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orth Carolina

ergonomics fight
mirrors nation's

By MARK A. HOFMANN

RALEIGH,, N.C,-The na-
tional dispute over a federal
ergonomics standard also is
being played out in North Car-

olina.

North Carolina Labor Com-

missioner Harry Payne decided
Nov. 14 to adopt the Occupa-
tional Safety and Health Ad-
ministration's final ergonomics

standard as North Carolina’'s.

OSHA published the stan-
dard in the Nov. 14 Federal
Register (BI, Nov. 20).

It was the latest step in his
department's two-year effort
to issue an ergonomics stan-
dard.

In both cases, a lame-duck
administration issued the stan-
dard after years of controversy
and in the face of strong resis-
tance from employers and leg-
islators. And in both cases, the
future of the standard could
hinge on who wins undecided
elections.

Employer and insurer groups
have filed at least four major
petitions for review with fed-
eral appellate courts, the latest
being a National Coalition on
Ergonomics-led petition joined
by the Alliance of American
Insurers and others in the U.S.
Circuit Court of Appeals for
the District of Columbia on
Nov. 20.

That petition will be consoli-
dated with review petitions led
by the Nationdl Assn. of Manu-
facturers and the U.S. Cham-
ber of Commerce. In addition,
an insurer petition for review

coordinated by the American
Insurance Assn. has been filed

in the 4th U.S. Circuit Court of
Appeals, and a number of la-
bor unions have also filed indi-
vidual petitions seeking review
in a number of federal courts
of appeal. All of the petitions
for review will eventually be
consolidated and heard by one

appeals court, which will be
chosen by lottery.

Employers in North Carolina
also are considering whether to
seek judicial review of the
state standard. In the mean-
time, they are carefully moni-
toring the federal actions al-
ready filed.

"They could have adopted
their own," said Craig R. Senn,
an associate in the Atlanta of-
fice of Winston-Salem, N.C.-
based law firm Womble, Car-
lyle, Sandridge & Rice, who
has discussed with business
groups how to deal with a state
ergonomics standard. "Their
state efforts really had gone
awry."

Only a handful of states, Cal-
ifornia being the most notable
and successful, have contem-
plated setting ergonomics
standards that state officials
contend would fit their work-
place conditions better than
any federal mandate could.

North Carolina Commission-
er Payne, a Democrat who did
not seek re-election this year,
issued a proposed draft er-
gonomics standard in late
1998. Like its federal counter-
part, the North Carolina pro-
posal from its.beginning drew
fire from employer groups, in-
cluding the local chapter of the
Risk & Insurance Management
Society Inc. (Bl, June 14,
1999).

"We were involved in it to
the point of opposing it very
strongly," said John Toay,
chairman government affairs
for the Carolina Chapter of
RIMS, and president of Loss
Prevention Management Inc. in
Fort Mill, S.C., a suburb of
Charlotte, N.C. Mr. Toay is the
retired risk manager of Char-
lotte-based Family Dollar

Stores.

The proposed

standard,
which was only a page and a

See State on page 21
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California files suit to undo

Northridge claims settlements

SACRAMENTO, Calif.-California Attorney
General Bill Lockyer and the California Insur-
ance Department are asking a state court to set

aside settlements reached between insurers and

the department in connection with the 1994
Northridge earthquake.

Former Insurance Commissioner Chuck
Quackenbush resigned in June after being
charged with permitting insurers to pay about

$12 million in settlements into a nonprofit foun-
dation instead of paying perhaps bil-

See Updates on nezt page

New rules cut time

for handling claims

By JERRY GEISEL

WASHINGTON-Final Labor

Department rules setting new
deadlines for resolving health care
claims are a significant improve-
ment over earlier, roundly criti-
cized proposals, benefit experts
say.

The new rules establish one set
of deadlines for plans to advise
enrollees whether or how they
will cover a procedure, and anoth-
er set for claims filed after a ser-
vice has been provided. Earlier
proposals did not distinguish be-
tween pre- and post-service
claims-an omission, employers
and insurers said, that made them
seriously flawed.

For urgent pre-service claims,
such as when an enrollee asks a
health plan whether it will cover a
procedure, a plan would have to
notify the enrollee of its benefit
determination within 72 hours of
receipt of the claim.

In the event the enrollee has not
provided sufficient information
for a plan to determine if it will
cover a procedure, the plan ad-
ministrator would have 24 hours
after the receipt of a claim to noti-
fy the enrollee of the specific in-
formation needed to complete the
claim. The enrollee then would
have 48 hours to provide the nec-
essary information. After the
needed information is filed, the

See Claims on page 21

PHOTO: AFP
President Bill Clinton and Labor
Secretary Alexis Herman last
week issued new health plan
claims handling rules.

Partner rule under fire

Suits challenge San Francisco benefit mandate

By JUDY GREENWALD

SAN FRANCISCO-The airline
industry and an organization
founded by televangelist Pat
Robertson are unlikely allies in
the continuing battle to challenge
San Francisco's domestic partner
ordinance.

Attorneys for the Washington-
based Air Transport Assn., which
represents 28 domestic and inter-
national airlines, and the Virginia
Beach, Va.-based American Cen-
ter for Law & Justice, a public in-
terest law firm founded by Mr.
Robertson, argued in a federal ap-

pellate court last week that the
city's 1996 domestic partner ordi-
nance violates federal law.

A decision by the three-judge
panel of the 9th U.S. Circuit Court
of Appeals is expected within six
months, according to an ATA
spokesman, who said the organi-
zations presented their cases to-
gether at the court's request.

The San Francisco ordinance
requires companies doing busi-
ness with the city to provide equal
benefits to employees' spouses
and long-term partners. Both or-
ganizations are appealing deci-
sions issued last May by U.S. Dis-

trict Judge Claudia Wilken. Judge
Wilken upheld the domestic part-
ner law in a lawsuit filed by Tall-
madge, Ohio-based S.D. Myers.
That firm, which is represented by
the Robertson organization, had
failed to win a city contract to
perform maintenance on electric
transformers in the city because it
refused to comply with the ordi-
nance (Bl, May 31, 1999)

INn a related decision handed
down the same day, Judge Wilken
ordered airlines at San Francisco
International Airport, which the
city owns, to provide the partners

See Partner on page 21

Stocks respond to firmer pricing

Analyst eyes on the future

By JUDY GREENWALD

They're better than they look.
That is the consensus of stock
analysts looking at the nine-
month fi-
—_—=m=====Z-—— Nnancial re-
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commercial

RESULTS
property/ca-

sualty insur-

9 month -
Although

— the cycle has

clearly
turned, the change is not yet fully
apparent in insurers' results be-
cause of an inevitable delay be-
tween price hikes and their ap-
pearance on the botom line. Nev-

ertheless, the property/casualty
industry is looking forward to a
strong year in 2001.

And as earnings begin to im-
prove, insurer stocks should out-
perform the rest of the market,
some analysts say, even though
many believe that property/casu-
alty stocks have already reached
their peak as Wall Street has an-
ticipated the market's turn.

"l think you're going to see bet-
ter earnings for a lot of companies
in 2001," said Ron Frank, an ana-
lyst with Salomon Smith Barney
in New York. "I don't think you'll
see much bottom-line balance
sheet excitement this year, but
there never was much reason to

expect that.

"l think this has always been
viewed as pretty much a transi-
tion year, during which,the com-
panies have pushed for meaning-
ful rates and continue to re-un-
derwrite books of business," all of
which will noticeably affect next
year's underwriting results and
earnings, said Mr. Frank.

"The outlook is pretty positive,”
said Michael Lewis, senior insur-
ance analyst with Warburg Dillon
Read in New York. Rate hikes
"continue to increase both in
magnitude as well as expand into
a greater portion of the commer-
cial lines arena," he said. In addi-
tion, "these rates are being ac-
cepted, as measured by retentions

See Results on page 20
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Northridge settlements under fire

Continued from previous page

lions of dollars in fines in connection with mishandled claims stemming
from the Northridge quake.

Substantial amounts from that foundation were later used to pay for
political consultants and public-service television advertisements featur-
ing the commissioner, according to testimony at legislative hearings.

Mr. Quackenbush, now living in Hawaii, has maintained that the inves-
tigations against him were politically motivated.

A complaint originally filed in the spring sought the dissolution of the
foundation and addressed issues related to the failure of its board to exer-
cise its fiduciary responsibility, said a spokeswoman for Mr. Lockyer.
Among other things, the amended complaint filed Monday asks the state
court in Sacramento to declare the settlement agreements "void and un-
enforceable.”

A spokeswoman for Allstate Insurance Co., one of the insurers named in
the state's lawsuit, said in a statement: "We believe strongly that the set-
tlement agreement entered into between Alistate and the California De-
partment of Insurance is a valid and enforceable contract under Caljfor-
nia law, and Allstate has complied fully with the terms and conditions of
that contract.™

Other insurers named in the suit were units of 21st Century Insurance
Group, the State Farm Group and Farmers Insurance Group.

Former Deputy Insurance Commissioner George Grays as well as two
directors and officers of the foundation, Ronald Weekley and Eric Givens,
are among those also named as defendants in the litigation.

Generali signs Holocaust accord

ROME-AnN agreement signed last week in Rome formalizes a previ-
ously announced settlement that Italian insurer Assicurazioni Generali
S.p.A. has reached over payment of Holocaust-era claims.

The $100 million pledged by Trieste, Italy-based Generali comes in ad-
dition to amounts the insurer has already paid for claims and other settle-
ments (Bl, Aug. 28). In addition to paying claims, the settlement also in-
cludes financial support for the International Commission on Holocaust
Era Insurance Claims as well as an independent fund established by Gen-

London adopts standards
to boost market efficiency

By SARAH VEYSEY

LONDON-Buying insurance in
the London market could become
simpler and more cost-effective if
new service standards are widely
adopted and succeed in eliminat-
ing inefficiencies and extra ex-
penses.

Lloyd's of London, the London-
based International Underwriting
Assn., and the Lloyd's Insurance
Brokers Committee last week un-
veiled their joint program aimed
at streamlining business processes
in the London market.

"Ownership of the reforms ex-

tends widely across the market,
with the common aim to improve
customer service, speed up the
way the market operates and cre-
ate long-term cost savings," the
three groups said in a joint state-
ment.

The LMP2001 document, also
known as the "Green Book," is
based on proposed changes first
published in May and circulated
to London market participants for
comment. The document will now
be circulated to London insurance
and reinsurance companies,
Lloyd's syndicates and brokers,
all of which will be asked to sign

up indicating their support for the
voluntary LMP2001 program.

The main goals of the voluntary
program are to provide the mar-
ket with:

< Clarity at the point of con-
tract, so that all concerned know
who is doing what and when. It is
envisaged that this will speed up
the claims process, which has of-
ten been complicated and drawn

out where several underwriters
are involved.

= A single underwriter or pre-
determined number of underwrit-

ers responsible for all the admin-
See London on page 22

Rates iIn most lines rising

CIAB's third-quarter study sees hardening continuing
By MARK A. HOFMANN

Firming in market

WASHINGTON-Commercial property/casualty
insurance rates continue to harden virtually across

the board, according to the Council of Insurance
Agents & Brokers' third-quarter Commercial Insur-

ance Market Index.

This finding is in line with a firming trend evident

following lines.

since the CIAB released its first market index earlier

The Council of Insurance Agents & Brokers asked
members to comment on pricing trends for the

Compared to three months ago, the market is:

.. . . Very Somewhat No Somewhat Very
erali in Israel in 1997, according to a statement. this year. While the index indicates that market con-
. A ) ) ) soft Soft change hard hard
The agreement calls for Generali to make all of its claims payments ditions continue to harden for five out of six lines
. . . . Aut 0% 0% 10« 74% 16%
through the ICHEIC, which will oversee research, processing of claims studied, a violent market contraction similar to that ute ° < e ° °
and evaluation of payments under insurance policies belonging to victims of the mid-1980s is not expected to occur. Workers
: ) o o
and their heirs. The quarterly index is based on the responses of comp 1% 18% 53%  27%
The agreement also calls for the names of all Generali policyholders the Washington-based CIAB's member agencies and Properly 0% 1% 16% 65% 18%
who were Holocaust victims to be made public. To date, nearly 9,000 brokerages. According to Coletta Kemper, the CIAB's General
names have been published by ICHEIC on its Web site, www.icheic,org. vp-industry relations, the group sends questionnaires liability O% 3% 30% 63% 4%
"This is a fair and just settlement," said Lawrence Eagleburger, former to 1,000 of its members' offices in each survey, and it Umbrella* 1% 2% 54% 38% 4%

U.S. secretary of state and chairman of ICHEIC.
The agreement "brings closure to a matter of the highest moral con-

has gotten varying response rates. The most recent

. *Does not total 100% d ye t from 1%,
survey, which was the fourth the CIAB has conduct- ue to no response from 1%

Source: Council of Insurance Agents & Brokers.

cem" said Giovanni Perissinotto, general manager of the insurer.

In a separate statement, Deputy Secretary Stuart E. Eizenstat of the
U,S. Treastuy Department encouraged participants to work expeditiously
to settle remaining claims.

Groups offer plan to cut uninsured

WASHINGTON-Employers that provide health coverage to low-
wage workers would receive a non-refundable tax credit under a new
proposal to extend health insurance to the uninsured.

The tax credit plan, unveiled Nov. 20, is part of a three-prong
public/private strategy devised by the Health Insurance Assn. of America,
the American Hospital Assn., and Families USA.

Under their proposal, the tax credit would be available to employers
that pay a larger portion of the health care premium for employees with
family incomes between 133% and 200% of the federal poverty level-
which in 2000 was $17,050 for a family of four, for example-than they
pick up for better-paid workers.

The proposal calls for the tax credit to be made in conjunction with an
expansion of Medicaid to cover all individuals whose income is below
133% of the federal poverty level.

The third prong of the strategy is to give states the option to expand
Medicaid or the Children's Health Insurance Program to provide coverage
for adults with incomes between 133% and 200% of the federal poverty
level.

"With the economy in good condition, the federal budget in surplus,
and state budgets in good shape as well-there never has been a better
time to make such an investment," said the three groups in a joint state-
ment.

The number of people without health insurance declined 3.8% between
1998 and 1999 to 42.6 million, according to the most recent statistics from
the U.S. Census Bureau. Similarly, the proportion of the nation's residents
without health insurance coverage declined to 15.5% from 16.3% .

The Census Bureau attributed the improvement to an increase in the
number of citizens with employment-based coverage.

Briefly noted

Standard & Poor's Corp. has assigned its "R" financial strength rating,
which indicates a company is under regulatory supervision due to its fi-
nancial condition, to INEX Insurance Exchange member Agora Syndi-
cate Inc....Lloyd's of London has promoted Julian T. James, managing di-
rector of Lloyd's North American unit, to the position of director for
Worldwide Markets, a newly created division that will unify the market's
United States, Canada and international teams. The Worldwide Markets
division will be responsible for developing and enhancing Lloyd's world-
wide trading licenses and opening up the market to new brokers....The
Pension Benefit Guaranty Corp. will guarantee participants in under-
funded pension plans that are terminated next year and taken over by the
agency a maximum annual benefit of $40,704.60, an increase from the
$38,659.08 maximum for plans terminated this year.

See Index on page 22

Key differences with NAIC model

NCOIL drafts own privacy rule

By MEG FLETCHER

ALBANY, N.Y.-The stage is set
for heated discussions in some
state legislatures over which pro-
posals to follow in implementing
privacy rules that insurers must
adopt to comply with the federal
financial modernization law.

Earlier this month, the National
Conference of Insurance Legisla-
tors adopted a proposed model
privacy regulation for state law-

makers to consider.

That comes two months after
the National Assn. of Insurance
Commissioners adopted its own
model privacy regulation for in-
surers (Bl, Sept. 18).

INS/DE

« The Leapfrog Group's plan to raise the quality of health
care will go a long way toward changing provider behavior,

this week's editorial says. PAGE 8

« It is becoming more common for prosecutors to take le-
gal action against corporate executives, Steven Glad-
stone writes in Perspectives. PAGE 13

* A recent string of fatal rail accidents in the United King-

Both proposals are designed to
guide state lawmakers and regu-
lators in implementing Title VV of
the federal Gramm-Leach-Bliley
Act governing insurers' treatment
of consumers' non-public finan-
cial and health information, espe-
cially for marketing purposes.

Overall, "the two models are
very close," said Susan Nolan,
deputy executive director of Al-
bany, N.Y.-based NCOIL. Exten-
sive discussions with representa-
tives of the insurance industry
and the NAIC resulted in NCOIL
adopting many definitions and
clarifications that are similar to
those found in the NAIC model,
she said.

However, she said there are two
notable differences in the NCOIL
proposals that are considered fa-
vorable by employers and some
property/casualty insurance trade
associations:

= The NCOIL model would ex-
empt insurance beneficiaries and
claimants, while the NAIC in-
cludes them in its definition of
"consumer.”

Therefore, the NCOIL model ex-
cludes workers compensation
claimants and reduces the number
of notices that must be mailed to
employers. The NAIC model, on
the other hand, appears to include
that coverage, though it has in-

See Privacy on page 22
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New syndicate has
eye on U.S. business

By EDWIN UNSWORTH

LONDON-A new Lloyd's of
London syndicate, syndicate 2010,
began operations last week with
underwriting capacity for 2001 of
more than £80 million ($113.9
million) and ambitions to generate
about one-third of its premium
volume from U.S. reinsurance
business, mainly non-marine
risks.

The syndicate's managing agen-
cy, London-based Cathedral Cap-
ital PLC., owns 25% of the oper-
ation and is contributing £20 mil-
lion ($28.5 million) of the syndi-
cate's underwriting capacity. The
syndicate also has significant U.S.
backing, with PMA Re Corp. and
New York Marine & General In-
surance Co. Inc. together provid-
ing £25 million ($35.6 million) of
capacity.

Most of the remaining £35 mil-
'ion ($49.8 million) of capacity has

O

been provided by individual in-
vestors at Lloyd's.

Robert W. Bailey, chairman and
chief executive officer of NY-
MAGIC, said the insurer's deci-
sion to sell its Lloyd's agency,
MMO Underwriting Agency Ltd.,
to Cathedral Capital in exchange
for the shareholding "demon-
strates our confidence in the on-
going opportunities presented by
underwriting and investing in the
Lloyd's market."

Syndicate 1265, formerly man-
aged by MMO Underwriting, has
ceased underwriting and will be
placed in runoff.

Cathedral expects around 85%

to 90% of syndicate 2010's premi-
um volume in 2001 to come from

aviation and worldwide non-ma-
rine treaty reinsurance. Approxi-
mately half of the non-marine
volume will be U.S. property

business, amounting to some 20%
See Cathedral on pgge 22
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Marriott covered for fire losses

By JOANNE WOJCIK

VAIL, Colo.-Damage from a weekend fire at the
Vail Marriott Mountain Resort is still being as-
sessed by Marriott International Inc., which is in-
sured for property and business interruption losses
from the blaze.

Local fire officials have estimated property dam-
age at $20 million, but "that's way high," according
to Bradley Wood, vp-risk management for the
Bethesda, Md.-based company.

In addition to property damage, Marriott is likely
to file a claim for business interruption losses since
the 120 rooms lost in the blaze will not be available
for this year's ski season, he said. To calculate busi-
ness interruption losses, Marriott and its insurer
will consider such factors as other area hotel occu-
pancy levels, historical patterns and projections.
The damaged rooms will be lost for at least six
months.

Both the property and business interruption in-
surance are written by Factory Mutual Insurance
Co. doing business as FM Global.

The blaze in the 22-year-old section of the hotel
raged for six hours before it was brought under
control at 2:45 am Nov. 19. It took 78 firefighters
from nine agencies to put out the fire. Two Vail
firefighters suffered minor injuries, but no hotel

PHOTO: AP/ WIDE WORLD

The Vail Marriott Mountain Resort lost 120

rooms in a Nov. 19 fire.

guests were hurt.

The 350-room, three-building hotel was about
50% full, with the Vail ski slopes just opening for
the season on Nov. 15.

While the fire activated all of the sprinklers in
the hotel, some were overwhelmed by the intensity
of the blaze, according to Vail Fire Chief John
Gulick. And when firefighters tried to hook up to a
water pipe on the east side of the building, they
found it frozen in the below-freezing temperatures,

See Vail on page 22

Seeing insurance as capital rather than cost

By PAUL D. WINSTON

PALM BEACH GARDENS,
Fla.-For Swiss Reinsurance Co.,
:he process of moving to provid-
ng capital management solutions
from traditional risk transfer ser-
vices was an "emancipation," says
an executive of the reinsurer.

This new approach has allowed
:he company to bring clients so-
phisticated new solutions for their
risks and capital needs, while
moving beyond the competitive
and costly market for commodity-
sype insurance solutions, he says.

The change in Swiss Re's ap-
proach occurred as a result of the
growth of alternative risk trans-
fer, which initially was driven by
rhanges in the supply of tradi-

Role of captives
changes with market

tional insurance capacity and was
accelerated by the development of
sophisticated financial reinsur-
ance tools and risk securitization,
according to Erwin Zimmermann,

divisional chief executive of Swiss

Re New Markets in Zurich,
Switzerland.

This change in approach is
client-driven, Mr. Zimmermann
said in a keynote speech at the
10th annual World Captive and
Alternative Risk Financing Forum
held in Palm Beach Gardens, Fla.,
Nov. 12-15.

"We pride ourselves on develop-
ing solutions and new markets,
but change comes from the de-
mand side. Our clients are the real
drivers of change," he said.

These drivers include, for exam-

ple, globalization, technological
advancement, and what he called
financial engineering, or the cre-
ation of new financial manage-

ment tools.

Because of these developments,
companies face greater volatility,
which can have a detrimental im-
pact on their capital in the form of
shareholder and analyst dissatis-
faction.

"Companies that don't manage
their volatility and capital effi-
ciently are penalized by their in-
vestors,"” Mr. Zimmermann said.

The role that insurance solu-
tions can play, therefore, is by
helping to' minimize that volatility
and providing a source of contin-
gent capital, which unlike debt or
equity, is not reflected on a client
company's balance sheet, he said.

Recognizing this benefit, how-
ever, requires changing how in-
surance is perceived, Mr. Zimmer-

mann said.

"The problem is, our industry
has never succeeded in selling in-
surance as a financial instru-
ment," he said. Rather than seeing
it as a financial product that can
provide a value, it instead is seen
as a cost, he said.

A key attraction of using insur-
ance as a source of contingent
capital is that it can lower a com-
pany's cost of capital, he said. An
unconditional source of capital,
such as debt, likely will cost more
than capital provided by insur-
ance, which is contingent upon
some sort of trigger, he noted.

Also, by meeting capital needs
with insurance, a company may
not need to carry as much debt,

See Change on next page

Interest in captives
Nnot limited to buyers

By RODD ZOLKOS

PALM BEACH GARDENS, Fla.-As
business evolves, so too do the reasons
for having a captive, with the focus now
turning more toward financial efficien-
cy and the most effective use of capital.

"In the virtual world, do you actually
need a captive? Is it something you abso-
lutely need to go forward into the fu-
ture?" asked Robert C. Golden. presi-
dent-global business at Zurich Corpo-
rate Solutions in Zurich, Switzerland.

"The captive is really an extension of
the risk appetite of the parent compa-
ny," Mr. Golden said, adding that while
there are certain reasons for having a
captive, there also are reasons not to
have one.

Speaking as part of a panel on new
captive uses at the annual World Cap-
tive and Alternative Risk Financing Fo-
rum earlier this month in Palm Beach
Gardens, Fla., Mr, Golden noted that,
traditionally, "What you believed was it
made financial sense to the enterprise to
manage your risk through a subsidiary."”

Now, though, the focus should be on

financial efficiency, and if a company
chooses to form a captive, "At the end of
the day, all this should give you finan-
cial efficiency for your enterprise,” Mr.
Golden said.

A question that must be asked is
whether the organization requires actu-

al control to have an efficient risk fi-

nancing vehicle. "Do you have to own
it?” Mr. Golden asked.

Another question is whether an exist-
ing captive operation can be made more
financially attractive to the parent. As
part of that consideration, it's necessary
to ask whether other exposures were
considered when creating the risk pro-
teetion program, and to think of finan-
cial protection more than event protec-
tion.

"You might have contractual obliga-
tions that create more exposure than all
of the catastrophic events that you've
included in the scenario,” Mr. Golden
said.

To provide the financial efficiency he
suggested is needed in today's business
world, Mr. Golden described what he re-

See Control on page 6

By MICHAEL BRADFORD

PALM BEACH GARDENS, Fla.-Agents
and brokers have followed buyers in turn-
ing to captives as a way to reclaim some of
what market forces have taken away.

The development of agency-owned cap-
tives is "something that is evolving as we
speak," said Robert S. Cubbin, president
and chief operating officer of Southfield,
Mich.-based Meadowbrook Insurance
Group, which manages group and associa-
tion captives.

Speaking as a panelist at the World Cap-
tive and Alternative Risk Financing Forum,
held earlier this month in Palm Beach Gar-
dens, Fla., Mr. Cubbin explained that agen-
cy captive owners often have experience
with the alternative market. 'During the
soft market of the '90s, a lot of agents and
producers got into producer-controlled
reinsurance companies," which were rent-
a-captives and group captives, as a way to
compensate for shrinking commissions, he
said.

After developing expertise in certain
classes of business, many of those agencies
and brokerages began setting up their own
captives as a way to participate in under-

writing profits and investment income.

Many have been formed over the past 10
years, and "they've done pretty well," said
Mr. Cubbin.

The latest twist, he noted, is that agents
now are looking to involve other partners in
ownership of the captives. For example, as-
sociation policyholders and third-party ad-
ministrators are being asked to participate,
and a segregated cell is established that al-
lows those parties to become a part of the
company while isolating those liabilities
from the rest of the captive, Mr. Cubbin
said.

"They want everyone to have the same
stake in the outcome,”" he said of the cap-
tive's owners. "By bringing in all the part-
ners in the equation into one hybrid cap-
tive, they feel like they can align every-
body's financial interests. Everybody par-
ticipates in the long-term -viability of the
captive, the prosperity of the captive, pro-
ducing and selecting good solid business
and really holding the market together as
the hard market comes.”

If prior hard markets are any indication
of what could be coming in terms of insur-
ance pricing and availability, there will be
increasing interest from buyers in belong-
ing to a group captive, Mr. Cubbin suggest-

See Captives on page 6
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management needs can make the Insurers and investment b anks sees tae insurance industry divided Both insurers and clients need to
C h a n g e risk manager more of a partner essentially are tacklingthe sarre is- more abng thelines of commodity- determine which approach is better
with financial officers, he said sue-optimizing the chent's caoital type priducts vs more convergent for them, Mr Zimmermann said
Continued from previouspage Currently, there is an increasing stru 2ture-bl.t through different financial and insurance solutions Swiss Re New Markets' goal is to
whi ih lowers its costs, he said amount of "blurring of the lines" approaches, he noted On tte commodity end, insurers create insurance-based corporate
Ideally, a company's capital provi ie diverse products and are finance solutions for clients The
maragement strategy entails using undei pressure to deliver them at company aims to leverage the best
these various building blocks- . . . the liwest ccst, which can be of insurance and capital markets
debs, equity and insurance-in an By USIng both Insurance and Capltal marketS volatil€ and costly for an insurer tools to he|p clients manage their
optimized structure, Mr Zimmer- . . m ng in thi r h i N risk n ital ri r
optimizec tools, insurers and risk managerscan together s N I e area. Do e O e e 1 axe riok
And doing so, he suggested, can  plgy a much more sophisticated game thatis more customized solutions for the managers, if we embrace this ap-
increase the role a risk manager individual client's needs, which re- proach, can together play a much
plays within his or her organ za- gOOd for both of us,’ says Erwin Zimmermann. quire Insurers to provide more more sophisticated game that iS
tion mode.ing, a more complex strue- good for both of us," Mr Zimmer-
""" his makes the risk manager a ture and capital markets innova- mann said
member of the finance team of the tion Risk managers were asked to re-
company," he said "This shit in between the various segments of W tnin Insurance alone, there are "A company can't provide cus- mark on the convergent approach
view means the risk manager is no the financial services industry, with different approaches to providing tom-built solutions like these at offered by Swiss Re
longer the ruler of sprinklers and investment banks, retail banks. in- this service comirodity prices," he noted Allison O'Sullivan, director-risk
loss control, but also the owner of surers and reinsurers all encroach- Traditionally the indussr, has Either of these approaches can management for The Coca-Cola Co
this financial area 1ng on each other's areas, Mr Zim- beer. dividec into traditional risk help Fith a company's contingent in Atlanta, said that while she
Bringing insurance solution: to mermann noted "It IS a confusing transfer vs E -ternative risk trans- capital needs, but they offer differ- agrees that insurance can be a capi-
address an organization's capi.al- landscape," he said fer, Mr Zimmermann said Eut he ent solutions with different costs tal management tool, "I am unsure

of when and why to use it
She explained that she views
' debt as a means of raising capital to
invest in an asset, whereas buying
' S%/ : . insurance is a means of replacing
an asset, which may not make them

& / 7% t# ’ A f ﬂ fip | : 25 ft : nei?as;stca);illsy interchangeable finan-

1t a.n ./

Paul F Buckley, treasury direc-
wq ) tor-risk management for Lucent

/1, S - T Technologies Inc in Murray Hill,

. - St 1 NJ, agreed that insurance and

1 derivatives perform a similar func-
fi<i A 1 tion-providing the company with
Vs 1

- - a hedge
But he questioned whether risk
z — managers in the future will be re-
v sponsible for using them to provide
a capital management function

sl 4 YJAJis 'm Wl 1r & 1-9f-h11. s

raised by a member of the audi-

"It depends on the insurer " Mr

Buckley said Contingent capital

should come into play when there's

' a well-defined and Indisputable

trigger but that s not always the

a4'res, 3- " - . A
R % case with insurance, he noted

Ms O'Sullivan said the question
01 comes down to one of cash flow
o While an investment bank will pro-
vide capital upfront, insurance
would provide capital after an
event occurs And, she added, in-
- B ’ surers might not provide that capi-
o tal without lengthy negotiation and
i delay

= 41 | The session was moderated by
846'2:" Kathry_n J Mt?intyre, publi_sher
and editorial director of Business
Insurance, which, along with
- - SINSER Management Services and
f- tra Tillinghast-Towers Pernn, co-

— sponsors the forum
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Captives

Continued from page 3

ed. "And | really think that the oppor-
tunity in these hybrid, producer-con-
trolled reinsurance companies is ex-
tremely good and positive for the in-
dustry."

Panelists in another session at the
forum confirmed that agency-con-
trolled rent-a-captives are seeing a lot
of interest.

"This has been a real hotbed lately,"
said Charles F. Holdren, founder of
Cornerstone Risk Management & In-
surance Services L.L.C. in Huntington
Beach, Calif. "A lot of agencies have
realized that with the market harden-
ing and commissions shrinking," they
can increase their income by taking
some risk and moving their books of
business into a rent-a-captive, he ex-
plained.

"Rental captives really aren't new;
they've been around for some time,"

said Nicholas Dove, president of

SINSER Services

Management
(Bermuda) Ltd. "We first began
putting rental captives together in the
late '7Os for our European clients."

Mr. Dove, who was a session mod-
erator, agreed that since those early
days of rent-a-captive formaions,
"one of the areas of growth has been
the agency- or bluker-controlled cap-

tives.”

He said the facilities have become
viable for most companies that pay in-
surance premiums of more than
$500,000.

While many rent-a-captive partici-
pants go in with the intention of get-
ting a toe in the captive waters and
later moving to a wholly owned cap-

B — — -

tive, many never make the switch, ac-
cording to Mr. Holdren. "Once they
get into it, few leave," he said, because
the rent-a-captive provides many of
the same advantages as a wholly
owned company though at much less
expense.

"They are very easy to get into,"Mr.
Holdren said of rent-a-captives.

One of the main advantages of join-
ing a rent-a-captive is the flexibility it
affords its members, according to F,
Michael Heffeman, president of Hef-

'We've found that with
rental captives, we've
tied our producers into
us with our product,’
says Charles F. Holdren.

fernan Petersen Insurance Brokers,
which operates rent-a-captives from
its base in Walnut Creek, Calif. A rent-
a-captive "allows us to tailor the
product to fit the client's needs."
Heffeman Petersen's rent-a-captive
client:s are mostly associations, he said,
and the structure allows the brokerage
to use different partners, such as
fronting companies, loss control con-
sultants and others to provide specific
services fitted to each policyholder.
Mr. Holdren pointed out that agen-
cy-owned rent-a-captives are being
formed to overcome some of the prob-
lems producers face in the California
workers compensation insurance
market. A rent-a-captive can allow
producers to avoid some of the market
forces that affect their business, Mr.

_ -

Holdren noted. "We offer them a lot
more control," he said of producers
who join rent-a-captives put together
by Cornerstone.

"Commissions are being cut in Cali-
fornia," Mr. Holdren said, and "terms
are always changing." Agents face the
uncertainty of insurer layoffs of un-
derwrizrs that handle the agents' ac-
counts. 'An agency captive program
can change a lot of that," he said.

The captive allows agents to consol-
idate their profitable business in the
vehicle, Mr. Holdren noted. They are
able to share in the underwriting prof-
its, and investment income is returned
to the owners. Agents get their com-
mjssions up front and are able to "pro-
vide a stable marketplace," he re-
marked.

Mr. Heffernan said operating a
rent-a-captive with an exclusive
product and top-notch services also
can help a brokerage to hang on to its
producers and to attract new ones.
"We've found that with rental cap-
tives, we've tied our producers into us
with our product."

He also pointed out that if a produc-
er does leave, the business that the
producer handled cannot follow. "The
business is owned by the agency....If
they want to go over to XYZ Broker-
age Firm, they can't take the business;
it's the rental captive's."”

Other. participants in the sessions
were James W. Blankenship, tax part-
ner with KPMG in Bermuda; Steven
C. Blackburn, president of Telecom
Insurance Group in Greenbelt, Md.;
andJames R. Cameron, a partner with
Baker & McKenzie in New York.
Robert J. Rosser, senior vp at SINSER
Management Services (Bermuda)
Ltd., was a session moderator. ClII
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Control

Continued from page 3
ferred to asa "virtual captive."

A virtual captive would have a
balance sheet and income state-
ment, be domiciled somewhere
and be authorized to write insur-
ance or reinsurance. "Beyond that,
I would be thinking about finan-
cialleverage," Mr. Golden said.

In such an arrangement, if it
proves more financially efficient
to keep risk at the captive, do so,
Mr. Golden said. If not, transfer
the risk into the market through
aggregate reinsurance agreements.

In her discussion of the evolving
role of captives, Kathryn A. West-
over, director with Winterthur In-
ternational's Strategic Risk Solu-
tions unit in Colchester, Vt.. noted
that in real estate, it is said that
value is a function of "location, 10-
cation, location."

"Similarly, there are three
things that add value to a captive:
control, control, control,” Ms.
Westover said.

The focus of alternative risk
transfer has traditionally been the
income statement, Ms. Westover
noted.

"Alot of captives these days are
going into what | think we can call
a chrysalis stage," she said. As
they begin that metamorphosis,
having built up considerable sur-
plus, their focus is no longer only
on the income statement but also
on the parent's balance sheet.

In that context, the captive be-

comes not just a way to control
costs, but also a way to mobilize
assets and control liabilities, Ms.
Westover said. "The captive has to
be used not just as a risk transfer-
or but as a risk transformer,”" she
said.

Ultimately, that approach in-
volves looking at the total impact
of risk on the organization's bal-
ance sheet and managing the im-
pact of that risk.

"So we're going to say that
we're using our captive to create
alternative risk capacity,” Ms.
Westover suggested. To create that
capacity, illiquid assets and short-
term liabilities can be assigned to
the captive, with lending and bor-
rowing between the captive and
its parent creating cash flow and
the interest payments from that
lending helping limit the impact of
losses,

But, she noted, to engage in such
an approach, the captive must be
in a domicile conducive to such
activities.

"You can't engage in creating
alternative risk capacity if you're
dealing with a domicile that is not
sufficiently flexible to allow you to
invest your assets in certain
ways," Ms. Westover said. "That's
the name of the game in risk fi-
nancing-to use all of the existing
tax and accounting standards that
we are constrained to work with
to our advantage."

D. Hugh Rosenbaum, principal
at Tillinghast-Towers Perrin in
London, was the moderator of the

session.
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OPINIONS

Employers use clout wisely

GROUPOR-TrEnationsareestemployers

or years, employers h argued t
point of managed care is to improve health care
quality and reduce unnecessary procedures and ex-
penses, rather than simply denying care to cut costs,
as critics have charged.

Now, a coalition of 60 U.S. companies is unveiling
a plan that makes that crystal clear. As we reported
earlier this year and again last week as its plan was
officially unveiled, The Leapfrog Group is planning
to use its joint purchasing clout to pressure health
care providers to raise the quality of care they pro-
vide (BI, Nov. 20; March 27). Simply put, providers
that want a share of the tens of billions of dollars
that these employers spend annually on group health
care services will have to demonstrate, and in some
cases improve, their quality of care to meet the stan-
dards the group establishes.

The immediate goal of the group is to eliminate
medical safety problems that result in treatment er-
rors and deaths.

For example, the group will call on hospitals and
providers to:

- Computerize physician prescription orders,
which will allow a database to check for drug inter-
action errors and minimize mistakes from handwrit-
ten prescriptions.

» Direct employees to obtain high-risk procedures
at facilities with expertise and experience in the

» Require physicians trained in critical care
medicine to manage the intensive care units at major
network hospitals.

In its drive to improve patient safety, we expect
that the group’'s ambitious initiative will go a long
way toward changing provider behavior.

The Leapfrog Group says it recognizes that higher
quality care is not necessarily the lowest cost care.
Its members are standing behind that assertion and
are willing to put their money where their mouth is.
That should go a long way toward silencing critics in
the medical community and elsewhere who contend
that employers simply want the cheapest health care.

O9DED 6. A

TOCAANBE YOOR M™Min. /7

¥

THELEAPFROGGMP

Qmt\V

The Leapfrog Group's plan may cost its members
more upfront, but it will pay off in the end. This in-
vestment will reduce the number of deaths caused by
medical accidents and it may reduce employers' po-
tential fiduciary liability from allegations that plan
decisions are not in the best interests of employees.
That charge has been a common criticism of man-
aged care and is a central tenet of controversial fed-
eral patient protection legislation that would allow,
in certain situations, lawsuits against employers.

The Leapfrog Group's efforts will benefit employ-
ees in obvious ways. Less obviously, it could also
give employees new and better information for mak-
ing their health care choices, especially as employers
turn to online purchasing models and defined contri-
bution type health plans.

We applaud this group of employers for recogniz-
ing that together, they have the clout to make a dif-
ference in patient safety. We hope they will use this
clout to push the medical community to make fur-
ther improvements in quality.

H | N H
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E&O market changing significantly

To the editor: | have just read Gavin
Souter's Nov. 6 article, "D&O Liability
Market Showing Signs of Hardening."
This is a good article and from a broker's
perspective helps to manage expectations
of risk managers/clients.

As an industry in general, we tend not
to give as much attention to E&O/profes-
sional liability insurance, which is criti-
cal coverage-and not just for lawyers,

accounts and consultants, but for all
firms that derive revenue from "fee for
service" services.

In a time when the economy is shifting
to a knowledge-based economy and tra-
ditional bricks and mortar companies are
budgeting significantly in the "emerging
services" area, risk transfer for profes-
sional liability exposure is critical.

Like the D&0O market, the complexity

of the E&O market is changing signifi-

cantly, with market leaders looking to in-
crease rates from 15% to 30%.

| believe it would very beneficial to

your readership to do another, similar

story on E&O. '
Daniel J. Wadley
Senior Vp

Marsh Inc.

New York

Punitive damages a societal issue

To the editor: Your Oct. 16 Opinion,
"Punitive Reviews Needed," brings up
the issue of punitive damage, discussing

LETTERS TO THE EDITOR

Business Insurance welcomes letters to
the editor. The section is intended to be a jb-
rum for readers' opinions and comments.
We reserve the right to edit tetteys for clari-
ty or space. We witt not publish unsigned
letters. Please send your letters to Letters to
the Editor, Business Insurance, 740 N Rush
St., Chicago, ILL 60611; fax: 312-280-3174;
e-mail: pwinston*rain.com

the pros and cons of constitutionality for
seemingly excessive awards.

Although | am not in the legal profes-
sion, nor have | ever participated in a
punitive damage award, | have given
some thought to the subject. Compen-
satory damages pay for medical bills, loss
of time, inconvenience, pain and suffer-
ing, and all other items connected with
the negligence of the defendant. Punitive
damages, on the other hand, relate more
to taking the defendant to the woodshed
to teach him or her right from wrong.

The plaintiff has been injured and

compensatory damages place a dollar
value on making the plaintiff whole.
Wages have been reimbursed and the
body is brought back to health or a dollar
value is placed on the continuing un-
healthy siate. Pain and suffering has
been paid in full and property damage
has been repaired or replaced. The plain-
tiff is left with many dollars to abun-
dantly compensate for the unpleasant
experience.

Punitive damage is more of a societal
issue, sort of like paying a traffic ticket

See Letters on page 22
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Net offers host of challenges

By MICHAEL BRADFORD

PALM BEACH GARDENS,
Fla.-Insurers and risk managers
each face their own challenges in us-
ing the Internet to gain efficiencies
in underwriting and loss control.

For insurers, the issue of "channel
conflicts” is an Internet distribution
problem they are encountering,
while risk managers are left wanting
some important tools that could im-
prove their intranet and Web-based
loss control efforts, according to two
experts who spoke at the World
Captive and Alternative Risk Fi-
nancing Forum earlier this month in
Palm Beach Gardens, Fla.

Chris Lajtha, corporate risk man-
ager at Schlumberger Ltd. in Paris,
told forum attendees that he uses the

Internet and an intranet to turn over
risk management responsibilities to
the company's operations. Part of
the challenge, he said, has been in
developing computerized tools to get
that job done.

At Schlumberger, risk manage-
ment "responsibilities lie in the field
operations," Mr. Lajtha remarked.
"The way we support that is by giv-
ing good, useful information to our
business units.”

Mr. Lajtha's eight-person depart-
ment has done away with insurance
manuals and used the information
that was in them to create a risk
management Web site on the
Schlumberger intranet. "We're tak-
ing ourselves out of the loop," Mr.
Lajtha said of his department, and
letting the field units assume respon-
sibility for managing their risks.

He complained that insurers and
others have been slow to develop
useful computerized tools that risk
managers can use in an online set-
ting like Schlumberger's to facilitate
loss control efforts. But, Mr. Lajtha
added, current technology at least
has allowed him to develop his own.

Identifying and assessing risks is
"very difficult," he noted, and ade-
quate tools for that task are hard to
come by. So Schlumberger devel-
oped its own.

The program allows users to ex-
amine all eventualities in a project
and can project the cost of measures
to protect the project from potential
losses. "It took me about two and a
half years to get this project out," he
said.

"That's a tool | should not have
had to develop," said Mr. Lajtha, but
one that insurers should have been
able to provide their client.

And, when a corporate directive
was issued in 1996 for every
Schlumberger unit to develop an
emergency response plan, Mr. La-
jtha's department was able to put to-
gether another software program to
get the job done after unsuccessfully
scouring the marketplace for such a
tool, he said. The Schlumberger
product is a Web-based tool that
provides crisis management training
and can be used in a "hot situation,”
he explained.

Mr. Lajtha is creating a library of
information from the recommenda-
tions by Schlumberger's property in-
surer, FM Global. When the insurer
makes a loss-control recommenda-
tion, "every one is costed, so we can
do a cost-benefit," he explained.
"And we're asking them to turn each
one into a Web-based library" that
explains why it is important and the
consequences that could result from
an incident that it addresses, Mr. La-
jtha said.

Insurers, meanwhile, are facing
some electronic challenges of their
own. Namely, how to move their
products over the Internet, accord-
ing to another speaker at the forum.

There are "some pretty significant
challenges in the insurance business,
primarily related to channel con-
flicts," said James W.B. Hole, a prin-
cipal with Towers Perrin Reinsur-
ance in Philadelphia. Those con-
flicts, he explained, arise when an
insurer must decide whether to cut
out an agent or broker and sell cov-
erage directly to the policyholder
over the Internet.

Insurers moving online worry that
they will be viewed as contributing
to "disintermediation," a process of
bypassing intermediaries and one
that has become the focus of grow-
ing attention. It's a significant con-
cern concerning commercial insur-

ance, he noted, because agents and
brokers still write more than 90% of

that coverage.

Selling insurance over the Internet
is raising the question of where the
intermediary fits into the transac-
tion, but that doesn't mean agents
and brokers will be left completely
out, according to Mr. Hole. Their
roles, however, could be different in
some cases, he suggested.

As the capacity of the Internet to
transmit video and text increases,
agents in some cases may find them-
selves in call centers, handling trans-
actions with Web users they can see
through computer-mounted video
cameras, Mr. Hole said.

Kathryn J. Mcintyre, Chicago-
based publisher and editorial direc-
tor of Business Insurance, moderat-

ed the session. Ell

Looking at risk
In a different light

By MICHAEL BRADFORD

PALM BEACH GARDENS,
Fla.-Most companies miss the
real value of risk by striving
only to eliminate it, according
to the risk manager for a large
multinational corporation.

"The flip side of risk is oppor-
tunity,"” said Chris Lajtha, cor-
porate risk manager for
Schlumberger Ltd. in Paris-
"The common perception of risk
is that it's dangerous, it's nega-

tive-that it's something to be
avoided, to be reduced."”
Speaking during a session at
the World Captive and Alterna-
tive Risk Financing Forum held
in Palm Beach Gardens, Fla.,

earlier this month, Mr. Lajtha
offered a view of risk that dif-

fers from that of most risk man-
agers.

"A better understanding of
risk is :hat we are in business to
take risk,"” he said. "Our share-

See Risks on next page
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holders expect us to take risk. If
they didn't want risk, they would
leave their money in T-bonds.
They are looking for a rate of re-
turn between 15% and 25%," Mr.
Lajtha noted-not the "risk-free"
rate of around 6%.

That means a company is re-
sponsible for generating a favor-
able return on capital "commen-
surate with the risk taken,” he
stated.

Therefore, the "real risk man-
agement contribution,"” said Mr.
Lajtha, "is to take more risk, not
less-and to do so intelligently.
That's where the real competitive

advantage comes in."

Within Schlumberger, reducing
losses and volatility are among
the risk management depart-
ment's goals, Mr. Lajtha ex-
plained; but it also must provide
tools that teach various depart-
ments how to intelligently select
and take on risks that can add
value to the corporation. That
way, an "extra return on capital”
can be achieved, he said.

The idea, Mr. Lajtha said, is to
assume more risk by "customiz-
ing the risk assumption, not mini-
mizing."

He stressed the importance of
making sure there is a "risk-
aware culture" within the compa-
ny. It is a "key issue for corporate
risk management teams," he said.

Such a culture can be difficult

to create, Mr. Lajtha noted. At

Schlumberger, for example, engi-
neers and other professionals
have trouble defining and identi-
fying risks, he said.

With a risk management team
of about six in a multinational
company the size of Schlumberg-
er, the "primary goal of corporate
risk management is communica-
tion,"” Mr. Lajtha said. "We don't
manage risk. It's a stupid title."

Instead, his department works
to inform and educate others on
how to manage risk, he ex-
plained. Mr. Lajtha uses online
technology to provide informa-
tion that field operations can use
to manage risk and control losses.

Mr. Lajtha said the risk man-
agement profession as a whole

would do well to cooperate more.
The "lack of cohesion in the risk
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management profession" is very
disappointing, he remarked. Mr.
Lajtha said he finds very little
help available from regional and
national risk management associ-
ations and is bothered that the
different associations don't have
more in common in their ap-
proaches to risk. "Every associa-
tion has different ways of de-
scribing risk," he pointed out.
There also is a disappointing
trend to "standardize risk man-
agement,” particularly by "non-
practitioners" of the profession,
Mr. Lajtha said.

Defining risk as'an accident or
occurrence isn't appropriate, Mr.
Lajtha said, because it carries a
negative connotation. A better
way to define risk is "as a mea-

sure," he suggested. "It's a mea-
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sure of the deviation from the
range of expected outcomes."

That definition works because
it can be used within any depart-
ment of the company, whether it
is human resources, treasury, le-
gal or another area, Mr. Lajtha
emphasized. "You have, there-
fore, a common measure of risk
that you can apply across any or-
ganization."”

Joining Mr. Lajtha in the ses-
sion were Jeanne H. Pores, senior
vp of Physicians' Reciprocal In-
surers in Manhasset, N.Y.; and
Paul F. Buckley, treasury direc-
tor-risk management at Lucent
Technologies Inc. in Murray Hill,
N.J. D. Hugh Rosenbaum, princi-
pal with Tillinghast-Towers Per-
rin in London, moderated the ses-

sion.

Taking

care of

capital
with risk

By RODD ZOLKOS

PALM BEACH GARDENS, Fla.-
Because risk management is capital
management, insurance can be used
as a capital management tool, accord-
ing to an alternative risk financing ex-
pert.

And doing so can create a competi-
tive advantage for an organization in
some cases, and in others, it can in-
crease shareholder value, according to
Brian M. Kawamoto, a director at
Swiss Re New Markets Corp. in New
York.

Properly structured insurance-
based solutions can provide value by
diversifying financing sources and by
creating off-balance-sheet capital,
which can potentially allow for in-
creased operational and financial
leverage, Mr. Kawamoto said.

"The capital market process really
allows you to jettison those non-core
risks that may be dilutive to your eqg-
uity capital,” noted Mr. Kawamoto,
speaking as part of a panel on capital
markets and risk management at the
World Captive and Alternative Risk
Financing Forum earlier this month in
Palm Beach Gardens, Fla. In the pro-
cess of shedding those risks, an organi-
zation may provide itself more effi-
cient sources of financing and in so
doing, reduce its cost of capital. It also
may diversify its sources of capital and
could potentially reshape the organi-
zation's risk profile for other stake-
holders such as shareholders, lenders
and regulators, he said.

Despite the convergence of the fi-
nancial services markets, Mr.
Kawamoto suggested there isn't really
a "new" market for risk.

"What is changing in the new mar-
kets is the role of the providers, and all
of the convergence that is going on in
the financial services industry speaks
to that,”" he said.

Select capital providers-reinsur-
ers, trading houses and the like-are
moving into a space that once was the
sole province of commercial and in-
vestment banks, Mr. Kawamoto sug-
gested. In the process, reinsurers are
redeploying capital and adopting cor-
porate finance techniques to provide a
new market for clients. The forms tak-
en by that capital range from insur-
ance to options to private equity, he

said.

See Capital on next page
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As an example of reinsurance as a
form of capital, Amy Bradach, a prin-
cipal at Centre Solutions in New York,
described the case of a specialty health
care manager asked by a health plan
customer to guarantee the financial
outcome of the service it was provid-
ing.

"The disease manager said,'l can do
that, but | need capital to support the
guarantee I'm providing you,' " she

noted.

In searching for that capital, the dis-

ease manager found such traditional
capital sources as equity capital, debt,
letters of credit, traditional insurance
or an offshoe captive all having short-
comings in the particular situation.
Instead, the specialty health care
manager obtained its capital support
through a program Centre Solutions
crafted involving a multiyear aggre-
gate reinsurance cover sold to the
health plan customer, with the disease
management service provider sharing
in the dsk thmugh its fee structure.
Offering another example of insur-
ance as a capital management tool,
Douglas F. Bateson, vp at J.P. Morgan
Securities Inc. in New York, discussed

corporate-owned life insurance.

Many financial institutions have
purchased COLI programs, viewing
them as an attractive, flexible long-
term asset they can use to fund non-
qualified liabilities, Mr. Bateson said.

In its smplest fozm, a COLlI is a life
insumnce policy purchased by the cor-
porate policyholder on a group of its
employees, he said. The investment is
made in one or more premium pay-
ments, and assets grow to meet the
mortality payments needed under the
policy.

The growing assets offset growing
deferred employee benefits, and com-
panies' core motivation for entering

COLI programs is to fund deferred
employee compensation liabilities that
don't typically fit under a pension
plan, Mr. Bateson said.

A COLI can be done either on a
"general account" or a "separate ac-
count” platform In the former, the
COLlI investor has exposure to the in-
surance company's general account,
and the investment is similar to pur-
chasing a long-term insurance compa-
ny indenture. In the latter, the in-
vestor's exposure is to a segregated
bond portfolio, and the investment is
similar to purchasing asset manage-
ment services.

"A general account policy is kind of

a black box," Mr. Bateson said. "As a
policyholder you can't see into the
black box. You can't see how the gears

are moving." That's not a comfortable
situation for most institutional in-

vestors, Mr. Bateson said.

The separate account approach,
however, reduces credit risk, and al-
lows the investor to select the invest-
ment strategy and asset manager. On a
separate account COLI, the net return
to the policyholder will equal the re-
sillts achieved by the asset manager
minus policy fees and expenses.

Kathryn J. Mcintyre, publisher and
editorial director of Business Insur-

ance, moderated the session 111

Enterprise risk management an ongoing process

By RODD ZOLKOS

PALM BEACH GARDENS, Fla.-
The enterprise risk management
marketplace is "in a state of transfor-
mation," with the potential applica-
tions of such an approach a constant-
ly evolving "moving target,” accord-

ing to one enterprise risk specialist.
Speaking at the 10th annual World
Captive and Alternative Risk Financ-
ing Forum earlier this month in Palm
Beach Gardens, Fla., Robert Curtis. a
vp at AIG Risk P'inance in New York,
noted that most major insurance
companies are establishing dedicated

PartnerRe US

is pleased to announce

the relocation of its

New York office to

One Greenwich Plaza

Greenwich, CT 06830-6352

Telephone:

(203) 485 4200

Facsimile:

(203) 485 4300

PartnerRe

teams to address enterprise risk prod-
ucts, "because that's where they be-
lieve the futuip trend is going."”

And new entrants such as invest-
ment banks, consulting firms and
major accounting firms also are mov-
ing into she area as well, he said.

Mr. Curtis suggested that if one de-
fines enterprise risk as programs that
include any type of business risk that
traditionally hasn't been insured,
there have been a lot of deals done.

"However, truth be known, there
have been a lot of failures," he added.

For many reasons, Mr. Curtis said,
it has been difficult to close enterprise
risk financing deals. Among the com-
mon obstacles are a lack of clear ob-
jectives on the part of the potential
buyer, miscommunication of risk ap-
petite, and capacity or knowledge
that isn't adequate to take on an en-
terprise risk program.

But ir_terest in enterprise risk man-
agemens is growing, Mr. Curtis said,
including interest in programs that
involve blending insurance with tradl
able financial risks, as well as pro-
grams involving non-tradable finan-
cial risks.

He said he's also seeing a growing
market for insuring "uninsurable"”

250 attend

PALM BEACH GARDENS,
Fla.-The 10th World Captive
and Alternative Risk Financ-
ing Forum drew more than 250
registrants to the PGA Nation-
al Resort & Spa in Palm Beach
Gardens Nov. 13-15.

The annual event, co-spon-
sored by Business Insurance,
SINSER Management Services
and Tillinghast-Towers Perrin
featured nearly two full days
of sessions devoted to the latest

business risks, such as production
margins and costs, patent royalty
streams, residual value, some types of
credit risk, operational impact risk or
intellectual property.

Ultimately, though, an enterprise
risk program has to serve the purpos-
es of the organization if it's going to
be brought to fruition, no matter how
good it looks on paper, Mr. Curtis
said.

Discussing his company's adoption
of an enterprise risk program,
Thomas VWronski, director of insur-
ance and risk management at FMR
Corp. in Boston, noted that the pro-
gram had its genesis in a mandate
from the company's chairman to get
coverage for "anything bad that can
happen any time at any place in the
world."

With that in mind, FMR, better
known as Fidelity Investments, set
out to enhance existing risk financing
programs, cover previously unin-
sured losses and provide catastrophic
risk transfer limits.

Among the challenges in crafting
the program was the identification of
business and operating exposures.
"It's clearly a challenge when you're
establishing that self-funded layer,"

conference

trends in captive insurance as
well as an alternate track for
other risk financing options.

The 2001 World Captive Fo-
rum will again be at the PGA
National Resort from Nov. 12-
14, 2001. For more informa-
tion, contact Christina Gass-
man, Conference Director,
World Captive Forum, 4248
Park Glen Road, Minneapolis,
Minn. 55416; 952-928-4659;
fax: 952-929-1318.
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Mr. Wronski said.

Another challenge is the disclosure
of sensitive business issues. "What
you're asking people to do is disclose
all their dirty laundry," he said.

Allocation of the enterprise risk
management program's expenses can
be yet another challenge. With such a
broad program, it can be difficult to
determine how to allocate expenses
to the various units. In Fidelity's case,
the company resolved the problem by
keeping the expenses at the corporate
level.

Coverage continuity is another
challenge, and is something Fidelity
is constantly looking to improve.

When it moved to craft an enter-
prise risk management program,
Winnipeg, Manitoba-based United
Grain Growers Ltd. sought a more
focused understanding of the risks
facing the company, noted Michael J.
McAndless, the Canadian company's
corporate risk manager.

As at Fidelity, a key to UGG's pro--
cess was examining risks affecting
every aspect of the organization, and
creating a risk management commi:-
tee that still remains in place. "We
think that risk management is too im-
portant to be owned by one individu-
al in the organization,” Mr. MeAnd-
less said. "It's part of everyone's job."

Mr. Wronski advised companies
considering an enterprise risk man-
agement program to "Look at the
broadest definition of loss,"” and
added, "Enterprise risk management
is a process not a project. This is
something that we've been working
at for in excess of five years and it's
something we work at every day."

Similarly, at UGG, "We have only
started on this journey," added Mr.
McAndless. And, he advised, "Don't
bite off more than you can chew. In-
tegrated risk management is a con-
tinuing process."

Mitchell J. Cole, principal at Tow-
ers Perrin in New York, moderated
Ell

the session.
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Due diligence wards off D&O0O disaster

By Steven J. Gladstone

hen ValuJdet Flight 592 crashed in the
Florida Everglades on May 11, 1996,
killing everyone on board, Daniel Gonzalez
wasn t there. He wasn't there when the oxygen
canisters that caused the
crash were mislabeled
and loaded into the
plane's cargo hold in
Miami, either.
Nevertheless, Mr.
Gonzalez-who at the
time of the crash was vp
of SabreTech Inc., an
Orlando, Fla.-based
airline maintenance
firm-was charged with

110 counts of

manslaughter. He was
Mr. Gladstone also charged with
unlawful transportation of hazardous waste,
conspiracy and falsifying records, and he faced up to
55 years in prison and fines of more than $2.7
million if convicted.

Although a jury acquitted Mr. Gonzalez and two
of the firm's maintenance workers of criminal
charges stemming from the crash, SabreTech was
found guilty of the same criminal charges and later
went out of business as a result of the criminal
penalties and civil claims.

The prosecution of Mr. Gonzalez, which sought to
establish that he was ultimately responsible for the
actions of SabreTech personal that led to the ValuJdet
crash, was unusual only because of its high profile.

Once an executive recovers from the initial shock
of learning that he or she is the subject of a criminal
proceeding, that person may then be in for another
surprise upon learning that his or her employer
cannot or will not provide him or her with a defense.
It doesn't get any better when the party learns that a
directors and officers insurance policy specifically
excludes coverage for criminal proceedings.

It is becoming increasingly common for federal
and state prosecutors to take legal action against
corporate executives as a result of legislators having
incorporated criminal penalties into an increasing
number of regulatory statutes, such as the federal
Clean Air Act and the Clean Water Act, aimed at
carrying out public policy priorities. Due to the
growing threat of prosecution, company directors

and officers need to make sure their D&O insurance

policies will insure them for more than just civil
lawsuits.

Probably the worst assumption prospective
purchasers of D&O0 insurance can make is that all
such policies are alike and that, as long. as they have
a policy, they are protected. In the world of D&0O
insurance policies, there are material differences
with respect to how different insurers' D&O policies
are constructed and, more importantly, in the
coverage they provide. When performing due
diligence, the risk manager and insurance broker
need to carefully review the terms and conditions of
a prospective insurance contract to make certain
that the policy will provide the broadest possible
coverage.

Here's a brief examination of some of the typical
policy terms and conditions found in D&O policies
and their impact on coverage when a criminal or
related proceeding is initiated against a company
director or officer.

* Definition of "claim." The risk manager or
insurance broker's coverage analysis will very
quickly be concluded if the criminal proceeding
brought against the director or officer does not fall
within the policy's definition of a "claim.” In
addition to civil proceedings against a director or
officer, the definition of "claim" in a directors and

officers insurance policy should also include

criminal proceedings. A few D&O policies go further
and include formal investigations of a director or
officer as part of the definition of "claim." For
example, if a director or officer were to receive a
target letter from the Justice Department advising
that he or she was being investigated for criminal
activity, the officer could seek coverage under the
D&O contract for the ensuing investigation. If the
D&O policy does not define what constitutes a
"claim," it may ultimately be up to the courts to
determine whether a particular proceeding is a claim
under the policy. In one recent case, Klein vs.
Fidetity & Deposit Co. Of America,the term "claim"
was not defined in the policy, and the court took it
upon itself to come up with an appropriate
definition. Unfortunately for the insured, the court's
narrow definition did not include the matter
submitted to the insurer.

Even though the insurance contract may contain a
broad definition of "claim," other sections of the
policy may limit or wholly exclude coverage for
criminal proceedings. It is imperative that time be
spent reviewing the entire insurance contract prior
to agreeing to bind coverage.

* Pollution exclusion. D&O policies almost
uniformly exclude coverage for pollution claims. A
number of pollution exclusions contain broad
prefatory language so that any claim "based upon,
arising out of, directly or indirectly resulting from in

Some D&O policies state that the
dishonesty exclusion can be
triggered by the mere allegation
of dishonesty, as opposed to
actual proven dishonesty.

consequence of or in any way involving" pollution
will also be excluded. Other policies opt for a
narrower approach by excluding only claims "for"
pollution. If the policy employs "for" language, a
criminal action brought against a director or officer
for violations of the clean air act would likely not be
excluded. Moreover, a pollution exclusion
containing "for" language would probably allow
coverage for a shareholder class action suit alleging
the directors and officers misrepresented the costs
associated with cleaning up a hazardous waste spill.
Some policies include specific affirmative language
stating the pollution exclusion will not apply with
respect to a securities claim or a derivative action
brought by or on behalf of the company against the
directors and officers.

There are even D&O policies on the market that
will delete the pollution exclusion in certain
situations, such as when the company is insolvent
and unable to indemnify the directors and officers.

- Dishonesty exclusion. Another crucial area of
review is the policy language used to trigger what is
commonly known as the dishonesty exclusion. This
exclusion is generally designed to exclude claims
involving dishonest, fraudulent or criminal conduct
by a director or officer. A potential issue that may
arise with respect to this exclusion is the policy
language employed to trigger the exclusion. For
example, some policies state that the exclusion can
be triggered by mere allegations of dishonest
conduct, as opposed to actual proven dishonesty. If
this language is present, the director or officer
immediately loses coverage if the claim alleges
dishonest conduct regardless of whether there is any
evidence supporting the allegation.

Other policies provide that the exclusion can be
triggered by a finding "in fact" that the director or
officer engaged in dishonest, fraudulent or criminal
conduct. A potential concern with such language is
it is not always clear when dishonesty "in fact"
occurs. Some policies contain explicit language

stating the dishonesty exclusion can only be
triggered by a final adjudication or judgment
establishing that such dishonest, fraudulent or
criminal conduct did in fact occur. The benefit of the
"final adjudication” language is the exclusion
cannot be triggered until there has been a final
adjudication that the director or officer did in fact
engage in dishonest conduct.

* The insured vs. insured exclusion. The purpose
of the insured vs. insured exclusion is to preclude
potentially collusive claim situations whereby either
a director or officer or the company makes a claim
against another director or officer in order to raid
the insurance policy proceeds. Without the
exclusion, a company could conceivably view the
policy as a Piggy bank to be raided whenever it is in
need of cash. The insured vs. insured exclusion
generally contains a coverage carve back for
employment practices claims, derivative actions not
sponsored or solicited by the company and cross-
claims or third-party claims for contribution or
indemnity by a director or officer.

There has been some dispute as to whether the
insured vs. insured exclusion applies to exclude
coverage for claims by a bankruptcy trustee or
government appointed rehabilitator stepping into
the shoes of the corporate entity and suing the
directors and officers. The question as to whether
the insured vs. insured exclusion operates to bar
coverage for claims by a bankruptcy trustee or
rehabilitator has been thoroughly litigated.
Unfortunately, there isn't a consensus among the
courts as to whether claims by these quasi third
parties should be covered under the D&O policy. A
number of insurers have recently added language to
their policies affirmatively stating they will cover
claims by a bankruptcy trustee or conservator
against the directors and officers.

* Imputation wording. In some instances, the
government in prosecuting a case may employ a
shotgun approach and name individuals who were
really not participants in the alleged wrongdoing.
The last thing an innocent director or officer who
has been charged with criminal activity wants to
learn is that the guilty plea of a fellow officer has
voided his or her insurance coverage. This scenario
can be avoided if the policy contains language
stating that the conduct of one director or officer
will not be imputed to another director or officer.

The insured vs. insured exclusion of
some D&O policies keeps a
company from using the policy as

a piggy bank to be raided whenever
it is in need of cash.

+ Pay on behalf vs. reimbursement. Some D&0O
policies maintain that the insurer will only pay the
costs of the claim after it has been resolved. Even if
a company is solvent, funding the defense of a
catastrophic claim can be detrimental to the bottom
line. A number of insurers now include language in
their policies stating the insurer will advance
defense expenses on an ongoing basis in excess of
the deductible during the life of the claim.

* The claims process. Defending a claim can be a
harrowing experience. After all, the professional
integrity and reputation of the director or officer is
being placed at risk. In addition, an adverse
judgment could wreak havoc on the individual
charged with the wrongdoing as well as on the
company. Directors and officers do not need an
already difficult state of affairs further complicated
by having to do battle with their insurer regarding
the coverage they thought they had. Poor claims
handling will diminish the value of the best

See D&0O on next page
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insurance product. Insurance carriers do have very
different approaches and reputations for handling
claims. A knowledgeable broker or agent is
instrumental in guiding the insured to not only the
best insurance product but also to an insurer with a
reputation for providing quality claims service.

An experienced D&O insurer should have claims
specialists who are able to navigate through the
most complex of claim situations. Additionally, the
insurer should be a partner in the process, giving the
policyholder the benefit of its experience in regard
to similar claim situations. Perhaps the two most

Court finds ski accident was

workers-compensation-clamant-whosworked at

compemnsation benefits for injuries sustained
while skiing, according to the Supreme Court of Vermont.

Joseph W. Grather was hired by The Gables Inn Ltd. in
Stowe, Vt.inthefallof 1993 as a "ski bum." He was
expected to live at the inn, prepare and serve breakfast in
the mornings, and serve food and drinks at "apres ski"
and dinner in the late afternoon. He was paid $100 per
week, given room and board, tips and a restricted ski pass
that allowed him to ski, but only during the middle of the
week. After he was hired, his employer encouraged Mr.
Grather to become acquainted with the town and the ski
slopes. On March 17, 1994, after working the breakfast
shift, Mr. Grather went skiing, where he crashed into a
tree and incurred severe injuries, leaving him disabled for
some time. Mr. Grather applied for workers comp, which
was denied on the ground that the inn received no benefit
from providing its employees with a ski pass beyond a
general boost in morale.

On appeal, the Vermont Supreme Court concluded that
the inn did receive a benefit sufficient to bring Grather's
skiing within the course of his employment. Here, the
court said, the employer benefited from the recreational
opportunities it provided by using them as a way to
induce applicants to accept employment. The court
emphasized that the ski pass given to Mr. Grather was an
inducement for employment in the position, meaning that
"the ski pass benefited the employer beyond the tangible
benefit of improving employee morale." Thus, the court
held that Mr. Grather's skiing injuries arose in the course
of his employment and that he was entitled to
compensation.

Grather vs. Gables Inn Ltd., Supreme Court of
Vermont, Feb. 18, 2000 (BI/02/N.-$10)

Drug-related firing preduded benefits

A workers compensation claimant's termination for
violating an employer's drug-use policy constituted a
voluntary abandonment of his former position and
precluded temporary total disability compensation,
according to the Supreme Court of Ohio.

Walter L. Cobb Jr. was awarded workers
compensation as a result of an injury he sustained in the
course of his employment. Shortly after the injury, Mr.
Cobb began receiving temporary total disability
compensation. In 1996, Mr. Cobb took a company
physical and tested positive for illegal drug use. The
written company drug policy in effect at that time
stipulated that use of drugs could lead to termination,
and in September 1996, Mr. Cobb was fired for violating
the company's drug policy. His request for reinstatement
was denied by the Industrial Commission, and he
appealed that decision.

The appellate court said that the employer's drug-use
policy clearly defined the prohibited conduct. It also
identified violation of that conduct as a potentially
dischargeable offense, of which Cobb was admittedly
aware, the court said. Thus, the court agreed that Cobb's
violation of the employer's drug-use policy constituted a
voluntary abandonment of his former position of
employment and precluded disability compensation.

State Ex. Ret. Cobb us. Industrial Commission,
Supreme Court of Ohio, Feb. 23, 2000 (BI/01/N.-$10).

important ingredients an insurer's claim department
should have are: a willingness to communicate and
listen to the concerns of the insured; and a
pragmatic and practical approach to the claim with
the understanding that, as in any long-term
relationship, there is an ebb and flow with the claim
part being just one aspect-albeit a very important
one-of that relationship.

Claims against directors and officers are not like
simple slip-and-fall claims; they are complex and
potentially catastrophic in nature. An insurance
carrier that cannot or will not communicate with its
insured or that cannot respond quickly to a fast-
moving situation can make a difficult claim

situation even worse.

LEGAL BRIEFS

Vicarious liability not covered: Court

An employee dishonesty liability insurance policy did not
provide coverage for a policyholder's viearious liability to
third parties, according to the 9th U.S. Circuit Court of Ap-
peals.

The case in question arose from a legitimate practice
known as "diverting"” under which grocers buy and sell on
a secondary market. Because of regional differences in the
price of merchandise sold by manufacturers, grocers can
occasionally purchase products from retailers in another
part of the country at a price lower than they would pay for
the product wholesale. The diverting operation at Vons
Cos. Inc. was handled by Gene Shirley, an employee of
Stanford Trading Co. On behalf of Vons, Mr. Shirley
bought diverted goods from and sold diverted goods to Pre-
mium Sales Co. Mr. Shirley falsely confirmed some 500
fictitious transactions, ostensibly in Vons' name. Premium
obtained over $40 million from investors on account of
transactions Mr. Shirley falsely confirmed. VVons, for its
part, lost no money. Premium's investors discovered the
fraud and sued several parties, including Vons. They
claimed Vons was liable because of Mr. Shirley's actual or
apparent authority to act for Vons and because of Vons'
negligent supervision of Mr. Shirley. Vons settled the claim
against it by a payment of $10 million. Vons then filed a
proof of loss with its insurer, Federal Insurance Co., under
an employee dishonesty policy that covered Vons for the di-
rect loss of money caused by theft or forgery by any em-
ployee. Federal Insurance denied the claim. Vons then
brought this suit seeking a declaration from the court that
the policy provided coverage, and the federal trial court
ruled against Vons.

The appellate court agreed with the trial court, stating
that under the insuring clauses, Vons is covered only for di-
rect losses to Vons caused by an employee's dishonesty, not
for vicarious liability for losses suffered by others arising
from its employee's tortious conduct. Under its policy, the
court said, Federal Insurance provided VVons with coverage
for "direct losses" that were "caused by" employee theft or
dishonesty. Vons' policy did not provide coverage for third-
party claims, the court said. The trial court decision was
affirmed.

Vons Cos. Inc. us. Federat Insurance Co., 9th U.S. Circuit

Court of Appeals, Mal, 9, 2000 (BI/04/N.-$10).
Worker intoxication ooids claim: Couit

An employee's intoxicat:ed state constituted willful or
serious rnisconduct that resulted in his death, thus
precluding him or his survivons from receiving workers
compensation benefits, according to the Appellate Court
of Connecticut.

Francesco Paternostro was employed by the Arborio
Corp. as a member of a road crew assigned to erect
warning signs along a section of Interstate 84. On the
evening of the accident, he was notified of an incorrect
sign pattern and was instructed to correct the problem. He
dmve to the site and, in contravention of company policy,
walked across three highway lanes to fix the sign.

On his return tohis 1ruck, he was struck and killed by

In summary, in many instances, D&O claims
involve both substantial and complex issues. Careful
review of the terms and conditions of the policy
prior to binding coverage is essential. The insurance
agent or broker should confirm that the insurers’
claim department has substantial experience in the
handling of D&O claims. Finally, the insurer, the
insurance broker or agent, and the policyholder need
to partner together in order effectively and
successfully manage the claims process. [2]

Steven J. Gladstone is senior up-claims for Executive
Liability Underwriters, a Hartford, Conn.-based unit Of
XL Capital Ltd.

compensable

an automobile. A half-empty liquor bottle and six full
cans of beer were found in the passenger compartment of
his truck. A blood sample drawn from the Mr.
Paternostro's body revealed a blood alcohol level of
0.18%.

Mr. Paternostro's wife filed for survivor's benefits. The
workers compensation review board denied her claim. She
appealed.

The appellate court concluded that the evidence
supported the commissioner's finding that Mr.
Paternostro's actions prior to the accident constituted
willful and serious misconduct. The court pointed out that
he was intoxicated and had violated the employer's policy
against crossing the highway.

Consequently, the court agreed that compensation
should not be paid because of his willful misconduct.

Paternostro us. Arborio Corp., Appellate Court of
Connecticut, December 28, 1999 (BI/05/s. -$10)

Court rules suicide compensable

No showing of derangement was required for a school
superintendent's suicide to be compensable under workers
compensation, according to the Supreme Court of lowa.

David Fleming was superintendent of the Humboldt
Cornmunity Schools from 1988 until his death in 1993.
'lhe job stress allegedly leading to Mr. Fleming's death
arose from his advocating the concept of identifying
outcome goals in education and tailoring curriculum to
meet those goals. The concept was very controversial in
the community and Mr. Fleming became the focal point of
community cnticism.

He began suffering from depression, became less
organized and had trouble concentrating. In June 1993,
after having an acute anxiety attack, he began receiving
psychiatric treatment, including antidepression and
antianxiety medicine. During this period, the school board
abandoned Mr. Fleming's recommendation.

On June 26, 1993, Mr. Fleming committed suicide by
carbon monoxide poisoning. His wife applied for and was
awarded workers compensation based on his death caused
by job stress. However, the school board and its insurer
appealed.

On appeal, the school board argued in part that Mr.
Fleming's widow could not recover because the death of
her husband was self-inflicted. But the court said that
suicide is compensable on proof of causation directly
linking an employment injury to a worker's loss of normal
judgment and domination by the disturbance of his mind.

The court rejected the board's argument that a job-
related injury must be caused by a deranged mental state
which, in turn, caused the suicide. "The term
'derangement,’ we believe," the court said, "is too
nebulous to adopt as a prerequisite to recovery." The
award of compensation was Affirmed.

Humbolt Community Schools vs. Fleming Supreme
Court offowa, December 22, 1999 (BI/01/S.-$10) 51

These abstracts were prepared bt/ Mayo H. Stiegter.
Copies of these decisions are available, at $10 each, by
sending a check pal/abte to Mayo H. Stiegler, to
Business Insurance, 740 N. Rush St., Chicago, lIl.

60611-2590. Provide the Listed number for each opinion

ordered.
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Willis Group Ltd in Lon-
don has appointed a new ex-
ecutive vp to develop and ex-
pand its client base world-
wide Mario Vitale, who pre-
viously was president of
Kemper Risk Management,

will report directly to Willis
Executive Chairman Joe

Plumeri Mr Plumen said in
a statement that Mr Vitale
"will be invaluable in lever-
aging the Willis product
portfolio, services and rela-

tionships to group our client at the i_nabilité/ of the crimi,pal law tors of Railtrack PLC, the UK ZI- 4- -4 -

base and expand our product
offerings " Aon Corp has
acquired a 50% stake In P.L
Ferrari of Italy, a broker and
leading specialist in protec-
tion and indemnity insur-
ance The two have formed a
joint venture, creating one of
the largest P&l brokerages in
the world The venture will

use the P L Ferrari name

and the company's offices m
Genoa, Naples, Monaco and
London, as well as Aon's
global network Standard
& Poor's Corp has lowered
its counterparty credit and
insurer financial strength
ratings on HDI Haft-
pflichtverband der Deutsch-
en Industrie VaG, the parent
of Hannover Reinsurance
Co , to AA- from AA The
downgrade is based on HDI's
continued reliance on the
German property/casualty
sector, which IS expected to
remain intensely competitive
despite signs of hardening
rates Positive factors, how-
ever, include HI*s "strong
underlying operating perfor-
mance and very strong capi-
talization " Expansion of its
life business, while it Will
eventually strengthen HDI's
market profile, Will in the
short term dilute its prof-
itability and absorb capital,
S&P added The rating out-
look was revised to stable
from negative Moody's In-
vestors Service Ltd has
downgraded ItS performance
rating of Lloyd's of London
aviation syndicate 808, man-
aged by Crowe Syndicate
Management Ltd, to C+

from B, and IS keeping the company that thggered an Aus- PCA, which processes peanuts (BI,

T G ele o e H5 58k 0% AR UL Rep! 2, 18R A S BRI ef

Moody's said the change re- 1

- lates to uncertainty over sup-

port from Stockton Re, the
syndicate's main financial
backer, for 2001 and beyond
Given the uncertainty over
the future of the syndicate,
the rating reflects the fact
that it is not expected going
forward that the syndicate's
results will match the
Lloyd's average return over
the cycle based on a short-
term outlook for the syndi-
cate," said Moody's
Winterthur Life, a unit of
the Credit Suisse Group, has
bought a strategic equity
stake in Chinese life insurer
Tai Kang Life Insurance The
size of the stake and the fi-
nancial terms were not dis-
closed, but Winterthur Life
said it is the first foreign m-
surer to enter such an al-
liance in China and that its
interest derives from the fact
that China's financial ser-

vices market is currently one

of the fastest-growing in the , The company's policy offers limits June 23

world
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U.K. manslaughter law refonn sought

By SARAH VEYSEY But the delay in getting the pro-
posed corporate killing law onto
LONDON-A recent string of the books, and the fact that even if
fatal rail accidents in the United passed, the law would not be ap-
Kingdom IS prompting increasing plied retroactively, is prompting
and louder calls for a change in some observers to demand that
U K criminal law to make it easi- manslaughter charges be brought
er to charge corporate officials against companies responsible for
with manslaughter the recent fatal rail accidents
The U K government currently The Nottingham, England- i ,,
is reviewing public comments re- based Assn of Personal Injury
ceived on a proposed corporate Lawyers has backed a call by 1 1
killing offense Member of Parliament George '

There is great public concern Galloway for the board of direc- *4

-1 _.Ast fr

C2:FT74i+ F 1, t

a-£.-1L -

to convict a company of rail operator, to be prosecuted for
manslaughter, often for errors corporate manslaughter following
where, if an individual had been the Oct 17 rail crash at Hatfield,

responsible, they would have been Bedfordshire, m which four peo-
convicted," said Charles Clarke, ple died
minister of state at the Home Of- "APIL believes only the threat

flee, speaking at a seminar on cor- of prosecution in such cases_will

porate kilhng organized by Aon prevent similar tragedies from The Oct. 17 rail crash at Hatfield, Bedfordshire, and other recent rail acci-
Risk Services Ltd in London See Reform on nert page dents have stepped up public calls for a change in U.K manslaughter law.

Changes in Japan to aid buyers: Study

By CAROLYN ALDRED

PHOTO AFD

puts a long-term negative rating the growth of Japan's Insurance ers have been given more freedom
outlook on the Japanese proper- business, but in the '90s, pro- to set their own rates and develop
Japanese insurers are facing ty/casualty insurance sector, longed economic hardship, 1ndus- new products, more foreign insur-
challenging times in the face of pointing out that deregulation try deregulation and declining in- ers have entered the market, and
deregulation, increased competi- and liberalization will make the vestment returns translated into there have been several insurance
tion and changing customer de- market far more competitive arduous business conditions for company mergers and collapses,
mands, according to a new report Although Japan ranks-and insurers," the report states the report ‘?Xp'a'”s ) )
by Swiss Reinsurance Co likely will continue to rank-as Although Swiss Re says that Meanwhile, an aging population

However, Japanese risk man- the world's second-largest insur- 'there are signs that the worst is resulting in changing demand
agers likely will benefit from less ance market, accounting for about may be over for Jaﬁan's econo- for life, pension and long-term
expensive insurance and more 30% of global life premiums and my," it also contends that the in- care products, while increasingly
flexible and innovative products 10% of non-life insurance premi- surance sector "must reinvent it- sophisticated Japanese risk man-
in an increasingly liberal and ums, it is a market in the midst of self to stay competitive in the new agers also are looking for new
competitive market, the report a sea change, according to the marketplace that resulted from pro erty/casualt%/ insurance prod-
predicts Swiss Re report the implementation of Japan's ucts, according to Swiss Re

At the same time, a separate re- "Historically, the high level of Big Bang' financial reform "The interplay of major forces
port published by Moody's In- domestic savings and a strong in- launched in 1996 " such as financial globalization,
vestor Services Ltd this month dustrial sector have underpinned In recent years, Japanese insur- See Japanon next page

Insurers to shell out Swiss Re, Moody's

In coverage dispute  foresee growth for
over peanut recall  trade credit market

BY KATE TILLEY By EDWIN UNSWORTH annual premiums, according to
Swiss Re Historically, though,
The global market for credit this form of insurance has
insurance is forecast to grow been more popular in Europe
steadily over the next five than elsewhere Western Eu-
years, with the biggest gains rope accounts for $35 bil-
coming from the United States lion-or 84%-of worldwide
and emerging countries, albeit volume, while the United
at a smaller volume than m States accounts for only $500
Western European countries million, or 12% Over the last
Two reports released this 10 years, however, annual pre- 1
month suggest that credit in- mium growth of credit insur-
surance not only is a strong ance in Western Europe has
and healthy business, but also averaged about 5%, while U S
is set to enjoy strong growth premium growth has been
over at least the next five 10% Swiss Re predicts that
these growth rates will change
A study by Swiss Reinsur- little over the next five years
ance Co concludes that glob- "Given the low penetration
alization and e-business are of credit insurance in the U S
providing important new op- market, premium growth IS
portunities for trade credit in- expected to remain strong,1
surers Trade credit insurance the study says
provides coverage against the The market for credit insur-
risk of outstanding receiv- ance worldwide iS changing
ables, which the reinsurer says rapidli according to the Swiss
can be the most important as- Re study Considerable consol-
set for a non-financial compa- idation has taken place, with
ny According to Swiss Re, ac- the five leading European
counts receivable, or trade credit insurers increasing their

court papers
A 1996 outbreak of salmonella

BRISBANE, Australia-The was traced to products made by

won a court battle bourne-based aft Foods Ltd, a
with ItS insurers subsidiary of Northfield, Il -based
for coverage of its Kraft Foods Inc
business mterrup- Kraft recalled 10 brands of
tion losses peanut butter, including genenc
The Peanut Co products it manufactured on behalf
i} of Australia Ltd, of major retailers in Australla, and
r based in Kinga- Kraft peanut chocolates and satay
roy, Queensland, sauces Melbourne-based food
and previously manufacturer Uncle Toby's Co
known as PMB Ltd withdrew its peanut muesli
Aust Ltd, sued bars, which contained Kraft-sup-
MMI General In- phed peanut butter Kraft's peanut
surance Ltd of products were withdrawn from
Sydney and seven shelves for more than four months
other msurers that Kraft faced a class-action suit in
participated in its Australia's Federal Court from 905
property and business interruption people who became 111 after eating
pollcy after they paid only $700,000 contaminated peanut butter and
Austrahan ($364,000) of PCA's $5 5 peanut products The suit, filed m
million Australian ($2 9 million) 1996, was settled two years later,
claim for business interruption when Kraft agreed to compensate
the clairnants The settlement terms
Judge Debra Mullins of the were not chsclosed
Queensland Supreme Court deliv- The salmonella outbreak oc- ! €
ered the judgment m PCA's favor at curred from March to June 1996, credit, can account for up to share of the worldwide market
the end of September However, she with PCA identified as the source of 50% of a company's total as- over theopast decade to 80%
has postponed dehberations on how the tainted nuts on June 24 Kraft sets _ from 50% The five leading in-
much the Insurers must pay PCA ordered its initial product recall on The worldwide market for surers are

re— rr

*rr

years

losses

« Euler, a Paris-based insur-
See Credit on page 19

private credit insurance gener-
of $8 million Australian ($42 mil- ates more than $4 billion in

Lon) for any one claim, according to

The Supreme Court heard evi-
See Recall on page 18
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public inqu-ry, chaired by a judge the government to propose a Under the government's propos- which individual directors of com-

from a specialist panel, following change, Mr Clarke sa-d al, he said, corporate killing panies should be held liable for

any major disaster involving loss One is that the "narrow scope of changes could be brought if "man- corporate killing offenses and

of life,” saic Mr Allen the identification doctrine"- agement failure" was a contribut- whether a conviction should carry
He said the proposal has re- which lequires an individual who ing, but not necessarily the sole, a prison term

ceived interest from some govern- is the "embodiment” of a company cause of a death The charges Other issues, such as where Ju-
"The threat of prosecution for ment officials and representatives to be proved guilty for a conviction could be biought against manage- nsdiction would lie if a company

causing death through negligence of the Health and Safety Execu- to be made-is extremely limiting, ment, "even if the immediate cause owned by an overseas parent were

Reform

Contznued from previous page
happening again,"” the APIL said

in a written statement

is the strongest motivation there IS tive

for ensuring company directors According to Mr Clarke, the
put safety before profit,” said British government currently is
Patrick Allen, a vp of the lawyer considering 166 responses it re-
organization "This is why APIL ceived to its consultation paper on
has supported the government's a proposed corporate killing law

he said This, in turn, contributes was the act or omission of an indi- convicted, also have yet to be de-

vidual," such as an employee

cided However, Mr Clarke said he

Management failure would be is confident that foreign compa-

'We all know the current

defined as "conduct far below nies would accept the validity of

what can reasonably be expected the legislation

(manslaughter) law

stances," he said

of the corpmation in the circum-

"l think most major corpora-
torts will accept the plimacy of

plan to introduce a new offense of Comments were received from

corporate killing," he said business, employers' associations,
In addition to seeking charges lawyers, Eressure groups and the

against Railtrack officials, Mr general public, he noted

Allen also called upon the govern- The government's consulta:ion

doesn't work,' says Patrick

Allen. 'There has to be a The government proposes that U K law here | can't see directors

the new law apply not Just to in- fleeing," he said
corporated entities, but alsc to Mr Clarke said he hopes the
"undertakings,” which would in- proposed new law would change
ment to swiftly introduce the pro- paper-which incorporates many clude any trade, business or other the culture of some companies and
posed new offense of corporate recommendations made four years activity providing employment put health and safety higher up
killing "We all know the current earlier by the Law Commission, a to a very low number of convic- This broader application, said Mr their agendas But he added that
law doesn't work," he said "There governmen- advisory body-was tions, he said, noting that just Clarke, would not only significant- determining the reach of the law
has to be a more sensible way " puilished in Ma-. The consulta- three companies have ever been ly widen the scope of the new would entail a fine balancing act
The APIL also is lobbying for the tion period ended in September, convicted of corporate manslaugh- law-making It applicable to "We have to bear in mind that
creation of a dedicated "disastel and the government is now consid- ter under existing law about 3 5 million enterprises-but too strict a test of liability might
bureau” within the government to ering how to proceed with imple- Mr Clarke said the changes also would minimize inconsisten- lead the more conscientious enter-
oversee investigations into fatal menting tne proposed changes in were also proposed because of cies that could arise from prose- prises-the very firms we want to
accidents "We have also called re- the law, said Mr Clarke public concern about the inability cuting cases only against large cor- support-to question the point of
peatedly for the creation of an ac- There ate several deficiencies m of general criminal law to convict porate entities continuing to supply goods or ser-
cident and disaster bureau, which current U K involuntary man- a company of involuntary Mr Clarke said that the govern- vices which attract any risk at all,”
would have the power to hold a slaughter siatutes that prompted manslaughter ment is stlll assessing the extent to he said

moresensible way.'

J penetration With property/casu- Since U S -Japan insurance cial institutions," says Tokyo- Meanwhile, the convergence of
a pa n alty premiums totaling $92 billion talks in 1994, a series of liberaliza- based Moody's analyst and report the insurance and banking 1ndus-
and life Irremiuns totaling $361 tion and deregulation measures author Hideyuki Ito tiiles IS leadmg to several changes,
Continued from premous page billion in 1998, Japan accounted have been Implemented, includ- However, deregu|ation and lib- inc|uding the deve]opment of in-
industry deregulation, economic tor 70% of the Asian property/ca- ing eralization are "loweting the in- tegrated financial services and
restructuring and demographic sualty market and 82% of the - Allowing the mutual entry of dustiy's long-standing barriers to products, the removal of regulato-
pressures is transforming the busi- As_an life market life and property/casualty insurers entry, thus opening the market to | y batriers to cross-selling of in-
ness landscape of the Japanese in- Although "many foreign compa- Into each other's business, in April competition," according to the surance, banking and investment
sui ance market Insurers are fae- nies have been eyeing the huge 1996 Moody's report products among financial institu-
ing a very different operating en- Japanese market, It has proven to tions, and the formation of large
vironment in the new millenni- be a hard nut to crack," with for- financial conglomerates
um,” the report states eign companies st LL only account- There have also been several
During the past year, there have ing for 4 7% of the premiums in
been at least four major mergers the property/casialty sector and
among Japanese property/casualty 77% of tne life sector, based on
insureis, involving companies that 1998 pierniums and ownership
account for more than 40% of the structures as of March 2000, ac-
market's non-lite premiums At coiding to the report
the same time, alliances between The market also is highly con-
11 fe insurel s and property/ centrated with she five largest
casualty insurers are emerging, companies accol.nting for 54% in 1997 and 1998 to boost and sta-
which will help provide clients and 60% of the p.operty/casualty - Implementing a notification As a result, while the short- to bilize their industrial earthquake
with total risk management ser- and life premiumi, respectivel,9, in system for regulatory approval of medium-term outlook IS stable, and typhoon capacity," the report
1998 The expected wave of con- insurance policy terms and condi- Moody's long-term outlook for the notes, adding, however, that
According to Swiss Re, the solidation will p ish these ratios tions to replace the prior-approval sector is negative "while the issues have been suc-
Japanese insurance market ranks for the top five even higher to 69% system, in April 1996 "There is a risk that a rapid fall cessfully placed, further initiatives
prominently in the world's league ani 63%, respecilely, the report « Allowing diffeientiation of in revenue will squeeze margins by Japanese insurers to transfer
tables, both in terms of size and predicts rates for voluntary automobile in- and Inevitably lead to underwnt- hazard/event risk to the capital
surance, in June 1997 ing losses," Moody's report states, market have been slow in com-
- Libera1izing tariffs by gradu- predicting that "within five years, ing "
ally abolishing insurers' obligation combined ratios would rise above However, "the outlook for secu-
to use rates set by rating organiza- 100% " | itization remains promising, giv-
tions over a two-year transition In Japan "this is a particular en the high level of catastrophe
period that ended July 2000 source of concern because of the exposure and signs of an Imminent
* Introducing early warning country's economic conditions, hardening of the reinsurance mai-
measures based on the solvency low interest rates, its stock mar- ket," the report notes
margins of insurers, in April 1999 ket's fluctuations over the last few In the lite sector, "Japan is home
« Removing controls on agent years and the low ratio of invested to several of the world's largest
commissions, expected in API'll assets to net premiums Japanese life insurance companies but the
2001 (property/casualty) insurers can- industry has been mired in diffi-
At the same time, Japan's finan- not afford to run large underwrit- culties since the early '90s," Swiss
cial liberalization means that for- ing losses like their American and Re points out
eign companies, domestic non-in- European peers," the Moocy's re- Rock-bottom interest rates have
surance corporations, and finan- port points out
cial institutions all are now able to However, while insurers face problems to Japanese life insur-
Risk Managemeut compete in the Japanese insurance challenges, Japanese risk man- ance companies, and there has
markst agers likely will benefit from the been a series of insurance compa-
So far, overseas insurers, mainly changes in Japan's insurance mar- ny failures since 1997, the report
operating as foreign branches in ket states
Japan, have a relatively small Full tariff-or rate-deregula- Meanwhile, foleign insurance
share of the market They are tion in the property/casualty mar- companies and financial InStlitU-
strongest in the so-called "third ket took effect as of July 2000, tions have "accelerated their ef-
sector," which incluces such risks leaving property/casualty insurers forts to entei into and fortify their
as medical and long-term care in- free to calculate their own rates, operations in Japan," the report
surance, according to Swiss Re which will lead to more competi- says
In the property/casialty market, tive pricing, Swiss Re points out Looking ahead, life insurers are
the collapse of Daiichi Mutual Fire Property/casualty insureis also focusing on two major lines of
& Marine Insurance Co in May IS now have more flexibility in de- business nursing cate and pension
seen as an exception and proper- signing and launching neK prod- pi oducts, due to the fast changing
ty/casualty insurers generally "re- ucts, including coverage for com- demographic profile of Japan
main well capitalized and enloy mercial risks "This has happened
top-notch ratings" says Swiss Re against a backdiop of glowing SO- The Swiss Re report, ' sigma
However, a recent i eport by phistication of risk management 8/2000-Jalpan's Insurance Mar-
Moody's suggests that may well in Japanese corporations As a re- ket-A Sea Change, " ts available
change sult, commoditized products are at www swissre com
"The aveiage rating of Japan's facing bigger price piessures, For znformation about obtazning
12 largest (property/casualty) in- while customers are demanding the Moody's report, contact 212-
surers is Al-far higher than those tailor-made services," the Swiss 553-0376 tn New York or 44-207-
of all other companies and finan- Re report notes 772-5454 in London

In Japan, 'commoditized products are facing
bigger price pressures, while customers are
demanding tailor-made services,' the Swiss
Re report notes.

risk transfer tl ansactions from in-

surance to capital markets, though
the generally soft reinsurance
market in recent years has meant
that "momentum remains slug-
gish," Swiss Re notes

"The top three non-life insurers
have all made use of securitization

vices
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ness was also disrupted by the need meant relationships with other considering the company's submis- was still a proximate cause of the
to meet Kraft's requirements and clients suffered, according to PCA sions " losses," he said "The judgment rec-
QHD recommendations on process

Recall

Judge Mullins accepted the busi-
ness> interruption calculations made cessful on 17 of the 18 components where there are competing proxi-
"There were cash flow problems by loss adjuster GAB Robins, which of its claim Judge Mullins rejected mate causes and loss from one is
Wood that an auger through which from the shutdo im and drops in was aired by PCA coverage of a consultant's fee for re- covered, the insured is entitled to
peanuts traveled at the PCA plant sales, particularly through no sales Mark Darwin, an attorney with viewing its operating processes
was "grossly soiled" by "scaveng- being made to Kraft from August to the Brisbane office of McCullough
" early October in 1996 (and) eonse- Robertson, who represented PCA in cant that Judge Mullins recognized

Mr Darwin said PCA was sue- ognizes the general principle that
Contmued from page 15 and plant changes

denee from microbiologist DI Peter

recover, so long as the other causes

Mr Darwin said it was signifi- are not expressly excluded "

ing rodents Judge Mullins adlourned the case,
PCA had an industi ial special quences in additional storage re- the coverage dispute, said the case that some of the interruptior to while PCA makes further submis-

risks policy, which covered it for quirements and for other areas of contained a clear message for com- PCA's business after July 20, 1996, sions to the court for calculating the

panies and their risk managers "Do was caused by what she called the processor's losses The quantum

Judge Mullins said it was ":rtifi- not accept the assessment of an in- need to address the "new aware- should be finalized before the end

property losses and consequential operation,"” Judge Mullins added
loss for a period of 12 months
While theie was no physical loss or cial" for the insurers to say the ef- surer's loss adjuster, if you believe ness" of the risk of future salmonel- of the year, according to Mr Dar-

damage, PCA relied on an exten- fects of the salmonella outbreak your insurance is intended to pro- la contamination win

sion in the policy that extended ceased once Queensland health in- vide more cover "
The attorney said that "the insur- and for the period that both the the Brisbane office of Gadens
er's adjuster simply did not un(lei- salmonella outbreak and the need Lawyers who represented MMI and
As part of PCA's claim to insur- stand the company's business and, to address the risk of futire con- the other insurers, said he would
ers, the court hea_d that Kraft had having taken a certain view about tamination were operative causes of not comment on the case before It

damage to Include losses directly spectors permitted the PCA plant to
resulting from closure by a public resume operation>

authority due to the outbreak of an
infectious or contagious disease

"She has held that, to the extent

Judge Mullins decided that PCA's deducted $734,550 Australian the claim, was not interested in the interruption, the salmonella was finalized

business operations were disrupted ($381.996) from a payment owed to

fol nine months after the contami- PCA in July 1996, as the valie of

nation was traced to it stock received before the salmonel-

The insurers had argued that the la outbreak that it had been unable
processor's business returned to to use The product was returned to
normal less than a month after the PCA and processed into oil to miti-
problem was identified, when the gate the loss Judge Mullin5 said it
Queensland Government's Health was a "not unreasonable cimmer-
Department lifted a temporary ban cial decision” on PCA's behalf to
on production on July 20, 1996 forgo the payment because It had

Judge Mullins disagreed, and said caused Kraft's losses, and that the
the indemnity period extended to returned stock should be Included
March 31, 1997

"The uncertainty in the market- culation
PCA Managing Director Robert
event as the plant shutdown follow- Hansen testified about the disrup-
ing the discovery of salmonella in tion to business, including the time
product produced from the plant he and other senior managers at
continued to affect the way in PCA had spent dealing with Issues
which the plaintiff (PCA) conduct- raised by customers, farmers and
ed its operations after July 20," PCA's bank after the salmonella
Judge Mullins said in a 57-page outbreak "We were managing the
ludgment ensis, instead of doing our jobs," he

She found the PCA's normal said Other staff gave evidence that
business operations were immedi- "the telephone was constantly nng-
ately affected by the shutdown and ing with angry and coneerred cus
subsequent cleaning of equipment tomers "
and the need to comply with the When Kraft's production re-
testing regime imposed by the sumed in October 1996, it required

in the company's loss of profits cal-

place created by such a dramatic

Derbyshire mystery solved

LONDON-- The 20-year-old Initially, the British government failure of the ship After the pubh-
mystery surroundmg the smkmg of refused to hold an mquiry, clum cation of the assessor's report,
the giant bulk carrier Derbyshire ing that without a wreck to exam- Deputy Pnme Minister John
was resolved this month when an me, there was no way to determine Prescott ordered that the inquiry
maquiry, headed by a London High the cause of the loss But when the be reopened (BI, Jan 4,1999)
Court Judge, found that the tragedy Derbyshire's sister ship, the simi- Insurers had already said, after
was the result of inadequate hatch larly designed Kowloon Bridge, the 1998 mquiry, that the fmdmgs
broke in two off the coast of Ireland were unhkely to lead to higher pre-

The decision removes blame in 1986, the government gave in to miums on similar ships
from any of the 44 people who ched pressure and held an inquiry the The latest inquiry, led by High
m the mnlang, a 1988 assessor's re- following year The findings were Court Justice Colman, determined
port said the loss resulted from the inconclusive, however, saying that that Inadequate hatch covers en-
failure of the crew to secure a for- the Derbyshire "was probably abled sea water to pour into the
ward hatch cover overwhelmed by the forces of na- ship dunng the storm, causing it to

The 176,000-ton Derbyshire, ture” sink deeper into the sea and in-
which was carrying a heavy cargo After persistent pressure from creasing the pressure on other
of iron ore, disappeared 400 miles families of the victims, the wreck- hatch covers, which burst and al-
east of Japan in September 1980 age of the Derbyshire was located lowed the ship to be totally flooded
dunng a typhoon The sinking of in 1994, and surveys were carried Justice Colman called on the
the 4-year-old ship occurred so out in 1996 and 1997 In March government to press "strongly and
quickly that there was no time for 1998, an independent assessor's re- urgently” for new standards for
the crew to send out a distress call, port concluded that a hatch cover hatch cover strength, both for ex-
and the ship's whereabouts were had failed, but that there was no isting and new bulk camers

covers

Mike Woolmer, an attorney from

Queensland Health Department a large amount of stock, and PCA
from June to November 1996 Busi- made it a priority client, which

unknown evidence of any other structural -By Edwin Unsworth
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Sales Profess,onals REINSURANCE DIRECTOR SAFETY OFFICER

Health Risk Management Inc, is seeking Plan, direct, establish & develop SALARY: $52,588 96 - 169,154 49/year

l L k.
sales professionals to sell our Innovative facultative reinsurance services & new

. . . . . . REQUIREMENTS:- Bachelor's Degreg will'l
health information management and markets in Latin America & Caribbean a major in industnial safetv, occupationa ora
services designed for the'self funde irect negotiations with Latin American health, public administration and five *

payer market including our newest Caribbean directors of government cars 0% experience m occupational safety =

wet-based 4YourCare technology, backed agencies, institutions & companies, )a,nd health administrat on developin: anyd 2

by years of professional clinical and involving large, special risk exposures In implementing safety programs ORgan d 'd t
mar agement experience areas of accident, health, occupational- p. 9 . y prog J Ca n I a e
. i X i . lated industries. workers compensation equivalent combinatiol of closely related

4 The New York City Housing Authonty (the »Authorly) Is solicmrg To qual,fy you need expenence selling " , P * training and experience Public Sector 2

proposals from investigative and daims adjustment firms to hea thcare management cr TPA products unemployment & pension funds Select, experience ts preferred

NEW YORK CITY HOUSING AUMORITY

REQUEST FOR PROPOSALS FOR INVESTIGATION
FIRMS TO INVESTIGATE PERSONAL INJURY
CLAIMS AND INVESTIGATE AND ADJUST
PROPERTY DAMAGE CLAIMS AND PROVIDE
OTHER CLAIMS ADJUSTMENT SERVICES

« The Authority seeks to establish a panel of firms capable of

5 damage asserted against the Authonty, and to adjust certain s and brokers, knowledge of : : : R
nggbﬁpfan e3|8n esrtg%ﬂ%“iaeﬁ%gmg Amerlca] a&ry (l)t?E%an 5 Yegs experience HIR Dg%%at 702 565 207? 0
four-year degree (MBA degree a plus) Highway, Suite 375, Miami, FL 33145 %_- the JOb?

* investigate and adjust claims for personal injury and property to the payer market Incl.Iding benefits gi\;:ﬁj;c?ruspgnz;ifsfﬁi;;iszgamn;:r:)issl(Tr:SLatin Please contact City of Henderson to fl I I
onsufi n 'r
property damage claims and claims ansing under the New York les, compluf etitive sa ours site www.cityofhenderson,com for 3%.
State No-Fault Law experience selling strategic products to 500p m Send resumes to ESLA, application
Humah Resources, 1320 So Dixi&
and,'or concepts This position requires a ’
53
HE
MORE C Vir-*1FIEDS ONLINE
4 When the most
talented men and

| delivenng high quality investigation and adjustment services in

1 a cost-efflaent manner The panel will work under the direction of
i the Tort Division in the Authority's Law Department and will

* provide investigative and adjustment services for the Tort

* Division and outside counsel that have been retained by the
1 Authority to represent It In the defense of personal Injury and

*s property damage claims . industry want to make

Interested firms may obtain copies of the Request for Proposals P u bl IS h n g Dece m be r 4 1 their move, they turn to
1 from Dawn Hathaway, 250 Broadway, 9th Floor, New York, -
5% New York 10007, Telephone: (212) 776-5248, on any Risk Management: Technology Solutions
bsurance

business day between the hours of 10 a.m. and 4 p.m.
5. www.buslnessinsurance.com

Health Risk Management, Inc
10900 Hampshire Avenue South
Minneapolis, MN 55438
Fax (612) 829-3664 Email

www . businessinsuran€e.com

jobs@hrmt.com .
S women In the insurance

A proposefs conference will take place on December 4, Directory: Risk Management Information Systems

2000, at 3 pm,at 250 Broadway, Board Room, 12th FI
- Thedeadline forsubmitting proposals ts 3pm,
December 22,2000

Distribution: NAIC

4 Call Irais Amlesht
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E for advertising
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INTERNATIONAL

C r. d H t particularly for the underlying as- bought, partly because a necessary credit insurers have opened sub- to entry, the handful of companies
e I sets of the asset-backed commer- condition for ItS development is a mdiaries there While state-owned that dominate the market are un-
cial paper of trade reeeivables, legal environment with efficient export insurers write most Asian likely to face significant competi-

Conhnued from page 15 says the study insolvency laws and enforceability trade credit insurance, in Japan tion from new entrants The exten-
er whose majority owner is Allianz Looking at the U S market for of debt collections, says Swiss Re private insurers have started to sive networks created by the top
A G Holding, with a 51% stake credit insurance, the Swiss Re Economic instability and high in- provide credit insurance European credit insurers for the
» Groupe Coface, a Paris-based study says that the premium vol- flation are also restricting the de- This month, Euler and Hermes distribution of their products, risk
insurer with multiple sharehold- ume is lower because there is not velopment of a domestic credit in- announced a joint venture with monitoring and collection are not
ers, including SCOR SA, which as much demand and rates are surance market in such countries Marubeni Co, a diversified easy for would-be competitors to
has a 20% stake lower than in Europe for the cover- Eastern Europe "is definitely a Japanese conglomerate, to launch replicate over the short term, the
- Hermes Konzern, based in age growth market” for credit insur- a new company Hermes & Euler ratings agency added
Hamburg, Germany, which is Credit Services (Japan) Ltd Possible challenges for the fu-
owned by Allianz Scheduled to start business in the ture, however, include "the volatil-
- Gerling-Konzern Speziale ' We place relnsurance Close to the top Of first quart(e-r.of 2001, it Will 'Con— ity of the business, the.historically
Kreditversicherungs AG, a centrate initially on domestic cred- low level of penetration and the
Cologne, Germany-based unit of the list to emphaS|Ze its |mportanoe in the it risks VWhen announcing the ever-present risk of disintermedia-

venture, Euler and Hermes said tion," according to Moody's

e Geml\/f’ HE)OILcTing NV,an Amster_ running of credit insurance business, ' says Japan is expected to eventually be- Moody's adds, however that a

g@m:g%g\,e,sds Lnesurer WhOSe malorlty the Moody's Study come one of the world's leading key aspect of the financial strength

credit insurance markets of a credit insurer is the quality of

In addition to consolidating, the Swiss Re points to some possible its remsurance
credit insurance market is ex- blips on the horizon for credit in- "We place reinsurance close to
tremely competitive, which is surers the top of the list to emphasize its
pushing credit insurers to enter U S rates are significantly low- ance, led by Poland, Hungary and The biggest challenge the insur- importance in the running of credit

new markets and to provide new er, according to Swiss Re, because the Czech Republic, the reinsurer ers face is a potential increase in insurance business," says Moody's
products and services, such as U S credit insurers provide fewer says It adds, however, that "East- self-insurance aided by increased study It says one reason for this is
credit information, debt collection, services than European credit in- ern Europe is not yet an important accessibility to information on that four out of the top six Euro-
and lines of credit for commercial surers Also, retentions are higher market on a global level” in terms credit risk from commercial infor- pean credit insurers-barring Eu-

Internet purchases, according to among U S buyers, it notes of credit insurance volume mation databases and rating agen- ler and Coface-currently cede the
Swiss Re In addition, a big source of de- In Latin America, demand for cies majority of their premiums to rein-
The Swiss Re study says the "ex- mand for trade credit insurance in credit insurance has been growing, The Swiss Re study coincides surers through quota share excess

plosive" growth of business-to- Europe IS the construction indus- albeit slowly This growth is main- with a report from Moody's In- of loss treaties "In a way, one
business Internet transactions IS try, whereas U S contractors typi- ly occurring as European compa- vestors Service Ltd that issues a could say that credit insurers 'front
providing a relatively new source cally cover their trade receivable nies purchase local companies as favorable outlook for European business' for a panel of reinsurers,"

of business for credit insurers "By risks through surety bonds Other they are privatized, bringing with credit insurers says Moody's
providing lines of credit to buyers factors behind the lower demand them the concept of insuring In its annual Credit Insurance
on the Internet, credit insurers are for credit insurance in the United against credit losses Domestic Industry Outlook, Moody's says The Swiss Re study, S:gma No

enhancing their fee-based rev- States is that U S companies are trade credit insurers have been es- that credit insurance is one of the 7/2000, ts avattable for fTee from
enues by leveraging their propri- less dependent on exports, the risk tablished in Brazil, Chile and Ar- few areas in Europe's property and Swiss Reinsurance Co, Economic
etary information on the credit- of credit defaults IS lower because gentina Swiss Re reports that casualty insurance and reinsur- Research & Consultzng, P O Box,
worthmess of buyers," the reinsur- company information is more while "overall premium growth IS ance markets that is generating CH-8022, Zunch, Sw:tzertand, 00-
er says readily available and more trans- still not strong for domestic trade profit and growth 411-285-2551, www swissre com

Additionally, opportunities are parent, and credit management credit insurance, the trend IS pOS1- According to Moody's, one of the For :nformation about the
also arising from the expanding within companies is better devel- tive " factors behind this favorable out- Moody's report, "Credit Insurance
market for derivatives and asset oped than in Europe, Swiss Re re- In Asia, the Asian financial crisis look is increasing sensitivity to Industry Outlook,"” contact
backed securities, the study con- ports of recent years has generated an credit nsk among companies in the Daphne Hand, 212-553-0376, or
cludes Credit insurers can provide Meanwhile, in emerging coun- increased interest in credit insur- European market In addition, It the Moody's Press Desk m London,
asset specific credit enhancement, tries credit insurance is not widely ance As a result, several European notes that because of high barriers 00-44-207-772-5454

Marine market beginning to harden: Report

By EDWIN UNSWORTH dividual policyholders some form of annual review, the the risks they choose to write, it start to increase "
This time around, brokers will report states While it is still possi- adds Overcapacity still exists in this
LONDON-Even insurance bro- expect underwriters to "look more ble for a major shipping fleet with line, and the review says that "un-
kers recognize that marine under- carefully at individual claims reasonable claims records to ob- til the number of market partici-

writers must be successful at rais- records, management and loyalty tain improved terms at renewal,
ing rates at renewal or else they to the market before deciding re- particularly if they switch insur-

will perish, Willis Group Ltd says newal terms," said Mr Barton ers, Willis says it expects that the signs of turning with rate fort by some underwriters to im-
in a review of the market In the London marme insurance number of hull underwriters pre-

pants in this sector is reduced, it is
difficult to see how the current ef-

CThe market is showing

rises being applled to pose a general increase in rates

Marine Market Review 2000, market, there is an expectation by pared to maintain market share can succeed
published this month by London- brokers and underwriters that in with unprofitable business will most loss making Trevor Hart, active underwriter
based Willis, says that the ground- 12 months' time it will be a differ- continue to diminish business,' says Trevor Hart. on Lloyd's syndicate 62, is quoted
work has been laid for firmer pric- ent place than it was at the begin- The cargo market | S "finally” in the report as saying "The mar-
mgm the market ning of this year, says the review starting to show signs of harden- ket is showing signs of turning

With the proliferation of mull:1- Some Lloyd's syndicates have al- ing, according to the review A with rate rises being applied to
year insurance programs offered ready reduced their underwriting number of underwriters are refus- Marine liability rates are also most loss making business The
in the late 1990s now expiring, capacity and let underwriters go ing to renew on reduced terms, showing initial signs of hardening combination of reinsurance rates

"underwriters will no doubt take In the hull insurance market, the and in an increasing number of With underwriters generally hav- shooting off into orbit and a re-
this opportunity to impose what ingredients are nearly in place for cases, cargo underwriters are ing to pay more for their reinsur- duced number of underwriting
they consider to be long overdue terms to harden, according to the quoting tougher terms While ance than 12 months ago, they outfits left, the premium rates on
increases on loss making ac- Willis report 2000 will be another there IS Stlll overcapacity, under- "have come to the inevitable con- marine business will rise in the
counts," the report notes unprofitable year for underwrit- writers are being more selective in clusion that premium levels must near future "

A rise in reinsurance costs, both ers, reinsurance costs are increas-
facultative and treaty contracts, ing, and underwriters are refusing
combined with a reduction in rein- to offer multiyear policies without
surance capacity, will also fuel

pressure for manne insurance rate °° B e S u re th at yo u retu rn it

increases, the report says s
Steven Barton, chief operating ADYV ERTI E R

officer of Willis' marine division, If you're racing through this issue of Business Insurance pecause you
warns that in spite of insurers’ I N D EX "borrowed" it from a colleague, you should have your own subscrip-
need for higher prices, brokers, . ' . R .
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. t tiate the best t f Issue of November 27 ) . . . .
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Nevertheless, he said, brokers . . . .
recognize that without an increase AIG Corporate 24 To su bSCI’Ibe, use the card in this issue
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out regard to the loss history of in-
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Results

Continued from page 1

holding up," said Mr. Lewis. "l believe
that additional rate increases will re-
sult in improved profitability in
2001," he added.

"We expect in commercial lines to
see prices continue to rise in 2001,"
said Jay Cohen, an analyst with Mer-
rill Lynch & Co. in New York "The
results are still under some pressure.
There's clearly still a need, as demon-
strated by the underlying results, to
see higher prices," he said. Further-
more, "we do expect the reinsurance
market to tighten up more in 2001,
and that should put added pressure on
the primary companies to raise rates."

Mr. Cohen said earnings growth
will accelerate next year and "should
begin to better reflect the improving
fundamentals.”

"It's an interesting time," said Gary
Thompson, senior vp for Hartford
Commercial, a unit of Hartford F'inan-
cial Services Group Inc., who s re-
sponsible for middle-market commer-
cial business. Those who have been re-
sponsible in how they have managed
both the pricing and profitabihty of
their books of business can look for-
ward to improved earnings over the
next 12 to 18 months, Mr. Thompson
said.

But the outlook is not positive for
everyone.

In addition to the matter of the lag
time between price hikes and their im-
pact on the bottom line, "There are
some companies out there that have
some pretty serious issues to face on
their balance sheet first," before
strong revenues can be reflected, said
Michael Smith, an analyst with Bear,
Stearns & Co. in New York.

"Over the last decade or so, loss re-

serve trends have steadily weakened
to the point where the industry looks
like it's in a loss reserve deficit situa-
tion," he said. Furthermore, other in-
dicators, such as paid-to-incurred ra-
tios and cash flows from operations,
"are not only worse than they were in
the 1983-84 period that led up to the
last upturn, but they're worse than
we've see in the post-World War |l pe-
riod," said Mr. Smith.

"This is a sick industry. It's beer. liv-
ing off its balance sheet for 10 years,"
and it must be built back up before it
starts to show earnings, said Mr.
Smith.

John L. Ward of the Cincinnati-
based Ward Financial Group Inc.,
said, "A lot of companies are looking
to loss reserves for earnings relief."
Some insurers are "tapping into that
source of earnings too aggressively,
and it may come back to bring some
negative news down the road." It is
"an issue that's sort of lurking around
the environment, particularly on the
commercial side," said Mr. Ward.

Among the nine-month results for
the 19 companies surveyed by Busi-
ness Insurance were:

* Net income-which was mported
by only 16 companies-rose to $9.17
billion, a 17.3% increase over the first
nine months of 1999.

* Net premiums written increased
to $65.40 billion, up 8.2% compared
with the nine-month period in 1999.

« Insurers posted a 104.2% com-
bined ratio vs. a 105.6% ratio for the
comparable period a year ago.

*The policyholder surplus of the 15
insurers that reported this data stood
at $50.69 billion as of Sept. 30, down
0.7% from a year earlier.

Probably the most significant devel-
opment during the third quarter "was
not on the bottom line but on the top
line, in that you saw premium com-

parisons noticeably improve for a
number of companies," said Mr.
Plrank, who cited American Interna-
tional Group Inc, Chubb Corp., Hart-
ford and The St. Paul Cos. Inc. in their
commercial businesses.

"And what that's telling you...is
that the cycle turn, which until now
was pretty much anecdotal, is now be-
coming tangible in the reported re-
sults of the companies, at least on the

top line," said Mr. Frank. "In other
words, the business of kicking bad

'We expect in

commercial lines to

see prices continue to
rise in 2001; says Jay
Cohen of Merrill Lynch.

business out the door is winding
down, and the accelerating price in-
creases are starting to show up on
what's being kept."

Hartford'sMr. Thompson said nine-
month results are "all over the place."
Hartford began pushing price hikes in
the second quarter of 1998, "so we're
beginning to see certainly some mean-
ingful improvement in trends across
our books of business," he said.

Earnings in the nine-month period
were pretty much in line "with rather
modest expectations," said Mr. Smith
of Bear, Stearns. The management
commentaries that accompany results
have been better than the actual re-
sults, he said, with price hikes contin-
uing to increase each quarter and
more segments "getting on board."

In addition, the brokers are excited,
and "we haven't seen any brokers ex-
cited since 1987," Mr. Smith said.

"Even the reinsurance companies are
starting to talk now about the tighten-
ing market, so commercial lines seem
to be making some pretty good
progress. It hasn't shown up in the
numbers yet, but | think that's about
to.”

Although "underwriting results are
still somewhat spotty, the price in-
creases we have been hearing about
for some time are beginning to help
many of the companies," said Mr. Co-
hen of Menill Lynch.

He added, however, "there's still
clear margin pressure on the num-
bers." In addition to the lag between
price increases and their full reflection
in earnings, companies have not been
able to release loss reserves as aggres-
sively as they did last year.

"In fact, in some cases we're seeir.g
some companies add to reserves mod-
estly," which "makes for tough earn-
ings comparisons," Mr. Cohen said.
Furthermore, he added, claims infla-
tion "is still eating into some of those
price increases."

Warburg Dillon Read's Mr. Lewis
said that while it was a good third
quarter for insurers, it "could have
been better, considering how light
catastrophic loss activity was, and
factoring in rating increases achieved
to date and actions instituted by the
more disciplined underwriters in the

field to enhance their operating re-
sults.”

While there is still room for im-
provement in results, analysts expect
the property/casualty industry's
stocks to continue to do well. Accord
ing to zhe BI Stock Index, insurers and
reinsurers have enjoyed a 15.6% boost
in their stocks for the 52 weeks ending
Nov. 17, though there was a 0.7% de-

cline for the week that ended Nov. 17.
"The stocks have done quite well
this year," said Mr. Cohen. "Valua-

tions are now reaching probably a 10-
year high, so the positive fundamental
changes going on in commercial lines
have not been lost on the market. The
stocks are saying that the market is
convinced that things will continue to
get better and earnings will improve."

As for the future, "l would not ex-
pect to see the types of returns we've
seen for the past seven months, but |
think the group will remain in favor,
and | think the stocks can generally
perform well over the next six to 12
months," said Mr. Cohen.

Mr. Frank of Salomon Smith Bar-
ney said: "clearly, the easy money in
the group has been made. However,
with price increases at the primary
commercial level accelerating, and
with signs that the reinsurance market
is also beginning to tighten," the
group will probably outperform the
overall market for a while longer, he
said.

"I still think the industry will out-
perform the market," agreed Mr.
Lewis, who said this momentum wiill
be "led by further rate incieases, posi-
tive earnings surprises and the possi-
bility of increased (merger and acqui-
sition) activity."

"As long as written premiums con-
tinue to grow at an accelerating rate,
then investors are likely to buy these
shares enthusiastically,”" said Mr.
Smith. Especially in an environment
where so many other market segments
seem to be having a decline in earn-
ings, "insurance stocks start to look
like a pretty safe haven," he said.

"There certainly has been some help
from the flow of funds out of teehnol-
ogy and into other safe havens," in-
cluding insurance, agreed Gary Ran-
som, senior vp at Hartford, Conn.-
based Conning & Co. "You have to
give yourself a little more time at this
point to see the stocks go higher." [Eli

Major property/casualty insurers’ nine-month 2000 results

1 CNA Financial Corp.
2 ACE Ltd.

3 Travelers P/C Corp.
4 Chubb Corp.

5 OIld Republic

6 The St. Paul Cos.

7 American International Group 4,138,756

8 Hartford Financial Services
9 Cincinnati Financial Corp.
10 RLI Corp.

11 SAFECO Corp.

12 Hartford Steam Boiler

13 American Financial Group
14 Royal & SunAlliance USN

15 Ohio Casualty Corp.

16 Argonaut Insurance Co.
-Kemper Insurance Cos.
-Liberty Mutual2

-Fremont General Group

Cumulative

Ranked by change in net income. All amounts in thousands of dollars.

Co,porate Property/casualty operations

Percent Net Percent
Net increase Consolidated Combined' Combinedl premiums ncrease
income (decrease) revenues ratio ratio written (decrease)
2000 1999-2000 2000 2000 1999 2000 1999-2000
$1,021,000 473.6% $11,690,000 114.3% 112.6% $6,250,000 (24.2)%
429,194 101.6 4,022,871 95.6 100.2 3,867,711 135.3
1,101,000 25.8 8,139,000 102.22 103.52 6,597,000 5.9
546,200 19.4 5,399,500 99.9 103.4 4,727,700 10.0
204,880 15.3 1,513,206 107.22 110.42 653,9752 1.5
800,000 15.0 6,388,500 105.0 108.1 4,382,800 11.0
10.6 33,456,722 96.0 95.5 13,023,490 6.6
701,000 9.7 10,804,000 103.02 103.52 5,534,0002 9.4
166,999 (8.2) 1,749,867 104.42 102.02 1,377,4392 11.0
20,900 (13.2) 194,100 94.6 91.0 203,700 13.7
104,400 (49.7) 5,434,300 110.9 107.8 3,485,200 (1.3)
21,500 (65.7) 507,500 102.6 91.5 363,700 35.4
38,900 (69.3) 2,833,300 108.8 100.8 1,971,900 16.8
2,000 (98.1) N/A 107.8 110.9 2,307,000 85.3
(68,661) (167.9) 1,294,518 119.92 114.32 1,160,3702 (2.6)
(59,276) (317.2) 130,897 260.82 123.72 79,7432 22.1
N/A N/A 2,482,947 110.02 110.72 2,067,6942 9.5
N/A N/A N/A 113.6 116.7 6,560,000 5.0
N/A N/A 903,632 166.1 120.4 786,765 24.8
$9,168,792 17.3% $96,944,860 104.2% 105.6% $65,400,187 8.2%

'After dividends 2Statutory N/A-Company did not provide data

Percent
Policyholder increase
surplus (decrease)
2000 1999-2000
$8,120,000 2.4%
5,240,505 35.6
N/A N/A
3,406,400 9.9
1,368,903 (1.3)
6,198,300 21.5
N/A N/A
5,602,000 (27.8)
2,882,062 3.7
N/A N/A
2,440,600 (11.6)
396,800 (22.2)
1,579,100 4.4)
3,181,000 (2.4)
837,004 4.7)
440,782 (30.2)
2,130,598 (14.7)
6,867,000 (0.8)
N/A N/A
$50,691,054 (0.7)%



COMMENDARY

Rip Van Winkle
for president

Many people are aghast that so many voters in Palm
Beach County, Fla., mistakenly cast their votes for an
unintended candidate during elections earlier this month.

In case you were on the dark side of the moon on Nov. 7, or
reside in West Palm Beach and do not know what
transpired, allow me to quickly bring you up to date. What
happened was that the polling places in Palm Beach County
opened very early in the morning and many of the voters
were still asleep when they cast their votes. Thousands of
them in fact. There can be no other ecplanation.

As a result, rather than elect Al Gore by a landslide, the
heavily Democratic county wound up with a nearly equal
number of votes for Gore and George W. Bush. And a couple
thousand votes for right-winger Pat Buchanan as well. Also,
about 20,000 votes were set aside because either they were
not completely punched orwere punched too often.

This is regrettable but understandable because, as of
Election Day, only about a week had gone by since U.S.
clocks had been adjusted to reflect the end of daylight-
saving time. It now is clear that not enough time had
transpired for these Floridians' internal clocks to make this
adjustment and regain equilibrium. As a result of this
wrinkle in the space-time continuum, thousands of

Floridians literally were sleepwalking
through the voting process.

Not only did they not have their eyes
open wide enough to discern that there
was more than one candidate running
for office, but they also apparently
lacked the strength that typically comes
with wakefulness to firmly punch a
pointed metal stylus through a piece of
paper to signal their intended vote.

Naturally, when they did wake up
later that day, after a third cup of
Sanka, they were horribly embarrassed
and claimed they were defrauded and

hoodwinked; eventually, many of them came to believe this
was true.

Normally this sort of mass error is not a problem, because
normally strong, charismatic and distinguishable candidates
are running for office and someone wins a big majority of
the votes-enough to cover the thousands of mistaken votes
cast in a place like Palm Beach County and still assure
victory for the candidate these folks would have voted for
had they been fully awake.

If the Floridians had been awake and their votes had given
the state's electons a clear winner, we probably all would be
thinking about the turkeys soon to grace our tables on
Thanksgiving instead of the turkeys who are fighting in
court to represent Florida in the White House. No such luck.

But | say don't blame those Floridians, no matter what
everyone is saying about them. The wayward voters of Palm
Beach County should hold their heads high-when they're
awake, that is--because the laws of this gmat land are
supportive of their predicament. That's right, our legal
system-the pride of the free world-protects these and
other narcoleptic individuals from charges of negligence.

It's true: a federal appeals court last month ruled that just
because an attorney slept through much of his client's
Houston murder trial does not mean the client is entitled to a
new hearing with more alert representation. If that isn't an
affirmation of the rights of the drowsy in this great nation,
then | don't know what is (or else maybe you should pinch
me to make sure I'm awake).

The majority opinion by the 5th U.S. Circuit Court of
Appeals in Burdine us. Johnson held that simply because an
attorney nods off during a trial is not prejudicial against his
client, per se. In this case-in which the defense attorney
allegedly conked off frequently and at times was noted to be
snoozing for 10 minute-stretches-the defendant wound up
getting the death penalty. Oops.

Surely if one is not required to stay awake and try to save
a client from lethal injection in Texas, one cannot be
expected to stay awake for more mundane matters like
choosing a president.

As soon as all the fuss in Florida quiets down, we can all

go back to napping for the next four years. Wake me when
it's over.

Editor Paul D. Winston's commenta?y appears fortnightly
and on www.businessinsurance.com. He can be reached at

pwinston@crain.com

Claims

Continued from page 1

plan administrator would have 48
hours to make a benefit determina-

tion.

For non-urgent
claims, a plan administrator would
have 15 days after the receipt of a
claim to make a benefit determination.

pre-service

However, this 15-day deadline could
be extended by another 15 days in cer-
tain situations. Such extensions would
be allowed if the plan administrator
both determines that an extension is
necessary due to reasons beyond its
control and notifies the enmllee-prior

to the end of the first 15-day deadline
that more time is needed to renderade-

cision. If the reason for the extension

were the enrollee's failure to provide
sufficient information for the plan to
make a decision, the enrollee would
have 45 days to provide the necessary
information.

For post-sen,ice claims, benefit deter-
mination would have to be made within
30 days of receipt of a claim. This 30-
day deadline could be extended once for
up to 15 days by the plan administrator
if the extension is for reasons beyond
the control of the administrator. If the
extension is necessary because the en-
rollee hasn't provided information
needed to process a claim, the enrollee
would have 45 days to provide it.

Generally, enrollees would have up to
180 days to file an appeal of an adverse
benefit determination. If an enrollee ap-
peals a benefit determination, plans
would have 72 hours-in the case of an
urgent pre-service claim-to rule on an
appeal and 30 days for other pre-service
claims. For post-service claims, plans

State

Continued from page 1
half long, also quickly ran into trouble
in the state General Assembly. The
General Assembly approved GOP-in-
troduced legislation banning the use of
state funds to promulgate a standard.
The General Assembly's action paral-
leled that of Congress, which has re-
peatedly passed legislation that barred

OSHA from using appropriations to is-
sue a standard.

But the state standard also ran into
trouble with the Rules Review Commis-
sion, a state agency that oversees regu-
lations.

"The proposed North Carolina stan-
dard was blocked by (the) Rules Review
Commission, several members of which
are appointed by the General Assembly.
The bottom line is that the comrnission,
with which the commissioner respect-
fully disagrees, determined that the de-
partment did not have the authority to
move forward in enforcing such stan-
dard last December," said a spokesman
for Commissioner Payne.

"The rules review commission looked
at it and decided that it wasn't effective
because of certain vagueness and ambi-
guities," said Mr. Senn.

"In May, the commissioner moved
forward and filed suit challenging that
particular decision by the Rules Com-
mission," Mr. Payne's spokesman said.
The suit, which is still in the pre-trial

Partner

Continued from page 1

of unmarried workers with certain
benefits not governed by the federal
Employee Retirement Income Securi-
ty Act, such as family medical leave
and free travel. She subsequently
ruled the airlines must begin the pro-
cess of providing these benefits within
30 days (BI, July 12, 1999).

The ATA contends that federal
transportation laws pre-empts local
ordinances, including San Francisco's
domestic partner statute, said the
spokesman. Otherwise it "would be

DUS#7666a- 1766U/UnCe, INUVUIHOUI' 61, ZUUU /01

would have 60 days to rule on appeal.

These new deadlines are a significant
liberalization from the proposed rules
first issued in 1998, which immediately
triggered a firestorm of criticism.

Among other things, the original
deadline proposals made no distinction
between claims delivered before or after
a service or procedure was performed.

In addition, the deadlines themselves
were much tighter. For example, bene-
fit determinations, in the case of non-
urgent care, were supposed to be re-
solved within 15 days. But the pro-
posed rules also would have required
plans to notify enrollees within five
days if information was incomplete. In
effect, that would have created a five-
day deadline, which plans said would
have dramatically increased their ad-
ministrative costs, while leading to
more claims processing errors and hin-
dering their ability tospot fraud.

Plans are applauding the Labor De-
partment for revamping and liberaliz-
ing the deadlines.

"The Department of Labor clearly re-
sponded to a number of concerns that
were raised. We believe the deadlines
are consistent” with what is going on in
the marketplace, said Kathryn Wilber,
executive director for private market
regulation for the American Assn. of
Health Plans, a managed care trade
group in Washington.

"There is ample evidence that the de-
partment listened to the concerns the
business community raised. This is a
significant improvement and regulators
deserve credit for that," said Paul Den-
nett, vp-health policy at the American
Benefits Council, a Washington-based
lobbying organization representing em-
ployers.

Still, the final rules are a much

stage, is befom the Wake County Supe-
rior Court in Raleigh.

The ergonomics emerged as an issue
in the electoral race to succeed Mr.
Payne. The Democratic candidate-
Doug Berger-said that he favored pro-
mulgation of a standard, although not
as stringent as that initially proposed by
Mr. Payne. His Republican opponent-
state Rep. Cherri Berry-weighed in
against a standard like Mr. Payne's,
holding that it would harm the state's
economy. The winner of that race has
yet to be certified; Ms. Berry unofficial-
ly held a narrow lead over Mr. Berger.

It is not clear whether Ms. Berry, if
she wins, would be able to rescind the
standard. Nor is it clear if Gov. George
W. Bush becomes president whether his
new administration could quickly re-
scind the federal nile.

The federal rule, as well as the North
Carolina adoption of it, takes effect Jan.
16, giving employers 11 months to meet
the requirements.

Mr. Payne's decision to adopt the fed-
eral rule as the state rule took some op-
ponents a bit off guard.

"We were not aware that they were
going to promulgate-they just did it,"
said RIt\<IS' Mr. Toay. He added though,
that doing so made sense because states
that issue their own workplace safety
rules have to "meet the minimum stan-
dards proposals by federal OSHA" and
adopting OSHA's own standard was
the most effective way to do so.

Phil Kirk, president of Raleigh-based

virtually impossible to operate a na-
tional transportation system" and to
fly "unencumbered from city to city
without having to meet what could
best be construed as a patchwork
guilt of local ordinances."

Kevin Theriot, Western regional
counsel for the American Center for
Law & Justice, agreed that the ordi-
nance violates federal laws. "If we al-
low the individual municipality to

legislate in ways that specifically is
meant to control businesses in other

states-in our case that was Tall-
madge, Ohio-then you've got prob-
lems of free commerce being able to
be conducted across state lines," he

tougher standard for plans to follow
than the 1977 regulations they will re-
place. Under the 1977 rules, plans had
up to 90 days to make benefit determi-
nations.

"This is a much more stringent stan-
dard than whathadecisted," saidMark
White, a consultant with Watson Wyatt
Worldwide in Washington.

Indeed, the regulation likely wiill
boost costs as plans have to beef up
their claims handling staffs and in-
crease investments in technology to
process claims faster. The department
estimates that, starting in 2002 when
the regulation goes into effect, overhead
costs will increase by $379 million.

But on a per participant basis, the
added cost is modest. The department
pegs the annual cost of complying with
the new rules at $2.77 per health plan
enrollee,

"The cost to carry out any particular
claims transaction is likely to be low,
but claims volume is high (1.4 billion
health benefit claims per year), so ag-
gregate costs are substantial,” the de-
partment said in the regulation, pub-
lished in the Nov. 21 Federal Register.

Some benefit experts say that higher
administrative costs could be offset if
faster resolution of claims leads to pa-
tients getting treatment faster.

"l would hope this would lead to few-
er people being hurt by delays," said
Marc Machiz, a partner in Cohen, Mil-
stein, Hausfeld & Toll in Washington.

The regulation will apply to self-
funded plans. In the case of fully in-
sured plans, such as those offered by
health maintenance organizations, the
regulation sets a minimum standard.
However, states still will be allowed, if
they so choose, to set tougher rules for
insured plans. Ia,

North Carolina Citizens for Business

and Industry, the state's major employ-
er trade group, said he was not sur-
prised by the commissioner's action and
said the group may seek to have a state
court block imposition of the standard.

"We were not surprised that the com-
missioner thumbed his nose at our legis-
lature again,"” he said. He called the act
a "last ditch effort by a politician on his
way out,” much as the Clinton adrninis-
tration issued its final ergonomics stan-
dard during its last few weeks in office.

The Labor Department spokesman
disagreed with that assessment.

"Commissioner Payne has been a
longtime proponent of an ergonomics
standard, long before he decided not to
seek another term in office. Obviously,
he supports addressing the issue of er-
gonomic and ergonomics problems and
he moved forward with a proposal for
an ergonomics standard. That proposal
is under litigation," he said.

Mr. Kirk called issuance of any er-
gonornics standard "premature, pend-
ing results of a congressionally mandat-
ed study of ergonomic-related disorders
by the National Academy of Sciences.

"After the NAS study is completed,
we may change our mind. We believe it
is unnecessary and too costly" and that
a voluntary approach by businesses is
more effective, he said.

"We Will continue to oppose it," Mr.
Kirk promised. The employer group

hasn't decided whether to seek judicial
relief. 1

said.

Mr. Theriot did not address the is-
sue of providing benefits to domestic
partners from a moral or religious
perspective at the oral arguments, de-
spite Mr. Robertson's opposition to le-
gitimizing same-sex relationships. He
subsequently said, though, that it is
relevant in the sense that "it's clear
that other municipalities don't believe
you should elevate domestic partner-
ship to the same level of marriage." It
is unlike racism, he added, which is il-
legalin every municipality.

A spokesman for the San Francis-
co's city attorney's office could not be

reached for comment. iml
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Va i I Cfalfed in because local te'ams have I_O n d O n our out-of-date working practices," of pounds, to use the LMSA service
limited resources, according to Mr he said "I am confident this reform on a pay-as-you-go basis, said Mr
Gulick package w11 give us the necessary Carroll The LMSA service would
Continued from page 3 ATF investigators also were Contmued from page 2 Impetus to remain a world-class cen- make use of computei software to
which were aiound 12 degrees called to Vailin 1993 to investigate istrationinvolvedinansk ter " benchmark companies and would in-
Fahrenheit, he said a series of arson fires that caused * A single underwnter or predeter- Among the proposed reforms is the clude seven benchmarks for brokers

Investigators found that the $12 million in damage to the ski mmed number of underwnters re- creation of a London Market Stan- and four for underwnters, said
cause of the blaze was a faulty areas facilities on Vail Mountain sponsible for the claims administra- dards Agency to collect and pubhsh Maile-Louise Rossi, chief executive
fireplace chimney The inves.iga- A group called the Earth Libera- tion process The aim of this initiative marketwide aggregate data This of the IUA

tois-including those from the Bu- tion Front, which had been istOgivethebrokeronepoint ofcon- would enable market participants, The LMP2001 program wlil not
reau of Alcohol, Tobacco and protesting the ski area's expansion tact and eventually insurance buyers, to only streamline busmess transactions
Firearms-also will be looking at into a lynx habitat, claimed re- - A London Market Standards measure the performance of Loncon in the London market but may also
why the one water supply was sponsibility for the fires, however, Agency to collect and pubhsh mar- market participants against an aggre- help to bnng down transaction costs,
frozen Federal investigators were no arrests have been made ketwide aggregate data to enable pai- gateset ofbenchmark standards said Mr Carroll "Lots of these (re-
ticipants to benchmark their perfor- forms) are behavioral changes so
mance there is a relatively low cost," he sald
- other financial institutions at the «Premium payment terms agreed 'Our customers still want "It does require some investment m
P rl Va Cy same time preserve the regulation at the time of placement This is in- technology, but after that, we willl re-
of insurance at the state level and tended to avoid disputes or questions to use London, but they ally start to see the benefits," he said
Conunued f'rC_m_W page_2 pr_otect consumers,"” Ms Nolan ansmg d.unng the term of the pohcy are put off byour out-of- Thirteen London market organiza-
cluded provisions aimed at allow- said Risk managers would welcome any i i tions, including brokers Aon Group
ing insurers to conduct essential Federal banking regulators al- moves to streamline the way business date working practices,’ Ltd and Wilhs Group Ltd, have al-
claims handling and processing ready issued privacy rules for the is done m the London market, said says Simon Hanap. ready signed up to the LMP2001 pro-
tasks institutions they govern, though David Gamble, chief executive of the gram
- The NCOIL model "takes a less enforcement of the rules for both London-based Assn of Insurance & Benefits for buyers Mall mclude
restrictive approach than the NAIC banks and insurers has been post- Risk Managers "AIRMIC must wel- clarity of contract terms and faster
regarding medical privacy,” Ms poned until July 2001 come any effort to Improve serace Adopting the new service stan- receipt of contract documentation,
Notan said The NCOIL model is getting a from the London market,"he said "It dards is voluntary, but Tim Carroll, faster receipt of claim settlement,
mixed response from observers is something that everyone has been chairman of the IUA, said he hopes clarity and faster receipt of full insur-
Property/casualty trade groups saying for a long time needs to be they would provide an incentives to ance contract details, faster confir-
NCOIL'takes a less such as the Alliance of American smartened up There are lots of plus compames to improve thew perfor- mation of contract changes, faster
C - Insurers and the National Assn of points about the way the city is orga- mance "If a company is above the agreement and settlement of claims,
restrictive approach Independent Insurers, support :he nized, but until it can be demonstrat- benchmark that wlll hopefully be a measurement of performance and im-
than the NAIC regarding NCOIL model, while opposing =he ed thai service has been sorted out, sellmg point,"he said "And if it is be- proved overall service, the IUA said
. . . NAIC model there will always be questions," he low the benchmark then that should "This is proof, if any was needed,
medical privacy,’ says In addition, wh-le favored by said "We are very positive towards act as an Incentive " that the London market has woken
Susan Nolan. some insurers, adoption of the any efforts to improve service, and we A pilot progt am involving 12 Lon- up to the challenges of the new global
NCOIL model would have no direct hope That they will produce the don market companies is already un- insurance industry," LIoyd's Chan-
impact on the buyer of commercial goods " der way, and details of the stricture man Max Taylor said in a statement
property/casualty insurance, said Insurance buyers should indeed of the LMSA, the standards agency, "With these reforms, we're signing up
Under NCOIL's approach, an in- Rey Becker, vp of property/casualty welcome the changes, according to wall be announced m early 2001, Mr to world-class service standards to
surer is required to seek an individ- for the Alhance in Downer's Grove, Simon Harrap, chairman of the Carroll said match the world-class expertise that
ual's signature on an 'opt-in form," 11l LIBC "Our customers still want to Companies willl pay a small fee, m London has traditionally provided,"
which provides peimission to use On the other hand, the American use London, but they are put off by the hundreds rather than thousands he said

data, only if it wishes to use person- Insurance Assn prefers that state
ally identifiable medical data solely legislatures consider only the NAIC

for the purpose of marketmg model for the sake of uniformity I d Eighty-three percent reported some keep the rates from spiking," Ms
Under the NAIC model, personal- The AIlA also fears that legislative n eX degree of hardening for property ae- Kemper said.

ly identifiable health information consideration of both models may counts, while 16% reported no change Both said that the Index is of value

can't be disclosed under most cir- delay enactment of state privacy Continued from page 2 and only 1% characterized that hne as to nsk managers and producers alike

cumstances, unless the individual rules for insurers beyond the July ed, drew 100 responses, she said The "somewhat soft " Two-thirds-67%- From a buyer's perspective, it

signs an annual opt-m form 2001 deadime, said Patricia Holden, CIAB's members collectively place of the respondents called general ha- would glve adchtional credibihty to

"We felt we had to address it at assistant vp of state affairs for the more than 80% of the nation's com- billty "somewhat haid" or "pery the message the broker is giving
the lowest possible level" in light ot AIA's Midwest region in Skokie, Il mei'cial property/casualty insurance hard," while 30% reported no change them," said Ms Cornish
the fact that the U S Department of Texas Insurance Commissioner premiums The rest called it "somewhat soft " "As an example, the one hne that
Health and Human Services has not Jose Montemayor, who attended The most recent survey found that The only line of coverage that a ma- has seen fairly uniform price Increases
yet released its fedeial privacy reg- NCOIL's recent meeting, said he medium-sized commercial accounts, lonty of respondents did not catego- is aUto If someone were renewing
ulations, Ms Nolan said will "strongly recommend" that defined as those generating between rize as hard to some extent wasum- thelrprogram, thistypeof information

The NAIC's goal had been to pro- Texas legislators adopt the NAIC $25,000 and $100,000 1 annual fees brella habillty msurance The maion- would give them some idea of where
vide protection for consumers until model, but also will make them and commissions, experienced the ty-54%-instead described umbrella their renewal fits m generally, but it
HHS regulations go into effect aware of NCOIL's model proposal greatest degree of hardening when asundergoing no change Thirty-e_ght would also give them an Indication
NCOIL's overall goals were to "give "We are very deferential to our companng the market dunng July 1- percent reported conditions as "some- that everyone is getting a price m-
insurers a level playing field with legislators in Texas,"he said 111 Sept 30 with the previous three- whathard,"4% as "very hard,"2% as crease of one form Ol another," she

month pei'tod "somewhat soft" and 1% as "very said

Aft>-four percent of those midsize soft" "It's Important for the buyens to
C at h ed ra I decision-making of other syndicates, accounts reported pncrng increases of Umbrella's stalusastheodd line out know what the maket is domg,"
Mr Patnek said more than 10%, compared to 26% of probably won't last indefinitely, ac- agreed Ms Kemper The CIAB Index
In addition, everyoody working at the small accounts-those generating cording to Alice Cormsh, vp-research can act as "kind of a benchmark, so
Centtnued fro'm page 3 Cathedral is a principal, which Mr less than $25,000 m annual fees and for Prudential Securities Inc m that both the member and the buyer
of 2010's total premium volume Patrick says "could turn out :0 be a commissions-and 49% of the large Boston would have mformation about what's

Cathedral was ortgmally set up by popular model " accounts, which are those generating "The major commercial hne that gomg on around the country "
Bankside Syndicates Ltd as a The new syndicate has already at- more than $100,000 appears to be the softest is umbrella She said with rates gomg up, the in-
"spread vehicle" to invest m a num- tracted considerable chent and bro- In fact, 97% of the medium-sized Based on comments that we're heanng dex allows the nsk manager and the

ber of Lloyd's syndicates Elvin ker interest, partly because it is inde- accounts reported some degree of from companies, | would expect that broker "to look at the whole risk" and
Patrick, who was at Bankside and left pendent and partly because it has a price fuming, compared to 88% of the when we look at January renewals, see if there are ways for the chent to
shortly after its acquisition by Limit strong team of expenenced inder- large accounts and 73% of the small that hne would change as well," sne offset the impact of the rate Increases
Underwnting Ltd, spearheaded wnters, said Mr Patnek accounts A full quarter of the small said by retaining more nsk, rtsk shifttng or
Cathedral's move to launch its own We have ambitious long-term accounts reported no change m pne- "You can see a very clear trend of a reducing risk
syndicate and has been named 2010's plans, but ourfu-stpnortty ts to estab- ing, and 2% reported a decrease of as fuming market" overall 1001ang at the The CIAB Index also found that
active underwnter hsh ourselves as a market-leading muchas 10%-theonlycategorytore- results ofthe CIAB surveys through- group medical prlemg is continuing its
The new syndicate is "an old-fash- syndicate, based on consistent, tech- port softer pncing out the year, she said chmb for accounts of all sizes, a trend
ioned-type business”-the sort a lot nically sound underwnbng and cus- The CIAB index found that com- But both Ms Cornish and Ms Kem- that has also been evident throughout
of other underwriters at JLIoyd's wish tomer service " mercial automobile coverage was ex- per stressed that the conditions do not the year
they had, Mr Patnck said Because it Over time, the syndicate should de- penencing the greatest degree of hairl- appear to indicate the onset of an ex- Fifty-seven percent of both small
is a small operation with only a few velop wider nsk-based products, pos- ening for medium and large accounts tremely hard market, such as that seen and medium-sized accounts reported
people, it lacks the "bureaucratic, hi- sibly including structured balance in the third-quarter, with 90% of the 15 years ago that group medical pricing had gone
erarchic structure" that hinders the sheet protections, he added /2/ respondents m both of those size cate- "It certainly doesn't appear to be up by more than 10% in the %hird
gomes calling market conditions-in another 1985 It appears to be a very quarter compared to three months

I E I I E R S terms of pncing and underwnting- orderly and much-needed correction earher, as did 44% of large accounts

either "somewhat hard" or "very in commercial insurance prices," sad Twenty-seven percent of small ac-

hard" for that hne Only 10% reported Ms Cornish counts reported increases of up to
Continued from page 8 substantial Yes, they should be no change in the third quarter "l think there are a couple of differ- 10%, as did 29% of the medium-sized
for speeding Society wants to within the bounds of the Consti- A majority of the respondents m ences In '85, you had prett> much accounts and 33% of the large ac-

cause speeders to think twice be- tution But put them in the pub- those categories also used those two across-the-board rate Increases, par- counts Only 3% of the small accounts,
fore speeding There IS nothing lic's pocket where they rightfully terms to descnbe conditions in work- ticularly in liablhty," said Ms Kem- 2% of themedium accounts and 5% of
like a couple-hundred-dollar fine belong Paying some individual ers compensation, property and gener- pei "There was a hability cnsis Tnere the large accounts reported no change,
to enhance the thought process $20 million to spank a large cor- al'habillty markets when comparing was also a lack of capacity that also and the remainder of each category

Do you see how this IS a public is- poration for a wrongful act is un- the third quarter of the year with the fueled the dramatic rate increases did not report group medical market
sue? Even as traffic ticket fines go conscionable preuous three months (see chart, page "Today, you have a ddferent sita- conditions

to the people at large, punitive 2) Eighty percent called the workers tion In certam high-nsk areas, in-

damages should go to the state Dean D Young Sr. comp market "somewhat hard" or creases have been more dramatic, such For more information about the
and not to the plaintiff and the Agent "very hard," while 18% reported no as nursing homes There is still a CIAB inder and the most recent .And-
plaintiff's attoiney Professional Insurance Services change and only 2% called it either tremendous amount of capacity m the mgs, contact Jacob Ts=s, communica-

Yes, punitive damages should be Newtown Square, Pa "somewhat soft or very soft" marketplace thatmay, in thelongrun, Mons associate, atltsets*tab com
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I, FORD SETTLES HARASSMENT SUIT A class- with 5 being the most important. When ac- Under Lloyd's three-year accounting system, insurance directive 1973/239 Under this direc-
action sexual harassment lawsuit filed by 14 crediting a plan, Washington-based URAC the next accounting year, 1998, will close on tive, she said, E U member countries have a
women against Ford Motor Co was settled will multiply the rating by the weight given to Dec 31 "In light of the cont,nuing losses fore- duty to responsibly regulate their insurance op-
Nov 17 for $9 million This settiement super- the standard to arrive at a figure For exam- cast by Moody's and the squeeze that direct erators, which she alleges the British govern-
se(les a $75 million settlement pie, a 3 rating given on a standard with a writers are liable to face as a result of the hkeli- ment has failed to do in relation to Lloyd's

of the same claims that weight of 4, yields a score of 12 This is then hood of reinsurance protection premiums in- The names' complaints stem mainly from large

c——=— _A\) the automaker reached compared to the possible top score for that creasing more than primary premiums, the sec- losses suffered at Lloyd'sin the 19805, which
0 ) m September 1999 standard of 16 Then, a final score is assigned tor has a negative short-term outlook," said resulted m financial calls on names to help pay

- with the U S Equal Em- to the plan based on the percent of the posst- Dominic Simpson, Moody's senior analyst and claims A Lloyd's spokesman said that Lloyd's
ployment Opportunity Com- ble scores it attained The new scoring system author of the report But, the report adds, be- has not yet been asked by the U K government

mission According to the plaintiffs' attorney, will go into place when URAC revises its stan- cause of premium growth potential and cur- to help respond to the E C commission's re-
Keith L Hunt of Hunt & Associates P C in dards for its various accreditation programs rent efforts to raise rates, Lloyd's aviation sec- quest for more information He added, howev-

Chicago, "the judge reviewed the lawsuit and This is set to start in 2001 and continue into tor has a better longer-term outlook er, that the E C. mvestigation ts not particu-
found that the EEOC's lawsuit lacked bite 2002 larly relevant” because it relates to Lloyd's poll-
and didn't provide meaningful protection for INSURITY SCHOLARSHIP Insunty Solutions cles m the 19805. A spokesman for HA<I Trea-

the women in the class" The $9 million will | TIME WARNER TEMPS New York-based Inc, a commercial insurance software apphca- sury would not comment on the nature of the
be paid out to an estimated 1,043 women, Time Warner Inc will pay $5 5 million to set- tion provider, announced last week the recipi- information requested, but he said the U K.
though only 150 have hled to date Claimants tie a Labor Department lawsuit alleging that ent of its first Insurity Solutions Scholarship at government has been given a standard six
have until mid-January 2001 to file for partic- the media conglomerate denied benefits to Georgia State University, worth an estimated weeks to answer the Financial Services Com-
ipation in the class The settlement was ap- certain employ- $2.500 Cynthia Wilson, a junior m GSU's mission's questions Answers to an earlier list
proved by U S District Judge Elaine Bucklo m ees by incorrect- Risk Management and Insurance program, of questions were given to E C regulators by
the US Northern District Court in Chicago. ly classifying won the scholarship because she carries a39 HM Treasury m February
Ford could not be reached for comment The TIME \\ARNER them as tempo- grade point average and has demonstrated a
Dearborn, Mich -based automaker reported - rary workers or high degree of Interest m actuarial science and h BRIEFLY NOTED Philadelphia-based CIGNA
it did not hare insurance for the settlement at independent risk engmeermg and in the technology that is a Corp. has named Barry H Caldwell vp of gov-
the time of its EEOC agreement contractors The federal government sued part of both disciphnes, according to an Insuri ernment relations m Washington He wilil over-
Time Warner Inc, Time Inc and its sub- ty statement «We are thrilled to be partnermg see federal and state government affatrs for the
| URAC SCORINO SYSTEM The American Ac- sidiaries m October 1998, alleging they de- with the pre-eminent college m the country in insurance company, as well as its political ac-
creditation HealthCare Commission/URAC, med health and pension benefits to hundreds our field and very excited to have a young tion committee Ulico Casualty Co has intro-
which establishes of eligible workers, mcluding writers and woman as bright and committed as Cynthia duced a new trustee and fiduciary liability
standards and ac- photographers for the company's subsidiary Wilson as our first scholarship winner," said claims-made msurance policy. The coverage,
* credits managed publications (BI, Nov 2, 1998) According to Clyde Owen, president of Atlanta-based In- whtch is available in most states, is designed to
U RAC care companies, the Labor Department's suit, the workers surity Solutions The scholarship will be address habilitles anstng out of beneflts admin-
has adopted a were not informed of their nght to pamcipate awarded annually istration Enhancements to Washington-based
new scoring sys- in corporate pension and health plans Time Ulico's policy include broader definition of
tem for its health plan accreditation program Warner did not admit to any wrongdoing as E.C. EYES LLOYD'S REGULATION For the sec- claims to include coverage of InJunctive and eg-
Under the newly released system, a numerical part of the settlement The company did not ond time thts year, the European Commission uitable relief, coverage of COBRA administra-
weight is assigned to each standard to indicate disclose the number of workers affected, is seelang clarification from the British govern- tor errors and omissions, spousal hability cov-
its relative importance The most important though the settlement applies to all employees rnent about its regulation of Lioyd's of London erage, and expanded IRS penalty
standards receive the highest weight and must who worked at the publishing subsidiary be- m the wake of a number of complaints it has coverage. Daytona Beach, Fla.-based broker-
be achieved to receive URAC accreditation ~ tWeen 1992 and 1997 received from age Brown & Brown Inc. has bought mdepen-
Health plans must also comply with the orga- L LOY D v S Lloyd's mvestors dent agent The Flagshlp Group in Norfolk Va
nization's other standards and score a certain LLOYD'S AVIATION LOOKING UP Lloyd's of The E C Finan- The Flagship Group, which employs 35 peo-
level of points to obtain accreditation The London aviation syndicates hkely will report cial Services pie, spectalizes in providing coverage for fish-
current system that is being replaced has a list four consecutive loss Commission has mg and nver vessels

of "shalls" and "shoulds" instead of quanti- years for 1997-2000, asked HM Treasury and the U K Financial

tative measures To become accredited under 7 but they are showing Services Authority, which Jointly regulate T  broaki i« it Bust.
the current system, plans must comply with --.-14y- improved longer-term Lloyd's, to clarify issues relating to regulation e e e e
all the "shal.” standards and 60% of the 'v '45 prospects, according of individual Lloyd's investors, known as B o e s
"should" standards But under the new sys- to a report by Lon- names One of the E C complaints comes from

tem, a plan would receive a rating from 0, for don-based Moody's Investors Service Ltd Of the U K -based United Names Organisation For The Record column, as well as other content
non-compliance, to 4, for total comphance, the aviation syndicates trading m 1998-2000, One of its co-chairmen, Katherine Mci<enzie- m this week's issue, |s genarated trom [Imly
for each standard The standards themselves 85% are forecast to report losses for 1998, as Smith, said the complaints are being brought news postings that appeared on the Web site m
have a weight assigned to them, from 1 to 5, opposed to 78% for 1999 and 60% for 2000 on the basis of the European Union's non-life me previous week.

Find daily coverage on Corporate Risk, Employee Benefit and Managed Health Care News at www.businessinsurance.com

B/Industry Stock Report NOV. 20,2000, THROUGH NOV. 22,2000

Weeldy Year to date Year to date Weekli Year to date Yeartodate Weekly Year to date Yeartodate

BROKERS Price % change % change High Low Vol(000) Price % change % change High Low VolI(000) Pnce % change %change High Low VoHOOO)
Aon Corp NYS 2088 -ss2 2531 42.75 2069 2161 Galrico Inc Nys 300 ooc 4419 638 204 zes Vesta Insurance Co NYS s00 390 2003 788 344 105
s8-8 Brown NYS 3150 251 aaa 3481 1563 36 Harleys, llle Group NDO 2325 109 6316 2325 11.63 159 XLCap,tal Ud NYS 7719 ase 4880 8000 3900 1133
Clark Bardes Holdings NDO 1088 745 24.35 1788 850 20 HSBGroup Inc NYS 3875 caiE 1460 40.63 2150 1985 Zenith Natuoral Ins NYS 2304 154 1606 2404 1875 18
£ W Blanch Hokings Inc NYS 1688 753 7245 ca7s 1300 276 HCC Insurance Hold,ngs NYs 23s0 1.50 7820 2463 1006 1195 INSURERS/REINSUREAS AVERAGE 102 1239

Gallagher Arthur J & Co NYS 5806 511 7934 6444 2306 434 ING Groep N V/ NYS 6725 -619 10 25 7288 aes1 299

Hilb Rogal & Hamltcn NYS 4069 -o091 4403 az.13 2500 as PC Holdings Ltd NDO 21.44 oss 4412 2288 .75 148 HEALTH MAINTENANCE ORGANIZATIONS

Kaye Group Inc NDO 7.75 159 746 1188 500 3 Haftford Financial Services NYsS 6906 453 4578 7869 29 38 3226
Marsh & Mcan Nys 11138 4.10 1639 13569 7050 4035 John Hancoc! K Financial Services NYS 27.75 308 6324 3200 13.44 4204
BROKERS AVERAGE 4.29 20.72 LaSalle Re Holdings Ud NYS 1888 <oz 1439 1938 1088 o Health Net Inc. NYS 2100 sez 11132 2188 663 o
Uncoln National NYS 4269 a1 672 5638 22 63 1752 Hurnana Inc NYS 1188 1844 4504 1488 4 75 3625
INSURERS/REINSURERS MAIC Holdngs Inc NYs 1356 726 3500 2380 1000 61 Oxford Health Plans NDO 36 13 oa3 184.73 4150 1063 4350
Makel Cotp NYS 144.75 186 661 17488 111 50 68 Pacificare Health Sys NDO 1463 1397 7241 7231 9 81 2267
ACE Ltd s 3838 -a0e 12006 azs0 1406 2a16 MBIA Insurance Group NYS 6556 ss0 2414 7525 3631 631 Serra Health Services NYS 344 1140 -aseo 1000 244  ao2
Accel International Corp NDO 0.3 -e021 -8750 119 o013 a1e Meadowbrook Insur Group NYS 463 157 2052 a7s 394 0 United Heal*Group NYS 11269 238 11212 11704 4638 5039
Accepmme lia,arK,8 Cas NYS s25 ooo 470 1513 275 a8 Metijfe Nvs 2681 1044 88.16 3094 1425 3919 Wellpoint Health Networks NYS 10081 1286 5289 12150 see3 3276
AEGON NV NYS 3es0 277 1728 49.13 3150 384 Mutual Risk Mgmt Ltd NYS 1788 272 632 2375 1250 349 HMOs AVERAGE 1064 5501
Aetna Ule & Casualty NYS 61.69 671 1053 7369 3850 2013 Navigators Group NDO 1250 ooo 2821 1413 863 o
AFLAC Inc NYS ea88 -ae0 3748 7494 33 56 2459 NYMagic Inc NYS 1725 073 3081 1738 1225 6 At-LCOMPANIES se2 2037
Almenca Finaricial Corp NYS 6069 573 o.10 67.19 35 06 1040 Ohio Casualty Corp NDO 825 571 asea 1788 6.13 azo
Allstate Corp NYS 3819 208 sa70 4031 17.19 7500 Old Republic Ina NYS 2594 aes 2037 2781 1063 1602
Ambac Anarual Group NYS 7188 369 772 s3ss asas 1017 Partner Re Ltd NYS 5188 aze so02 s57.63 28 38 397
An.encan F/ancial G oup NYS 2031 -385 2200 3025 1838 163 Penn-Amenca Group Inc NYS 713 ooo -806 975 e63 2

American General NYS 72.13 375 aoa 8219 4563 2801 PMA Capital Corporation NDO 1525 soe 2327 2006 1525

Amencan Intl Group s 0250 a0s  smsz  rosea 20810835 Phiadelma Gons Hoding  NBO 2765 s eoss  seso  1ass o7 B/Insurance Index

AXA UAP Group NYS 6550 -676 7.75 8150 5825 1122 RelaStar Ananctal Corp NYS 5394 ooo azes 5394 2375 o 2,650

Baldwm & Lyons Inc NDo 1881 [Slele} 1497 2394 1625 36 RenaissanceRe Holdings Ud NYs e989 ose 7049 777s s8.88 287 |2;477 1 8 |'
Berkley W R Corp NDO 3700 1.33 7725 3850 14 00 522 RLI Corp NYS 4094 106 2040 4188 2625 10 2,600

Berkshire Hathaway inc NYS 6270000 234 1176 6650000 4080000 1 St Paul Cos NYS ao63 435 4731 5331 2131 1907 2,550

Chubb Gorp nvs 7763 a0 ares  e7se 4325 2504 SAFECO Corp noo 2404 _a00 025 3060 1800 1110 [
CIGNA Corp Nvs 12317 . s2se 13416 6075 2081 SCPIE Holdngs Inc Nvs 2175 225 azs0  sees 1831 ma 2,450

Ot,group NYS 4706 789 1240 59.13 3534 42926 Seleclve Ins Group NDO 2006 -418 1673 2150 1463 134 2.350

CNA Fnanc,al Corp NYS asas -azo 7.87 42.13 2456 207 Tok,O Manne & Fire NDO 5763 110 254 6700 4500 24

CNA Surety NYS 11.44 a1s 1202 1404 081 112 Torchnark Corp NYS 3656 s03 2581 s8.75 18.75 2746 2,300

EMC Insurance Group Inc NDO 1000 390 959 1138 es1 3 Transatiantic Holdings NYS 9369 033 2002 95.75 6875 13 2,250

ESG Re Lirnted I'too 194 164 7207 775 1.72 53 Trerimck Group Inc NYS 2225 4 56 3137 23.13 1200 101 2200

Enhance Fnanctal Seivices NYS 1344 227 1731 1931 863 970 Unro Amencan Corp NDO 638 000 -so3 825 aso0
Everest Rensurance NYs s704 1.49 15966 6194  zoes 707 United Fire & Casualty NDO 1856 oaa 1796 2338 1550 a 2,150
Fremont General Corg NYs a3 1es2 aso7 063 269 756 Unitrn NDo 3481 7= 748 so7e 2719 328 10/6 10/13 10/20 10/27 11/3 1180 11t17 11/22
Frontier Insurance Grcup NYS o031 1 9091 700 0.19 528 UNUM Corp HYS 2581 719 1949 36.19 11.94 2218

Base=100 on Dec 29,1978

Top advancing Issues Selbels Bruce Group, Frontier Insurance Group, Ungnn Leading dedners Accel Intemational Corp, Fremont General Corp, Humana Inc Most acbve Issue Cillgroup The 8/ Index dropped 49%, the Dow Jones 30 Industnals decreased 22%, the S&P 500 went down 3 3%, and
the NYSE Composre dropped 2 7% Average P/E Brokers, 220, Insurers/rensurers, 267. and HMOS, 150

Source CNET Investor (investor cnet com) Boulder, Colo



They do not write the stories of those who played it safe. But that doesn’t mean you should leap blindly, either. You can go
after your idea with fiery determination, armed with the confidence of knowing you have chosen a business partner wisely.
One with enormous resources. Vast imagination. One with the flexibility to custom-tailor solutions, no matter what the
risk, no matter where the risk. Even if it's some crazy idea, like walking on the moon. So the next time you feel like
trying something nobody has tried before, lock no further than the organization that helps launch big ideas every day.




