem with the
insurance industry is that we've
been positioning ourselves for
that turn for too long,” Mr.
Sheehy said.

"If we constantly cry out,
'Here comes the turn,’' | think
we'11 never see it," he said.

With that in mind, he said, he
doesn't expect a widespread
market turn, though there will
be upticks in certain lines.

Mr. Sheehy said he's begin-
ning to see "some people do
some underwriting,” adding, "I
think, over the next year, the
bottom 10% or 20% of people's
books won't be fought over."

"So | see gradual improve-
ment, rather than a real turn,”
he said. "But | do hope I'm
wrong."

Nancy E. Carini, a vp at Con-

ning & Co. in Hartford, Conn.,
noted that "the business cycle is

something that is very common
to all business.”

Each business has its own set
of circumstances that drive its
cycle, she said. In insurance, the
cycle is greatly influenced by
four types of risk: pricing risk, re-
serve risk, investment risk and
catastrophe risk.

"Perhaps the factor that is
most difficult to understand and
predict is the psychology of the
cycle," Ms. Carini said.

Basically, she said, that psy-
chology reflects insurers' opti-
mism or pessimism.

"Even as we see the market
tightening, | still would say, as
you stand back and look at the
market overall, you see a sense of
optimism," she said.

Ms. Carini noted that pricing
trends show a deceleration of
the rate at which prices have
been decreasing, but, she noted,
"this is occurring with a general-
ly optimistic viewpoint of the
market.”

And, she said, typically, if in-
surers see a soft market ending,
they want to stay in the market
to reap the benefit of higher
prices.

So, though the commercial
market is bottoming, Ms. Carini
said, "the point we're not sure of
is how long that bottoming wiill

occur.”

The question, then, is whether
the market will return to another
round of price decreases or move
to a more traditional cycle.

Among the "wild cards" the

industry faces in the year ahead,
Mr. Hicks said, is whether the
Year 2000 issue will be the next
major litigation crisis.

"It seems like the liability tide
is turning, which is one of the
things that has perpetuated the
soft market," he said. "There just
haven't been any large liability
catastrophes.”

Declining industry cash flow is
one key indicator suggesting
that a pricing turn could be near,
Mr. Hicks said.

"The industry is subsidizing
underpricing new business with
the release of reserves from prior
years," he said. "Simply put, the
market will turn when these re-
serves play themselves out."”

Mr. Hicks laid out a P/C indus-
try "road map to recovery,”
which runs from declining re-
turns to red ink to a major crisis
and, ultimately, a cycle turn.

He suggested that last year's
declining returns are moving to
red ink this year, and a major cri-
sis next year will lead to a cycle
turn in 2001.

"We think that, if you get
some of these wild cards hitting
in the next year, such as the Y2K
problem or a major catastrophe,
we think we can see prices go up
in 2001," he said.
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Internet called crucial to E&S insurance industry

Brokers and insurers not online could lose out to competitors

such as banks and other financial services firms, consultant says

By JOANNE VwWEgnhd «e2d1808;" Mr. Zawaki pre-

KOCHANIEC

he excess and surplus

lines insurance mar-

ket can't afford to ig-

nore the Internet any

longer-it's coming

and it's coming fast,
technology experts say.

If they fail to keep pace with
such developments, these compa-
nies willlose business to non-tradi-
tional competitors such as retail
insurers, banks and other financial
services firms whose e-commerce

initiatives are further advanced

than those of the surplus lines
market, said Mike Zawaki, presi-
dent of Presentation Dynamics
Inc., a Boca Raton, Fla., consultant
to the insurance industry.

"Any corporation that's not
marketing a product over the In-
ternet today will go out of business

dicted.

"Learn the technology; don't be
afraid of it," he urged those attend-
ing a panel discussion on "The
Changing E&S Distribution Sys-

tem” at the 25th annual confer-
ence of the National Assn. of Pro-
fessional Surplus Lines Offices,
held Oct. 6-10 in New York.

By using the Internet, surplus
lines insurers not only can get
their name out to more potential
customers, but they also can save
money by conducting their busi-
ness more efficiently and with less
paperwork, according to Mr. Zawa-
Ki.

"E-business will save hundreds
of thousands of dollars in transac-
tion costs," he said.

Fortunately, it's not too late for
the surplus lines market to merge
into the growing traffic on the
proverbial "information super-
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highway," Mr. Zawaki said.

The first commercial Web site
was launched just seven years ago,
so "if you think you're out of date
with business technology, you're
not," he told the NAPSLO mem-
bers.

Furthermore, the infrastructure
still hasn't been fully de
veloped to meet all the

needs of businesses
that want to do busi
ness on the Inter-
net, Mr. Zawaki
said.

. "2003 is a key

year. It will take that

long for the technolo

gy to be developed to

meet the needs of business,"

he predicted.

What's needed are fiber optics
and other advanced technology
that will cut communication costs
in half by speeding information
delivery to more than a million
bits per second, he explained.

The Internet also can help deve}-
op widespread brand recognition
for surplus lines insurers, said Jere-
my Cooke, president and chief fi-
nancial officer of Investors Insur-
ance Co., a surplus lines insurer in
Red Bank, NJ. These insurers tradi-
tionally have focused marketing
efforts on wholesale brokers, rather
than consumers.

"The Internet is a crucial part of
the changing (insurance) distribu-
tion system," said Mr. Cooke.

"Many of you still think your
customer is the retail agent or bro-
ker," he said, addressing the sur-
plus lines insurers, brokers and

managing general agents in the

audience.

"But the customer is viewed

today as the ultimate consumer-
the person who writes the check,"
Mr. Cooke said.

This means surplus lines insur-
ers' real customers are risk man-
agers and other types of insurance
buyers, not the intermediaries who
bring the business to the insurefs,

he explained.
"There is change every-
where; we need to
adapt,” he said.
Surplus lines insur-
ers that also offer
buyers an opportuni-
ty to transact busi-
ness on the Web will
be even further ahead
of the curve, said
Nicholas Cortezi, execu-
tive vp of All Risks Ltd., a sur-
plus lines broker in Timonium,
Md.

"Clearly there's a segment of
(the buyer) population that wants
to look at options on the Web," he
said. "The thing we struggle with is
the pace of change. Now every-
thing is a 'dot com, he said.

Mr. Cortezi predicts that, four
years from now, retail agents will
be able to press a key and send sub-
missions to every insurer, manag-
ing general agent and surplus lines
broker capable of accepting such
information via the Internet, and
"if we can't accept the data or need
to translate it, we'll be behind the
competition.”

The primary problem with sur-
plus lines insurers' existing com-
puter systems is that they often re-
quire duplicate data entry because
they don't accept standardized

forms, pointed out Mr. Zawaki of
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Presentation Dynamics.

But that problem can be over-
come, he said.

"You think you're so highly spe-
cialized that you'll never find a sin-
gle software program to work for
you. You're - probably right. But
you can standardize the telecom-
munications function,” he said.
"You have to go back to basic Web
development; you have to tell de-
velopers what you need."

For example, there's no insur-
ance industry-specific search en-
gine. Such a tool could make it eas-
ier for consumers to find the types
of insurance-and insurers-they
need more easily, Mr. Zawaki said.

Richard Bouhan, executive direc-
tor of NAPSLO, moderated the
panel. En

NAPSLO

draws

2,150

total of

2,150 sur-
plus lines in-

surers, bro-

kers and

managing
general agents attended the
25th annual National Assn.
of Professional Surplus Lines
Offices Conference, held
Oct. 6-10 in New York.

Former President George
Bush

was the
p9* confer-

keynote
speaker.
He en-
ter-
tained
the
group with humorous anec-
dotes from his term in the
White House during a

standing-room-only presen-
tation in the art deco ball-

room of the Waldorf Astoria
hotel.

Other sessions at this
year's NAPSLO conference
focused on how members
could use technology to
make their operations more
efficient and profitable.

In addition, several NAPS-
LO member companies were
given plaques recognizing
their contributions to the
organization throughout its
25-year history.

Next year's NAPSLO con-
ference will be held Sept. 12-
17, 2000, in Chicago.

For information about
that conference, contact the
National Assn. of Profession-
al Surplus Lines Offices Ltd.,
6405 N. Cosby, Suite 201,
Kansas City, Mo. 64151;
816-741-3910.
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Surplus lines industry told to strive for standardization

ByJOANNE WOJCIK
KOCHANIEC

t may be time for the excess

and surplus lines industry to

stop thinking of itself as

being "special” and start

conforming with the rest of

the insurance industry, ex-
perts say.

And this will require a significant
Investment in information technol-
ogy-something the ESTS market
has been reluctant to make, indus-
iy experts point out. E&S insurers
may have to standardize their sub-
mission processes and many of their
policy forms if they want to com-
pete with the standard market,
these experts said during a panel dis-
cussion entitled "The Four Corners
of Technology: the Retailer, the

Company, the Reinsurer and A.M.
Best: What's a Wholesaler to Do?"

It was the second of two contro-

versial panel discussions on technol-
ogy at the 25th annual National
Assn. of Professional Surplus Lines
Offices meeting, held Oct. 6-10 in
New York.

"Just how special are you? How
special should you be? Where
should you differentiate your-
selves?" queried Patricia A. Borows-

ki, division vp of the National Assn.
of Professional Insurance Agents in
Alexandria, Va.

While independent agents tradi-
tionally have placed business with
ERS insurers only during hard retail
markets, a significant amount of
specialty lines business has re-
mained in the non-standard market
despite the current soft market, Ms.
Borowski pointed out.

But that may change as retail
agents spend more on technology
to streamline their own business op-
erations, she warned.

Agents want to do business with
insurers that have compatible sys-
tems-something surplus lines in-

surers often lack.

Ms. Borowski estimates that the

average agency with $4 million to
$4.5 million in annual premium
volume is spending as much as
$150,000 over a three-year period to
upgrade its computer systems.

"Yet 90% of our membership re-
port still having to deal with 1*IS
carriers on a manual basis. They
can't afford that," she said.

Not only does it take additional
time and effort to conduct business
manually, agents "cannot afford
this, from an errors and omissions

standpoint,"” Ms. Borowski said, ex-
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plaining that completing

submissions electroni-
cally generally reduces
the number of mis-
takes made.

When insurers in
the NAPSLO audience

asked Ms. Borowski

which systems they need
to link up with the retail

brokerage she

community,
replied: "Retailers are going every-
where... .There's no single plat-
form. So the E&S market should
seek versatile platforms."

She also said that retailers already
recognize that continual invest-
ments will need to be made in their
IT systems in order for their agendes
to remain competitive.

The ERS market should likewise
have a dedicated IT budget so it, too,
can keep pace, Ms. Borowski urged.

Unfortunately, the insurance in-
dustry as a whole is so conservative
and risk-averse that iCs not making
the appropriate investment in IT,
according to Pat Saporito, vp and di-
rector of insurance information
strategies at MEI'A Group, a Stam-
ford, Conn.-based IT research and
market assessment company.

Instead, the majority of the indus-
try's IT dollars has been spent on
Year 2000 compliance efforts, ac-
cording to Martin Sheffield, vp-
property/castialty division of A.M.
Best Co. in Oldwick, NJ.

In fact, "the surplus lines industry
has spent more than the standard
market on YZK," he said.

'Nobody wants to be first," Ms.
Saporito said. But with some $54
million in redundant business pro-
cess system costs, "there's a lot of fat
to be cut out of the insurance indus-
try," she said, dting an estimate
MEIA Group derived from a survey
of the insurance industry it con-
ducted last March.

She agreed with Ms. Borowski
that E&S insurers are not spending
enough on IT. But they are not

alone, she said.

"Most insurance companies spent
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less than 3% to 4% of

revenues a year on

technology, but

banks and financial
services companies
spend two to three
times that amount,”

Ms. Saporito said.
As a result, insurers in
both the standard and
E&S markets risk losing business

to this new competition, she said.

According to the META Group's
analysis, which was released at the
NAPSLO conference, "ambivalence
to organizational change, coupled
with a desire to fully depreciate lega-
cy system and distribution invest-
ments, is extending the window of
opportunity for banks and financial
services organizations to leverage
existing infrastructure and invade
traditional insurers’ turf.”

"By 2006, banks and financial ser-
vices companies willleap from own-
ing less than 1% of the U.S. insur-
ance market to commanding a 10%
share. Upstart 'virtual insurers' and
direct players with more-flexible or-
ganization and system structures
will also capture 2% to 5% market
share at the expense of current in-
dustry leaders," according to the
analysis, which was based on a sur-
vey of the IT investment strategies
of some 100 insurers, brokers and
reinsurers representing a cross-sec-
tion of both the standard niarket
and the ERS industry.

A November 1998 study of NAPS-
LO member companies conducted
by KPMG L.L.P. also concluded that
increased use of technology could
help the industry compete more ef-
fectively, pointed out Euclid Black,
the president of Black White & As-
sociates and the moderator of the
panel disciission.

The KPMG report, based on inter-
views with NAPSLO member insur-
ers, wholesale brokers and indepen-

dent retail agents, also found that
NAPSLO members tend to be risk-

averse and conservative in the use of

technology.

And a report by A.M. Best Co.,
also distributed at the conference,
further reinforced the notion that
ERS insurers and marketers need to
think more about high-tech issues.

"Although a few insurers are offer-
ing Web site users quoting and sales
over the Internet, most insurers'
Web sites are basically electronic
brochures," according to the "An-
nual Review of the Stirplus Lines In-
dus«' published last month by
Best.

"The objective should be to move
beyond these static Web sites and
develop Web-enabled processes that
interact with consumers, as well as
provide reduced costs through a pa-
perless environment," suggested the
Best report.

In particular, the use of Internet
technology could eliminate many
redundancies and inefficiendes that
have contributed to higher product
costs in the surplus lines market, the
Best report said.

The study said that "increased use
of technology is critical for the in-

dustry to compete more effective-
ly,

The Best report also suggested
that surplus lines insurers should

standardize data and integrate sys-
tems across distribution channels.

"An extensive effort is required for
insurers to link the Internet with
current processing and underwrit-
ing systems and to launch Internet
sales without disrupting the current
sales force," the report said.

At present, however, state insur-
ance regulation poses a significant
obstade to Internet-based insurance
sales, the Best report acknowledged.

"State regulators are significantly
behind the times when contrasted
with the global reach of the Inter-
net, particularly regarding agent li-
censing," the report observed.

That obstade could be removed if
Congress passes financial services
modernization legislation that in-
cludes a national electronic licens-
ing system for agents, the National
Assn. of Registered Agents and Bro-
kers, according to the Best report (BI,
Oct. 18).

But that would not eliminate the
other obstacle the EKS market faces:

the lack of standardization of both

its submission process and its policy
forms, pointed out the PLA's Ms.
Borowski.

Agents prefer uniform property/
casualty policy language because "it
makes it easier to do an apples-to-
apples comparison" when shopping
business, and it "alleviates their
E&O fears," she said.

As deregulation of the cornmer-
cial insurance market makes it easier
for standard insurers to offer more-

custornized

products--products
similar to those traditionally sold by
the E&S market-agents will likely
go to the standard market because
its instirers offer such uniform poli-
cy language, she pointed out.

"Just how 'special' does the spe-
cialty niarket have to be?" Ms.
Borowski asked.

If the products are basically the
same but an ERS insurer requires
the agent to use a paper ACORD ap-
plication and a typewriter and a fax
machine to complete a subnlission,
while a standard market insurer pro-
vides a template that can e-mailed,

the standard market insurer will win
the business, she said.

But E&S insurers, like the rest of
the insurance industry, have been
slow to embrace Internet technolo-
gy, acknowledged Christopher Hen-
son, vp of Stamford, Conn.-based
General Reinsurance Corp.

"Those of us with 20-plus years in
the industry have been here as long
as we've had computer technolo-
gy." he said. "IT used to be a back-
room function.”

But now that the Internet is per-
mitting personal lines insurance to
be distributed more easily and cost
effectively, "it means it may not be
hard to distribute commercial lines
that way too," he said.

And perhaps it's time IT came out
of the bad<room and moved into

the forefront of insurance market-

ing, Mr. Henson suggested. Ell
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Continued from page 36
their own subsidiary, but are fully

integrated within a new opera-
tion-JLT Risk Solutions.

JLT Risk Solutions combines
the group's London-based insur-
ance and reinsurance teams and
provides conventional insurance
program and alternative risk
transfer design and placement to
corporate and reinsurance cus-

tomers, according to Deputy
Chairman Michael Brookman.

The division draws business
from the company's international
offices, which now form part of
sister subsidiary JLT Corporate
Risks and Services, as well as
from producing brokers world-
wide and direct clients, he noted.

Overseas, the JLT Group sub-

sidiaries that place reinsurance
are Intermediary Insurance Ser-
vices Inc. in San Francisco; Jar-
dine Sayer & Co. Inc. in
N.J.;
Lloyd Thompson Asia Pte. Ltd. in
Singapore; and JLT Re Pty. Ltd.
in Sydney, Australia.

The prime motive for the re-
structuring "was to concentrate

skills and capabilities from both
insurance and reinsurance back-

Lawrenceville, Jardine

grounds in order to ensure that we
are able to coordinate the exper-
tise most relevant to our clients’
requirements, and to provide a
platform for creativity between
insurance and reinsurance disci-
plines," Mr. Brookman said.

The principal challenges faced
by the reinsurance market have
been created by "evolving client
requirements and the wave of
consolidation sweeping the sec-

tor," he said. "Clients are increas-
ingly looking to their brokers to
provide a broader service, and to
act in an advisory, as well as
transactional capacity,” Mr.
Brookman said.

"JLT Risk Solutions' primary
objective is to work closely with
our clients, understand their
needs and ultimately develop ef-
fective and, where necessary, in-
novative bespoke programs,” he
explained, adding that "we be-
lieve our size and structure allows
us to perform this role very effec-
tively."

There is close cooperation be-
tween the group's reinsurance
team and the alternative risk
transfer specialists in its special
risks business unit, to design
"state of the art” solutions for
reinsurance and corporate cus-
tomers, said Mr. Brookman.

141 d

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

execution. Each Enterprise transaction is skillfully constructed to achieve our client's strategic objectives, blending

different financial instruments to manage corporate risk with balanced solutions.

Enterprise Advisors,Inc. 712 Fifth Avenue, New York,NY 10019 T: 212-707-0800 F: 212-707-0801 www.enterprisere.com

JLT also has been working with
several investment banks to de-
velop securitization capabilities
and identify further opportunities
created by capital and insurance
market convergence.

Heath Group P.L.C.

Heath Group PLC. acknowl-
edges that 1998 was not an easy
year for improving its business.
Among the factors taking their
toll were continued tough market
conditions, a dwindling client
base owing to mergers and acqui-
sitions in the insurance sector and
clients taking higher retentions.

As a result, gross revenues from
reinsurance for the year ended
March 31 fell nearly 10% to £30.5
million. Converted to dollars,
Heath's revenues fell 9.1 % to
$50.4 million.

While North American business
has been difficult for Heath as an
independent broker, the company
is seeing growth elsewhere, a
spokesman said.

Heath has some core geographic
areas round the world where it
has enjoyed a strong showing,

said John Mackenzie Green, group
chief executive of Heath.

"We have seen good growth in ,

areas of the world where we have

our own operations, but our star'’

reinsurance areas are Latin Amer-

ica, Caribbean, Scandinavia and
the U.K.," he said.
The broker also is setting up of-

fices to take advantage of oppor- i

tunities in Eastern Europe, the

spokesman said. During fiscal 1

1998, for example, Heath opened
reinsurance brokerage offices in
Cologne, Germany, and Prague,
Czechoslovakia.

Heath sees itself as a reinsur-
ance broker mainly to medium-
sized companies.

"The reinsurance operations
concentrate on giving an extreme-
ly analytic and in-depth service,
which tends to suit the medium-
size client most,"” Mr. Green said.

While Heath does some alterna-
tive risk transfer, deals tend to be
low-profile, such as multiyear
balance sheet protection mecha-
nisms, the spokesman said.

"We have identified some excit-
ing areas that suit individually
tailored reinsurance programs
and our plans are well advanced,"
Mr. Green said.

In the Mid-1990s, Heath started
concentrating its interests solely
on insurance brokerage, divesting
itself of underwriting and com-
puter operations, Mr. Green not-
ed.

"l believe there is now a plat-
form in reinsurance to try and
grow areas, whether it be by ac-
quisition or portfolio. And this is
the year when we'd like to do
something about it," he said.

Meanwhile, Heath has been
building "a strong network of of-
fices around the world, which is

really accelerating the business ,

activity and makes us an attrac-
tive place to work, for both exist-

ing and new teams,"” Mr. Green
said.

Lambert Fenchurch
Group P.L.C.

It took "a lot of hard work,"”
new ideas and stiff competition
for Lambert Fenchurch to in-
crease its fiscal year-end reinsur-
ance revenues by 9.3%, according
to Chairman Michael Caley.

Despite a tough, competitive
year, the group's reinsurance rev-
enues grew to £29.4 million for the
year ended March 31. In dollar
terms, revenues increased 10% to
$48.6 million.

Mr. Caley credits "new ideas
and new initiatives" for boosting
revenues. For example, Lambert
developed some alternative risk
transfer products for reinsurers.
"We're certainly very much in-
volved in ART. What we haven't
done, as far as I'm aware yet, is
the cat bond situation, which peo-
ple like the Winterthur have been
developing,” he said.

Although he wouldn't be specif- ;

ie, he said examples of Lambert's
ART products include balance

sheet smoothing and protection

using such tools as captives and
finite risk protection.

Lambert also has been success-

ful in mMmarine reinsurance this past .

year, particularly marine protec-
tion and indemnity reinsurance,

Mr. Caley said.
The rest of the growth has been
See Brokers on page 40
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Continued f'rom page 38
attributed to "territorial develop-
ments" in areas such as Spain and
Singapore, Mr. Caley said.

Lambert Fenchurch also is a
strong broker in Eastern Europe
and is looking at opportunities in
Brazil if and when the reinsur-
ance market is privatized.

Despite the good times, business
has been tough.

Some accounts have been lost

because of mergers and acquisi-
tions within the reinsurance in-
dustry, Mr. Caley admits. "It
seems to me just about every time
we put a new account on our
books or an existing account
grows, somebody like ERC
Frankona comes along and buys
them," he said.

Competition is tough, too, from
"the big two," said Mr. Caley, re-
ferring to Aon Corp. and Marsh &
McLennan Cos. Inc.

However, "we are looking to re-
spond to the very significant clout
which the big two have by contin-
uing to be faster on our feet, ree-
ognize their strengths (and) ex-
ploit their weaknesses, be they
territorial or functional," he said.
"Being a smaller operation, Lam-
bert can provide speed and guar-
anteed performance on documen-
tation such as claims collection.
Territorially, Lambert Fenchurch
is still strong in the U.K. and has
a dominance in Eastern European
countries like Croatia.”

Last July, Lambert Fenchurch
completed its restructuring to
form three main groups within the
overall group. These divisions in-
clude the overseas operations
within Lambert Fenchurch Over-
seas Ltd.; U.K. retail business in
Lambert Fenchurch U.K. Group
Ltd.; and London market divi-
sions and reinsurance within
Lambert Fenchurch International
Group Ltd. The international
group's units include marine. car-
go; aviation and aerospace; non-
marine special risks, such as fine
art and entertainment; and rein-
surance. Reinsurance business is
placed through Kininmonth Lam-
bert Ltd.

The restructuring was done in
part to reflect the changes in Lon-
don, particularly at Lloyd's,
where syndicates now write a

wider range of risks, Mr. Caley
said.

Towers Perrin Reinsurance

Growth in traditional reinsur-
ance business, program business,
accident and health business, and
finite reinsurance business helped
boost Towers Perrin Re's revenues
6.1% to $47.5 million in 1998.

"Our ability to provide a broad
range of offerings...has really
been the key to our success," said
William H. Eyre Jr., managing di-
rector and CEO.

"Our focus has been to continue
to grow, globalize and work clos-
er" with Tillinghast's property/
casualty and financial services
unit, Mr. Eyre said.

Indeed, Consultative Placement,
a unit formed about two years ago
by the broker and its sister man-
agement and actuarial consulting
company, Tillinghast-Towers Per-
rin, is operating out of four offices
now, he said.

The unit provides structuring,
implementation and administra-
tion of risk financing programs
for corporations, governments,
captives and pools using various
insurance, reinsurance and capi-

tal market solutions.

"What we are trying to do is to

grow both in the insurance and
reinsurance fields," Mr. Eyre said.
"The key is to be able to provide
consultative advice as well as risk
distribution to insurance and
reinsurance clients.”

The reinsurance broker also is
growing in terms of its presence
around the world.

Last December, Towers Perrin
Re made its first foray outside
North America by establishing a
Sydney, Australia, operation. Last
month, the broker made its second
move by acquiring Re America
S.A., a small reinsurance broker
based in Buenos Aires, Argentina.

Mr. Eyre said that Towers Per-
rin Re will be focusing on Latin
American business through its
new Buenos Aires office as well as
its existing Fort Lauderdale, Fla.,
office. In addition, "we hope to set
up an operation in Brazil in the
first half of 2000," he said.

"We see new opportunities in
the accident and health and work-
ers compensation arenas in Latin
America," he noted.

After the integration process is
complete in Buenos Aires, Towers
Perrin Re will set its sights on ex-
panding in Europe, Mr. Eyre pre-
dicts.

"We're part of a $1.4 billion pri-
vately held firm with 85 offices
around the world," he said, refer-
ring to parent company Towers
Perrin. "We have the ability to set:
up offices anywhere."

Among its new product offer-
ings, Towers Perrin Re recently
introduced a new employment
practices liability insurance prod-

uct being marketed to midsize
clients.

The broker also sealed a rela-
tionship last year with Menlo
Park, Calif.-based Risk Manage-
ment Solutions Inc. to offer
clients a broad range of catastro-
phe modeling services.

And earlier this year, Towers
Perrin Re established a new risk
securitization unit called TP Fi-
nancial Solutions (see story, page
44).

John P. Woods Co. Inc.

INncreased revenues from new
and existing clients in both the
property/casualty and accident/
health and life business helped in-
crease revenues 12.6% to $25.1
million at the Jersey City, N.J.-
based reinsurance broker.

"Our growth has not been con-
centrated in any product type, but
we have seen more revenues in the
program and workers compensa-
tion areas as well as long-term
disability and life," said President
Jay Woods.

Additionally, "the reinsurance
market continues to consolidate,
and this bodes well for our orga-
nization," he said, referring to its
independence. "Reinsurers as well
as buyers do not wish to be rele-
gated to a few sources of insur-
ance and reinsurance distribu-

tion.”

Overall, "we are very optimistic
about our future and project dou-
ble-digit growth for the next two
to three years," Mr. Woods said.

To do this, the reinsurance bro-
ker will continue to focus on its
"turnkey" products initiative.
Under this initiative, the broker is
able to come to clients with rein-
surer partners that are willing to
offer everything "from soup to
nuts to underwrite a new product
line," Mr. Woods said.

Often, the costs associated with
establishing a new product line,
including hiring consultants and
lawyers, and the research and de-
velopment are cost-prohibitive.

See Brokers on page 42
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B k noting that the broker conducts With this alternative vehicle, the insurers client prefers on its behalf
ro e rS captive feasibility studies for reinsurance broker would be able Mr Woods said that John P "It changes so quickly,” Mr
chents to offer managing general agencies Woods previously had an invest- Woods said of the models "We d
Continued from page 40 "In the last 12 months, we've an opportunity to retain risk Mr ment in Brazil, but the market nev- rather offer what IS cutting-edge
These turnkey products, which picked up a lot of new business," he Woods said that more insurers and er opened "It's supposed to open in than offer what's m-house," te
include first-dollar medical, non- said reinsurers are willing to work with 2000," he said said
standard auto and employment For some clients, captives "are MGAs on program business if the Instead of investing capital into The broker also pledged re-
practices liability insurance, give the flavor of the month," while oth- MGAs are willing to share the risk its own catastrophe or dynamic fi- sources within the past year to
insurer clients the opportunity to ers regard establishing a captive In the past year, John P Woocs nancial models-as many of ItS delve into the risk securitizaticn
write new pioducts without all the "as a prelude to a perceived change entered into a joint reciprocal mar- competitors have done-John P market (see story, page 44)
additional costs, he said m the market’ keting agreement with Fecus Se- Woods Co contends it adds value
The reinsurance broker also is On that front, John P Woods is guros, a large, independent prima- by explaining to chents all the dif- Edwin Unsworth, Stacy Shapiro

spending more time working with considering becoming a joint owner ry broker in Brazil, in anticipation ferent models available in the mar- and Carolyn Aldred contributed ro
clients on captives, Mr Woods said, in a rent-a-captive, Mr Woods said od the market opening up to foreign ket and then buying the model the thts report

Online, modeling products central to brokers' offerings

By SALLY ROBERTS numerous state-of-the-art solu- Greig's 1998 revenues were gener- It reached last February with A M that have a potential loss hours a f-
tions for both reinsurance and cor- ased by BGIL, but he did say that Best Co, he said Under the agree- ter an event occurs, Mr Ashley

einsurance intermedi- porate customers,”" he said, noting "_t s trendy to run Internet compa- ment, Best will use the CATA- said In addition to allowing quick
aries agree that the that client confidentiality prevents nies which lose money Being a LYST 3 O catastrophe modeling initial loss estimates, it also pro-
products and services him from providing further de- private business, | don't like to be software to analyze and create a vides clients with a tool to identify

they offer are what set tails in a business that loses money " database of U S hurricane and potential claims and possibly mir-

the brokers apart from "We can confirm that we have BGIL has been operating for earthquake exposures (see profile, igate any further loss, he said

one another in the high- been very active in developing only 18 months and may now have page 34) This product "gets claims de-
ly competitive reinsurance mar- non-conventional risk transfer more live insurance Web sites than Also building off its catastrophe partments moving in real time be-
ketplace and financing transactions for any other provider of that service, model, E W Blanch recently an- fore the phone rings,"” Mr Ashley

Many, therefore, are unwilling both London-based and interna- 1VIr Chilton said "Therefore, it's a nounced a new product called said

to describe in detail any new prod- tional insurance companies," Mr growing area of business If you CATALYST INSVIEW In October, K2 Technologies
ucts and services they have devel- Brookman added belleve, as we do, that e-commerce With this product, insurers, ad- Inc, an E W Blanch subsidiary,
oped for clients In addition to various ART will, for the financial services in- Justers, governmental entities and Introduced a wireless applicaticn

They will say, however, that in products and modeling capabill- dustry, become enormous, then I'd others are able to view on their for the trading of insurance risk
addition to various alternative risk ties being offered by reinsurance rather be one of the first people in computers high-resolution aerial This application lets the user
transfer products, they also are intermediaries, at least two rein- it with some of the most effectie photographs taken of homes and trade risk remotely via the Palm

providing catastrophe modeling, surance brokers have set their sites " commercial buildings in various VIl hand-held wireless computer
dynanne financial analysis and ac- cities across the United States manufactured by 3Com Co
tuarial modeling services When a catastrophe strikes those The Web-based application was
And the Internet is beginning to areas, customers will then be pro- developed for CATEX, the real-
play a major role in various prod- 'We know what (clients') needs are, then we vided with post-loss images of the time Internet-based insurance and
ucts being introduced by at least structures within 24 to 36 hours reinsurance trading networ<,
two of the world's largest reinsur- propose some ideas to solve their par’tlculal" after the event, Mr Ashley ex- which Blanch partially owns
ance brokers . ' - " v plained They then are able to lay Via the application, U S -based
"We don't talk openly about any issues. We don't wait for them to say We've the pictures over one another to CATEX subscribers can quote,
new products because we regard "o ilh assess damages, he said price, bind, negotiate terms ard
as generally confidential products got a problem,” " says John Pelly of Willis. CATALYST INSVIEW has high- conditions and trade insurance
that we've created or developed resolution images of Palm Beach and reinsurance risk in real time
for one specific client,” said John County, Fla, and has plans to pho- using the Palm VIl
Pelly, chairman and chief execu- tograph the 20 most populated ar- Mr Ashley said CATEX, which
tive officer of reinsurance for sights on the Internet Dallas-based E W Blanch Co eas of the Umted States within the was launched a couple of years ago
Willis Corroon Group Ltd m Lon- In September 1998, London- Inc also has gone virtual with ItS next five years, Mr Ashley said to offer a 24-hours-a-day, seven- |
don based Benfield Greig Group PLC product offerings In September, Blanch an- days-a-week forum for reinsur-
"Our new products generally launched Benfield Greig Interac- The reinsurance broker recently nounced a new alhance with Wi- ance transactions over the Inter-

come out of a particular issue in tive Ltd, a new media company created CATALYST e-Access, an chita, Kan -based WeatherData net, has expanded ItS subscriber
the market or, more specifically, a specializing in the development, online vers.on of ItS CATALYST Inc to provide real-time severe base
specific client need,” he said, management and marketing of In- 3 O catastrophe modelmg soft- weather information to the insur- "The number of subscribers has
adding that the reinsurance indus- ternet-based products BGIL peare With this password-protect- ance industry This information doubled over the last year,”" he
try tends to bespoke, or customize, works closely with Lloyd's of Lon- ed product, insurer clients that will be available to clients via said, noting that roughly 150 in-
new products don underwriters in particular to subscribe to the service can evalu- Blanch's password-protected Web surers, reinsurers, brokers and
"Whereas one or two of our oth- develop interactive products toa:e their own risk drivers and map site at www ewb-catalyst com In- Fortune 1,000 companies now use
er competitors create a product trade on the Internet o it their own exposures, ex- formation will include data on se- CATEX
and then go and see whose throat The first Web-based product, plamed Bill Ashley, executive vp vere storms, tornadoes, hail, win- "Blanch put a significant por-
they can thrust it down we know launched last September, was of E W Blanch ter freeze and tropical storms as tion of its reinsurance renewals cn
what (clients') needs are, then we called Cargolnsure The Web site, The cost of the service ranges well as proprietary humcane it" this year, Mr Ashley noted
propose some ideas to solve their www cargoinsure com, is accessi- between $15,000 to $20,000, which landfall predictions The CATEX application is free
particular issues We don't wait ble to both brokers and Clients, 15 a far cry from the average WeatherData also will provide for subscribers and is available for |
for them to say 'We've got a prob- who can use the site to obtain on- $75,000 to $100,000 it costs a typi- clients real-time nationwide radar download at www catex com or
lem," " Mr Pelly said line cargo coverage quotations and cal insurer to obtain catastrophe feeds and satellite images, as well www palm net/apps/index html
He did note, though, that the bind Insks models, he said Blanch .s able to as high-resolution images of areas
London-based reinsurance broker Since then, BGIL has launched offer the discounted price because affected by an event Edwin Unsworth, Carolyn Al-
is "big" in financial modeling and Artlnsure, www artinsure com, to most of the modeling work will al- With this product, clients will be dred and Stacy Shapiro contnbut-
catastrophe modeling solutions provide coverage for private col- ready be done under an agreement able to generate a list of policies ed to this report
"Modeling is something which lectors, museums, dealers and ex-
we regard as a great assister to us hibitions, Internetinsure, www in-
in actually understanding a temetinsure com, to cover online
client's exposures,” Mr Pelly said risks, and Freightlnsure, 66 =
Michael Brookman, deputy www freightinsure com, for B th t y t t
chairman of JLT Risk Solutions freight forwarders and household e S u re a O u re u rn I -
Ltd in London, said his company goods movers All these insurance

uses a similarly need-based ap- policies, which are targeted to If you're racing through this issue of Business Insurance pgcause you
proach medium-sized businesses, are " " s .
. . . . ) ) borrowed" it from a colleague, you should have your own subscrip-
Providing solutions to our written by Lloyd's underwriters . . . .
clients’' needs is our defining ob- In August, BGIL acquired tion. Then you'll be first on the list You can take as much time as you
jective," he said "To this end, we Wild Net in New Orleans for an like with all of Business Insurance's exclusive worldwide news of loss

have increasingly placed more em- undisclosed sum Wild Net is an
phasis on providing bespoke, Internet solutions provider, and its
rather than product-based, solu- operations involve the design, de-

prevention, risk financing and benefit management every week

tions We try to always approach velopment and construction of in- To su bscribe, use the card in this issue

our clients' business with a blank teractive Web sites and support of

sheet of paper and deliver the most network infrastructure BGIL in- or Ca” 1 (888) 446_1 422 TOII_Free

appropriate answer to their re- tends to launch around 20 new

quirements, and this means utiliz- Web-based trading sites during Ask about our Subscription Rates in US. Dollars Business

ing both conventional and alterna- the next four months, including special 20%-ott for 1 52 | I

tive leinsurance mechanisms," he sites for reinsurance coverage The group subscription or 1 year, ssues. nsurance

said company will have the capability rate for five or more usa $89 Subscription Dept
"There is also considerable col- to launch between 20 and 30 Web subscriptions A Canada/Mexico $108" 965 E Jefferson

laboration between our reinsur- sites each year for customers, said great way to cave All other countries Detroit, Ml 48207

ance team and the ART specialists Graham Chilton, CEO of Benfield money And avoid by expedited air $209 Outeide the USA

of our special risks business unit,” Greig pass-along problems ~ Price includes Canadian GST Call (313) 446-0450

Mr Brookman said "Together, Mr Chilton would not disclose

they have designed and executed what percentage of Benfield
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Spotlight report

Intermediaries jumping into capital markets fray

By SALLY ROBERTS

isk securitization capa-
bilities are more the
norm than the excep-
tion these days among
the world's largest

reinsurance intermedi-
aries.

Despite a less-than-booming se-
curitized risk transfer market,
deals are being done, and many
reinsurance brokers are jumping
on the bandwagon to take advan-
tage of the developing trend.

The capital markets market-
place is growing, "but the market-
place itself is one that still has to
compete with the
ketplace, and the

reinsurance rnar-

ketplace has so

, attractive, capital

markets have not

been able to com-

pete effectively,

explained Rocker

Channell, presi-

dent of Aon Re Worldwide Inc. in
Chicago.

Aon Re's Aon Capital Markets
unit has been in the forefront of
risk securitization deals within
the reinsurance brokerage com-
munity.

Aon Re first made headlines in
1996 when it and Centre Reinsur-
ance Co. sealed a $50 million
catastrophe put program with RLI
Corp. that would come into play
in the event a California earth-
quake blew through RLI's exist-
ing catastrophe reinsurance pro-
grams (BI, Oct. 14, 1996).

"Of all the structured capital

market deals. .we've been in-

volved in probably 90% of them,"
Mr. Channell said.

While Aon Re generally works
in conjunction with various in-
vestment bankers, it also has been
successful in working on its own
to structure and securitize deals.

Since June 1998, Aon Re has
been involved in nine capital mar-
ket insurance transactions, Mr.
Channell said.

While Aon Re may have a head
start on the competition in terms
of the number of capital markets
deals completed, it is not the only
reinsurance broker to be involved
with these products.

In 1997, for instance, Guy Car-
penter & «Co. Inc. established

Marsh & MclLennan Securities
Corp., a specialized investment
banking arm that, in addition to
offering a range of merger and ac-
quisition services, develops inte-
grated risk transfer programs. It
structures and securitizes both in-
surance and complex financial
risks through a wide range of
techniques, including capital
markets products.

The unit was responsible for the
December 1998 deal in which
British Aerospace P.L.C. sealed a
15-year financial risk insurance
program that protects the air-
plane maker from losses arising
from actual and contingent liabil-

'We're trying to provide more of an integrated
capacity solution. Capital market products, whatever
and prices are so llgy may be, may be the correct solution to a
certain clienfs needs,' says Willis' John Pelly.

ities up to £2.4 billion ($4 billion)
(Bl, Dec. 14, 1998).

M&M Securities also recently
completed a $50 million insur-
ance-linked swap transaction for
an unnamed insurer. The swap,
conducted among multiple in-
vestors and the insurer, involved
earthquake risks in the New
Madrid region.

Salvatore Zaffino, president
and chief executive officer of New
York-based Guy Carpenter, said
that while there was "some suc-
cess over the last year" in terms of
transactions made, "it was at a
slower pace than expected.” He
attributes this to the cost of such
deals.

While risk securitization via the
capital markets has been slow to
take off, Mr. Zaffino views pos-
sessing the capabilities as "a total
necessity. The market could
change very, very, quickly."

E.VW. Blanch Co. Inc. also has
been inv.olved in structuring vari-
ous capital markets deals.

The Dallas-based reinsurance
broker's year-old Blanch Capital
Markets unit "started strong" and
grew 100% in its first year, said
Christopher L. Walker, chairman
of E.W. Blanch.

Much of the unit's activity fo-
cused on placing industry loss
warranty covers, which are index-

linked reinsurance contracts trig-
gered by industrywide losses; and
weather covers, which use a
blending of derivatives and insur-
ance to hedge risks associated

with temperature and precipka-
tion.

Other reinsurance brokers also
are delving into risk securitiza-
tion.

"Capital markets is a burgeon-
ing area for us," noted John Pelly,
chairman and CEO-reinsurance of
Willis Corroon Group Ltd. in
London. "We're building the ex-
pertise and the capability in capi-
tal markets in London, Bermuda

and New York, but it works very
much in ca-

hoots with the
rest of the
reinsurance
operations,"he
said.

Overall,
"what we're
trying to do is
provide more
of an integrat-
ed solution,”
he said. "And
capital market products, whatev-
er they may be, may be the correct
solution to a certain client's
needs.”

Mr. Pelly said that, in the last
six months, Willis has been most
active in weather derivatives that
combine insurance and capital
market products.

In addition, "we have Willis As-
set Management, which is a catas-
trophe fund where we invest in in-
surance derivatives, which is now
based in Bermuda," he said.

Towers Perrin Reinsurance ob-
tained its broker/dealer securities
license and earlier this year estab-
lished a new risk securitization
division, called TP Financial So-

lutions.

"We're working with a couple of
investment bankers and are
presently working on two securi-
ties opportunities,"” said William
H. Eyre Jr., managing director
and CEO of Towers Perrin Re in
Philadelphia.

While he sees a slowdown in
risk securitization at the moment,
Mr. Eyre said he expects it to pick
up in the near future, especially as
retrocession capacity con'.inues to
diminish.

John P. Woods Co. Inc. also is
getting into the risk securitization

business.

About a year ago, "we decided
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to make a pledge of resources" to
look at the risk securitization

market, said Jay Woods, president
of the Jersey City, N.J.-based
reinsurance broker.

"We assigned primary responsi-
bility of risk securitization, finite
reinsurance, loss portfolio trans-
fer together with other non-tradi-
tional reinsurance to our chief fi-
r.ancial officer, who has been de-
veloping a team to work with a se-
lect group of investment brokers
as well as specialty reinsurers,”

Mr. Woods said.
JLT Risk Solutions Ltd. also has

been working closely with several
investment banks to develop risk
securitization capabilities and
identify further opportunities cre-
ated by capital and insurance

market noted

convergence,
Michael Brookman, deputy chair-
man of the London-based reinsur-

ance broker.

Edioin Unsworth and Carolyn Al-
dred contributed to this report.

Unicover fiasco

stirs up lawsuits
against Aon Re

By SALLY ROBERTS

allout from the col-

lapse of the Unicover
Managers Inc. work-
ers compensation
pool, which unrav-

eled earlier this year,

has hit at least one of the

werld’'s largest reinsurance
brokers.

Aon Re Worldwide has been
named in a lawsuit brought by
Allianz Life Insurance Co. of
North America Inc. that al-
leges fraudulent, negligent
and innocent misrepresenta-
tions. Allianz is asking that
the reinsurance it issued be re-
scinded or that it be awarded
damages.

Phoenix Home Life Mutual
Insurance Co. and Sun Life
Assurance Co. of Canada also
have filed suit against Aon Re,
seeking access to Aon's
records regarding lJnicover.
Aon Re provided some back-
office support work for the
workers compensation pool, a
spokesman said.

Unicover, a Lisle, lll.-based
underwriting manager, oper-
ated three insurance facilities
through which life insurers as-
sumed low-layer "carve-out”
risks, comprising the accident
and health portion of workers
comp policies. The facilities
fell apart after an explosion of
premium volume led several
pool members to withdraw.

Total losses are estimated to
be $2 billion, a majority of
which is expected to be borne
by the pool's retrocessionaires.

In addition to being in-
volved in the placement of
reinsurance coverage for some
of the pools, Aon placed retro-
cession business with Allianz
on behalf of Centaur Under-
writing Management Ltd., a
managing general agency.
Centaur was working on be-
half of American Phoenix Life
& Reassurance Co., Phoenix
Home Life Mutual Insurance
Co. and Sun Life Assurance
Co. of Canada, collectively re-
ferred to as the APS Insurers.
The APS Insurers provided
certain reinsurance coverages
to a pool of insurers and to
certain facilities managed by
Unicover.

In its quarterly report to the
and Exchange
Commission, Aon states that it

Securities

believes Aon Re has "meritori-
ous defenses" and that Aon Re

"intends to vigorously defend
this claim.”

The 10-Q states that, of
Aon's 1998 revenues, $15 mil-
lion came from reinsurance
business obtained by Unicover
pool members. For the first six
months of 1999, Aon earned $9
million from the pool business.

Aon Re is not the only rein-
surance broker involved in
placing reinsurance coverage
for Unicover, however.

Allianz is asking that
the reinsurance it

issued be rescinded

or that it be awarded

damages.

Salvatore Zaffino, president
and chief executive officer of

Guy Carpenter & Co. Inc.,
confirmed the reinsurance
broker made "a dozen or so”
reinsurance placements. He
said Guy Carpenter expects to
assume no liability as a result
of the pool's unraveling.

Christopher L. Wwalker,
chairman of E.VW. Blanch Co.
Inc., said that the Dallas-
based reinsurance broker also
placed a "fair" amount of
reinsurance business with
Unicover. He declined to com-
rment further.

Aon Re is not the first bro-
ker to be sued over potential
Unicover losses.

Bermuda broker Stirling
Cooke Brown Holdings Ltd.
recently filed a motion to dis-
miss an amended racketeering
lawsuit brought by Odyssey
Re (London) Ltd.

Odyssey Re, a unit of Toron-
to-based Fairfax Financial
Holdings Ltd., charges that
Stirling Cooke and others con-
spired to use it as a dumping
ground for underpriced work-
ers comp business, including
contracts reinsuring Lincoln
National Corp.'s Unicover
risks.

Stirling Cooke contends that
it is not subject to the jurisdic-
tion of the New York federal
court, where Odyssey Re filed
the suit (BI, Oct. 11).
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Business/nsurancedirectory of reinsurance intermediaries

Mahoney, vice chairmen
Contact. Rocker Channell, president

Associated Intermediaries Inc.
Administration of Special
Risks Inc. (ASR) Gainesville, Ga 30503,
379 Pnnceton-Hightstown Road, 770-536-9800, fax 770-536-0093
Building 2, First Floor, 1998 1997
Cranbury, N J 08512,
609-371-0800, fax 609-371-0803

P O Box 3306,

% TRY 100% 100%
www iremasr com Gross revenues $1,225,000* $1,250,000
1998 1997 Total employees 4 6

Premium volume $7,000,000 $8,500,000 *Estimated

% Facultative 100% 100%

and the Unged States % Treaty 95% 95%
Membership Brokers & Reinsurance Mar- % Facullat,ve 5% 5%
kets Assn Gross revenues $12,955,000 $12,560,000
Officers: D J Coldman, chatman, G D Total employees 57 61

Chilton, chief executive, D H Spiller, managing
director

Contact D J Coldman

Premium volume $17,500,000 $15,500,000 E.W. Blanch Co. Inc.

500 N Akard, Suite 4500,
Dallas, Texas 75201,
214-756-7000, fax 214-756-7001

www ewb com

Reinsurance brokering began 1926
Parent General Reinsurance Corp
Conducts business: worldwide

1998 1997

Premium volume $26,000,000 $29,000,000
% TreaN 100% 100%
Gross revenues $1,388,000 $1,400,600
Total employees 5 5

Reinsurance brokenng began 1986
Conducts business. Europe and the United

Membership Brokers & Reinsurance Mar- States

kets Assn

Officers' Albert P Amato, senior vp, Dina Car-

Omcers. Dallas W Luby, president/CEO, dinal, account service manager

Lawrence C Magnant, executive vp, Roger J
Bel, senior vp

1998 1997 John B. Collins

Reinsurance brokering began. 1982
Gross revenues $550,000 $630,000 Parent Associated Reinsurance Management Prem,um volume $4,500,000,000 $3,484,000,000
Total employees 4 2 Corp % Treaty 100% 995%
Reinsurance brokenng began- 1995 Branch offices. Welaka, Fla, Manetta, Ga, % Facultative NA 5%

Conducts business Colombia, Ecuador, Waynesville, N C
Mexico
Contact. Ruth Poveda, president, irc997@ lands, United Kingdom and the United States
ren com Oflicers- Alph H Browne, president, Diana D

Conducts business Bermuda, Cayman Is- Total employees

Gross revenues $163,632,000 $124,729,000
1,164 1,130
Reinsurance brokenng began 1957

Parent: E W Blanch Holdings Inc.

Associates Inc.

8300 Norman Center Dnve,
Suite 1275, Minneapolis, Minn 55437,
612-820-0012, fax 612-820-2700
1998 1997
Premium volume $810,000,000 $600,226,000

% Treay 100% 100%

®

Arthur J. Gallagher
Intermediaries
111 John St,
New York, N Y 10038,
212-732-9855, fax 212-619-7957
1998 1997

Browne, executive vp/corporate secretary, Steve Branch offices: Los Angeles and San Francis- Gross revenues $15 ,400,000 $12 215000 Premium volume $50,200,000 $36,000,000

. McFarland, Alice Williams, vps
Agnew International Inc. P

co, Miami, Atlanta, Chicago, Boston, Minneapo- Tal employees 60

Contact Alph H Browne or Diana D Browne hs, New York, Philadelphia

14 Washington Road,
Pnnceton Junction, N J 08550,
609-799-7373, fax 609-799-2265

1998 1997
Premium volume NA
% TreaN 10% 10%
% Facultabve 20% 920% Ballantvne McKean
Gross revenues $672,000 $535,000 & Sullivan Lid.
Total employees 6 6 Latham House, 16 Minones,

London EC3N 1 AX, England,
44-207-480-7288,
fax 44-207-488-9837

Reinsurance brokering began: 1976
Conducts business. United States and world-

wide, w,th an emphasis m Mexico
www bmands co uk

1998 1997
Premium volume* $289,975,000 $303,030,000

Officers- Patnck Agnew, president, W James
Cook, vp, Gustavo A Bravo, assistant vp
Contact Patnck Agnew

% Treaty 100%
Gross revenues* $14,674,392 $15,190,812
AmMm-Re Brokers Inc. Tolal employees 62 71

*Converted at applicable exchange rates

Reinsurance brokering began. 1980
Parent BMS Associates Ltd

685 College Road,
Pnnceton, N J 08543,
609-243-4921, fax 609-243-4940
1998 1997
Premium volume $425,000,000 $450,000,000
100% 100%

Conducts business Canada, United Kingdom
and the United States

% Treaty Officers Hugo Crawley, chairman, Christo-

31 er, managing director
Contact Hugo Crawley

Total employees 30

Reinsurance brokering began. 1985
Parent Munich Reinsurance Co

Branch offices: Chicago, Boston, New York Barrington Insurance
onducts business worldwi
Group L.L.C.
Zunch Towers 11,1450 American
Lane, Suite 1525,
Schaumburg, 111 60173,
847-517-7100, fax 847-517-7105

www bigus com

Membership Brokers & Reinsurance Mar-
kets Assn

Officers Mahmoud Abdallah, chairman,
Robert Henry, president/CEO, Robert MacSwan,
senior vp/COO

Subsidiaries EW Blanch Ltd

Brazil, Chile, China, Denmark, Hong Kong,
Malaysia, Mexico, Paraguay, Singapore, United
Kingdom, Unied States, Uraguay and Vietnam

Membership' Brokers & Reinsurance Mar-
kets Assn

OHicers: Edgar W Blanch Jr, chairman/CEO-
E W Blanch Holdings Inc, Christopher L Walk-
er, pres,denUCOO-E W Blanch Holdings Inc,
lan D Packer, executive vp/CFO-E W Blanch
Holdings Inc

Contact: lan D Packer, lan_packer@ewb com

100% Burns & Wilcox Re Inc.

345 Route 17 S,

Upper Saddle River, N J 07458,

201-934-4223, fax 201-934-4422
1998 1997

Total employees 3 NA

Reinsurance brokering hegan 1999
Parent Bums & Wilcox Ltd

Reinsurance brokering began. 1987

58 % Treag 60% 40%

% Facultative Alr/o 60%

Branch oflices San Francisco, Hartford, Gross revenues $5,150, 000 $2,835, 000
Conducts business Argentina, Australia, Conn, Columbia, SC, Dallas

Conducts business worldwide

Oll,cem John B Collins, pres,denUCEO

Contact- Gregory L Brettingen, executive
vp/COO

Cooper Gay Steele & Co. Ltd.
120 Wall St,
New York, N Y 10005,
212-248-1150, fax 212-248-1181

1998* 1997*

Premium volume $40,000,000 $37,000,000
% Tre* 15% 15%
% Facultative 85% 85%

Total employees

Parent Adhur J Gallagher & Co

Branch 011:ces: Chicago, Red Bank, N J

Officers. Randall Jensen, president, Robert P
Hodson, Robert Polansky, Chris Medlicott, se-
morvps

Contact. Robert P Hodson, 212-312-6203,
robert_hodson@aig com

Gill & Roeser Inc.
535 Fifth Ave ,
New York, N Y 10017,
212-972-4880, fax 212-972-4885

www gillroeser com

Gross revenues $2,500, 000 $2,300,000 premium volume $100,000,000 $100,000,000

Total employees 13
*Fiscal years ending 9/30/98 and 9/30/97
Reinsurance brokering began- 1988
Parent Cooper Gay (Holdings) Ltd
Conducts business. Canada, Caribbean,
Colombia, Dominican Republic, Ecuador, Men-

Membership Brokers & Reinsurance Mar- co, United Kingdom and the United States
Gross revenues $21,375,000 $23,322,000 pher Manwaring, deputy chairman, Roger Coop- kets Assn

Officers. Steven P Kieman president/CEO

Guy Carpenter & Co. Inc
2 World Trade Center,
New York, N Y 10048,

1998 1997

% Treaty 100% 100%
Gross revenues $2,507,000 $2,473,000
Total employees 8 8

Reinsurance brokering began 1983

Conducts business United States

Officers. Kirk Roeser, president, Steven Bol-
land, Joseph Fahys, senior vps, Peter Larsen,

Officers. Stephen Brewer, Tim Poeton, execu- Andrew Burger vps

tive vps, Peter Gorman, vp
Contact Stephen Brewer, mall@cgsny com

EWI RE Inc.

63 Wall St , 30th Floor,
New York, N Y 10005,

Contact Robert Wick, president-RWPR Inc,
Harwood Building, Suite 423, Scarsdale, N Y
10583, 914-722-1400

Gras Savoye Reassurance
2-8 Rue Ancelle,
Neuilly-sur-Seine, 92202 France,
33-1-41-43-5760,
fax 33-1-41-43-5789

www grassavoye com

Contact. Timothy Schmidt, tschmidt@ 1998 1097 212-323-1000, fax 212-313-4970 212-248-3980, fax 212-248-3981 1098 1897
amre com Premium volume $40,000,000% NA www guyca,p com 1998 1997 Premium volume $135,000,000 $65,000,000
o Treah 08% 1908 1997 Premium volume $115,000,000 $95,000,000 % Treaty 64% 57%
b 6
. * 0, 95% 90% % Facultative 36% 43%
Aon Re Worldwide 1no. % Facultative 2% NA Premium volume $9,700,000,000 $9,000,000,000 /oo/Tgeaty -
% TreaN 96% 95% % Facultative 5% 10% Gross revenues $8,200,000 $5,800,000
Gross revenues $925,000 NA
123 N Wacker Dnve, Total | i NA % Facultative 4% 5% Gross revenues $4,000,000 $3,350,000 Total employees 31 30
. otal employees .
Chicago, 111 60606, Estimated Gross revenues $502,000,000 $472,000,00)* Total employees 17 13 Reinsurance brokenng began. 1992

312-781-8818, fax 312-781-8819
Reinsurance brokering began- 1998

Parent Florida Family Insurance Services

www aon com

1998 1997
LLC
Gross revenues* $620,000,000 $590,000,000
Conducts business Unned States
Total employees* 3,100 2,900

Officers Walter D Hardy, managing partner,
John P Doyle, president, William H Wiggs, CFO
Contact Nicole Lietz, executive assistant, nli-

*Estimated Figures are pro forma to reflect acquist-

bons

Acqmuts,t, Gry Carvaial, Spain, February
1998, Gneg Insurance, Norway, April 1998, Le

Blanc de Nicolay(u France, February 1998, AG Benfield Greig Group P.L.C.

Reinsurance, Israel, July 1999, N|ko|s Sedgwick,
Italy, July 1999, Turner Reinsurance, Greece,
July 1999

Branch offices Glendale and San Fran-

etz@bigus com

55 Bishopsgate,
London EC2N 38D, England,
44-207-578-7000,

fax 44-207-578-7001
cisco, Calif, Stamford, Conn, Miami, At-

www benfieldgreig com
lanta, Chicago, Boston, Minneapolis and St 1008
Paul, Minn, Parsippany, NJ, New York,
Burlington, NC, Philadelphia, Dallas, Total employees 455
Buenos Alres, Argentina, Sydney, Australia, '‘Convenedatapphcable exchange mtes
Baku, Azerbaijan, Central Manama, Bahrain, -Restated
Re,nsurance brokering began. 1973
Branch offices Brussels, Belgium, Santiago,

Hamilton, Bermuda, Rio de Janetro, Brazil,
Brussels, Belgium, Montreal, Toronto, San-
tiago, Chile, Bogota, Colombia, Quito, Chile, Munich, Germany, Tokyo
Ecuador, London, Basel and Paris, France, Subsidiaries BG ReMetncs inc, Seattle, Ben-
Hamburg, Germany, Athens, Greece, field Gre,g Ltd, Auckland, New Zealand, Benheld
Guatemala Cdy, Hong Kong, Mumbai, India, Gretg Ud , London, Benheld Greig PW Ltd, Syd
Tel Aviv, Israel, Milan, Italy, Tokyo, Almaty, ney, Australia, Benfield Greig Pty Ltd, Johan-
Kazakhstan, Kuala Lumpur, Malaysia, Mext- nesburg, South Africa, Benfleld Greig S A de
co City, Amsterdam, Netherlands, Auckland, CV, Mexico Clty, Benfield Gre,g Asia Pte Ltd

New Zealand, Ruwl, Oman, Karachi, Pak- Singapore, Benheld Greig Canada Ltd , Benheld
Istan, Lima, Peru, Moscow, Singapore, Jo- Greig Ellinger Inc, New York and Philadelphia,

Total employees 2,159 2,369

Figures are pro forma toreflectacquismons *Restat-
ed

Reinsurance brokering began: 1923
Parent: Marsh & McLennan Cos Inc

San Francisco, Calif, Hartford ard Stamford,
Conn , Miami, Roswell, Ga, Chicago, Carmel,
Ind, Minneapolis, Philadelphia, Dallas, Seattle
Subsidianes: Balis & Co Inc, Philadelphia,
Guy Carpenter & Cia SA, Madrid, Spain, Guy
Carpenter & Co AB, Stockholm, Sweden, Guy

Reinsurance hrokering began 1988
Branch omces. Dallas

Conducts business United States

Officers- James C Epstein, president, Jorge |

Parent Gras Savoye & Co

Conducts business France, Africa, Europe
and the Middle East

Membership Brokers & Reinsurance Mar-

Cardona, senior vp/COO, Michael D Emott, kets Assn
Branch offices- Glendale, Los Angeles and Charles T Black, seniorvps

Contact' Jorge | Cardona

@

Carpenter & Co GmbH, Munich, Germany, Guy Financial Reinsurance Inc.

Carpenter & Co Ltd , Hong Kong, Toronto and
London, Guy Carpenter & Co Pty Ltd, Sydney,
Guy Carpenter & Co Re, Singapore, Guy Car-

1997 penter & Co SA, Buenos Aires, Argentina,
Gross revenues' $149,257,589 $147,210,336" Brussels, Belgium and Pans, Guy Carpenter

Gables, Aa, Sellon Associates Inc, New York
Acquisitions' Sedgwick Re, 1998
Conducts business- worldwide

Membership. Brokers & Reinsurance Mar-
kets Assn

Officers Brandon W Sweitzer, chairman,
Stanley C Allain, vice chairman, Salvatore Zam-
no, pres,denUCEO

Contact Sean Mooney, 212-323-1345

hannesburg, South Mr,ca, Seoul, South Ko- Benfleld Greig Iberlca Correduna de Reaseguros Herbert Clough Inc.

rea, Madrld, Spam, Taipet, Taiwan, SA,Madnd, Spain, Benfield Greig Pans SA,

Bangkok, Thailand, Dubal, United Arab Emt- Paris

Conducts business: Australia, Belgium, Brazil,

and Caracas, Venezuela Canada, Chile, France, Germany, India, ltaly,
Officers Paul Davies, chairman, Mike Japan, Mexico, New Zealand, Peru, Singapore,

rates, Kiev, Ukraine, Tashkent, Uzbekistan

Financial Centre, P O Box 10216,
Stamford, Conn 06904,
203-357-8883, fax 203-328-6408

www dough com
1998 1597

Bungelt, Mike Cashman, Don Koziol, Dennis South Afnca, Spain, Turkey, United Kingdom Premium volume $545,000,000 $760,000,000

140 S Atlantic Ave, Suite 400,
Ormond Beach, Fla 32176,
904-677-4453, fax 904-673-1630

1998 1997

Premium volume $8,400,000 $4,500,000

455 Reinmex, Mexico City, Mees Guy Carpenter & % Tmv 100% 100%
Co BV, Rotterdam, Netherlands, Paul Napoli- Gross revenues $504,000 NA

tan Inc, New York, Reinmex Florida, Cora| Total employees 2 2

Reinsurance hrokering began: 1960

Parent Ormond Re Group Inc

Subsidiaries W J Burt & Associates Inc,
New York

Conducts business worldwide

Officers Jean-Pierre Courson, managing di-
rector, David Rainbow, deputy managing dime-
tor, Andre Lavallee, director

Contact J C Clement

Heath Group P.L.C.
133 Houndsditch,
London EC3A 7AH, England,
44-207-234-4000,
fax 44-207-234-4111

www heathgroup com

1998* 1997*

Premium volume* * $701,296,000 $881,754,000
% Treaty 616% 595%
% Facultative 384 % 405%
Gross revenues** $50,447,000 $55,499,600
Total employees 2,613 2,663

| years ending 381/99 and 3/31/98

Officers. W Lockwood Burt, president, John Convettedatappllca le exchange ntes

B Delner, executive vp/secretary/general coun-
sel, Anthony L D,Pardo, seniorvp

Contact John B Deiner, ormondre@bell-
south net

C.L. Frates Reinsurance
Intermediary Inc.
2 Greenwich Plaza,
Greenwich, Conn 06830,
203-629-5600,fax 203-622-0777

www clfrates net

Reinsurance brokering began 1890

Parent Erycinus PLC

Branch offices Heath Group PLC - Repre-
sentative Office, Beijing, Heath Insurance
Broking Ltd , Moscow

Subsidiaries' Heath Do Brasil Ltda, Rio de
Janeiro, Brazil, Heath Chile SA, Santiago, Chile,
Heath de Colombia Corredores Colombianos de
Reaseguros Ltda, Bogota, Colombia, Heath (CZ)
AS, Prague, Czech Republic, Heath Insurance

Continued on page 48



The ZB-10 was a revolutionary shoe. Unfortunately, the country it was distributed from
was experiencing political unrest. Now the manufacturer’s entire inventory is stuck in a
warehouse 12,000 miles away. Aon could’ve helped by designing capital and distribution
alternatives in the event of economic, political or environmental crisis.

It’s just one of the services from Aon, the leader in integrating risk w
management and consulting. Contact Aon. Find the solutions to

insure your vision. www.aon.com Insure your vision
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@

Al Mulla Internatlogal Brokerage

Services

Broking Ltd -Dubai, United Arab Emirates, Heath
Ruckverslcherungsmakler GmbH, Cologne, Ger-
many, A&8 Reinsurance, Milan, Italy, Heath

Kazakhstan Ltd , Aimaty, Kazakhstan,

Insurance & Reinsurance Broking Co WLL,
322 Stonecrest Court,

Chesterfield, Mo 63017,

Safat, Kuwait, Agencia Interoceanica Asesores e
Intermedianos S A de CV, Mexico City, Mexico,
Nilsen Brokers Ltd A/S, Lysaker, Norway, CE 314-469-8582, fax 314-453-0967
Heath & Partners LLC, Ruwi, Oman, Heath del 1998

Peru Corredores de Reaseguros SA, Lima, Premium volume $83,000,000 $30,000,000
Peru, Heath Polska, Warsaw, Poland, Heath & % Treaty 99% 100%
Amonm Re Sociedade Corretora de Resseguros % Facultative 1% NA
S A, Lisbon, Portugal, Heath Seoul Ltd , Seoul, Gross revenues $581,000 $270,000
South Korea, Heath-Re Y Asociados S A Corre- Total employees 3 2
duna de Reaseguros, Madrid, Span, Heath In- Reinsurance brokering began- 1996

ton, United States, Heath Bloodstock Ud , Lon- lands, United Kingdom and the Un,ted States
don, United Kingdom, Heath de Venezuela So- Contact. Woody Sprouse, president

ciedad de Corretale de Reasegums CA, Cara-

| oo 'ogne:Bemnany-Cetober4995

Heath (CZ) AS, Prague, Czech Republic, Febru-

aty 1998
Conducts business worldwide

e

JLT Risk Solutions Ltd.™

Jardine House, 6 Crutched Fnars,
London EC3N 2PH, England,
44-207-528-4000,

fax 44-207-528-4500

ON,cers* John Mackenzie Green, group chief
executive, Tim Tookey, group finance director
Contact Tim Tookey, tookeyt@heathgroup

com

1998 1997
Gross revenues* $74,399,300 $69,287,400
282 292

Hemispheric Underwriting Total employees

Managers LLC.*

2600 Douglas Road, Suite 807,
Coral Gables, Fla 33134,
305-443-6660, fax 305-443-6648

*Converted at applicable exchange rates
Reinsurance brokering began 1981
Parent Jardine Uoyd Thompson Group PLC
Subs,dianes. Intermediary Insurance Ser-
vices Inc, San Francisco, Jardine Sayer & Co,
Lawrenceville, NJ, JLT Re Pty Ltd, Sydney,
Australia, Jardine Lloyd Thompson Asia PLC

Reinsurance brokering began 1999
Parent Hemisphenc Holding Co LLC

Conducts business- Cambean, Central and .
Ltd, Singapore

Conducts business worldwide
Officers: John H Blake, president/CEO, Julio

. K i . Omcers E J Lloyd, chairman, M Brookman,
Jimenez, vp-underwnting, Nitza Rivera, corpo-

ADJB Collins, deputy chairmen, SP Mc Gill,

ratesecretary chief executive

Contact John Blake : :
*JLT reinsutance business was merged as part of an

internal reorganization with Jardine Lloyd Thompson

Ltd The merged company was renamed JLT Risk
Solutions Ltd

'Founded in August 1999 with an estimated gross
revenue of $820,000 for 1999

Holborn Corp.
88 Pine St, 22nd Floor,
New York, N Y 10005,
212-797-2285, fax 212-964-0919
www holborn com

Jardine Sayer & Co. Inc.

Pnnceton Pike Corp Center,

1009 Lenox Drive,

Lawrenceville, N J 08648-0400,

609-896-0555, fax 609-896-2666
1998

1998
Premium volume $456,000,000 $450,000,000

1997
1997

% Treaty 100% 100% Premium volume $420,000,000 $390,000,000
Total employees 45 45 % Tre* 98% 98%
% Facultative 2% 2%

Reinsurance brokering began 1920
Conducts business Australia, Bermuda, Unit- Gross revenues $10,700,000 $10,200,000
Total employees 36 33

ed Kingdom and the Unded States

Membership Brokers & Reinsurance Mar- Reinsurance brokering began 1979

Parent Jardine Lloyd Thompson Group PLC
Branch offices. San Francisco, Dallas

kets Assn
Officers John N Gilbert Jr, presidenUCEO,
Frank Harrison, senior vp/COOQO, Keith D Gillies,

senior vp
Contact Frank Harnson

Conducts business Untted States

Officers John D Sayer, president, John E
Januszewski Jr, COO/controller, Alfred H Blan-

Directory terms explained

Information in the 17th annual company are noted, as well as
Business insurance Directory of the locations of branch offices
Reinsurance Intermediaries was and subsidiaries brokenng
gathered from responses to a 8/ reinsurance Acquisitions in
questionnaire The d,rectory ts 1998 and sofarin 1999 are list-
published as an editorial ser- ed next
vice; there Is no charge to be in- A list of countries in which the
cluded company conducts business

To be included, companies as a reinsurance intermediary is
must generate at least $500,000 also provided In addition, mem-
in gross revenues from reinsur- bership in the Brokers & Rein-
ance brokerage and must pro- surance Markets Assn is noted
vide revenue information for applicable companies Prin-

Listings begin with the compa- cipal officers and a contact for
ny's address, phone and fax readers seeking more Informa-
numbers and World Wide Web tion complete each listing
site address Financial and op- Although every effort B made
erational information for 1998 to obtain complete and accurate
and 1997 5 provided, including information, 8/ ts unable to veri-
the premium volume related to fy all information provided
reinsurance, percentage of Exchange rates used an the di-
treaty and facultative business rectory dol-
(as a percentage of reinsurance lar=$0 629 (FYE 12/31/98),
premium volume) and gross $0 782 (FYE 6/30/97), $0 772
revenues related to reinsur- (FYE 9/30/96), British
ance The total number of pound=%$1 654 (FYE 3/31/99),
employees assigned to reinsur- $1.657 (FYE 12/31/98), $1 642
ance business ts provided on a (FYE 3/31/98), $1.638 (FYE
full-time equivalent basis 12/31/97), Italian lira=$0 0006

Next, the year reinsurance (FYE 6/30/98), $0.0006 (FYE
brokering began and parent 6/30/97)

Australian

ton, executive vp

Contact. Paul Allison, paul allison@mbr

Contact John E Januszewski Jr, 131@]lardine- com au

sayer com
Figures included in consohdated JLT Risk So-
luttons Ltd listing

1997 Lambert Fenchurch

Group P.L.C.
Fnary Court, Crutched Fnars,
London EC3N 2NP, England,
44-207-560-3000,
fax 44-207-560-3502

1998 1997
49%
51% 51%
Gross revenues** $48,627,600 $44,169,800
Total employees 2,356

*Fiscal years ending 3/31/99 and 3/31/99
"Converted at applicable exchange rates

Subsidiaries Amanah, Kuala Lumpur,
Malaysia, Assiteca, Milan, Italy, Edward Lloyd,
New York, Interbroker, Barcelona and Madrid,

% TRW
% Facultative

Spain, Kininmonti Lambert (S) Pte, Singapore,
Kininmonth Lambert Australia Ptv, Sydney,
Australia, Kininmonth Lambert Zagreb Ltd , Za-
greb, Croatia, LL (M E)EC, Manama, Bahram,
LSN Reassurances, Pans, Lambert Brothers,
Hong Kong, Lambert Fenchurch Asia Pacific,
Kuala Lumpur, Malaysia

Conducts business worldwide

Membership Brokers & Reinsurance Mar-
kets Assn

Officers. M J Caley, chairman-Lambert
Fenchurch International Group Ltd./chief execu-
tive-Kininmonth Lambert Ltd./executive diredor-
Lambert Fenchurch Group PLC, F Ewen,
managing director-Kininmonth lambert Marine
Division, J Forder, managing director-construe-
tion division

Contact M J Caley, 44-207-560-3223

W.J. Lehrke Co.

6600 France Ave S,
Ed,na, Minn 55435,
612-920-1667, fax 612-920-2039
1998* 1997+
Gross revenues $2,700,000 $2,400,000
Total employees 1"
*Fiscal years ending 2/28/98 and 2/28/97

Reinsurance brokering began 1973
Conducts business Unded States

Officers Thomas Alan Lehrke, president, Soren
P Sorensen, vp, Mark F Noack, assistant vp
Contact. Thomas Alan Lehrke, tom@lehrke

com

Edward Lloyd Ltd.
100 Memck Road, Suite 210 W,
Rockville Centre, NY 11570,
516-763-9320, fax 516-763-6722
1998* 1997
Premium volume $7,500,000 $7,500,000
100% 100%
$750,000 $750,000
Total employees 4 5

*Fiscal years ending 3/31/98 and 3/31/97

% Facullative

Gross revenues

Reinsurance hrokering began 1984

Parent. Lambert Fenchurch Grouo PLC

Conducts business. worldwide

Ofticers John Mannix, president, Rambha
McCanless, vp

Figures are Included m consolidated Lambert
Fenchurch Group PLC listing

MBR Reinsurance Pty. Ltd.

Level 28,264 George St ,
Sydney, New South Wales,
2000 Australia,

Meadowbrook

Insurance Group
26600 Telegraph Road,
Southfield, Mich 48034,
248-358-1100, fax 248-358-1614
www meadowbrookinsgrp com
1998 1997
Premium volume $61,000,000 $36,100,000
% Treav 100%
Gross revenues $2,200,000 $1,800,000

100%

Total employees 9 9

Re,nsurance brokenng began 1985

Subs,dianes. Meadowbrook Intermedianes,

surance Brokers Inc , Chicago, Dallas and Hous- Conducts business Bermuda, Cayman Is- Premium volume" $598,748,000 $559,922,000 New York, Meadowbrook International, Hamil- % Treaty

49% ton, Bermuda

Conducts business woddwide

Oflicers* Johnnie Dobbs, executive vp, Timo-

2,332 thy Boyd, vp, Michael Woodroffe, president

(Bermuda)
Contact Johnnie Dobbs, 212-297-1800

Pegasus Advisors Inc.
35 Tower Lane,
Avon, Conn 06001-4241,
860-678-5140, fax 860-678-5137

1998 1997
Gross revenues $3,138,200 $2,233,900
Totd employees v

Remsurance hrokering began 1989

Parent Medical Inter Insurance Exchange
Group

Conducts business Australia, Canada, United
Kingdom and the United States

Reinsurance brokenng began. 1979

Conducts business United Kingdom and the
United States

Officers. Richard B Croak, presidenUsecre-

tary, Michael A Gardner, vp
Contact Michael A Gardner

Risk & Insurance

Consulting Services

5520 Lnbum-Stone

Mountain Road, Suite B,

Stone Mountain, Ga 30087,

770-923-3133, fax 770-923-4430

www ncsreinsurance com

1998 1997

Premium volume $50,000,000 $1,000,000

100% 100% *
Gross revenues $600,000 $50,000
Total employees 5 2

Reinsurance brokering began 1997

Conducts business: Bermuda, Canada, Unit-
ed Kingdom and the Unded States

Officers Rick R,tchie, president, Rory Young,
vp, Jen Ott, assistant vp

Contact Rick Ritchie, rick ntchie@mind-

spnng com

O ——

SBJ Ltd.
100 Whitechapel,
London EI 1JG, England,
44-207-816-2000,
fax 44-207-816-2444
www sb! co uk
1998
Premium volume' $36,039,750 $22,932,000

1997

Officers Greg Leonard, president, Larr Gross revenues* $2,883,180 $1,834,560

Frank, Hugo Kostelni, vps
Contact Rose Komanetsky, 860-678-5140

Preferred Reinsurance
Intermediaries Inc.

14 Monckton Blvd ,

Columbia, S C 29206,

803-790-4800, fax 803-790-4825
1998

1997

10 Premium volume $80.000.000 $79,000,000

% Tre* 100% 100%
Gross revenues $1,800,000 $1,500,000
Total employees 16 16

Reinsurance brokering began 1983

Total employees 15 15
*Converted at applicable exchange rates
Reinsurance brokering began 1977
Parent SBJ Group Ltd
Conducts business. Unred Kingdom
Officers Jim Clark, David Eve, Charles Ross
Contact Jim Clark

Smyth, Sanford
& Gerard Reinsurance
135 William St, 12th Floor,
New York,NY 10038,
212-374-1323, fax 212-857-4170

1998 1997

Branch offices Port Washington,NY, Premium volume $275,000,000 $225,000,000

Cary, NC % Tre* 60% 50%
Conducts business United Kingdom and the % Facultative 46% 50%
United States Gross revenues $10,000,000 $8,800,000
Ofticers Robert H Sanders, president, Karen Total employees 31 31

N Basso, senior vp, David L Coulter, junior vp
Contact Charles W Perry

RelnsurTmce

“Interna

Corso di Porta Romana 122,
Milan 200123, ltaly,

Reinsurance brokering began 1987

Branch offices Coral Gables, Aa, Brasma, Rio
de Janeiro and Sao Paulo, Brazil

Conducts business worldwide

Officers Douglas L King, president, Carl
J Casale, executive vp, Thomas C Chiappa,

senior vp

ional Brokers S.p.A. U

39-02-584711, fax 39-02-5847-1247 THB Intermediaries Inc.

1998* 1997
Premium volume' * $106,299,816 $75,928,440
% Treaty 13% 11%

% Facultative 87% 89%
Gross revenues* * $7,050,498 $6,074,275
Total employees 39

*Fiscal years ending 6/30/98 and 6/30/97
-Convetted at applicable exchange rates

Reinsurance brokering began 1988

Branch offices Genoa and Rome, Italy, Ma-
puto, Mozambique

Subsidiaries RIB International GmbH,
Zurich, Switzerland,RIB International (U K)
Ltd , London,RIB (Notth Amenca) Inc, New

61-2-9251-2200, fax 61-2-9251-2443 York

www mbr com au

1998
Premium volumet $586,857,000* $245,548,000-
% Treaty 92% 93%
% Facultative 8%

Acquisitions. MR Mediazione Rias va sri,

1997 Genoa, Italy, September 1999

Conducts business worldwide

Officers Giovanni Francesco Curiont, chair-

7% man, Carlo Faina, Osvaldo Rosa, managing di-

Gross revenuest $17,486,200* $9,227,600" rectors

Total employees 67

*Reflects mghteen months for fiscal yearoeginning
7/1/97 and ending 12/31/98

**Reflects ninemenths forfiscalyearending &3(b97
1Convetted at applicable exchange Ates

Reinsurance brokering began 1985
Parent. MBR Pty Ltd

Branch ollices. Beijing, Wellington, New
Zealand

Conducts business Australia, China, Den-

mark, Mexico, New Zealand, United Kingdom
and the United States

nb it, James Kelly, 212-943-0998, james kel-
ly@nbna com

Reinsurance Associates Inc.

1670 Fenpark Dnve,
Fenton, Mo 63026,
636-349-1234, fax 636-349-3169
1998 1997*
Premium volume $47,000,000 $47,000,000
% TIEaW 100% 100%
Gross revenues $1,000,000 $1,000,000

Officers. Brendan J Roche, CEO Paul Allison, Total employees 8 7

COO, Mana Tolentino, CFO

*Fiscal years ending 8/31/98 and 8/31/97

1 Liberty Plaza, 27th Floor,
New York, N Y 10006,
212-266-0260, fax 212-571-2420

www nnng com

1998 1997

36 Premium volume $45,000,000 $42,500,000

% Facultative 100% 100%

Gross revenues $3,500,000 $3,200,000

Continued on page 50
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- SERVICES -

SINGLE-COPY SALES

69 Contact Mirella Boldrint, mirella boldrini@ To order any current or back issue

ot Business Insurance, call the sin-
gle-copy sales division of B/'s Cir-

culation Department
313/446-1609

LIST RENTAL
Portions of 8/'s subscriber
database are available to quali-
fied companies for list rental

For available titles and a price

quote, call our list broker
800/678-9595



UNPRECEDENTED!

1 Adds value to the deal

1 Genuinely cares

! Has a global network

1 Has technological expertise

1 Best at meeting needs ‘

1 Easiest to work with

1 New ideas

1 Knowledgeable representatives
1 Superior risk management services
! Best research services

1 Superior level of service

1 Competitively priced

nds Ji i digu g o dndi e

Thank you, clients, for rating us
number one in every category.

1999 Survey of Ceding Company Attitudes About Reinsurance
Independent survey conducted by Flaspohler Reyes Business Research

GUY CARPENTER

Reinsurance Intermediaries Worldwide
WWW.guycarp.com
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nligranfe Workers Compensation Conferencej

L "Which takes a lot of work, but formation IS provided to them "It's a great tool to communicate That is important because the com-
D I S n ey it's worth It," Mr Wilder said "It monthly, among other measures all the things that management pany operates in California and
takes constant communication be- A company bonus paid to man- might not be thinking of because in Florida, the two states with the
Continued from page 2 tween the case nurse, the claims agers is affected by their loss re- fairness if you are running the most expensive workers comp sys-
Disney surveys have found that adjuster, the light-duty coordina- sults That is a powerful tool for di- Magic Kingdom you have a lot on tems in the nation, Mr Wilder said
injured workers develop fears over tor and the area supernsor " rectrng their interest to worker your mind besides your workers "l really do believe that Disney's
issues such as how their medical The message starts early At Dis- safety, Mr Wilder said compensation costs," Mr Wilder most effective loss control tool is its
bills would be paid or how their ney's in-house first-aid stations, "It is amazing what happened said of the bonus system
rent would be paid if they could workers are treated with respect by when Walt Disney World told man- Tne litigation rate of Disney's The company was influential in ob-
not work medical providers Company work- agement that (a part) of their bonus workers comp claims remains the taining California system reforms
To remedy the problem, the em- ers comp representatives also are was going to be predicated on their best existing metric for measuring in 1993, he added
ployer stopped using a third-party available at the first aid stations to workers comp safety results,” Mr the success of its workers comp ef- Just recently, California Gov
administrator and began handling explain available benefits and a Wilder said The immediate inter- forts, Mr Wilder said Currently, Gray Davis vetoed a bill that
the claims itself Contact with in- benefits handbook iS mailed out est was "unbelievable,” he said "l only a small percentage of Disney's would have increased workers
jured workers became an obsession with each injury say that respectfully because man- wor kers comp claimants seek at- comp benefit Costs in the state by
and two years later the rate of liti- "Right off the bat, someone is agement was very interested be- torney representation, he said 20% to 25%
gated claims rate dropped by more telling you what you are entitled fore " "l think (the litigation rate) is
than half to,” Mr Wilder said "We take all The most important aspect of the more relevant than what your cost around again, he said
"(Just) by doing something as the guesswork and take all the fear bonus system is that It reaffirms is i think it's more relevant than There are not many things that
simple as communicating how the out " corporate recognition for the lin- the number of open claims you can happen like that," he said,
system works, how no-fault works Communication with managers portance of safety, Mr Wilder said hae,” Mr Wilder said "l think snapping his fingers "That willl in-
and that we are going to compen- is as important as communicating Risk management feels it is neees- that because our behef that success crease my costs 20% to 25% "
sate them fairly,"” Mr Wilder said with employees, who are called sary that the evaluation of mangers IS communicating with an injured Employers need to band together
To eliminate confusion, supervi- "cast members" at Disney, Mr is tied to safety, but the department cast member is totally reflected in and lobby to reduce costs and
sors, first-aid workers, Disney's Wilder said Managers also have to cannot enforce that alone how many cast members go out and shape the system Employers with
doctors, case managers, nurses, understand how the system works D.sney's risk management de- become represented We feel that is workers in California can do that
physical therapists and light-duty Part of their education on the partment is fortunate to have an one tangible that we can say to our by Joining a Sacramento-based em-
supervisors must all deliver the subject Includes a video on light- executive vp of operations who management we are proud of " ployer organization called Califor-
same consistent message to the in- duty All managers are shown the pushes the bonus issue, Mr Wilder To hold down ItS costs, Disney nians for Compensation Reform,
video and their department loss in- added also lobbies for legislative reforms Mr Wilder advised rm

Conquering fears of ergonomics }"%B*Challe#ge f

involvement legislatively,” he said

But the issue will soon come

iured employee

Employers utilizing the programs are seeing positive results

By MEG FLETCHER illnesses and lost workdays, earher re- and reduces the need for repeated mi-
turn to work, though with restric- cro-movements The typing program
MARINA DEL REY, Calif -The tions, reduced workers comp costs, consists of 15 hours of class time over
growth in demonstrably effective er- and improved worker morale, pro- five weeks as well as evaluations by a
gonomics programs is sending an im- ductivity and product quality medical doctor and Instruction by a
portant message to employers that For example, reductions in the fre- physical therapist
lack such programs, a consultant con- quency of injufies ranged from In addition, the city established an
tends 35%for the Sisters of Charity Health ergonomics team with at least one
Those employers need to put aside System to 91%for Texas Instruments, representative from each department
lingering uncertainties and develop while reductions m the number of lost Each team member undergoes 20
effective programs for their work- workdays per 100 full-time workers hours of ergonomics training and acts
places, said Chris Shulenberger, di- ranged from 35 for the Sisters to 122 as a liaison between that department
rector of ergonomics, occupational for Navistar and the city's ergonomics program
safety and health for the regional of- Texas Instruments experienced the The program has been credited with
flee of Clayton Environmental Con- most dramatic drop in the average reducing the city's workers comp
sultants in Pleasanton, Calif cost of a musculoskeletal disability clailns rate per 200,000 hours worked
He said most employers without claim, which went from $21,946 be- to 21 7 from 29 9 from 1993 to 1999,
programs approach them with trepi- fore the ergonomics program was ful- Ms Rolas said
dation because of two main fears ly implemented to $5,322 after Intel Corp 's ergonomics program
First, they fear the cost of a program For successful programs, "er- serves the company's 65,000 employ-
will be excessive because every em- gonomics is part of the whole safety ees producing computer chips and
ployee will request every possible er- and work process," Mr Schulenberg- other high-tech products and services
gonomic-related accommodation, er said The program is unusual because it in-
from footrests to keyboard trays, he Generally, successful programs cludes a database of employee-specif-
said He illustrated his point with a have in common what he describes as le workstation requirements, such as
cartoon of an excessively equipped "critical program elements" manage- height of work surface and keyboard
typist, which dlew laughter from ment commitment, employee involve- placement preferences, said Earnest
those attending Business Insurance's ment, systematic identification of Ray, the company's occupational er-
recent Seventh Annual Workers Com- problem jobs, implementation of con- gonomist That information is invalu-
pensation and Disability Manage- trol options, employee education and able in establishing appropriate
ment Conference training, and medical management workstations, because every employ-
Among the other panehsts speaking ee changes workstations an average of
what they see as a lack of scientific were representatives of two recent once of year, he said
evidence supporting the need for er- California winners of The Center for
gonomic improvements on the job Office Technology's national Out- drives the direction of the ergonomics
This concern persists despite positive standing Office Ergonomics Award program, which includes representa-
gains in productivity and worker The City of San Jose was honored in tives from management, occupational
health other employers are reporting 1998, and Intel Corp in Santa Clara health personnel and other profes-
as a result ot their ergonomics pro- was honored in 1999 sionals, Mr Ray said
The City of San Jose, which em- Intel also emphasizes medical case
Mr Shulenberger hkened the situa- ploys 7,000 workers, adopted several management, seeking to assess imme-
tion to 18th century naval captains of the aforementioned components diately and treat musculoskeletal first
accepting that seamen needed to eat when it began its citywide ergonomics aid cases before they become more se-
limes to keep from getting sick, plogram in 1994, though it did not re- nous
though scientists then-who did not ceive major funding until fiscal 1996, Intel's results demonstrate the pro-
yet fully understand how Vitamin C said Marynka S Ro]as, the city's safe- gram's effectiveness In the last five
helped pi event scuivy-could not ty and ergonomics managei years, musculoskeletal disabihty rates
precisely explain why The program's mission was "to re- have dropped 93 9% and lost-day
In addition, Mi Shulenberger pre- duce employee injury from exposure rates have dropped 943 % Mi Ray
sented information about positive re- to risks associated with repetitive mo- said
sults of ergonomics programs that the tion and cumulative trauma disor- Small employers have a more diffi-
U S General Accounting Office re- ders " The program's approaches in- cult time dealing with ergonomic
pot ted in case studies fioni several clude workstation or worksite evalu- problems because they often shop for
different employers, including Amen- ation and design, informational lee- workers comp coverage guided by
can Express Financial Advisors Inc, tures and self-assessment classes, and prlee rather than service, said R J
AMP Inc, Navistar International product evaluation
Tl ansportation Corp, Sisters of Char- One of the most popular selvices is sorfor the State Compensation Insur-
ity Health System and Texas Instru- a 'motion-based ergonomics key- ance Fund of California "Ergonomics
Inents board re-training program"” that is an investment in the future,"” she
Overall, he said, those companies teaches workers a new typing tech- said
saw many benefits fl om ergonomic nique Similar to piano playing, the Mr Shulenberger modelated the
programs, including reduced injuries, technique uses larger muscle groups session

Employers' second fear comes from

In addition, a "cross-site”" team

glams, he said

Banks, ergonomics services supervi-

await employers
in near future

By JUDY GREENWALD

MARINA DEL REY, Cahf -Rising loss costs, pending legisla-
tive changes and a slow-growing workforce spell possible trou-
ble for employers in the workers compensation arena at the turn
of the century

But a well-organized nsk management strategy and a focus on
changing companies' corporate culture can help meet these
challenges, say experts

The workers comp system may well be headed for another h-
nancial crisis as losses continue to mount and trial lawyers,
unions and others begin to gain legislative ground against em-
ployers, said Peter Burton, senior vp-state relations for the Boca
Raton, Fla -based National Council on Compensation Insurance

Mr Burton said that, after several years of rate decreases,
there are signs that workers comp rates are beginning to in-
crease In Oklahoma, for instance, an increase was filed for the
first time in eight years, he noted

But at the same time, the average cost per case Is increasing
because of llsing medical and lost wage costs Although loss fre-
quency had been at an all-time low, it is now bottoming out and
an uptick is expected to follow

These factors, along with a high combmed loss ratio, is "really
a recipe for disaster,"” warned Mr Burton, speaking last month
at Business Insurance's Seventh Annual Workers Compensation
and Disability Management Conference in Manna del Rey,
Callf "How that affects the marketplace is yet to be tested," he
said

Furthermore, he said, "the pendulum is about to change in the
legislative arena " Dunng the early 1990s, he said, workers
comp reform legislation favored employers Now, though, other
groups, including organized labor and trial lawyers, are seeking
their due as well

If they are successful, that factor, combined with workers
comp's detenorating financial position, means "we are probably
gong to see a financial crisls m workers comp similar to what
we saw in the '905," said Mr Burton

Current legislators do not have the "appetite" to refocus on
workers comp reform, nor do they now have the institutional
knowledge to do so successfully, said Mr Burton The pendulum
could swing away from reform, which could cause a serious
problem, he said

There are mitigating factors, he acknowledged "What's m
place today did not exist in the '905," said Mr Burton For in-
stance, managed care techniques are much more prevalent,
claims management techniques are much better and anti-fraud
techniques have had a positive effect, he said The changes that
have been embedded ill the system will remain

Although Mr Burton said he feels "cautious optimism about
what's in place all indicators are the workers comp market-
place is moving in another direction "

Ken Ross, a senior vp at Philadelphia-based Intracorp, said
the drivers of change Include 90 nullion Americans

See Future on page 54
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F u tu re comp program include a "teleplus" said "Do you know what's coming
accident reporting system, a re- around the corner? Changes are
turn-to-work commitment, er- happening weekly," he said "Be
Continued from page 52 gonomic consultant reviews, a ded- alert to that "
suffer from chronic ilinesses, in- icated account team, performance Finally, he said, if you have a
c.uding 39 million who have more measurement, accountability, a strategy, "put something in writ-
than one chronic ailment, by the preferred provider network and ing "
year 2025,40% of the workforce medical utilization review
u 111 b e con si dered " older ", an d the

Teamwork, creativity
essential to winning

By ROBERTO CENICEROS

Larry L Hansen, national prac-
"What can you control and what tice leader of safety management
workforce is growing at a rate of can you not control? That's one of and organizational perfoimance to whoever your audience 1S," she
only 1 1% per year my big issues," he said "There are services for Wausau Insurance Cos MARINA DEL REY, Califf -Risk said "This is probably the most crit-
"The name of the game is getting so many things that you have very in Syracuse, NY, said there are managers who've put together win- leal part of this process We came up
people to work and keeping them little control over " multiple strategies that have to ning workers comp teams say that with what we thought the standards
there,” said Mr Ross These include insurer or come together on both the opera- several practices, including imple- should be, went to our vendor, and
Also talking at the session was provider consolidation, acquisition tional and tlie organizational sides menting creative programs to train they had a different intel'pietation
, Edward Franckiewicz, director of vs organic growth, merger or ac- of the business to generate excel- line managers, conducting vendor of language, and we actually fought
I _sk management for San Francis- quisition of the broker function, re- lence m performance audits and hiring assertive workers over httle words here and there "
co-based Del Monte Foods He de- design of the corporate risk manag- World-class companies follow comp experts, are essential The employer's broker conducts
smbed how, in 1997, the company er role, legislation, new insurance traditional strategies, including an Building a successful team is nec- the audits, consisting of system and
moved from a retro large-risk con- products, the underwriting cycle, emphasis on programs, compliance essary, because the workers comp claim file reviews How many files
tributory dividend plan to a three- catastrophic occurrences, the tech- and technical aspects But they also manager acting alone cannot reduce will be looked at, what type of files
F year guaranteed loss combined nology revolution and changes in focus on their company's culture, all injunes and their costs Nor can wl]1 be exammed and a specific time
plan that includes general liability the workplace, among others said Mr Hansen, with other critical a single solution solve all potential frame for the vendor's rebuttal of
and auto, for a present-value sav- But having a well-thought-out elements that include organization problems, the risk managers told the the audit's findings are among the
'ings of $1 2 million Del Monte is a 1nsk management plan and strategy systems and leadership Seventh Annual Business Insurance standards specified by Mattel
client of Kemper Insurance Cos can help address events that can be The cumulative effect IS "what Workers Compensation and Dis- "You need a hmited time for a re-
"We are a slim, mean fruit/veg- controlled, said Mr Francklewicz people do," said Mr Hansen, who abihty Management Conference buttal,” Ms Melchionne said "The
etable machine right now.," he said Ask these questions "What will added that he expects companies to Suzanne Guyan, director of inter- first year we did this, we had a ter-
Del Monte's program includes a your industry, company and risk move toward a recognition of a national workers compensation for rible time with time frame Our ven-
cedicated claims unit in California management unit profile look like need for these strategies in the Year Costco Wholesale In Issaquah, dor thought they should have forev-
and dedicated outside counsel It in one, three and five years from to- 2000 Wash, has such a team m place er to come back and give us a rebut-
has also introduced expanded loss day?" he asked The session was moderated by Perhaps ItS most unusual member, tal "
control services, Mr Franckiewicz Evaluate your personal comfort Jeffrey W Pettegrew, vp-insurance though, is Bobbi, a life-size dummy Now, vendors know exactly when
said index-PClIl-with today's technol- and risk management, at Walnut used to explain to warehouse man- they have to return with a rebuttal
Features of Del Monte's workers ogy revolution,” Mr Francklewicz Creek, Cahf -based Westaff agers how Costco's team helps in- The rebuttal also has to be returned

Jured employees recover as soon as in written form with accompanying
possible documentation

and it can have different meanings

During workers compensation "It's very easy for them to say, 'Oh
boot camp, called "Bobbi Day," vo- yes, that was in a file," " Ms Mel-
cational specialists, claims repre- chionne said "So, let them prove it
sentatives, a Costco attorney, an was in a file "
employee assistance program repre- At SYSCO Food Services of San
sentative and other experts explain Francisco Inc, David J Chetcuti,

Raising worker involvement

I what you're entitled to get

can limit comp battles: Panel

By JUDY GREENWALD weeks later and there IS nO development for Hartford,
record of the accident having Conn -based Specialty Risk
MARINA DEL REY, Calif - occurred, an adversarial rela- Services Inc and moderator of
Employers can avoid adversari- tionship is immediately created the discussion, agreed No-
al relationships with inJured If, on the other hand, the em- where is teamwork more impo/-
workers by telling workers ployer tells its employees to re- tant than in the design and exe-
what they are entitled to before port any incident right away, cution of a well-thought-out re-
they ever get hurt, a risk man- "you're protecting yourself,"” he turn-to-work program, she
ager says said said
Return-to-work programs, in The more time it takes an em-
particular, can be made less ad- ployee to report an accident, to-work program can't be built
versarial and more effective by the more it ultimately costs, he without communication” be-
encouraging a partnership in- said "It's not rocket science " tween the employer, physician,
volving the employee, employer Workers are not out to de- TPA and, most important of all,
and other parties involved, an- fraud their employer, and they the injured worker, said Ms
other risk manager and insurer truly want to get back to work, Sanchez
say Mr Sherman said To make this Mr Renaud also said that,
"We've got to get the adver- happen, "l think we have to under The Limited's program,
sarial relationship out of work- think out of the box a little bit," employees must provide a writ-
ers compensation,” said Mar- he said ten medical release indicating
shall Sherman, director of risk Some approaches for encour- medical restrictions for transi-
management for Philadelphia- aging return to work are still tional duty
based Al amark Corp 's Campus effective, such as sending cards Among the factors that
Services and School Support to iniured people and keeping should be considered in assign-
divisions ing transitional duty are the
"Attorneys have no right be- And Mr Sherman reminded duration of the assignment, the ,
ing in workers compensation,” employers to remember that number of days per week the
said Mr Sherman Because all "everyone's important in your worker is available, the Job de-
benefits are statutory, workers organization " scl'iption and necessary modifi-
should get whatever they are Even the dishwasher might be cations, said Mr Renaud
entitled to "and not a penny the most important person in an Be flexible in designing tran-
more ” operation if his or her absence sitional work assignments to
We force people to attorneys means that It W111 shut down, accommodate the employee, he
because we're stupid,” he said concluded Mr Sherman recommended Ask the employ-
"We don't tell them 'This is Philip S Renaud Il, vp-insur- ee for suggestions, retain the
ance for The Limited Inc in previous rate of pay and "do as-
i As a result, injured workers Columbus, Ohio, said his com- sign productive tasks," he said
seeking advice instead turn to pany has developed a process On the flip side, employers
the attorneys they see advertis- that allows an Injured employ- should not assign idle tasks, ex-
ing on television, said Mr Sher- ee to gradually take on tasks clude employees from company
man, who spoke at Buszness In- until he or she again reaches activities, or make assignments
surance's Seventh Annual full duty that are beyond employees'
Workers Compensation and The transitional assignment skills or abilities, he said
Disability Management Confer- should be one the employee is Involve the physician as well,
ence in Marina del Rey, Calif physically capable of carrying said Mr Renaud Make sure he
last month out, said Mr Renaud, adding or she understands the process
One question workers typi- that this requires a partnership and find out whether the doctor
cally have is what types of acci- involving the employee, third can visit the worksite
dents must be reported, said party administrator, employer Also speaking at the session
Mr Sherman The answer is and physician "Each should was Dr W Tom Fogarty, senior
that even a cut finger should be understand their role and carry vp and chief medical officer at
reported, because if that finger that role out," he said Addison, Tex -based Concentra
turns "green and fuzzy" two Annette Sanchez, vp-business Managed Care Inc

"A solid, functional return-

in touch with them

their roles to managers of Costco's SYSCO's workers compensation di-
warehouses, Ms Guyan said | ector, builds his winning team by
Bobbi Day is Just one of the sue- hiring only staff members who are
cessful programs the employer has experienced workers comp experts
implemented to help create a coop- They must not hesitate to enforce
erative environment, lower its liti- workers comp laws or make
gation rate, and obtain proper med- changes to return-to-work policies
ical treatment for injured workers or other programs if improvements
"In a nutshell, one of the ware- can result, he said
house managers told me that, as a Annually, every vendor on
result of the program, they now un- SYSCO's workers comp account,
derstand that, when they have an from adjusters to investigators,
employee who has an injury, they gathers for an evening out, Mr
need to do the nght thing because Chetcuti said
they have no excuse," Ms Guyan "Sure, it costs you a few hundred
said dollars, but it's worth it," he said
In a limited pilot program in one Meanwhile, the company has
work site, Costco is also using its found it difficult to fit a modified-
EAP vendor to improve its disabill- duty program into its environment,
ty program, Ms Guyan said "This is Mr Cheteuti said So the workers
an area that | think is going to be up comp department invented a class-
and coming," she said room where a teacher presents to in-
Costco has found that claimants lured workers a safety course ap-
who resist returning to work often proved by the federal Occupational
have problems that can be solved by Safety and Health Administration
EAP intervention, she said So now, "As a result, we have seen a
after 14 days of missed work, the tremendous change in our work en-

employer's EAP specialists contact vironment," Mr Chetcuti said "The

the claimant to conduct a "quality employees that hke to get off for the
check " If need be, they can provide summer by reporting an Industrial
counsehng on any EAP issues mjury, now they don't do that"

"It's an intervention that is proac- "Not only that," he said, "but we
tive, that identifies if there are any saw the severity of our injuries go
communication barriers with (the down Why? Because, all of a sud-
employee's) warehouse managers, at den, all our induries were medical-
home, or with the claims unit or only claims " And Mr Chetcuti not-
their doctor,” Ms Guyan explained ed that it is easier to close a medi-

Costco is now evaluating expand- cal-only claim, which involves time
ing the program companywide, she off solely for medical visits, than to
said close an indemnity claim
Employers should not forget that
Inc 's Corporate Insurance Depart- the injured employee is one of the
ment sets measurable standards for most important members of a win-
its claims handling vendors and ning team, said Barry E Thompson,
then audits and rates their perfor- national practice co-leader of dis-
mances, said Bernadette Mel- abillty management services for De-
chionne, Mattel's senior corporate loitte & ToucheLLP m Hartford,
insurance administrator in El Se- Conn Don't build a complicated
gundo, Calif program and then leave the employ-

Mattel's contracts also base ven- ee to figure it out on his or her own,
dor pay on their performance Spec- Mr Thompson warned
ifying precisely what is expected of "They need to be included," he
vendors is crucial to avoiding mis- said "That is extremely important
understandings, Ms Melchionne in team building That iS how you
said win the game-with the employee

"You can use one particular word, on board "

To build its winning team, Mattel
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Close coordination keeps transitional duty on track

By JUDY GREENWALD Ms Primas said once it is deter- then drawn up and signed, said nal call as to what's going to hap- ties can be added to the agree-
mined that transitional duty is ap- Ms Primas This agreement out- pen," said Ms Primas
MARINA DEL REY, Calif -A propriate for an injured worker, a lines both what the injured work- The employee works out of his If transitional duty must contin-
well-organized ti ansitional duty coordinator from either the local er can do and what his or her re- or her regular department during ue, the worker does not return to
program is key to a successful or regional level IS assigned to strictions are, with Marriott at- the first 30 days of transitional his or her own department, but
workers compensation program, monitor the program tempting to focus on the former, duty, said Ms Primas There IS rather is assigned elsewhere
says one manager who deals with This individual may be someone said Ms Primas never a problem finding work for One benefit of this policy, said
workers comp cases from human resources, or an occu- Under the agreement, there 15 a the employee to do, according to Ms Primas, is that most workers
Wynnie Primas, operations pational nurse, said Ms Primas, "clear understanding” that the Ms Primas Even at a small em- do not like working in other de-
managei at Marriott Claims Ser- who discussed her company's pro- worker does not receive workers ployer, there are a "zillion things partments, which creates more of
vices in Santa Ana, Callif, said a gram at Bus:ness Insurance's Sev- comp benefits without performing that need to be done, (that) nobody an incentive for the worker to re-
key element in her company's suc- enth Annual Workers Compensa- transitional di«ty, she said The gets around to doing,"” she said turn to his or her regular lob
cessful transitional duty program tion and Disability Management agreement also specifies that, in After the first 30 days, the em- After 90 days, the decision iS
is an agreement that is reached be- Conference in Marina del Rey, the event of any disagreements be- ployee returns to the doctor to made as to whether the worker can
tween a coordinator and the in- Calif, last month tween the worker and a supervi- learn whether the restrictions can return to his or her regular Job
lured employee A transitional duty agreement is son the coordinator "makes the fi- be lifted or whether additional du- See Transition on page 58

ment

Integrated programs

offer potential savings
once hurdles overcome

By MEG FLETCHER ) ) ) ) )
disabihty and long-tenn disabihty, according
MARINA DEL REY, Cahf -Integrated dis- to the 1998-99 survey by Watson Wyatt
ablhty management programs are good m Worldwide
concept, but implementing them requires In addihon, the average Indirect costs of dis-
overcomrng many challenges, workers comp ability-which includes the costs of overtime,
experts say replacement and accommodation-is almost
For most employers, "the appetite is 7% of payroll
tremendous" for Integrated disability manage- "If you combine those two, it is nearly 13
ment programs, said Jerome Shalauta, man- cents of every dollar That's huge That's a big
ager of Zunch U S 's national program for ac- number," said Mr Gelb, who moderated the
cident and health special risks and who is panel
based m Glendale, Calif The objectives of Integration, however, go
However, "it's a longer process than we an- beyond improving financial results, he said
ticipated," noted Mr Shalauta during a panel They also should Include speedmg employees'
discussion on mtegrated programs during the return to work, increasing productivity, re-
Seventh Annual Busmess Insurance Workers ducing administrative redundancies, improv-
Compensation and Disability Management mg employees' health, eliminating dual or
Conference in Manna del Rey, Cahf overlapping coverages and consohdating ven-
"For us, some coordination and disability dors
management is the nght thing to do," said Implementing such programs, however, re-
Kathryn Florek, ditector of occupational quires overcoming many challenges, such as
health and safety at Cathohc Healthcare West the lack of important financial data
117 Oakland, 7.1,f "The opportunities abound" Some employers have not yet quantified
in the company, which has 50,000 employees what they spend for non-occupational health
m 48 locations and spends about $35 milhon care, including both direct and indirect costs,
annually in wot kers compensation costs, she Mr Gelb noted
said Cathohe Healthcare, for example, has begun
Cathohc Healthcare, like many employers, a benchmark study to get more information
has not yet developed an integrated disabillty about its human resource expenditures, Ms
management program, though, because of the Florek said
many challenges Involved That information is particularly Important
The first challenge is defining the compo- because senior managers prirnarly have a
nents of an integrated disability management "bottom hne" onentation, Mr Gelb said
Other challenges include getting risk man-
The components are "very vaned," and em- agers and human resource managers to coor-
ployers often want flexibihty m their pro- dinate their different views of what constitutes
glams, Zunch's Mr Shalauta said proper treatment of employees, said Mr Sha-
Robert Gelb, vp and general manager of Bay lauta of Zurich
Brook Medical Services, a Diamond Bar,

program

Fighting insurance fraud

Investigate all suspicious claims, panel says

By MEG FLETCHER ly fraudulent claims and reporting them to
prosecutors

MARINA DEL REY, Calif -The basics of "You as employers can have a dramatic ef-
fighting fraud in the workers compensation feet,"” he said For example, the Callforma
system remain unchanged Constant vigi- Highway Patrol launched a campaign a few
lance in reviewing claims and reporting sus- years ago to investigate questionable re-
picious claims to authonties guests for disability-related retirements

Such reporting, which is required in Cah- The CHP rooted out three employees whose
fornia, should be made by all insurers and alleged "disabllities” did not interfere with
self-Insurers, regardless of whether the sus- their being a rodeo queen, square dance king
pect is a worker, employer, insurer, health or let skier, respectively The three were ar-
care provider or attorney, a panel of experts rested, and publication of those arrests had a
said during Bus:ness Insurance's Seventh significant deterrent effect, he said Subse-
Annual Workers Compensation and Disabil- quent disabihty-related retirement requests
ity Management Conference, held last month dropped to less than 8% from 75% previous-
in Marma del Rey, Calif ly, Mr Newman said

It is important to remember that "scam Sometimes, however, employers them-
artists go to great lengths" to perpetrate selves are the problem
fraud, said John P Massucco Jr, chief of the
Insurance Fraud Division of the San Diego more than 900,000 employers m the state,
County District Attorney's Office about 20% either do not purchase state-man-

For example, a videotape Mr Massucco dated workers comp coverage or misrepre-
presented showed an elderly lamtor confess- sent themselves to obtain a lower premium,
mg to putting rocks in his shoes so he could panehsts said
display more of a hmp before a judge durmg State authorities are currently working to
a sentencing heanng A deputy, who had dis- develop a task force that w111 address this is-
covered the lanitor's ruse after he was sen- sue and level the playing field for law-abid-
tenced, returned the lamtor to the court room mg employers, panehsts said
where he received an additional scoldmg by Using insurance industry resources, in-
theludge cludmg good Investigators who pursue

Many scam artists, though, are more so- fraudulent claims in person, can help resolve
phisticated and well organized, said N K such claims, said Bill Randall, Pacific Region
"Keith" Newman, a Cahfornia Insurance De- Manager for Special Investigations for Lib-

partment deputy commissioner who special- erty Mutual Insurance Co in West Sacra-
izes in fraud detection

California authorities estimate that of the

mento, Calif
Insurance fraud is second only to tax eva- Successful resolution can mean a return of
mon as the most frequent white-collar crime benefit payments According to the law, ben-
in the United States, said Mr Newman, who efit payments can stop once a claimant is ar-
previously worked for the California High- rested, if he or she is convicted, all such pay-
way Patrol ments must be returned, he said

Speakers estimated the annual cost of U S Unfortunately, California statistics indi-

fraud at anywhere from $85 billion to $100 cate that many insurance companies are not

Risk managers are more focused on produc- , billion That iS for both direct and indirect reporting suspicious claims, said Mr Ran-

Cahf, division of QTC Management Inc, said tivity through gettang people back to work and ] costs, which include such expenses as higher dall He urged employers and insurers to co-
there are four key components m his defimbon job accommodation, while human resource | prices for goods and services, lower wages operate with fraud investigators by reportmg

of an mtegrated disability management pro- managers are more focused on providing ben- | and lost prohts

gram efits to workers, he said
* A 24-hour covetage program through al- "The largest problem is the absence man-
liances between workers comp and group agement on the non-occupational side," said
health Insurers Ms Florek In addition, "there is a tremendous
« Human resolu-Ces Initiatives to effectively amount of education that must be done with
manage sick leave, long-term disabihty, short- Individual (health care) providers," she said
term disabillty, workers comp, health cale One example of this is explaining to medical
costs and lost time providers the job-related accommodations
= Internal and external staffing of resources employers are wilhng to make to bnng for-
such as rehabilltation counselors, return-to- merly injured workers back to work sooner
work coordinators, medical case managers, the panellsts said
third-party admimstrators and medical The growmg 1Ssue about an employee's nght
to medical records pnvacy may also pose a
« Total health care management linlang em- challenge to implementmg Integrated disabill-
ployee well-being with improved productivt- ty management, Mr Shalauta said
ty In addition, employers may face the chal-
Mr Gelb said he considers all four compo- lenge of determining to what extent an inte-
nents important Lf an integrated disabillty grated disablhty management program should
management program is going to make a dent be implemented as a centrallzed or decentral-
in employer costs for occupational and non- ized system, panellsts said
occupational health care Despite the challenges, employers can bene-

pinviders

He said that the average direct cost of dis- fit from implementing such programs even 1 case

thenn

While the numbers may seem huge, actions Investigators now have available more
by lawmakers, employers and insurers can computer-based programs to help root out
make a difference, primarily by publicizing suspicious information that may indicate po-
fraud convictions and deternng imltators, tential workers comp system abuses, said
the panehsts emphasized Michael D Gantt, senior vp-Claims and Ben-

California workers comp reforms in 1993 eflts Solutions Group for Pollcy Management
stopped most of the workers comp claims Systems Corp in Columbia, S C
"mills” that churned out suspicious medical One program entails searching for similar-
reports for fraudulent claimants, Mr New- itles m data on filed claims, including Social
man said Security numbers or medical provider data

There is much more to do, however "Fraud Finding such similarities may mean a suspi-
is a dynamic game It's not a static game," he cious concentration of claims being filed by
said one person or treated by one doctor

Mr Newman said that employers, insurers Another software program that provides
and others need to develop and follow these lost-time parameters for particular injuries
four business management practices may provide employers or insurers with data

« Have a ph110sophy of caring for legiti- to speed up an indured worker's return to the
mately injured workers job A treating physician who sees such data

* Prepare supervisors and manages to in- maybe encouraged to release the worker ear-
vestigate and report suspicious claims lier than he or she originally planned, Mr

* Practice those pollcies in each individual Gantt said
The session was moderated by Mr Mas-

ablhty as a percentage of payroll totals 6 3%, though they may do so using "baby steps," Mr 1 « Pursue wrongdoers by denying apparent- succo
Em 1

including woikers comp, sick pay, short-term Gelbsaid
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T r.a n S iti O n ment has been "a real challenge for developed internally are used to
us" as well, said Mr Boggs "help measure the impact of our - .
Mr Boggs said after Pep Boys' program,” said Mr Boggs C u ttl n g StreSS CI a I I I l S
Continued from page 56 rapid expansion three years ago, Pep Boys also relies on a survey

Many times, the worker cannot, each department was asked to ex- of its workers, asking them ques-

in which case it is time to "start amine how it could best retain the tions about the effectiveness of its NIOSH OffiCiaI UrgeS attention tO riSk

strategizrng" to decide whether the company's profits workers comp program, including
company can provide a permanent Pep Boys wanted a "cutting- factors such as claims management By ROBERTO CENICEROS Mr Sautersaid "Workers reporting
modified-duty or alternative Job, edge" workers comp program, said and medical care The survey also depression have a 70% increase, and
said Ms Primas gathers worker perceptions about MARINA DEL REY, Cahf -It iS when you combine the two, you get a
Transitional duty can bring sub- effectiveness of its insurer "One cornmon forsurveys of workerstore- synergistic effectof 156% merease m
Stantiél savings for emplO)_/erS, S?id Data from employee thing about employees, they will veal that one-fourth to one-third feel health care utillzation"
Ms Primas If a company is self-in- . tell you what didn't happen," said they are burned out, emotionally To help alleviate problems, NIOSH
sured, it pays the worker anyway ~ Surveys is used to Mr Boggs All this data is used to drarned or stressed out, says an occu- favors companies seeking worker m-
And i:fit is Insured, injured work- | hagsure'where we're measure "where we're really drop- pational health and safety researcher put before major reorgantzations are
ers affect the employers experl- ng the ball," he said | can give you many, ma ey made j workplace, said Roger A
ence modification,"so really, the really dropping the ball, Performance guarantees are an- findmgs that prgwdé the same Rlnauﬁoéa a‘NTCS@H research psycﬁolo-
bottom hne iS_ the same, Sh? said says Anshell Boggs. other key element in Pep Boys' pro- of data," said Steven L Sauter, chief gist A circular survey of workers IS
Also speaking at the session was gram They are designed to "really of apphed psychology and er- also advised
Anshell Boggs, workers compensa- stretch” the claims management gonomics for the National Institute “Find out what is going on before
tion manager at Philadelphia- process as well as the third-party for Occupational Safety and Health's any kind of changes are made," he
based Pep Boys, who said among Mr Boggs "We're not looking for administrator, said Mr Boggs Taft Labs in Cincinnati said "The other important part of
the challenges facing the automo- Just the basics," he said The com- Another element is a quarterly Lean production staffs, longer any organizational change is partici-

tive parts retallel and repair oper- pany wanted to make sure fre- claims report card, which mea- work hours, and an aging and diverse pation If you want to make changes
ation is coordinating workers quency and severity were not in- sures factors such as total-loss in- workforce are all factors that are on work-not only m work scheduling,
comp in multiple locations Pep creasing, and to focus on costs that dicators, litigation, subrogation, the rise and adding to worker stress, but m other rearrangements-change

Boys has locations in 36 states and could hurt profits case management and managed Mr Sauter said will work better if the dialogue is
Washington, DC, and Puerto One of the key elements in Pep care "There really shouldn't be Work shdt changes, corporate re- there "
Rico Boys' workers comp program is its any surprises," said Mr Boggs organizations or other management A circular survey method, which
"We have a lot of challenges in risk management Information sys- Also speaking on the panel was changes can exacerbate the problem, evaluates and then later re-evaluates
keeping things consistent," said tem, said Mr Boggs "We are a true Peter Rousmaniere, president of he said But employers can take steps the workplace chmate, can unveil
Mr Boggs believer that using these types of Cambridge, Mass -based Rousman- to alleviate the stress associated with worker concerns and encourage their
Furthermore, Pep Boys' work- systems is really where it's at," he iere Designs The session was mod- those changes, he said One strategy participation m determining out-
force is diveise, and "they bring a said erated by Maria A Bayne, presi- mvolves obtaining a work chmate comes, the researchers said New
lot of different issues to the table," In addition to working with its cent of San Diego-based Bayne survey and worker Input York-based Corning Inc obtamed
said Mr Boggs Claims manage- insurer on a RMIS system, reports Consulting Group Ltd Some risk managers and others in NIOSH assistance and implemented
corporate management tend to dis- such a strategy, Mr Sauter said
niss the Impact of stress, considertng Commg began by presenting

Te Ch n O I Og y S e e n aS pOWe rfu I a I Iy it an impossible issue to manage, Mr workers with a general climate sur-
Sauter said But there are actual vey exploring several factors, melud-
workplace costs associated with ing how employees were coping with

. . for each state or for a group of states stress-a factor that is driving more stress, their current stress levels,

Com p data aldS IOSS ContrOI ’ SaVanS Loss triangles are methods of analyz- organizations and corporations to work satisfaction and feehngs of em-
1ng loss development by arranging in study the issue, he said during the powerment, Mr Sauter said

By ROBERTO CENICEROS management information, said Paul : table various claims data over a pe- Seventh Annual Business Insurance The company then developed em-

) Jester, vp-marketing in San Diego nod of time Workers Compensation and Disabili- ployee focus groups to bring to hght
MARINA DEL REY, Calif - for HNC Insurance Solutions, a unit Being able to develop loss tnangles ty Management Conference, held last specific nsks and find solutions In a -
Michael J Tilley recalls when about of HNC Software Risk managers within minutes gives him instant in- month two-step process, Coming focused on
eight years ago, the workers compen- should have at their disposal enough formation on where problem areas One major pharmaceutical compa- organizational changes and strategles
sation department of Kelly Services information about technology to he, Mr Tlley said ny carefully studied its workers' for coping with stress That informa-
Inc had lust one computer for every- make them, at the least, more mquis- Kelly also uses its data evaluation stress and the related medical costs, lion was used to improve team skills
one to share, yet every desk had an 1tIVe about available products, he technology for other functions, such Mr Sauter said and organizational skills
electric pencil sharpener said as claims mventory management, Among other findings, the study Corning then examined how man-

It was an mefficient way to handle There is a lot of value in data, and closure rate determination, spread- showed that workers who reported agement processes subsequently pro-
the 10,000 claims per year generated a lot of data available, Mr TiHey ing costs among busmess units and suffering from high levels of stress ceeded, evaluatrng issues such as or-
by the 800,000 temporary workers agreed measurmg various factors, such as were, on average, 25 times more hke- ganizational cohesion, efficiency,
that Kelly deploys annually from its "It's amazing that today | can dnll loss rate or frequency ly to suffer from coronary artery dis- productivity and morale They also
1,800 branch offices nationwide Un- down through the data and tell you There is a huge amount of data out ease and 2 8 times more hkely to suf- assessed the impact on medical costs,
der this system, boxes of claims m- withm three minutes how many m- there, and its avallabillty continues fer from increased hypertension looking at factors such as the use of
formation piled up, and no one Junes we have in Paducah, Ky, for 110 grow, said H Michael Covert, re- The company also concluded ulcer drugs, and the incidence of ten-
touched them, said Mr hlley, vp- individuals 18 to 21 years old for the search and development chief techni- workplace stress was adding $4 mil- mon headaches, neck and back pains
workers compensation for the Troy, month of January, who were hired m cal officer for Alta Analytlcs, a West- hon annually to its medical costs Then they followed up with a sec-
Mich -based stafftng company December, who are suffenng a low- ervllle, Oho, company that creates "It is no longer OK in the corporate ond climate survey

Smce then, when he frrst joined the er-back pain caused by sllp and falls, products such as data mining soft- crowd to dismiss concerns about "Whether 11'S work schedule
company, Mr Plley has reaped divt- with reserves between $2,550 and ware called NetMap stress at work," Mr Sauter said (changes) or team work (changes), or
dends from mvesting in a risk man- $3,000," Mr Ttlley said While vast amounts of data in- "Major organizations are developing any type of organizational change,
agement information system and Such data can show hun where creasingly come from different internal programs to look fairly ag- it'S this is kind of crrcular process
continually upgradmg technology problems are occumng, he said sources and in vanous formats, gressively at thls problem " that we recommend,” Mr Sauter
Technological improvements allow For example, Mr Tmey can ftnd methods of converging and convert- According to Mr Sauter, a said
him to reduce loss costs by providing claims he considers to be stagnant mg differing data mto knowledge are database of information provided by NIOSH vmll assist compames by
quicker access to greater amounts of and in need of immediate attention evolvmg, Mr Covert said several large corporations was re- providing Information booklets and
claims data Those include medical claims that Such capabilltles mcreasingly wlll cently analyzed to evaluate the rela- study support NIOSH can be

Efficient use of technology also are stlll open after 40 days He uses a help busmess exchange information, tionship between health care utihza- rea'ched at 800-356-4674 Consul-
helps him avoid expanding his staff 40-day benchmark because looking and they w111 help workers compen- tion, stress and other llinesses tants and local expertise may also be
slze, which is now seven at 15 years of trends has shown him sation managers combme data and These data very interestingly available For example, university

Even a basic RMIS system can help that medical claims typically close mine it to find hidden practices, such show that workers with high levels of departments of psychology can pro-
immensely with claim processing within that time as provider fraud or claimant fraud, stress have a 46% increase in health vide questionnaires and workplace
speed and data analysis, Mr Ylley Indemnity claims without finan- Mr Covert said Eil care utilization in the workplace," assessment tools, he said
said cial activity within the past 90 days

But going beyond to basics and are also suspect, he said
having an almost "evangehcal” behef "That means our camer has not
m technology and state-of-the-art changed their reserves, nor have they W k p f t g I
systems is becoming increasingly made a payment,” he said "That O r CO m _CO n e re n Ce a a a n Ce
critical, said speakers at the Seventh claim is stagnant, and nothmg has

Annual Business Insurance Workers happened in 90 days | want to know MARINA DEL REY, Cahf -A Del Rey, Calif ployees to useful work and
Compensation and Disability Man- why " dozen sessions, including four The conference, presented in high-tech solutions to managmg
agement Conference, held last month With his RMIS system, Mr Tilley concurrent ones, kept 245 peo- conlunction with the Interna- disabilities.
in Manna del Rey, Calif can identify and call up information ple engaged during Business In- tional Business Forum in The format, which Included
As greater amounts of data become on such claims in less than a minute, surance 's Seventh Annual Rockville Centre, NY, analyzed both individual speakers and
available from disparate sources, m- print a copy, and quickly dispatch it Workers Compensation and several significant issues, in- panel discussions, also allowed
cluding the Internet, risk managers to one of 27 offices nationwide that Disability Management Confer- cluding integrated disability attendees to seek answers to
should embrace Improved technolo- process Kelly claims ence, held Oct 18-20. management, advice on reduc- specific questions
gy to integrate that information and "l can actually go down and speci- Attendees also could min a ing shiftwork and job stress, Next year's workers comp
interact with the orgamzations that fy whith branch office has the claim, pre-conference golf outing as combating fraud, measuring the conference will take place Oct.
willl provide it, the speakers said and | get an immediate response, so well as a private, employer-only performance of employers' 16-18 at the same location For
While it is trite to say that thmgs my files are now up to date,” he said roundtable discussion as part of workers comp programs, more information, call Interna-
are changing every day, there is an His data analysis capabilities also the two-day conference at the . award-winning ergonomics pro- tional Business Forum at 516-
explosion of companies offering are much improved, allowing him to Ritz-Carlton Hotel in Marina grams, returning injured em- 594-3000

products that enhance access to risk create a wide range of loss tnangles
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6 Boot camp' whips workers comp program into shape

By JUDY GREENWALD

MARINA del REY, CALIF.-A
"boot camp" in which key employ-
ees get intensive training on funda-
mental workers comp principles is
the centerpiece of an automotive
parts manufacturer's successful
workers comp program, says a
company official.

"The question | pose is, how can
we do better for our people?" said
Douglas Hamrick, director, envi-
ronmental health, safety and ener-
gy at the Troy, Mich.-based auto-
motive trim division of Textron

Inc.

"The most important thing about
managing any disability is the per-
son, and anything else takes care of
itself,” said Mr. Hamrick, dis-
eussing his basic philosophy.

The one reason for workers com-
pensation is to make people better,
said Mr. Hamrick. "That's it." Ev-
ery worker expects to go home
from his job, he said. "We expect it
of ourselves and we expect it of our
people,” said Mr. Hamrick, who
spoke at the Seventh Annual Busi-
ness Insurance Workers Compen-
sation and Disability Management
Conference in Marina del Rey,

Calif., last month.

But there is also a financial ele-
ment to workers comp. For every
dollar spent in direct costs, includ-
ing medical fees and lost-time
wages, there are $5 in indirect
costs, including replacement labor,
overtime, lost production, damaged
equipment and goods, missed ship-
ments and reduced productivity of
the injured employee, according to
Mr. Hamrick.

In his division's case, "this means
we have to sell $400 million of
product to pay for workers com-
pensation."

What can be done about this, he
said, is to eliminate accidents and
improve disability management.

"You've got to change the cul-
ture" to improve, said Mr. Ham-
rick, adding that commitment is
the key to changing it. If you do
not, he warned, "you'll get what
you've always got."

Health and safety operating
principles followed by his division,
said Mr. Hamrick, are:

» There is no work performed
that justifies an injury.

+ All occupational injuries and
illnesses can be prevented.

» Working safely is a condition of
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employment.

- Everyone is responsible and ac-
countable for the safe behavior of

themselves and others. "It is not
OK if someone sitting next to you is
doing something wrong," said Mr.
Hamrick.

- Health and safety is led by se-
nior management and implement-
ed by line management, with each
level accountable to the one above
and responsible for the one below.

= All employees will have the
necessary knowledge, skill and
abilities to work safely.

- Health and safety will be de-
signed into everything that is done.

- Safety is safety, no matter what
the industry.

- Safety is a process, not a pro-
gram.

« Good health and safety perfor-
mance is good business.

Core elements in his division's
workers comp program include ac-
cident reporting, returning to
work, training and education, es-
tablished goals and objectives and
claims management, said Mr.
Hamrick.

The business' workers comp
management system, he said, in-
cludes standard performance met-

Datebook

NOVEMBER

NOV. 8-9. P&C Pricing and Rate
Making Seminar, in Chicago, sponsored
by Dorman Consulting Associates; $895.

Dorman Consulting Associates, 1

Haverhill Court, Beachwood, Ohio

22122; 216-464-5678.

NOV. 8-10. Crisis Management Plan-
ning Course, in Phoenix, sponsored by
the Risk & Insurance Management So-
ciety Inc; $675 for members and $825
for non-members. RIMS, Professional
Development Department, 655 Third

Ave., New York, N.Y. 10017-5367; 212-
286-9292.

NOV. 8-10. Export Credit and Politi-
cal Risk Convention, in Washington,
sponsored by IBC Global Conferences
Ltd.; $2,000. The Bookings Department,
IBC UK Conferences Ltd., Gilmoora
House, 57-61 Mortimer St., London
WIN 8JX, England; 44-171-453-5498.

NOV. 9. Assn. of Lloyd's Brokers An-
nual Meeting, in Chicago, sponsored by
the Assn. of Lloyd's Brokers; first three
members of the same firm are admitted
at no cost, $30 each thereafter. Kathy
Kwell, kkwell@lordbissell.com; 312-
443-0700.

NOV. 10-12. Professional Liability
Underwriting Society annual confer-
ence, in New York, sponsored by PLUS;
$720 for members and $900 for non-
members. PLUS office, 4248 Park Glen

Road, Minneapolis, Minn. 55416; 800-
845-0778.

NOV. 11-12. Life Insurance Product
Development, Innovation & Distribu-
tion Summit, in New Orleans, spon-
sored by the Strategic Research Insti-
tute; $1,495. Strategic Research Insti-
tute, 333 7th Ave., 9th Floor, New York,
N.Y. 10001-5004; 800-599-4950.

NOV. 14-17. Mergers and Acquisi-
tions in the Insurance and Financial
Services Industry conference, in
Southampton, Bermuda, sponsored by
Strategic Research Institute; $1,595.
Strategic Research Institute, 333 Sev-
enth Ave., Ninth Floor, New York, N.Y.
10001-5004; 800-599-4950.

NOV. 14-17. Ninth World Captive
and Alternative Risk Financing Forum,
in Miami, sponsored by Business Instfr-

rics, highly effective teams, "part-
nership"” reviews of both the third-
party administrator's performance
and vendor service, and planning

to succeed.

He said the challenges that faced
the division in its drive to self-suf-
ficiency at the local level have in-
cluded numerous local operations,
inconsistent operations manage-
ment systems, an inconsistent
knowledge of fundamentals, and a
vaguely defined role for the work-
ers comp coordinator, which was
the added responsibility of some-
one in operations.

A primary solution was develop-
ment of the boot camp to educate
its employees. In this "total immer-
sion" experience, workers comp
coordinators, safety professionals,
operations managers and others
are educated on fundamental prin-
ciples and best practices and are
presented with a focus on returning
to work rather than on litigation
management or settlement. "Get-
ting people back to work as fast as
possible. That's the focus," said Mr.
Hamrick. Textron also educates
employees on standards of perfor-
mance and health and safety initia-

tives.

ance, Skandia/Sinser and Tillinghast-
Towers Perrin; $975 forrisk managens,
$1,250 for all others. Tina Gassman,
World Captive Forum, 4248 Park Glen

Road, Minneapolis, Minn. 55416; 612-
928-4659.

NOV. 15-16. Annual Employee Bene-
fits Conference for Practitioners & Plan
Sponsors, in Dallas, sponsored by
SouthWest Benefits Assn., $250 for
membens and $325 for non-members.
SWBA, P.O. Box 781982, Dallas, Texas
75378-1982;214-987-3271.

NOV. 15-16. Risk Securitization Con-
ference, in New York, sponsored by IBC
Conferences Inc, $1,999 for conference
and workshop. IBC USA Conferences

Inc., 225 TurnpikeRoad, Southborough,
Mass. 01772-1749; 508-481-6400.

NOV. 15-18. Annual Construction In-
surance Conference, in Chicago, spon-
sored by the International Risk Man-
agement Institute Inc, $925 until Oct.
25 and $1,025 thereafter. IRMI, 12222
Merit Drive, Suite 1450, Dallas, Texas
75251-2276; 972-960-7693.

NOV. 30-DEC. 1. Captives Confer-
ence, in Grand Cayman, sponsored by
IBC Confemnces Inc., $1,599 for confer-
ence and workshop. IBC USA Confer-
ences Inc, 225 Turnpike Road, South-

borough, Mass. 01772-1749; 508-481-
6400.

NOV. 30-DEC. 2. Global Retirement
Market Conference, in New York, spon-
sored by IBC Conferences Inc, $2,299
for full three-day event. IBC USA Con-
ferences Inc., 225 Turnpike Road,

Southborough, Mass. 01772-1749; 508-
481-6400.

DECEMBER

DEC. 2. Litigating Insurance Claim
Seminar, in Washington, sponsored by
MeKenna & Cuneo L.L.P.; no fee. Paul
DeGeest, McKenna & Cuneo L.L.P.,
1900 K St, N.W., Washington, D.C.
20006; 202-496-7500.

DEC. 4-8. National Assn. of Insur-
ance Commissioners Winter National
Convention, in San Francisco, spon-

sored by NAIC; $425 before Nov. 3, $450
before Dec. 1. 816-842-3600.

DEC. 5-8. Fourth Annual Summit on
International Managed Care Trends, in
Miami Beach, Fla., sponsored by the
American Assn. of Health Plans;; $1,395
for delegate registration at U.S. AAHP,

The one-week program is de-
signed to be an intense program,
with its culmination a goal letter
each person writes, said Mr. Ham-
rick. "We drive them pretty hard,”
he said "By Thursday, they're
ready to kill us."

Items on the boot camp agenda
include injury management con-j
cepts; labor and employment is-'
sues; system abuse; data analysis; ',
medical cost containment; the co-
ordination of medical care; file r@-
view; and implementation, commu-
nication and training.

Sixteen sessions have been com-
pleted since 1996, including two
annually from 1998, with more
than 300 people trained, said Mr.
Hamrick.

Among the program's results, he
said, is a total injury reduction of
70%, a 90% reduction in the rate of
lost days, 6,400 fewer lost days per
year and a 20% increase in annual
work hours.

Mr. Hamrick said the next
planned steps include an integrat-
ed disability management program
and advanced training and profes-
sional development. "You can't
spend too much time educating
people,"” he said. =1

Dept. No. 0612, Washington, D.C.
20073-0612; 877-291-2247.

DEC. 6. Competitive Intelligence in
the Insurance & Financial Services In-
dustry conference, in New York, spon-
sored by Strategic Research Institute;
$1,095. Strategic Research Institute, 333
Seventh Ave., Ninth Floor, New York,
N.Y. 10001-5004; 800-599-4950.

DEC. 8-10. P&C Product Manage-
ment Skills and Techniques Seminar, m

Phoenix, sponsored by Dorman Con-
sulting Associates; $995. Dorman Con-
sulting Associates, 1 Haverhill Court,
Beachwood, Ohio 44122; 216-464-5678.

DEC. 9-10. Financial Services Inte-
gration Symposium, in Atlanta, spon-
sored by Georgia State Universit,$450.
Anne Shaw, Georgia State Univensity,

P.O. Box 4036, Atlanta, Ga. 30302-4036;
404-651-0931.

DEC. 9-10. Insurance Coverage and
Practice Seminar, in New York, spon-
sored by the Defense Research Insti-
tute's Insurance Law Committee; $595
for members and $645 for non-mem-
bers. DRI, P.O. Box 72225, Chicago, Ill.
60678-2225; 312-795-1101.

DEC. 13-14. P&C Pricing and Rate
Making Seminar, in Phoenix, sponsoled
by Dorman Consulting Associates; $895.
Dorman Consulting Associates, 1
Haverhill Court, Beachwood, Ohio
44122;216-464-5678.

DATEBOOK 2000:

JAN. 19-21. Products Liability Con-
ference, in Las Vegas, sponsored by the
Defense Research Institute; $750 for
members and $800 for non-membens.
Defense Research Institute, P.O. Box
72225, Chicago, lll. 60678-2225; 312-
795-1101.

The Datebook is compiled hom no-
tices sent to Business Insurance. Notices
should be sent at least eight weeks in ad-
vance to Datebook, Business Insurance,
740 N. Rush St., Chicago, Rl 60611-
2590. Please include the cost, ifany, to
attend the meeting and infonnation on
registrationfor interested readers. Busi-
ness Insurance reserves the light to se-
lect meetings ofmost interest to its read-
ers and cannot guarantee that notices
witt be printed. Datebook listings also
are available on the World Wide Web at
http://unew.businessinsurance.com.
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Global Briefs

Rhine Re Group of Basel, Switzer-
land, is expanding in the United
States by acquiring Equus Re of
Norwalk, Conn., a division of Lum-
bermen's Mutual Casualty Co.,
which is part of Kemper Insurance
Cos. Equus reinsures property and
casualty risks in the broker market
and provides alternative risk trans-
fer and integrated program business.
Terms of the deal were not disclosed;
it is expected to be completed later
this year, subject to regulatory ap-
proval. . . .PricewaterhouseCoopers
has sent details of a proposed scheme
of arrangement for The Hawk Insur-
ance Co. Ltd. to all known creditors
and brokers of the company. PwC
said the scheme of arrangement aims
to ensure that the runoff of the com-
pany's London market reinsurance
business will be concluded within
the shortest possible time, with the
majority of assets distributed to
creditors before the end of 2000..
Lloyd's of London underwriting
agency Amlin P.L.C. has appointed
Richard Hextall as finance director.
Mr. Hextall will join Amlin from De-
loitte & Touche, where he is a direc-
tor specializing in insurance and fi-
nancial services. . . .The planned
merger of the non-life operations of
Skandia Property & Casualty Insur-
ance Co. Ltd. and Storebrand Skade-
forsikring A/S later this year has
been assigned a preliminary A rating
from Standard & Poor's Corp. Sub-
ject to regulatory approval, the non-
life operations will be merged into a
new company, called If...Property &
Casualty Insurance Co. Ltd. S&P
also has lowered to A from A+ the
long-term counterparty credit and
insurer financial strength ratings of
Storebrand Skadeforsikring. . . .The
Cassidy Davis Insurance Group, a
London-based unit of The St. Paul

Cos. Inc., has named Gordon Colyer
as chairman and chief executive of-
ficer of Cassidy Davis Insurance Ser-
vices Ltd., its administration and
claims handling company. Mr. Gor-
don currently is managing director
of CDISL. . . .AIG Europe (UK) Ltd.
is expanding its environmental lia-
bility underwriting capacity to ad-
dress what it sees as increasing cor-
porate demand for EIL coverage
across the United Kingdom. It is
adding a member to its environmen-
tal liability teams in both its London
and Manchester offices.... Lloyd's
of London syndicate 839, managed
by Chartwell Managing Agents Ltd.,
has appointed Graham Young as an
underwriter specializing in fine art
business. Mr. Young was formerly
with the fine art division of Swire
Blanch Ltd. . ..Ford Motor Co. has

agreed to set up committees to moni-
tor racial equality at each of its 13
U.K. factories. The decision follows
complaints of racial discrimination
earlier this month,. causing disrup-
tion at its main assembly plant in
Dagenham, England (BI, Oct. 25)

. .Britain's National Assn. of Pen-
sion Funds has launched an initia-

tive to improve the quality of invest-
ment-performance reporting by U.K.
pension fund investment managers.
The NAPF has drawn up proposals
for a United Kingdom Investment
Performance Standard, designed to
give purchasers of investment man-
agement services a higher degree of
confidence in the quality and consis-
tency of investment performance. It
will incorporate elements of the

Global Investment Performance
Standards launched in the United
States earlier this year by the Assn.
for Investment Management and Re-

search.

INTERNATIONAL
Turkish quake reforms proposed

Government responds to public anger 4U*i 94 -R-In 11P’

lapse caused most of the fatalities O -." - -~ msa

By MARIA KIELMAS

and injuries.

ISTANBUL, Turkey-The Turk- "The government had no plans to

ish government is promoting sev- deal with a major disaster," said

eral.proposals designed to mini-
mize losses from future earth-

quakes.

discussion include suggestions for
revising oversight of building
codes, compulsory liability insur-
ance for contractors and designers,
mandatory earthquake insurance
coverage and creation of a catas-
trophe insurance pool, among oth-
ers. The proposals come as the gov-
ernment faces public anger over
the fact that shoddily and illegally
constructed buildings sustained
most of the damage during the
Aug. 17 earthquake and their col-

Mustafa Erdi

,a professor of

earthquake englneerlng at the
Bogazici University in Istanbul.
Government proposals under "This earthquake hit the upper
and middle classes, so (the govern-
ment) can't forget it. It would be
different if it was in eastern
Turkey," he noted.
Mr. Erdik voiced his support for

compulsory liability ipgsyufdpge for -5

contractors and building design-

ers.
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"Those who do not get I|ab|I|ty IIm ¥m - —9 biv
insurance will not be able to prac-
tice," he said.

Insurance

See Turkey on next page

executives remai
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An Istanbul building lies in ruin following the Aug. 17 earth-
quake in western Turkey that officials say killed 15,814.

Danish Re opening Lloyd's syndicate

Company hopeful that market entry coincides with an upturn in pricing

By EDWIN UNSWORTH

LONDON-Tentative signs
are emerging in the London
market that reinsurers are
preparing for a hardening of
rates and underwriting condi-
tions.

Danish Re Group, for exam-
ple, is entering the market to
take advantage of an expected
upturn in rates.

Danish Re will start under-
writing today on its new syndi-
cate 1400 at Lloyd's of London,
seeking gross premium volume
in 2000 of up to £100 million
($167 million). It hopes by 2005
that premium volume will rise
to about £300 million ($502 mil-
lion).

Matthew Petzold, underwrit-
er for the new syndicate, said
Danish Re wants to have its ca-
pacity in place "to take advan-
tage of an upturn before that
upturn starts."

Separately, LIMIT P.L.C., the
largest corporate investor in
Lloyd's, said last month, when
announcing a dramatic im-
provement in its first-half re-
sults, that the market, while
still at a low point in terms of
rates, is improving for under-

writers.

LIMIT Chairman Jonathan Ag-

new said, "There are now many
classes of business where insur-
ance rates are at the bottom of
the underwriting cycle, and
some classes, particularly rein-
surance and commercial motor,
are already recovering."
LIMIT's pretax profit for the
first half of 1999 improved to
£29.6 million ($46.7 million)

from a £31.6
mllllon ($53

Insurance Co. lts closing, an-
nounced last January (BI, Jan.
11), less than 15 months after
its startup, was attributed to a
lower-than-expected return on
capital.

Danish Re, however, is one of
seven new entrants to Lloyd's
for the 2000 year of account.

Leif Corinth-Hansen, Danish
Re's chief executive officer,

pointed to differences between
Danish Re

million ;-Ibs@P(eletr;éﬁgaé

months

Sept. 30,
1998, the nearest comparable
period.

Mr. Petzold. a former under-
writer with Copenhagen Rein-
surance Co. Ltd., said there are
signs in certain classes of busi-
ness that the market is poised
for firmer pricing. One such
sign, he noted, is that, with an
accumulation of poor results, a
number of reinsurers have
dropped out of the market, thus
easing some of the overcapaci-
ty.

One of those to drop out was
Liberty Re Ltd., a London-
based unit of Liberty Mutual

to he seces as the

greater conn-
mitment of Danish Re's back-
ing. Danish Re is financially
backed by Trident Il, a private
equity investment fund man-
aged by Marsh & McLennan
Capital. The financial backing
has essentially been committed
to Danish Re for 10 years, he
said.

Also, by setting up as a syndi-
cate at Lloyd's, Danish Re does
not need to put up the same
amount of initial capital as Lib-
erty Re did as an independent

reinsurer.
Mr. Petzold sdid the decision

to set up at Lloyd's, rather than

as a separate London company,
was made partly because of the
strength of the Lloyd's regula-
tory environment, which is
more hospitable than the rules
of the Financial Services Au-
thority, the regulator for the
U.K. financial services indus-
try.

Lloyd's also offers immediate
access to security ratings-an A
by A.M. Best Co. and an A+ by
Standard & Poor's Corp.-that
would be difficult for Danish
Re to achieve on its own, Mr.
Petzold said.

Mr. Corinth-Hansen

that, initially, at least, Danish
Re intends to be primarily a
short-tail underwriter. It will
concentrate on areas such as
property/casualty, some prop-
erty facultative, and direct
business and marine.

He is careful to point out that
Danish Re has no intention of
adding undisciplined under-
writing capacity to the market.

"We won't be writing busi-
ness irrespective of the rating,”
Mr. Corinth-Hansen said. "We
are not here to write premium
income, if premium income has
to be achieved at the expense of
profit margins." ial

said

Zurich U.S. premiers coverage
for emerging-market bonds

WASHINGTON-Zurich U.S. has un-

the course of a bond for up to 15 years.

"They are looking for an enhance-
ment,"” he said.

veiled a new political risk insurance pro-
gram for capital market transactions
such as private placements and certain

bond issues.

The insurance is designed to

protect corporate bonds in Zurich U.S.

emerging bond markets-such
as Asia, Latin America and East-
ern Europe-against the risk of
currency inconvertibility, expro-
priation and political violence.
Zurich is the first private-sec-
tor insurer to offer such cover-

age, said Dan Riordan, vp and managing

@

ZURICH

director of Zurich's political risk group

in Washington. The U.S. government-run
Overseas Private Investment Corp., how-

ever, does offer a similar product.

Zurich will offer up to $100 million of
coverage per transaction and can match

Zurich also guarantees to pay claims
from bondholders within a 180-day peri-

od.

Mr. Riordan explains that the new in-
surance aims to meet corpora-
tions' needs arising from project
financing. "Large corporations

today, instead of borrowing,
have shifted the bulk of their
project finance to the capital
markets," he explained. This has

occurred as banks have cut back

on loans for projects in emerging

markets.

But just as banks had expected politi-

cal risk insurance on loans for projects in
emerging markets, bond issue managers,

investment banks, rating agencies and

bond investors want to see political risk
insurance on the issue, Mr. Riordan said.

Zurich has traditionally provided po-
litical risk insurance for infrastructure
projects in emerging markets. Mr. Rior-
dan said he believes that the expansion
into insuring fixed-income securities is a
natural extension of the company's prod-
ucts. The coverge should help bond is-
suers to gain more access to private capi-
tal while also providing enhanced oppor-
tunities for institutional investors, he
said.

Political risk coverage can also increase
a bond's rating. According to Mr. Rior-
dan, fees for Zurich's transaction will be
charged on the bond spreads. But they
need not be large, as they could be
charged as a percentage of one year's in-

terest.

-By Maria Kielmas
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Turkey

Continued from previous page
wary of the proposal, though.

"It will be difficult to find the
right insurance company for such
business. And it will be difficult
with reinsurance," said Ozman
Aken, a partner at Istanbul broker
Cagdas Sigorta Brokerik ve Risk
Danismanlik AS, which is 60%
owned by Paris-based Gras
Savoye S.A.

Mr. Aken said that foreign in-
surance companies in the Turkish
market will probably provide such
liability insurance but it would
come at a very expensive price.
The local, less-capitalized compa-
nies may try to undercut that mar-
ket, he said.

Another government proposal
calls for the creation of a con-
struction industry watchdog, but
members of this body would be
representatives from industry
only.

In addition, the government is

suggesting tha: the responsibility
for enforcing building regulations
in large cities should be localized
by switching oversight to the may-
or of a city from the governor of
the relevant province. Turkey has
73 provinces.

INTERNATIONAL

Homeowners would pay an an-
nual premium of $50 and would be
indemnified for $25,000 if they
were left homeless by an earth-
quake. The proposal calls for the
fund to be established with a bal-

ance of $100 million, which would

Government proposals in Turkey call for

compulsory earthquake coverage for all

homeowners and for the creation of an

earthquake insurance fund.

The Aug. 17 earthquake hit the
industrial city of Izmit, which is
part of Kocaeli province. Istanbul
sits in a province bearing its own

Other government proposals in-
clude compulsory earthquake in-
surance coverage for all horne-

owners and for the creation of an

earthquake insurance fund.

include an as-yet-undisclosed
contribution from the World

Bank.

Turkey's insurance companies
and the government had been dis-
cussing the creation of an earth-
quake fund before the August
earthquake, said Huseyin Yunak,

compulsory cession group manag-
er at Istanbul-based Milli Reinsur-

ance Co., Turkey's largest reinsur-
er, which receives compulsory
15% cessions of all reinsurance
originating in the local market.

"It is not finalized yet, but it will
be basically a Turkish catastrophe
insurance pool," said Mr. Yunak.

Direct insurance companies
would act as agents, collecting
premiums in return for an as-yet-
unquantified commission. The
fund would be managed by Milli
Re.

Mr. Aken of broker Cagdas said
that, while a $50 premium would
represent a sizable sum for many
low-income residents of Turkey, it
would not be enough to build an
adequate fund to compensate fu-
ture earthquake victims.

But Milli Re's Mr. Yunak said he
believes otherwise. "There will be
a considerable fund. If we have a
big earthquake in the first year (of
the fund), that could create some
problems. But there will also be
reinsurance.”

Homeowners whose properties
are worth more than $25,000

would have the option of buying
earthquake insurance on the pri-
vate market. In the event of a loss,
they would be indemnified in pro-
portion to the amount of extra
coverage purchased. For example,
if someone had an extra $75,000 of
earthquake coverage on top of the
state's compulsory $25,000, then
the private policy would pay for
three-quarters of any future loss,
Mr. Yunak explained. Thus, if a
homeowner suffers a $36,000 loss
due to an earthquake, the state
will pay for $9,000 and the private
market will cover $27,000.

The prime minister's Crisis
Management Center announced in
October that the final death toll
from the earthquake was 15,814,
with 43,953 injured. A total of
66,441 dwellings and 10,901 com-
mercial buildings were seriously
damaged; 80,160 dwellings and
9,712 commercial building were
slightly damaged; and 67,242
dwellings and 9,927 commercial
buildings were moderately dam-
aged, the center announced. EIll

Boeing union may seek cash balance option

By VINEETA ANAND

Crain News Service

SEATTLE-Despite howls of
protest against cash balance plans
at companies nationwide, some
Boeing Co. unionized employees
actually want the company to in-
clude them in its new cash bal-

ance plan.

Boeing converted i:s traditional
pension plan, with $ 15 billion in
assets, to a cash balance plan or-
Jan. 1 for non-union employees.
but it did not offer that option to
union workers.

Now, the Society of Profession-
al Engineering Employees in
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Aerospace, which represents

22,000 of Boeing's 203,800 em-
ployees, is expected to mention
the issue, informally, in upcoming
contract talks. Union executives
hope the company will offer the
choice of switching to the cash
balance plan or staying in the old
plan, whichever provides higher

similar index. As with traditional
pension plans, employers continue
to manage the underlying pool of
assets in investments of their
choice.

Stanley Sorscher, a member of
the union’'s executive board and
the negotiating committee, said a
lot of unionized employees would

Boeing converted its traditional pension

plan to a cash balance plan on Jan. 1 for

non-union employees, but it did not offer
that option to union workers.

benefits.

Boeing's contract talks with the
SPEEA were scheduled to begin
last week; the contract expires
Dec. 1.

The engineers currently are cov-
ered by the company's traditional
pension plan and receive retire-
ment benefits based on one of two
formulas-$40 per month for each
year worked, or 1.025% of final
average pay: whichever is higher.

In the cash balance plans, em-
ployers credit hypothetical ac-
counts with an annual amount
linked to wages, with returns typ-
ically tied to Treasury bills or a

fare better under the cash balance
plan.

"l spent a lot of time looking at
the calculations, and for the con-
ditions | ran and the salary histo-
ries | looked at, we generally did
better. It was fairly unusual,” he
said.

Young, job-hopping employees,
as well as those retiring before age
55, would do better under the new
plan, while older, career service
employees would probably do bet-
ter under the existing pension
plan, Mr. Sorscher's analysis
showed. Employees taking early
retirement and quitting at 55

would do better under the exist-
ing plan.

The average age of union mem-
bers is about 35, he said.

"Someone whose salary is in-
creasing rapidly at the end of
their career will do better under
the old plan,” Mr. Sorscher ex-
plained.

But for mid-career employees,
the new plan actually could work
out better, as the benefits catch up
to and eventually exceed those
under the traditional plan, he
said.

Unlike a lot of companies that
have switched to cash balance
plans, Boeing did not attempt to
convert employees' accrued re-
tirement benefits into an opening
account balance in the new plan.
Instead, Boeing preserved the tra-
ditional pension plan for current
employees, so accrued benefits
will keep pace with pay increases,
while starting new accounts from
scratch under the cash balance
plan. When those employees re-
tire, they will receive benefits
from both the old and new plans.
Employees hired after Jan. 1 are
covered only by the cash balance
plan.

Because Boeing skipped recal-
culating accrued benefits into an
opening account balance, older
employees will not suffer benefit

See Boeing on page 66
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Boeing also retained in the cash of service to $50 a month, the same in- agreed to retain the benefit for new
balance plan the early retirement sub- crease the IAM workers received as IAM workers
part of their new contract €The firing of State Street Global
€An mcrease m the 401(k) employ- Advisors as administrator of the com-
cuts, and the company did not incur cash balance plan was not offered to er match from 50 cents to 75 cents on pany's 401(k) plan While the union
their wrath union workers when salaried employ- thedollarforthef18%of pay That does not expect the company to be
This, in part, iS what Mr ees were switched over because it was was the increase salaried employees fired, it put this on the agenda as a
Sorscher finds attractive about Boe- expected to come up durmg the cur- received late last year, compensating symbolle gesture because of SSGA's
ing's cash balance pension plan rent round of negotiations with for the shutdown of the Flnancial Se- poor service, Mr Sorscher said Boe- To order any current or back issue
"There is no wearaway at all," he unionized workers The Intemabonal cunty Plan, m which employees could ing hired SSGA in 1997, when it out- of Busmess Insurance,call die sin-
said Assn of Machinists and Aerospace clairn up to 2% of company contnbu- sourced the administration of the gle-copy sales division of W's Ctr-
Moreover, under Boeing's cash bal- Workers, which represents 44,000 tions m exchange for unused sick 401(k) plan. culation Department
ance plan, employees receive annual Boemg employees, signed a new con- leave "SSGA has a very low regard for 313/446-1609
contributions to therr account bal- tract last month They wanted to €Continuation of retiree medical customer service They seem to be in-
ances ranging from 3% of pay for move out of the Boeing plan and be coverage Boeing discontinued this different to the complamts we have,
young employees to 11% for employ- covered by the |IAM plan feature for employees who started af- and their error rate is very high," he
ees aged 50 and older The hypotheti- Also on the table dunng the con- ter Jan 1, but Mr Sorscher said it m sald
cal accounts are credited with mterest tract talks between Boeing and the an important benefit the union would
1mked to the benchmark 30-year SPEEA are

€AnN mcrease m the standard bene-

Business
Insurame

Boeing

Continued from page 64

sidies from the old plan
A company spokesman said the
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CENTAUR ANNOUNCES BUY-BACK PLAN

Richard S Darling, Chief Operating Officer of the Special Deputy
Receiver, representing the Director of Insurance of the State of
lllinois, announces that Centaur Insurance Company, in Rehabilitation,
has embarked upon a program to buy-back all liability policies where

there are open and pending claims

11. BmliAWH#ljlay 11;' P'Til& WTri'- 1£2-- 111 1'

UNITED STATES BANKRUPTCY COURT
SOUTHERN DISTRICT OF NEWYORK

CHSI of Nevada

DIRECTOR OF SALES AND
CLIENT DEVELOPMENT

Captive Insurance Companies

SVP, Business Development We are interested in acquiring captive
Insurance companies In run-off

IN THE PETITION OF
COLIN GRAHAM BIRD ANC

PAUL ANTHONY BRERETON EVANS, . .
AS JOINT PROVISIONAL LIQUIDATORS Are you a catalyst for innovation) An If you have such a company and would

OF NORTH ATLANTIC INSURANGE advocate for customer excellence? A services, consulting product line hke to discuss a possible sale, please
COMPANY LIMITED F/1(/A BRmSH leader who exudes energy and drives growth in the corporate risk indicate your interest to

successi " . . .
NATIONAL UFE INSURANCE SOCIETY financing, consulting and other Business Insurance, Box 3121, 740 N Rush

Inspired. And, inspiring.
Will be responsible for Business

The Circuit Court of Cook County entered an order on August 16,1999,
directing and authorizing the Rehabilitator to seek out and effectuate

Case No 97-8-41602(TLB)

r direct claims and to wind down and close t

E JS HEREBY GIVEN f he'
ﬁgli}gxtggx-backs as Earl ofa glan to final,ze and full resolt\!g geennttaaug'rs Octomggéj%é%dﬁ%ﬂa@;mgﬁo p,ufﬁjtbaduosrfﬁ%ﬁrﬁ%ﬁs %eat\s/eagfjobe%lgﬁmrsa{ﬁcﬁeﬂ]

the Preliminary Injunction Order Dursuant to pl ning, forecaStmg’ performance

11 USC §§ 105 and 304(b) onoinally measurements and a strategic approach
entered m this case on Apnt ?, 1997 The to client development
The Court order grants the Rehabilitator one year to pursue policy Order shall remain in eflect pending a hear-

buy-back negotiations, at which point the Court shall consider further ing scheduled for April 12, 2000 at 10 00 . .
Y 9 L P o ) a m before the Honorable Tina L Brozman, YOu contact me immediately
steps respecting the termination of the Rehabilitation proceedings

Qgirﬁfinscﬁ”&ﬁ%%gg& irg)tgg é\L%)v‘f?.ﬂger Wayne S:nolda, Founder and CEO
Policyholders subject to the order will soon be receiving a Green, New York, New York Any person wayne. smolda@ceinetwork. com

communication from the Rehabilitator with an invitation to participate in wishing to obtain a cogy of the Order should
contad Lon Dillon’ (2f2) 504-6480

receivership

the buy-back program

CADWALADER, WICKERSHAM & TAFT

100 Maiden Lane,

New York, NewYork 10038

Tel- (212) 504-6000 Fax (212) 5044666

Attention Kenneth P Coleman, Esq
Stephen Doody, Esq

ImMES.MME | ' BIIF, mjmmRSR

No. 6343 of 1999 Responsible for executing day to day risk
management strategy for Security Capital
and its' investees This includes the

Inquines can be directed to the Office of the Special Deputy Receiver at
222 Merchandise Mart Plaza, Suite 1450, Chicago, lllinois 60654
SCGroup Incorporated
Providing support services to a multi-
billion dollar family of real estate
-- companies, SCGroup /ncorporated has a
position available in El Paso, Texas for an
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IN THE HIGH COURT OF JUSTICE (IN ENGLAND)
CHANCERY DIVISION

IN THE MATTER OF
SOVEREIGN MARINE & GENERAL INSURANCE COMPANY LIMITED
(IN PROVISIONAL LIQUIDATION)*

development and implementation of
funding techniques and treatment of all

and risks through interaction with customers,
IN THE MATTER OF THE COMPANIES ACT 1985 underwrrters, brokers, attorneys and

NOTICE IS HEREBY GIVEN that, by an order dated 5 October 1999 made in the High Court of Justice In the matter of Sovereign Marine consultants The assistant risk manager

& General insurance Company Limited (the "Company"), a meeting was ordered to be summoned of Scheme Creditors (as defined in the will oversee all aspects of insurance -

scheme of arrangement hereinafter mentioned) of the Company for the purpose of considering and, If thought fit, agreeing to a scheme renewals coordinate the delivery of
of arrangement proposed to be made between the Company and its Scheme Creditors pursuant to section 425 of the Companies Act services to customers, maintain
1985 (the "Scheme") underwriting databases, and manage

The meeting will be held on Monday 29 November 1999 at The Insurance Hall, The Chartered Insurance Institute, 20 Aldermanbury, relationships with service providers In
London, ECZV 7HY, United Kingdom at 11 00 am GMT addition, this position also has

The chairman of the meeting will address Scheme Creditors on the Scheme and on issues relevant to voting at the commencement of the responsibility for leading the claim
meeting management function
Scheme Creditors may attend and vote at the meeting either in person or by proxy and are, In any event requested to complete a Form Required Experience:
of Proxy and Claims Tables for Voting Purposes (the "Form of Proxy") and return it to the Provisional Liquidators of the Company at Five to seven years of risk management
KPMG, PO Box 730,20 Farringdon Street, London, EC4A 4PP, United Kingdom by 400 pm GMT on Friday 26 November 1999, although If experience with a least three years of
not so returned, it may be handed in between 1000 am GMT and 11 00 am GMT on the day of the meeting at the place fixed for the supervisory experience required
mesting Experience with delivery of value added
Each Scheme Creditor or his proxy will be required to register his attendance at the meeting prtorto its commencement Registration will services to a broad customer based is
commence at 10 00 am GMT essential Specific knowledge of the real
The Scheme is proposed between the Company and its Scheme Creditors (being creditors in respect of any claim arising out of a liability estate industry is extremely helpful
to which the Company is subject at the date of the Scheme or to which it may become subject thereafter by reason of an obligation Qualified candidate must have experience
incurred before that date, except any claim which would have been )preferential in a liquidation of the Company or a claim m respect of bidding, selecting and implementing
the costs or expenses of the Scheme both of which will be payable in full . .
worldwide insurance placements and

Any person entitled to attend the meeting can obtain copies of the Scheme, the statement required pursuant to section 426 of the have a history of delivering effective
Companies Act 1985 and of the Form of Proxy from the Provisional Liquidators of the Company at kPMG, PO Box 730,20 Farringdon innovative services A bachelor's degree in
Street, London, EC4A 4PP, United Kingdom Risk Management and Insurance, Finance
By the said order, the Court has appointed Anthony James McMahon, or failing him, Philip Wedgwood Wallace, to act as chairman of the or related field Is essential, ARM CPCU or
meeting and hasdirectedthechairman to report the results of the meeting to the Court MBA preferred
The Scheme will be subject to the subsequent sanction of the High Court of Justice Interested candidates should submit their
DATED this fifteenth day of October 1999

Lovell White Durrant

65 Holborn Viaduct

London

ECIA 2DY

resume to

SCGroup Incorporated
Attn Recruiting, Source Code (SCG-33)
7777 Market Center Ave
El Paso, TX 79912
By fax at 915-877-5192, or by email at
dflamm@securitycapital.com

AI/SARIRGNS

Solicitors to Anthony James McMahon and Philip Wedgwood Wallace, Prov sional Liquidators of the Company
*The general insurance business of Bimeh Iran Insurance Company (UK) Limited (98imehg) written by Willis Faber (Underwriting
Management) Limited and Lennox Underwriting Agencies Limited in relation to the underwriting years 1976 to 1981 was transferred to Website www.securitycap,tal.com

Sovereign Marine & General Insurance Company Limited on 22 March 1984 in accordance with section 51 of the Insurance Companies

Act 1982
Next Issue November 8

Bimeh's creditors in respect of business written after it recommenced underwriting In November 1986 are not affected by the transfer of

IS proposed scheme o amangement

Closing November 2
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Commentary

Have policy, will travel
IS my new motto

American Express just sent a notice to me, as a Platinum Card
holder, stating that "you probably travel more often than most peo-
ple. And because you're a frequent traveler, you run a greater risk of
something eventually happening to your belongings in transit."

"That is why you should have protection against lost baggage," the
letter said.

My eyes skipped down to the offer of "up to $2,000 coverage for
damaged, lost or stolen baggage...plus up to $500 if your bags are
delayed for three hours."

This was getting close to just the kind of insurance policy | had be-
gun crafting in my mind last Monday in Berlin, nearly 48 hours after
I had arrived in Germany without my luggage and as | was growing
desperate to change out of the clothes | had been wearing since | be-
gan my travels. | had flown to Berlin to attend the Federation of Eu-
ropean Risk Management Assns.'Risk Management Forum'99.

Rather than simply give me some money to cover the cost of re-
placing lost clothing, though, my ideal "Travelers' Inconvenience In-
surance Policy," or"TIP," as | have dubbed it, would include some
very special services. For starters, the insurer would assume the task
of repeatedly calling the airline to try to track any lost luggage.

In addition, my TIP policy would cover the services of a personal
shopper, one who would have access to clothing when stores other-
wise are closed, as on Sunday in Berlin, when my hopes for a quick
recovery of the lost luggage finally evaporated. The personal shopper
idea came to me Monday morning as | was seeking a salesperson in

- Berlin's Ka De We department store who
could speak English and help me decipher
European sizes.

Proud of my new insurance product idea, |
test-marketed it on attendees of FERMA.

Paul R. Aird, risk manager for globalinfras-
tructure projects at Bechtel Corp., was inter-
ested. His bags had not arrived from London
on Sunday, and he told me that he was more

than a little embarrassed that evening when
he attended a business dinner in khakis and

sneakers.
He wasn't any more embarrassed than our
own editor, Paul Winston, who attended the
FERMA opening reception in blue jeans and sneakers because his
bag was missing untillate Sunday night.

Susan Meltzer, the president of the Risk & Insurance Management
Society Inc., liked my TIP idea so'much she suggested with a chuckle
that we could go into business together to sellit.

Susan particularly appreciated my idea for an endorsement to the
TIP policy that would provide alternative transportation to one's
destination in the event that an airline misses a connection and can
provide no alternative flights.

This was the case on Saturday, when Susan and her son had
squeezed into a rental car in Hamburg for a drive to Berlin with the
three Business Insurance editorial staffers attending the FERMA
meeting. We all had missed our connections in London, and all re-
maining flights to Berlin were booked solid. The only air route we
were offered would have taken us through two more European cities
before reaching Berlin late in the night.

We decided a single flight to Hamburg and a 256-Idlometer drive
was far more preferable, even though the arrival time would be
about the same. Little did | know that this would be when my lug-
gage would take an alternate route.

Under my super-endorsed TIP policy, however, not only would the
inconvenience of the lost luggage have been alleviated, but the insur-
er also would have either flown us to Berlin on a chartered flight or
would have provided a larger car and a driver for the trip to Berlin.

"What premium would you pay?" asked James Davis, chairman
and chief ececutive officer of Willis' Advanced Risk Management
Services division, when | described the TIP policy.

| said $500 a year. Paul Winston said $300. Business Insumnce Se-
nior Editor Rodd Zolkos, whose luggage successfully arrived in
Hamburg, would pay $200.

But Bechtel's Mr. Aird, who traveled globally 205 days last year,
said "$1,000, and | would charge it back to the company."

Now that's the right idea, | thought.

"Of course, Jim would want $250 in commission," Mr. Aird
quipped, pointing to his Willis broker.

When | arrived home, still without my luggage, it appeared Ameri-
can Express was one step ahead of me. Reading the notice's fine
print, however, | found that American Express' policy won't help me
or many of my fellow business travelers. While the price is right, at
$9.95 per trip, it's available only if the airline ticket is charged to
one's personal credit card.

I called American Express to ask if there were a similar program
available for employers that buy the tickets for their traveling em-
ployees. | was told, "No, but that's an excellent suggestion."

Publisher and Editorial Director Kathlyn J. Mcintyre's commen-
tmy appeamfortnightly. She can be reached atkmcinty, @crain.com.

S. 900

Continued from page 1

Restaurants Inc. and RIMS' vp-exter-
nal affairs, said that, "in general, | see
it as a new opportunity" for many risk
managers.

"But, at the same time, for the
many others that aren't or won't be
prepared for handling financial risk
management, it becomes a sinkhole,"
Mr. Mandel said.

"RIMS is striving to create educa-
tional and other opportunities to
properly prepare the lisk managers of
the future for just such opportunities.
They will be defined by the conflu-
ence of all types of risk. The integra-
tion of insurance with banking is the
harbinger and catalyst for a signifi-
cant part of this. Our banking col-
leagues have a jump on this, but many
others are moving forward and mak-
ing the necessary strides" to broaden
the skills of risk managers, he said.

"Breaking down the traditional
barriers separating banking, insur-
ance and securities will be presenting
new challenges and opportunities, as
multifaceted financial services pro-
viders seek to manage their financial
risk. A diversified financial services
company may need to develop a hy-
brid strategy to meet its financial risk
management needs," said Daniel J.
Barry, newly appointed director of
government affairs for RIMS (see up-
date, page 70).

Risk managers are not the only ones
who see the changes creating new op-
portunities for commercial buyers.

"l don't see how it can be bad news
for risk managers. What does this bill
mean? It means, essentially, that
banks and insurance companies can
get into each others' business," said
Jay Cohen, first vp of Meall Lynch &
Co. in New York.

"It will probably lead to consolida-
tion between and among insurance
carriers and other sectors of the fi-
nancial service industry. Ultimately,
this will bring greater efficiency and
even more dynamism to the market-
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places. Buyers will have more choic-
es," said Peter Lefkin, senior vp-gov-
ernment and industry affairs for Fire-
man's Fund Insurance Co. in Wash-
ington.

S. 900 "may well facilitate radical
changes, but the predominant
changes will occur because either ex-
isting players or new players are go-
ing to figure out more-efficient ways
to provide products, cut costs to con-
sumers and to add value to theinsur-
ance transaction,” said Joel Wood, se-
nior vp at the Council of Insurance
Agents and Brokers in Washington.
The CIAB supports S. 900.

"Opportunities that are presented
under this new structure exceed the
downside risks of new competitors,"
Mr. Wood said.

But not all observers share this
view.

Robert Dibblee, senior vp in the
National Assn. of Independent Insur-
ers' Washington office, said: "We
don't know exactly what the effect
will be. We tend to think that, when it
comes to P/C insurance, there still
will be bright lines between banks
and security firms that engage in the
same business."”

"We suspect that, obviously, there
will be more affiliations among the
three industries,” Mr. Dibblee said,
but he added that risk managers may
not notice any changes at all.

The NAIlI remains opposed to the
billin its current form because of con-
cerns over the possible weakening of
state insurance regulation.

Observers were also divided as to
where the impact of the financial ser-
vice legislation would be felt most.

"If anything happens, banks would
buy insurance companies, which po-
tentially could provide more capacity
for the industry. From a risk manag-
er's perspective, this should be seen
favorably," said Merrill Lynch's Mr.
Cohen.

He added, though, that he does not
expect banks to go after commercial
lines companies "aggressively." In-
stead, "if banks begin buying insur-
ance companies, it's more likely they

will buy life insurance companies”
because of better product fit, he said.
On the property/casualty side, banks
would probably be more interested in
personallines companies, he said.

"The non-life insurance industry is
probably due for some further consol-
idation, but I'm not at all certain that
that changes dramatically" as a result
of the new legislation, said Ronald
Frank, managing director of Salomon
Smith Barney in New York.

ANnd, Mr. Frank added, "l don't
think the banks have an enormous
appetite" to be underwriting P/C
business.

Involvement in remsurance,

though, could be a different story.

"I think banks are going to get into
reinsurance, because they see that
similar to the type of financial prod-
ucts they already sell," said Ronald
Glancz, chairman of the financial ser-
vices group of Venable, Attorneys at
Law, in Washington. The firm has
filed unitary thrift applications for a
number of entities, including Travel-
ers Property Casualty Corp.

Banks may buy or establish their
own reinsurers, he said, and there
could be greater capacity and lower
prices.

"l think banks will basically buy
the expertise. We're talking about so-
phisticated risk management," said

Mr. Glancz.
Mr. Glancz is not alone in that as-

sessment.

Reinsurers "want the option to
think about strategic relationships
with other financial services entities,"”
said Franklin W. Nutter, president of
the Reinsurance Assn. of America in

Washington. The RAA supported the
modernization measure.

"l really think the reinsurers have
presumed that the legislation will
bring new risk-taking entities into a
market that reinsurers can serve," Mr.
Nutter said. "In other words, reinsur-
ers believe that they have an expertise
that will be valuable to new financial
institutions that are likely to emerge
as a result of the financial services

legislation." ini

Part-timers get fuller benefits

By LEE FLETCHER

Thanks to today's tight labor mar-
ket, part-time workers are reaping
better benefits from employers, ac-
cording to a new Hewitt Associates
L.L.C. survey.

"Employers have realized that
these workers are a significant por-
tion of their workforce and that it is
really important to attract and re-
tain these people,"” said Carol
Sladek, a Hewitt consultant in Lin-
colnshire, Ill.

Ms. Sladek emphasized that one
of the most important benefit im-
provements is paid time off for part-
timers.

"It used to be that if you were a
part-time worker, you just didn't get
time off and that was just tough
luck," she said.

Ms. Sladek pointed to paid time
off and alternative work arrange-
ments as some of the most important
improvements in benefits for part-
time workers.

Hewitt reports that 91% of the
350 large U.S. companies that par-
ticipated in the survey now offer
part-time workers paid vacation
days. This is an 8% increase since
1995, when a similar survey was last
conducted.

Ms. Sladek said that, as more em-
ployers are offering time off, they
also are more likely to provide
health care coverage to their part-
timers.

The survey reports that 78% of
companies provide part-time work-
ers with health and dental coverage,
compared to 73% in 1995.

The trend toward improving ben-
efits for part-timers is expected to

continue, according to Ms. Sladek.
"As we look at the demographics
of the workforce, we've got the 20-
somethings, the 30-somethings and
the 40-somethings. They all have
different needs, and they're all at
different points in their lives, but ev-
erybody has some need for part-
time. As more and more employees
dabble in this area and realize that
they can work fewer hours, we see
more and more of an increase in this
area. People realize that 'Wow, | re-
ally can work and have a life outside
of work as well,' " Ms. Sladek said.
The improvements in part-time
benefits are most visible in the ser-
vice industries, because that is a
market with many young and fe-
male employees, but improvements

can also be seen in numerous other

industries, according to Ms. Sladek.

"Employers have finally started to
realize that the part-time workforce
is here to stay. It's not something
we're just doing to be nice, it's not
something to help women come
back from maternity leave, it's not
just something that we do for shift
workers to help with scheduling.
There are a lot of good, talented peo-
ple out there who are choosing to
work fewer hours, for whatever rea-
son,” and employers are trying to
accommodate those workers, she

said.

Copies Of the survey, "Part-Time
Employee Benefits in 1999," are
available for $175 by contacting He-
witt Associates L.L.C, Publications
Desk, 100 Hatf Day Road, Lin-
colnshire, Itt. 60069; the telephone
number is 847-295-5000.
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P‘ PS care costs, according to James Zech- PCPS in HMOs," said Dr Jerome

man, chief executive officer of Alter- McAndrews, national spokesman for

native Medicine Inc, the Highland the Amencan Chiropractic Assn
Contmued *ompage | Park, Ill -based independent practice based m Claremore, Okla
"What we hear from staff IS that association providing the chiroprac- For example, chiroprac:ors have
they want chimpractors and other tic PCP benefit to HMO lllinois served as gatekeepers for treatment
alternative medicine therapy in their members
Based on data collected on the 100 al back pam and musculoskeletal

planning at Northern Trust Bank in or so HMO lllinois enrollees who pam, he said

of people with low-back pain, gener-

plan,"” said Joyce Cook, vp-benefit

Chicago

"But what Blue Cross IS doing Is PCP since Jan 1, "we're seeing a re- Most people think that chiropractors
going even beyond that request,"” she duction of more than 50% in medical confine their treatment and diagno-
said "It's a bit early to Identify costs," Mr Zechman said sis to the spme But this perception is
AMI wall contmue to collect data false,” said Dr McAndrews

have selected chiropractors as their "This tends to surpnse people

whether (using chiropractors as

PCPs) is meeting a need"” and eventually pubhsh them, he said "Chiropractors have general
"Insurers need to figure out how to health care training to do full diag-
tuary and employee benefits consul- hold down premiums and cut ex- nosis to the level of a general medical
tant at Hartmarx Corp in Chicago, penses instead of cost-shifting to practitioner So if a chiropractor
said he hkes the idea of allowing peo- members through higher copay- finds somethmg that requires allo-
ple to use chiropractic services with- ments," he said "What we call health pathic treatment, he willl refer the
out having to worry about whether care in this country isn't That's a patient to a speciahst,” he said, echo-
they have exceeded the permissible misnomer It's really sickness care " ing the remarks of AMI's Mr Zech-
number of visits, "it wall be Interest-

While Mike Pikelny, corporate ae-

"In our program, we require peo- man
Ing to see how many people pick a ple to see NCQA-credentialed chiro- AMI's data collection efforts -n
chiropractor as their PCP " practors within the first month of en- conjunction with its link with HMO
"I'd iust feel more comfortable rollment and get on a wellness pro- lllinois could lend more credibility to
having an internist as my PCP I'd gram,"” Mr Zechman explained the use of alternative medicine as a
like to know thel e's someone other Then enrollees wlll continue to see way to reduce health care costs, sug-
than a chiropractor who can treat me their chiropractor on a regular basis gested Mr Weeks
for non-chiropractic conditions," Mr to ensure they stay healthy, he added "We'll have the opportunity to look
Pikelny said In cases where the chiropractor- at the cost implications of treating
It's not surprising that employers PCP finds a patient needs allopathic people from a natural medicine
would support the inclusion of alter- care, or traditional Western standpoint,” he said
native medicine coverage m man- medicine, he orshe will refer the pa- Dr Edward Hill, a member of the
aged care, observed John Weeks, tient to the appropriate provider, ac- American Mechcal Assn 's Board of
chairman of the alternative medicine cording to Mr Zechman
tract for the National Managed In addition, AMI's two medical di- that chiropractors may not "have the
Health Care Congress in Washington rectors, both of whom are medical broad comprehensive training neees-
and principal of Seattle-based Inte- doctors, willl serve as consultants to sary to effectively manage a person's

gration Strategies for National the chiropractor-PCPs, he said health care
Health Care While HMO Illinois' decision to al-

Trustees, said he was "concerned"

"One of the hardest lobs m Amen-
"Employers' interests in keeping low chiropractors to act as PCPS is can medicine today iS to be a good
people healthy and more productive Unusual, it is not the first time an pmmary care practitioner," said Dr
are closely ahgned with that of alter- HMO has permitted providers of al- Ihll, who heads a residency traimng
native medicine providers," he said ternative medicine to serve as gate- program for family physicians in Tu-
"Alternative medicine providers try keepers, alternative medicine experts pelo, Miss
to find the cause and create a more say He also pointed out that chiroprac-
For example, in the Pacific North- tors don't have prescription writing
west, Regence Blue Shield has al- or hospital admission privlleges in
Furthermore, alternative medicine lowed its 400,000 members to choose most states
therapies usually cost less than tradi- naturopaths as PCPs since Washing- "That could be a significant prob-
tional Western medicine, Mr Weeks ton state mandated coverage for al- lem," he said, which would require
pointed out ternative medicine m 1995 "needmg more than one PCP | don't
Indeed, one objective of HMO |lli- "There have been rare instances see how that would be very economi-
nois' move is to reduce overall health where chiropractors were used as cal "

empowe ed consuming public They
don't just treat symptoms

Mr Osborne said ex-wife Mr Osborne said Daimler-

J ee p In the product liability case, 28- Chrysler is self-insured In 1978,
year-old Cal los Yniguez argued now-defunct American Motors Co

Ceontinued from page 2 that his personal life deteriorated owned Jeep

on possibly costly claims over occu- after his 1994 rollover accident in Defense attorney Patrick E

pant safety, Mr Osborne said In his 1978 C:-7 The windshield Broom of Snell & Wilmer LLP in

the memo, the executives said they ciushed his face, and he eventually Tucson said the CJ-7 Is a safe vehi-

should "forge ahead and eat the lost his left eye His marnage failed cle Mr Broom said Mr Yniguez's
elephant one bite at a time," Mr when he became antagonistic, de- failure to maintam his Jeep's trans-
Osborne said pressed and suicidal after suffering mission caused It to seize, which
The CJ-7 went out of production "gruesome Infections,” failed facial triggered the rollover
after the 1987 model year That was reconstructive surgeries and severe In an appeal, Mr Osborne said,
the same year leep introduced the seizures as a result of the injuries, he likely will object to the tnal
Wrangler model, which has much Mr Osborne said judge's decision to instruct the jury
greater stability and a roll cage de- After assigning 31% blame for to assign some blame to Mr
sign that allows the window frame the accident to Mr Yniguez, the Yniguez, rather than merely in-
to absorb much greater force with- Jury awarded net damages of $3 9 forming the panel that It had that
out collapsing during a rollover, million to him and $345,000 to his option

CNA issues building safety plan

CHICAGO-CNA Financial to 10 months tuted a 24-hours-a-day, seven-

Corp is embarking on a plan to CNA also has constructed days-a-week employee hot line
guarantee the safety of its Chica- pedestrian protection canopies for reporting safety or mainte-
go headquarters following an around ItS two-building complex nance concerns
Oct 8 incident in which a broken that will be augmented by net- The final step in CNA's re-
window pane fell 29 floors and ting running from the canopies sponse is a long-term study of
killed a pedestlian to the Chicago Transit Authorl- the building and the identifica-
At the heart of the plan is a ty's elevated tracks adjacent to tion and correction of the root
multimillion-dollar project to the CNA complex Furthermore, causes of any safety problems
install an "anchoied film sys- CNA personnel have received In discussing the incident, Mr
tem"” on all 4,900 windows at the additional training on how to in- Hengesbaugh said, "What is
site spect windows and are examin- clear is that mistakes have been
The system, which will assure ing them daily Also, the compa- made here Our normal policies
that a window wiill not fall out if ny will appoint a chief safety of- and procedures were not being
broken, will consist of a strong ficer
clear polyester film affixed to

applied when this incident oc-
"We hope to have the person curred "

the glass and then secured to the appointed m the next few
top and bottom of the window weeks," said Bernard L Henges- sions that were made at the
frame with metal batten strips baugh, chairman and CEO of time,"” he said "Those decisions,
and screws The design and in- CNA "They will report directly unfortunately, were not good de-
stallation of the glass retention to me on safety issues " He cisions
system is expected to take eight added that CNA also has insti-

There was a series of deci-

-By Rodd Zolkos

Updates

Jury convicts EIM broker

Continued from page 2

operators liabihty program and kept the money rather than forward-
1ng it to Insurers Umted National Insurance Co and London market
insurers sued EIM and Mr Weir over the fraud in 1995 (BI, Oct 2,
1995)

Ms Garner pleaded guilty to one mall fraud count before tnal and
testified against Mr Weir The lury convicted Mr Weir on all charges
after deliberating for slightly more than an hour following a seven-
day tnal, according to Assistant U S Attorney Floyd Clardy

Mr Weir, who is free on bond, is scheduled to be sentenced in Jan-
uary and faces a possible jail term of more than hve years under fed-
eral sentencing guidellnes, Mr Clardy said Ms Garner's plea agree-
ment, which must be approved by a iudge, recommends five years'
probation and a $2,500 fine, he said

Plan to speed Centaur rehab

CHICAGO-Illinois msurance regulators are hoping to speed up the
rehabilitation of Centaur Insurance Co with an innovative plan to buy
back direct hability pohcies from 28 pohcyholders

A Cook County Clrcult Court judge has given regulators one year to
negotiate deals in which Centaur's direct pohcyholders would release
the msurer from future long-tall liability claims in exchange for a
lump-sum settlement If settlements can't be reached, the court could
set a bar date for submitting claims and a deadline for fixing their
amount, effectively cuttmg off long-tall claims after a given date

Centaur, ordered into rehabilltation in 1987, holds case reserves of
$52 1 milhon for 11,838 long-tall claims or reported Incidents, includ-
ing pollution, asbestos and product liability claims The 28 Centaur
pollcyholders targeted in the plan account for about 95% of these
claims, according to court filings, which do not name the pohcyhold-

Direct claims represent just over one-third of Centaur's total current
habihties, with assumed reinsurance business accounting for the rest,
said Dale Coonrod, deputy general counsel with the Illlmois Insurance
Department's Office of the Special Deputy Receiver Centaur settled
with its largest creditor earher this year when it allowed a $48 milhon
assumed reinsurance claim to hquidators of Mission Insurance Co
Mission had sought $100 milhon

lllinois regulators are contacting the targeted direct pohcyholders to
find out whether they are interested in negotiating buy- backs Al-
though some have expressed interest, it may take a couple of months
for the maionty to respond, said Mr Coonrod

Insured damage from Irene

NEW YORK-Hurricane Irene caused an estimated $100 million
in insured property damage in Florida, according to the Property
Claim Services unit of the Insurance Services Office Inc

PCS estimated last week that insurance companies will ultimately
receive about 62,000 commercial, homeowners and automobile
claims stemming from the storm, which struck Florida in the middle
of last month Most of the claims will involve water damage

The estimate does not include flood losses covered by the federal
National Flood Insurance Program

Meanwhile, in the Caribbean, residents of Antigua last week were
recovering from Hurricane Jose, which slammed the island Oct 20
with maximum sustained winds of 100 mph

Resort hotels, commercial properties and residences were among
the claims being investigated last week by loss adjuster MeLarens
Tophs, which sent a team of 10 adjusters and surveyors to the island
While the damage in Antigua is extensive, it is not as severe as the
toll from 1998's Hurneane Georges, according to a bulletin from
MelLarens Toplis' team "Damage is mostly to superstructures and
roofs, with much water damage," the bulletin reported

Briefly noted

Daniel J Barry was named as the Risk & Insurance Management
Society Inc.'s new director of government affairs Mr Barry previ-
ously served as vp and general counsel-state government affairs at
the New York-based Secul-ities Industry Assn He replaces Anne
Allen, who left New York-based RIMS earher this year to lom TIAA-
CREF U S Secretary of Labor Alexis Herman last week disclosed
that the Department of Labor will mvestigate the role actuanal firms
have played in helping employers convert traditional pension plans
to cash balance plans In a letter to Rep Ken Bentsen, D-Texas, Ms
Herman said she was troubled that benefit professionals would ad-
vise compames that concealing reductions in future benefits is an ad-
vantage of cash balance plans The Securities and Exchange Com-
mission is conducting an accounting review of Aetna Inc.'s pubilic fil-
ings related to the msurer's acquisition of Prudential HealthCare,
among other things Hartford, Conn -based Aetna said it believes its
accounting is appropriate and has been supported by outside audi-
tors North Carolina workers compensation insurance base rates
will remain unchanged in 2000 from 1999 levels Despite $73 mil-
lion in catastrophe losses from events meluding Humcane Floyd and
earthquakes in Turkey and Greece, American International Group
Inc.'s third-quarter net income rose 17 8% from the year-earlier pe-
mod to $1 27 billion AIG's nine-month net income rose 18 4% to
$3 74 billion In a surprise placement last week, Deutsche Bank
A.G. sold shares m German insurer Allianz AG, cutting its stake to
7% from 93% Frankfurt-based Deutsche Bank will use proceeds
from the 1 37 billion euro ($1 30 billion) sale to a "large number of
institutional shareholders" to help strengthen ItS balance sheet, a
spokesman said Louisiana voters will return to the polls Nov 20
for a runoff election to determine the state's insurance commission-
er, after incumbent Commissioner Jim Brown failed to receive a ma-
lonty of votes cast in an Oct 23 open pnmary election
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Sto p_ I OSS regulations that "relate" to employee benefit money behind a challenge to the law," Mr
plans, it does not pre-empt state regulation of Moore said - B#__Insurance_ Index
f > the insurance mdustry Aside from exiting the small group health 2,200 7
Contmued from page Mmdful of how ERISA pre-emption operates, market m Maryland, the insurer also wlll stop s 5o |

senior vp of American Medical Secunty, said the new law was crafted so as to bar Insurers wnting small group health policies m Minneso- , ,
the insurer's controversy with Maryland offl- from selhng stop-loss policies with attachment ta and Flonda Enroliment in health care plans 2,100
cials had become a "moot point" in the wake of points below certain hmits BP/ contrast, the m those states is about 73,000 or lust over 1% ,,
its decision to leave the Maryland small group struck-down regulation essentially dictated the of the insurer's total medical membership 05
market, which Mr Moore attnbuted to a rliffi- terms of a stop-loss policy for self-funded em- American Medical Security said its decisions 2.000
cul_t regulatory environment m which to do ployers to ehminate small group operations m Mary- i, o .
business American Medical Security, though, didn't land, Minnesota and Florida reflect an unfavor- ;

American Medical Security's demon to exit see much difference between the old statute and able regulatory environment m those states that :1,900
the small group health market m Maryland has new law Earher this year, the msurer filed suit will not allow it to make a profit on its business 1,8
r@;mtl,cgm,segeyond an mdividual insurer m federal court to stop enforcement of the new In Maryland, Mr Moore cited heavy state 1,800

The insurer d that the new law is m benefit requirements and community rating re-
Amencan Medical Security has been at cen- ad‘%ect con raverﬁlrgH' of a permanent mlunc- qu?rements mtﬁesma?l emp?oyer market as im-,1,750 f

ter stage of what has become a four-year con- tion Judge Harvey issued because it mandates pediments to doing business profitably

troversy-with national imphcations-that has minimum attachment points for stop-loss poll- Those requirements essentially require insur- 1.700
pitted state regulators against stop-loss Insurers cles ers to offer the same products with httle differ- L_-9/10 9/173/24 10/1 10/8 10/15 10/2210/Ztl
and small, self-funded employers But Judge Harvey m September ruled agamst entiatton m rates they can charge Base=100 on Dec 29,1978

_Regulators say msurers sellmg stog—loss poh- Amencan Medical Securit%/, saying that the in- The result isa few big msurers, because of Source CNET Investor (Investor cnet com) Boulder, Colo _
cies with very low attachment are m effect try- junchon apphed only to "any then-existtng reg- greater buying power, can work out better deals
Ing to circumvent state laws These laws, among ulation or statute" and not to future legislation with providers and can operate with greater

other things, require Insurers selling fully m- In the wake of Judge Harvey's ruling, Amen- economies of scale than smaller Insurers, Mr PCS catastrophe options

sured health plans to abide by certam require- can Medical Security said it planned to ask a Moore said As 01 Oct 29
ments, such as meetmg state-mandated benefit court to rule that ERISA pre-empts the Mary- Ultimately, smaller msurers leave the market, o | [Free Gai  Price
laws land law resulting m less competition, he said il:tei:nal Annual 1999 i:ﬂif:ﬂfﬁz.kwgg
Maryland Insurance Commissioner Steve But a legal challenge to the stop-loss law no But Mr Larsen, the Maryland msurance com- c0/50 140/195 com0 01/
Larsen, for example, has described stop-loss longer is relevant now that American Medical missioner, said the regulatory environment is 80/100 12/~ s0/100 01/04
policies with very low attachment pomts as Security is pulhng out of the Maryland small one that has benefited consumers eonzo  o3/- 100/150 01/08
“sham" airangements group market And it is unclear if another party "We have a very successful record in terms of 1%e ozze - N
On the other hand, stop-loss insurers and will challenge the law mcreasing the number of Insured mdividuals m outhonst Decormber 1906 e ""“f/:’;g
third-party claims administrators say restric- "I'm not sure if anyone wlll want to put the the small group market," Mr Larsen said Il a0 -a18
tions on stop-loss pollcies mterfere with the r . 60/80 116 National Annual 2000
abihty of small employers to self-fund their s0/100  -a1a 1007150 s0/-
health care programs Eastern December 1999 150C so/-
In 1995, Maryland, through regulation, tned 9 - oo 440 1901195 oz/08
oo e paieainonamemen - BUYyeErs directory for sale S
pomts That regulation said a stop-loss policy 60/80 /18

must have a $10,000 attachment pomt for spe- The Iate?t edition of Bum- | and titles of executives Total volume 0 Total orost 6.737
L H H H . otal volume otal open interest 6.
cific claims and an attachment pomt of at least ' ness Insurance's annual di- |----- responsible for finance, o , |
15% of expected aggregate claims laes be- 1 rectory of buyers of Insur- 2 | risk management, em- Forintormation on PCS cat options, call the Chicago Board of
low those levels would be considered health in- ance, Benefit Plans & Risk 4 bS—"—8 | | ployee beneﬁts human -Trade at 312-435-3074
surance and would have to abide by state re- ' Management Services is now 1’1,;\1%51:3 | resources, pen’sion/retire— i Source Chicago Board of Trade
quirements, such as offermg benefits mandated 1 available " '""B .51 r--. ment planning. nsurance.
by state law The 1999/2000 edition of ’ r, Ieggl counseT and private .
Amencan Medical Secunty then challenged | the "Business Insurance Di- ‘ medical/health plans British Issues
the regulation and U S District Court Judge rectory of Corporate Buyers Revenue or asset infor- ) o
Alexander Harvey I[, and later the 4th U S Cir- of Insurance, Benefit Plans mation and number of Price P/E Div Yield 52-week
cult Gourt of /r\TpépgaIs ruled that the Employee | and Risk Management Ser- 1!1 Llli employees are provided Companies pence  pence % high-low
etirement Inco ecufity Act pre-empted it vices" includes Information

irectOfy contains

Judge Harvey said the regulation imposed sig- i on more than 14,400 execu- 19{]9/200ji®ITORY OFJJUYER Tan Ings of companies legaiaGon 168 206 36 2220714z

nihcant restrictions on employee beneht plans , tives from nearly 2,700 U S based on number of em- Royal & Sun 416 13 6 23 O 59 633-379
and thus was pre-empted by ERISA companies ployees and revenues or

In the wake of those decisions, Maryland re- The directory IS available assets Brokers
drafted the regulation in a 692-page printed volume and on CD- The buyers directory costs $95 In addi-

"We studied the decision and drafted lan- ROM for Windows-compatible comput- tion, the directory IS available on CD- Limbrt Fenchurch 81 78 42 53 oass
guage to avoid the pitfalls" of the regulation, | ers ROM for $595 oLt 555 11 5 120 47 286-166 1
Commissioner Larsen said earher tkns year The guide's listings consist of corporate To order copies, please call Business In-

The new statute, state officials said, is direct- 1 data, including addresses, phone and fax surance's Sin‘gzle Copy Sales Department Note Pnoes are Oct 29 closings, other numbers from Oct 28
ed exclusively to Insurers and not to employee , numbers, Web site addresses, the names at 888-446-1422 /
benefits While ERISA pre-empts state laws and . A Source CNET /nvestor(Investor cnet com) Boulder, Colo
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Baldwin & Lyons Inc nNoo 20.63 5.71 11.76 2600 19.62 73 PMA Capital Corporation NDO 20.00 123 2.24 21.12 177 25
Berkley W R Corp NBo =zon e6° s=os sese =062 415 Philadelphia Cons Holding NDO 14.50 2.52 31.76 2550 1081 220
Berkshire Hathaway Inc NYS 63900 00 1725 -644 8110000 54200.00 =z PXRE Corp NYs 1225 os1 51.49 2668 1131 171
Capital RE Corp NYS 1a1a acs 2780 2225 .43 1024 Reliance Group Holdings Nvs 3.56 1094 7246 1512 3.18 2043
Capitol Transamerica Corp NAS 1238 1.98 30.04 20.25 1231 22 RellaStar Financial Corp NYS az.94 073 a0s aos1 31 68 4069
Centrls Group Inc NYs 11.50 a-ee 2267 1aoe 70 490 RenalssanceRe Holdings Ltd NYS 36.44 2.64 0.87 4156  30.00 105
Chubb Corp NYS 5500 1268 1530 7637 4400 5571 Risk Capital Holdings NDQ 1306 234 s8.17 2375 1200 13s
CIGNA Corp NYS 17475 1456 386 ®s.62 6343 5323 RLI Corp NYS 3331 067 -0t 3881 2787 83
Cincinnab Financial Corp NYS 3581 852 035 42.80 3068 2081 St Paul Cos NYS 32.00 17.16 8.57 37.50 25.37 5402
, Cltigroup NYs 54.13 12.32 60.57 5462 27 56 97029 SCoRrR NYS 4925 o.20 2423 6850 aa.62 14
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drug benefit and accept the finan- In fact, in the absence of a Medi- last year offered coverage to re- seriously consider adopting a de-
D ru g S cial subsidy from Medicare care expansion, 40% of respon- tirees 65 and over, a drop from 87 % fined contribution approach to of-
On the other hand, 20% would dents said they would expect to cut in 1991 fering retiree health care coverage
Cont:nued from page 2 eliminate prescription drug cover- back on the prescmption drug ben- "The effects of FAS 106 still are to Medicare-eligible retirees Under
based on a formula, initially would age for Medicare-eligible retirees, efit they now provide to Medicare- being felt," said Mr McArdle, re- this approach, an employer will
be $192 per retiree, nsing eventual- mcluding 15% that would outright ellglble retirees femng to a 1990 Fmancial Ac- agree, for example, to make a fixed
ly to $352 per retiree, according to eliminate coverage and 5% that Expanding Medicare to cover at counting Standards Board rule that contribution toward a retiree
Hewitt estimates would eliminate coverage but pick least a portion of prescription drug requires employers to recognize on health care premium If premiums
With this financial Incentive, up the retirees' Medicare prescrip- benefit costs helps employers meet their financial statements retiree rise beyond that contribution, the
most employers would opt to con- tion drug benefit premium their objective of offering a valued health care habihties as they accrue retiree has to pick up the differ-
tinue offermg piescription drug These findings are based on a He- benefit while helpmg to offset costs, rather than on a pay-as-you-go ba- ence
coverage Fifty-five percent of the witt survey of 327 large employers said Frank McArdle, a consultant sis That rule, which generally went The survey also found that 50%
respondents said they would offer conducted for the Kaiser Family in Hewitt's Washington office into effect in 1993, has made em- of employers said they would over
prescription drug coverage as a Foundation, a Menlo Park, Calif - "Many large employers do want ployers more aware of the true cost the next three-to-five years serious-
supplement to the Medicare bene- based health philanthropy to preserve prescription drug cov- of their retiree health care plans ly consider only offering a managed
fit, such as, perhaps, paying for the When the Chnton administration erage, but reduce costs Tms pro- Those employers not terminating care plan to their retirees 65 and
portion of drug bills not covered by unveiled its prescription drug ben- posal helps them to achieve both retiree health care plans, have, in- older
Medicare and/or paying for bills efit proposal this summer, some objectives," Mr McArdle said creasingly, used a vanety of ap-
above the maximum annual drug benefit experts speculated that its Meanwhile, a related survey of a proaches to pass on costs to retired Free copies of "Rettree Health
benefit hmit enactment could result in large- constant group of 498 large em- workers Coverage Recent trends and Em-
Those employers' prescription scale employer terminations of em- ployers reveals how companies are For example, 81% of employers ployer Perspectives on Future Ben-
drug benefit costs would be re- ployer-sponsored retiree prescrip- cutting back on their retiree health said they expect to increase premi- efits," are available on the Internet
duced since Medicare would be tion drug plans (Bl, July 5) care plans ums and/or boost other cost-shar- at www k# org Copies atso are
picking up a share of retirees' drug But the Hewitt-Kaiser survey re- For example, in 1998, 87% of ing requirements withm the next available through the Kaiser Fami-
bills veals that in fact, the opposite those employers offered health care three to five years for Medicare-ell- ty Foundation's pubhcations re-
Another 25% of employers would could occur with employers more coverage to retirees under 65, a de- gible retirees quest line at 1-800-656-4533 Re-
retain their primary prescription likely to retain coverage cline from 94% in 1991, while 78% In addition, 53% said they would quest document #1541

FTR FOR THE RECORD

HHS also said the monthly premium for Medicare Part Mr Barry said a Judge ruled late last month in that suit
Ve B, which covers physician services, will remain unchanged that Allied, which had paid $14 5 million to the Willis set-
- next year at $45 50 tlement, will recover roughly $ 10 9 million from lllinois

Auto Electric Allied's settlement was paid, in part, by
Lexington Insurance Co in London Chrysler will recover
- $7 5 million of the $10 million paid to the Willis settlement

Alliance seeks class action reforms

H. DOWNERS GROVE, Il -A new white paper issued by from the inspection company
(S the Alliance of American Insurers is calling for reform of Allied Products may appeal the decision in an effort to
4. the class action litigation system recover the full amount paid to the settlement, Mr Barry
In the document, the Alliance reiterates ItS support for said
federal legislation that would allow either the plaintiff or DaimlerChrysler filed a memorandum asking the iudge

the defendant in a multistate class action to move the trial to reconsider her decision, said Brian Bell, a partner for
from a state to federal court (BI, Sept 27) At the state lev- Swanson, Martin & Bell in Chicago who is an attorney for

el, the Alliance the carmaker He noted, however, that "Chrysler is very
calls for legislation happy with the overwhelming victory that the Jury gave
a. that would n us "
- Create a rebut- AI I I E i n Ce The Willis family settlement is not affected by the real-
PHOTOS AF/ WIDE WORLD table presumption location of fault or by the Daimler Chrysler/Allied Prod-

of American Insurers

Cit,group's chief executive officers now comprise, of validity in a civ- ucts sult against lllinois Auto Electric, Mr Barry said

from left, John Reed, Sanford Weill and Robert Rubin. 11 action against a Counsel for lllinois Auto Electric did not return calls
regulated entity, seeking comment
B L. . ) ) such as an insurance company, when the actions and prac-
Rubin joins Citigroup executive triad tices in question have been approved by the proper regu- Grace settlement covered by D&0O cover
lator
NEW YORK-Citigroup, the financial services monolith * Require a court to dismiss or abate proceedings where COLUMBIA, Md -W R Grace & Co will recover ap-

formed by the merger of Citibank and Travelers Group, state agency lurlsdiction is involved and further provides proximately $3 8 million from a directors and officers in-
has named former U S Secretary of the Treasiry Robert that relief awarded by the administrative agency be re- surance company as part of a settlement of suits over the
Rubin as chairman of the executive committee of the garded as adequate even if the relief award does not in- severance benefits of two former chief executives of the
board clude exemplary damages, multiple damages, attorneys company

Although he will not be considered a third chief execu- fees or court costs The suits, filed in New York Supreme Court against the
tive officer alongside chairmen and co-CEOs Sanford - Stay discovery in a class action while a motion to dis- directors of Columbia, Md -based Grace, claimed the ben-
Weill and John Reed, Mr Rubin will share in the "guid- miss is pending efits were excessive Corporate Officers & Directors As-
ance and direction of the company," Mr Reed said during "The Alliance believes the time is right to achieve these surance Ltd, Grace's D&O insurer, will pay the settlement
a press conference held last week He will have no day-to- reforms Efforts by Congress to enact class action reform to the company, according to a Grace spokeswoman
day responsibilities, Mr Reed emphasized, but he will legislation and Alabama's recent enactment of a class ac-

work closely with Messrs Reed and Weill tion reform bill are signs that the public's tolerance of Comings & Goings: Industry

Mr Rubin describes his involvement as strategic, man- class action abuse is waning," the report says
agerial and operational He will not have subordinates re- Single copies of "Class Action Litigation Problems and Allan J. Klotsche has been named
porting directly to him Solutions" are available free by contacting Joyce Kraeger vice chairman and chief operating

"He will help us think through our strategy-what we at the Alliance of American Insurers, 3025 Highland Park- officer of Milwaukee-based T E
should be executing, how we continue to develop the cul- way, Suite 800, Downers Grove, lll 60515, the telephone Brennan Co Before joining the risk
ture of our company, and how we continue to develop a number is 630-724-2133 management consultant, he previ-
company that will be attractive to the best and brightest . i *tj i ously was president and chief exec-
young people all over the world," said Mr Weill He noted Company aSS|gned fault in car crash , utive officer of Willis Corroon of
that Mr Rub-in wiI_I be es-pecially vall-_lab-le to Citigroup in Minnesota John Hume haS been
the area of financial services modernization CHICAGO-Illinois Auto Electric Co, doing business as named chief financial and adminis-

The financial services marketplace faces several chal- M&S Transport Services, was recently found to be 75% at trative officer of Hamilton, Bermu-
lenges in the immediate future, Mr Rubin said E-com- fault by a Jury for a traffic accident that killed six children da-based XL Mid Ocean Reinsur-
merce, functioning in a global economy, dealing with the in November 1994 ance Ltd , which is part of XL Cap-
risk management issues of various markets, and the cul- Elmhurst, Il -based lllinois Auto Electric was the one ital Ltd He previously was finance
tures and people involved are among the factors that will defendant of nine who failed to contribute to a $100 mil- Mr. Klotsche director and chief administrative
affect the industry, he said lion out-of-court settlement reached -n August with Du- officer at NAC Reinsurance Interna-

ane Scott Willis and his wife, Janet (Bl, Aug 30) The tional Ltd , which became part of XL Capital in June

Medicare deductibles to.ise Willis children died when a mud flap and tail light assem-

bly that fell from a truck chassis struck their minivan, Ig- Information in brief

WASHINGTON-Medicare deductibles will rise next niting the vehicle lllinois Auto Electr-c had inspected the
year, the Department of Health & Hu- chassis nine days prior to the accident, said Norman J A proprietary survey of 21 long-term care Insurers con-
man Services announced recently Barry Jr , attorney for the Chicago-based Allied Products, ducted by Oldwick, N J -based A M Best Co found that,

The one-tirme deductible irm- . another defendant in the original suit although long-term care sales have risen in recent years,
posed on the first 60 days of a The Jury also found Transamerica Leasing Inc, the own- the growth is far less than was anticipated Concerns over
hospital visit will rise to $776, er of the chassis, to be 15% responsible, and Ricardo Guz- inappropriate sales and a general lack of consumer inter-
up $8, while the daily de- man, driver of the truck, to be 10% responsible Other est have hindered growth, Best said Reliance National
ductible for the next 30 days named defendants who paid into the settlement were Insurance Co. last month revealed plans to raise some cap-
of an inpatient s T in-, . found to be 0% responsible ital from its surety business The company plans an initial
crease 6y Wto $ﬁ392‘_" he dally . A counterclaim was filed jointly bb named defendants public offering of up to 20% of Reliance Surety Group, a
deductible for visits exceeding Chrysler, now operating as DaimlerChrysler Corp , and newly formed holding company for Reliance's surety and
90 days will rise by $1 to $388 Allied Products Corp , whose defunct Load Craft division fidelity bond business Also, Reliance plans to set up an-

These increases will affect em- manufactured the chassis, to recover from lllinois Auto other company, Point, Click & Bind Inc , which will in-
ployers that integrate their retiree Electric the money each paid to the Willis family, said Mr clude CyberComp, ItS Internet-based workers compensa-

health care plans with Medicare to pay for chaiges not Barry Chrysler manufactured the -Willis' 1994 Plymouth tion business Ten percent of the shares in the company
covered by Medicare Voyager minivan will be issued to Reliance shareholders
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Environmental coverage

1 OU turned a failing factory into a booming business.
You made promises to the community and to your shareholders.
And you kept them. Then the government declared your property
a hazardous waste site You didn't dump the chemicals. But now
you own the factory, so you own the problem.

This is the real world companies live in. And if your com-
pany is not properly covered, the world becomes an ugly place.
How can AIG help? By doing things others can't. By taking

what you've always thought about insurance and turning that

Nnotion on its head.

VVho insures

Ygu

Take our Environmental coverage. Environmental laws
vary country by country, state by state. VWhich means a detailed
understanding of local regulations is essential. The AIG
Companies have the largest global network of offices with
underwriting authority for environmental risks. This enables us to
provide the type of innovative first-to-market products that often
redefine the industry-products like Cleanup Cost Cap and Pollution
Legal Liability SelectF Products that help turn unforeseen
disasters into manageable situations.

We've built our reputation on fulfilling promises. And
because that reputation is solidly backed by Triple-A-rated
financial strength, you can rest assured that the AIG Companies
will be there for you.

So no matter what the risk, no matter where the risk, the AIG
Companies have the resources and experience to custom-tailor a
policy that helps protect you from the unexpected.

Call your broker or e-mail us at AIGEnvironmental@aigcom.

What's the worst that could happen? That's what we

think about every day.

AIlIG
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