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Sale of Lloyd's unit
caps CGNU refocus

By EDWIN UNSWORTH

LONDON-CGNU P.L.C. is
about to complete its withdrawal
from the market for large com-
mercial insurance buyers and to
focus on small business, life and
personal lines.

The final step in the insurer's
exit from large commercial risks
came with the Nov. 1 announce-
ment that CGNU has agreed to
sell Marlborough Underwriting
Agency Ltd., its Lloyd's of Lon-
don underwriting business, to
Berkshire Hathaway Inc.

In the last few months, London-
based CGNU has announced a
number of other sales or planned
disposals.

CGNU

Last month, it sold its U.S.
property/casualty business, CGU
Insurance Co., at a loss to White
Mountains Insurance Group Ltd.,
which was backed by Berkshire
Hathaway, in return for a 30%6
stake in White Mountains (Bl,
Oct. 2).

On Oct. 27, CGNU announced
that it was putting up for sale its
New Zealand general insurance
company, State Insurance Ltd.
State Insurance has a 19%o6 share
of the New Zealand general insur-
ance market, as does another
CGNU subsidiary, New Zealand
Insurance Ltd., which CGNU is
retaining.

Commenting on the State Insur-
ance sale, Philip Twyman, CGNU
executive director responsible for
international business, said that,
although the company has a
strong performance record and a
leading market position, the sale
"is consistent with our focus on
shareholder value generation.”

See CGNU on page 46

Pension bill kept alive

Tax bill talks postponed until

By JERRY GEISEL
and MARK HOFMANN

WASHINGTON-Pension re—
form legislation is still alive, its
fate to be decided when Congress

returns to Washington after this
week's elections for a lame-duck

session.
The pension bill seemed doomed

last month, when President Clin-
ton said he would veto the tax bill

that Republican congressional
leaders had fashioned and to

which the pension provisions are
attached.

Republicans warned that if the

bill, which the House passed but
the Senate did not act on, was ve-
toed there would not be enough
time before the session ended to
try to work with the administra-
tion on a compromise bill.

That scenario did not develop
because Republicans decided not
to send the tax bill to President
Clinton prior to the elections, and
instead to return sometime this
month to complete action on it.

That decision keeps alive the
tax bill, which, in addition to the
pension provisions, includes a
provision that would require the
Treasury Department to study the

after election

taxation of offshore insurers with
U.S. affiliates and would extend
for two years a 1996 law that al-
lows small employers to offer tax-
favored medical savings accounts

to employees.
The lame duck session also

could allow time for the adminis-
tration and congressional Repub-
licans to negotiate a compromise
on a controversial Occupational
Safety and Health Administration
ergonomics standard.

The last time both the House

and Senate met for a special ses-
sion after an election was in 1994.

See Lame duck on page 49

But iudge decries underwriting failure’

ose Jaffray case

Names |

By SARAH VEYSEY

LONDON-LIoyd's of London
was handed a major victory last
week when it won the JaffraN vs.
Lloyd's fraud case, but some
names may seek an appeal, citing
a recent U.K. human rights law.

Before a packed courtroom at
the Royal Courts of Justice in
London, Mr. Justice Cresswell
ruled that Lloyd's was not guilty
of making fraudulent misrepre-
sentations to names and potential
names over the period from 1978
to 1988.

The judge added that he hoped
this ruling would mark an end to

litigation against Lloyd's on the
matter of asbestos-related losses.

LLOYD'S

"It is high time that Lloyd's and
related litigation here and over-
seas comes to an end," he said.
“"This is a landmark decision
that closes a distant and troubled
chapter in Lloyd's history," said
Lloyd's Chairman Max Taylor.
"For five months during the trial,
the names were given every op-

portunity to air their grievances
in court. It has been a thorough,
lengthy and exhaustive process,
culminating in the judgment we
were always confident we would
receive,"” Mr. Taylor said.

The suit, which involved 216
Nnames-individual investors at
Lloyd's-was originally filed by
property developer Sir William
Jaffray, who launched the case as
a countersuit to Lloyd's debt-re-
covery proceedings related to as-
bestos losses (B, July 24, June
19). The names charged that se-
nior figures at Lloyd's had made
false representations in bro-
chures, global reports and ac-

counts and had concealed from

See Jaffray on page 47

Aon to cut jobs, take charge

in new restructuring plan
CHICAGO-Ao0oN Corp. will incur $250
million to $325 million in added costs over

the next three quarters for a new restruc-
turing plan, which includes the elimina-

tion of 3,000 jobs worldwide.
The Chicago-based broker said the 6%
cut in its workforce is part of a new "com-

prehensive business transformation plan,”

which was announced in conjunction with
Aon's nine-month results. The news sur-

prised investors, though, and Aon's stock

tumbled 18% on Thursday.

See Updates on nezt page
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Insurance will cover Singapore Airlines for the Oct. 31 crash de-
spite indications that the pilot tried to take off on the wrong runway.

Higher rate hikes
likely after crash
of Singapore Air

By DAVE LENCKUS

TAIPEI, Taiwan-Already
facing hull and liability rate
hikes of up to 30%%6 this fall,
airlines with checkered loss
experience can expect even
stiffer rate hikes in the after-
math of the crash of a Singa-
pore Airlines Ltd. jet last week.

Singapore Airlines, however,
will escape any rate hikes for
about 20 months under a long-
term program it negotiated,
aviation insurance sources say.

At least 81 people were killed
and scores more were injured
at Taiwan's Chiang Kai-shek
International Airport in Taipei
late at night on Oct. 31, when
Singapore Airlines Flight SQ
006 crashed and burst into
flames on takeoff.

The pilot, who elected to take
off during a driving rainstorm
that had moved into the area in
advance of an approaching ty-
phoon, turned onto a closed
runway by mistake and plowed
the jet into parked construe-
tion equipment.

The flight, which was en
route to Los Angeles, was car-
rying 159 passengers of various
Nnationalities and 20 creww
nnembers.

At least 23 of the 47 U.S. cit-
izens on board the plane were
killed, including five employ-
ees of Schaumburg, lll.-based
Motorola Inc.

The jet was a 4-year-old 747-
400 manufactured by Boeing
Co. of Seattle. It was valued at

$124 million.

The airline immediately de-
fended the captain's decision
to take off during a rainstorm,
saying that weather conditions
at the airport "were within
safe operational limits.” The
airline also noted that the cap-
tain, Chee Kong Foong, who
survived the crash, was famil-
iar with the airport.

But two and one-half days
after the crash, the airline ac-
cepted the Taiwan's Aviation
Safety Council's findings that
the pilot had attempted to take
off on the wrong runway,
which runs parallel to the open
runway he should have used.

"It is critical that we under-
stand exactly what happened
and precisely what made the
cockpit crew believe that they
were on the correct runway,"
said Singapore Airlines Deputy
Chairman and Chief Executive
Officer Cheong Choong Kong.
"We will be looking at human
factors, and also what could be
done to make airports safer."

"This is a terrible tragedy,

and we are deeply sorry," he
said.

Pilot error would not limit
insurance coverage of the air-
line's crash-related losses. If
the pilot's use of the wrong
runway was at the direction of
air traffic controllers, the air-
line's insurers likely would
subrogate against the airport
to recover their losses.

The airline said that it would
provide immediate relief of
$25,000 to the family of each

See Crash on page 50
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Aon to cut 3,000 jobs, retool

Continued from previous page

In a statement, Aon said its plan would take advantage of previous
investments in technology that have produced improved processing,
accountmg and administrative systems

"We have anticipated the changlng needs of our chents, and now is
the right time to transform our busmess practices," Pat-ck G Ryan,
chairman and chief executive officer, said m a statement

The plan will be implemented over the next five quarters Most of
the restructuring charge will be taken m the fourth quarter of 2000
and the first quarter of 2001, Aon said

Major steps in the plan include implementing a propnetary policy
management and accounting system and then redesigning the busi-
ness processes around that within the U S retail brokerage network,
finalizing an outsourcing agreement for information technology m-
frastructure and telecommunications in the Umted Kingdom, creating
a single services mfrastructure across the Umted Kingdom to reduce
administrative costs, and leveraging existing technology mvestments
across the global network

A malonty of Aon's restructurmg charge w11l cover costs associated
with the elimination of approximately 3,000 jobs, mainly fromits U S
and U K brokerage segments

For the nine months that ended Sept 30, brokerage and consulbng
revenue, which includes investment income, increased 6 1%, to $3 72
billion, compared with the same penod in 1999 Total revenues, in-
cluding Aon's underwriting operations, improved 4% to $5 41 bilhon
Net mcome rose 15% to $391 rmlhon

After Thursday's announcement, Aon's stock dropped 18 3%, clos-
ing at $33 19 On Fnday, Aon stock closed at $30 06, a 9% drop from
the day before

Blanch reports steep losses

DALLAS-E W Blanch Holdmgs Inc Jolted stockholders with an-
nouncements of a series of wnte-offs, a third-quarter net loss and a
possible sale of the company

Blanch, the world's fourth-largest reinsurance broker, reported a
96% revenue decline for the first nine months, to $162 1 milhon, from
the same period in 1999, and a 30 2% drop in third-quarter revenues,
to $41 1 milhon, compared with last year's third quarter.

Net income plummeted to $1 5 million for the first nine months,
from $28 1 million m the year-earher period, while the third quarter
produced an $88 milhon net loss, compared with a $10 8 milhon gain
in 1999's third quarter

Included m the results is a $7 5 milhon reversal of previously report-
ed revenues, stemming from a "third-quarter renegotiation" of a rein-
surance deal Blanch brokered in the second quarter While Blanch of-
ficials have declined to identify the deal's participants, market ob-
servers speculate that the placement was to cover Reliance Group
Holdings Inc in its now-abandoned acquisition by Leucadia National
Corp

Also included m the third-quarter numbers are a $32 milhon rever-
sal of revenues related to remsurance placements through the 111-fated
Umcover Managers Inc workers compensation facihties, a $2 9 mil-
hon write-down of a Blanch mvestment, and a $16 milhon write-off
related to two Blanch assets that the broker said are now unrecover-
able

In reporting the results, Blanch also announced an "expense re-
ahgnment program,” under which it will divest nonperforming and
non-core assets and cut operating costs and corporate expenses The
program, details of which are still to be worked out, could produce a
fourth-quarter restructunng charge, Blanch officials said

"We are taking difficult actions to address contingencies and past
issues to position the company for long-term growth and profitabili-
ty,"” Chairman and Chief Executive Officer Ted Blanch said m a state-
ment

Meanwhile, Blanch said it has hired mvestment banker Lazard Fr-
eres &Co LLC to help it "explore strategic alternatives," Including
a possible sale

"The company is currently m discussions which may lead to a busi-
ness combmation or sale of the company," Blanch reported, adding,
"there can be no assurance that any transaction wlll occur."

Blanch shares closed Fnday at $15 13, down nearly 8% from Thurs-
day's close

Rainbow/PUSH targets insurance

ORLANDO, Fla -The Rev Jesse Jackson is bringing his Rain-
bow/PUSH Coalltion to the Insurance Industry

In addressing members of the Independent Insurance Agents of
America Inc last week in Orlando, Fla, the civil nghts leader said the
insurance industry will be a "major focus" for the Rambow/PUSH
Coalition's Wall Street Prolect beginning m January The three-year-
old Wall Street Project uses research, education and negotiation to
lobby corporate America to hire and promote more minorities, to
name more minorities to corporate boards and to award more con-
tracts to minority businesses

During his address to the IIAA, Rev Jackson challenged the msur-
ance industry to reach out to minontles and become more inclusive.

"Has the insurance Industry caught on yet that diversity means
more market, more talent, more money and growth?" he asked the au-
dience rhetorically "Has the insurance Industry caught on
yet that expansion is value added? Has it caught on yet that red hning
is another way of saying'l hght for the right to limit my market?' "

As part of its own effort to encourage diversification, the IIAA host-
ed its annual convention in partnership with the National African
Amencan Insurance Assn and the Latin American Assn of Insurance
Agencies

See Updates on page 51

California lavw to broaden

definition of disability’

By JUDY GREENWALD evaluate their hiring practices and sion, raise their legal costs

more carefully document efforts "They're opening a Pandora's
SACRAMENTO, Calif -A lit- to accommodate disabled employ- box,"” said Tom Martin, speaking

tle-noticed California law that ees In particular, it will compli- on behalf of the Employers

takes effect m Jan- cate procedures for Group, a Los Angeles-based non-

1 multistate employers, profit human resources organiza-

Jll because other states tion

uary will significantly

increase the number

of employees who

could be considered A-I-
disabled and make it *--
more difficult for em-

disability laws are While the employer already in
generally consistent California is "going to have to live
with the federal with It,"” any employer consider-
Americans with Dis- ing moving to the state should
abilities Act "think long and hard whether

Some observers also they want to walk into an envi-

Consultants, attorneys, employ- describe the state's disabilities ronment like this,"” said Mr Mar-
ers and others say A B 2222, law as a major boon to the plain- tin, who is insurance and safety
which was signed into law by tiffs bar that will dramatically in- manager for the Pomona, Calif -
Gov Gray Davis on Sept 30, will crease the number of suits filed based Coast Foundry & Manufac-
force California employers to re- against employers and, by exten- See California on page 51

ployers in the state to
accommodate them

Contract to fund future third-party maintenance

Finite risk Superfund deal set

By DAVE LENCKUS drainage from the mine in perpetuity
Stauffer Management's contribution under the set-
REDDING, Calif -One of the largest-ever Super- tlement would total approximately $160 million
fund settlements with a single potentially responsible Most of that amount-about $139 4 million-is ear-
party will be financed largely by finite risk insur- marked for ootaining the finite risk coverage from
ance-an arrangement that is unique in Superfund American International Specialty Lines Insurance
cases but one that may become a popular pollution- Co, a subsidiary of American International Group
liability financing tool Inc of New York Marsh Inc of New York brokered
Under a proposed se:tlement with Stauffer Man- the coverage
agement Co of Wilmington, Del, finite risk insur- The settlement, which Stauffer Management
ance would finance the $201 million estimated cost of reached late last month with the U S Environmental
hiring a professional environmental contractor for 30 Protection Agency and several other federal and Cal-
years to operate a water treatment plant designed to ifornia agencies, is subject to federal court approval,
purify some waterways heavily contaminated by following a public comment period after the accord's
acidic drainage from the Iron Mountain Mine site recent publication in the Federal Register
near Redding, Calif Brian Spiller, president of Stauffer Management,
An endorsement to the policy would provide a gov- said he hopes the deal IS finalized by the end of the
ernment agency in 30 years $514 million more to cov- year
er the cost of protecting the environment from acidic

Reinsurance market hardens

See Mine on page 28

Baden-Baden meeting finds firmer resolve to raise rates

By CAROLYN ALDRED At least one ce(ling company ex- tracts As a result, the October

ecutive says that insurers will meeting often provides a better
BADEN-BADEN, Germany-It pass those higher costs along to indication of how reinsurance re-
is no longer a question of whether risk managers-especially those newals will go
reinsurers will be able to raise at multinational companies-re- "There is a big difference be-
rates at year-end renewals but newing at year-end tween Monte Carlo and Baden-
how high they will go Those were among the messages Baden In Monte Carlo, we talk,
Most insurance companies now from attendees of this year's rein- we pass on messages and gauge
recognize that they will have to surance gathering in the German reaction In Baden-Baden, we put
pay more for reinsurance capaci- spa town of Baden-Baden Unlike it into practice,"” said Pierre
ty, particularly property catastro- the Monte Carlo gathering in Champyvillard, managing director
phe coverage, and reinsurers now September, which generally is of SCOR Reassurance In Paris, re-
are more confident of making more social, the Baden-Baden sponsible for non-marine reinsur-
higher rates stick than they were meeting attracts hundreds of Eu- ance in Europe, Africa and South
even a few weeks ago, during the ropean reinsurers and insuret s America
Rendez-vous de Septembre in who are prepared to get down to This year, the mood of under-
Monte Carlo business and negotiate actual con- See Renewals on page 40
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D&O liability market showing signs of hardening

By GAVIN SOUTER

1 liability insu;En mar-

[ahi

or, in some eases, increas-

t]

I

ing. Coverage terms are rarely be-
ing broadened, and insurers are
more frequently restricting the
amount of capacity they are will-
ing to grant problematic accounts.

It is still too early to call the
D&O market "hard,” but many of
the signs are pointing that way,
brokers and insurers say.

AnNnd the huge increase in expo-
sures and losses over the past sev-
eral years make rate increases jus-
tifiable, insurers say, noting that
the run-up in the market capital-
ization of many companies and

the increasing number of securi-
ties-related lawsuits has not been

Web-based companies
face a host of risks

reflected in the rates charged for
D&O coverage.

"We are definitely seeing a
hardening in pricing and coverage
terms,"” said Paul Schiavone, vp
and chief underwriting officer of
National Union Fire Insurance
Co. of Pittsburgh, Pa., a New
York-based unit of American In-
ternational Group Inc.

At the beginning of 2000, D&O
rates stopped falling and the
number of new coverages being
offered slowed, Mr. Schiavone
said.

Now, insurers are imposing rate
hikes on many policyholders, par-
ticularly those conducting initial
public offerings as well as compa-
nies that are involved in telecom-
munications, other technology
companies and health care, he
said.

"They have definitely seen an
increase in rates and a status quo

on coverage,"” Mr. Schiavone said.

"We are seeing things beginning
to tighten Some accounts may
see 10% to 15% (hikes), and oth-
ers may have iarger increases, so
it depends on Ihe account; but we
are not really seeing anything
staying the same or going down,"
said John Kuhn, president of

Kemper Insurance Cos.' Financial
Insurance Solutions unit in
Berkeley Heights, N.J.

Kemper entered the directors
and officers liability insurance
market on Nov. 1 last year. Mr.
Kuhn, who previously was chief
underwriting officer at Chubb
Executive Risk, brought Greg
Tully and Michael Ferguson with
him to Kemper from Chubb Exec-
utive Risk to et up the unit, he
said. The insurer offers $50 mil-
lion in limits for primary and ex-
cess D&O coverage.

Se€ D&O on next page

Largest D&O underwriters

Based on 1999 gross premium volume for primary directors

and officers liability business
Insurer

American International Group Inc.
Chubb Executive Risk Inc.

Lloyd's of London

AEGIS Insurance Group

CNA Insurance Cos.

Admiral Insurance Group

Genesis Insurance Co.

Great American Insurance Cos.
Reliance Insurance Group

Zurich U.S.

Source: Tillinghast-Towers Perrin

U.S. market share

29%
23
14
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More employers putting
EPL coverage to work

Dotcoms finding coverage in E&S market

By ROBERTO CENICEROS

riet f professional liahility expo-

r:%ﬂ r
v

Among those'challenges are securi-

ty against hackers, protecting the priva-
cy of customer data, infringement of in-
tellectual property and stock volatility,
which attracts plaintiffs attorneys tar-
geting the high-tech industry. These are
also among the exposures putting up-
ward pricing pressure on errors and
omissions policies and directors and of-
ficers insurance for high-tech compa-
nies, insurers and brokers say.

The size of the company, and whether
it is an established entity venturing into
e-commerce, or is a new dotcom entity,
can be factors that influence those expo-
sures.

Dotcoms tend to be small companies or

start-up operations that do not have a
risk manager or dedicated insurance
purchaser. Much of their energy usually
is focused on getting their business oper-
ations up and running rather than on in-
surance concerns, brokers and insurers
say.

Unlike larger corporations that can
purchase coverage for Internet-related
losses from admitted-market insurers,

dotcoms must rely more on the surplus

lines market. That factor is likely to hold
true at least until more is learned about
the potential losses associated with dot-
com companies, said Mary Bieker, senior
vp of insurance operations in Parkton,
Md., for surplus lines insurer IN-

SUREtrust.com L.L.C. Insurers current-

ly have little loss history for the dotcom
world and Internet losses.

While first-party and third-party loss-
es from hackers breaking into Internet
sites remain among the most pressing
concerns facing any company conduct-
ing business over the Internet, a breach
of computer security often is excluded

See Dotcoms on page 19
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Surplus lines insurers such as IN-
SUREtrust.com are offering liability cov-
erage to smaller Internet-based entities.

Rise in lawsuits changing attitudes toward risks

By SALLY ROBERTS

mployers are taking employment
practices liability insurance off the
back burner.

Whereas just a few years ago it was
rare that a risk manager would pur-
chase EPL insurance coverage, to-

day, most, if not all, employers have at least
considered the possibility of transferring
their employment-related risk to the insur-
ance marketplace. And a majority of them
are deciding to do so, EPL experts say.

This attitude shift is a result of better edu-
cation and understanding of employment-
related risks, as well as the continued rise in
the frequency and severity of discrimination
and harassment lawsuits against employers
nationwide, they say.

Kansas City, Mo.-based Interstate Brands
Corp. is one of the latest examples. The For-
tune 500 baking company, which has no
EPL coverage, was hit with a $132 million
race discrimination verdict in August-$120
million of which was punitive damages (Ell,
Aug. 7). A state court judge later reduced
the damage award, which IBC is appealing,
to $27 million.

EPL experts do not see the pace of these
types of employment practices suits slowing
down soon. In fact, they expect even more
claims to be filed, as the plaintiffs' bar con-
tinues to aggressively enter the employment
practices market.

The legal environment is not only prompt-
ing risk managers to consider purchasing
the coverage but it also has some EPL insur-
ers taking a hard look at their policies.

While insurers and brokers say that rates
in the EPL market lag behind the general
commercial liability marketplace and re-
main stable, some say that underwriters
cannot continue to offer cheap, low-de-
ductible policies. As a result, some EPL in-
surers are looking for increases in rates and
attachment points.

Overall, EPL experts say that risk man-
agers have come full circle from a few years
ago.

"I've met with hundreds of risk managers
about this coverage...and there has been a
tremendous shift in attitude,"” said Jeffrey P.
Klenk, senior vp-executive liability for
Travelers Insurance Co. in Hartford, Conn.
"It's shifted from, 'This can't happen to
me'...to ‘It doesn't matter what the culture
is; every employee is a potential plaintiff, ,,,
Mr. Klenk said.

Clive Tobin, president of XL Insurance
Ltd. in Bermuda, said that, while EPL was
"on the periphery” three years ago, 'risk
managers do see EPL today as a part of
their standard menu of coverage that they
need to be considering.”

Paul Cunningham, vp-EPL division of
Lexington Insurance Co., said that the
Boston-based subsidiary of American Inter-
national Group Inc. is selling more EPL
policies today than ever before.

While Lexington had been successful over
the years in selling its EPL policy, Mr. Cun-
ningham said, "the hit ratios were certainly
not what they are today."

Gina Higgins, managing director and EPL
practice leader for FINPRO, Marsh Inc.'s fi-

See EPL on page 12
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D&O

Continued from previous page

"The market is in the midst of a
correction," said Steven Anderson, a
managing director at Marsh Inc. in
NewYork.

Insurers are sitting on a backlog of
claims, which makes D&O business
marginally profitable at best. he said.

Many policyholders are being
quoted single-digit increases, while
those with poor loss experience or
those involved in high-tech or health
care business are being quoted in-
creases of up to 35%, Mr. Anderson
said.

Rates have to increase, sad David
McElroy, senior vp at Hartford Spe-
cialty, a New York-based unit of the
Hartford Financial Services Group

Inc.

The losses from 1997, 1998 and

1991 are making those years far less
profitable than D&O business was in
the early 19905, he said.

Technology companies, which are
panicularly volatile risks due to
shareholder actions, should expect
10% to 15% rate increases when they
renew, and large pubLe companies
should expect no further rate de-
creases and, perhaps, some modest
increases, Mr. MeE]roy said.

"It's still competitive, but we are
managing to get some rating increas-
es," said Giles Sto::kton, the active
underwriter for Janson Green Ltd.
syndicate 79 at Lloyd's of London

The increases were first seen at
high-tech and IPO risks, but now
they are being impcsed on most pub-
licly traded corporations, he said.

Lloyd's underwriters are generally
seeking 10% to 25% increases for
putlicly traded pclicyholders, Mr.

Stockton said.

SS

"But there are still a lot of competi-
tons in the U.S.," he said.

But D&O reinsurers evelywhere
are seeking rate increases, and that
will, ir: turn, lead to even more pres-
sure on insurers to increase rates, Mr.
Stockton said.

There is increased pressure on the
part ot insurers to raise rates across
the bcard, particularly insurers in
London, said Fred Podolsky, a senior
vp at Willis North America Inc. in
New York.

London underwriters are looking
for increases of up to 20% for most

risks and are pushing for hikes of up
to 409. for accounts that have suf-

fered losses or have had suits filed

agains: directors and officers, he said.
"They are not being completely
successful, and there have been a
number of accounts that have left
London,"” Mr. Podolsky said.

London-based underwriters were

particularly aggressive in the pursuit
of high-tech accounts in the mid-
1990s and they have now suffered
large losses on that portfolio, so they
are under more pressure to raise rates
now, he said.

"In the U.S., there is still healthy
competition for good or even
marginal accounts,” Mr. Podolsky
said.

Large public companies with unex-
ceptionallosses are seeing unchanged
D&O rates, or at most 3% to 6% in-
creases. And a few accounts are still
seeing some decreases, he said.

Companies with management or
structural problems are seeing de-
mands for 52 to 10%b rate increases
but insurers are not always successful
in making those increases stick, Mr.
Podolsky said.

But companies going through ini-
tial public offerings are seeing some
dramatic increases, particularly for

What happened on October 2nd?

"ASA was acquired on October 2,2000, by Aon Consulting,

creating the fifth largest benefits consultancy in the world. This

is great news. Together, ASA and Aon Consulting provide our

clients-both current and future-with expanded resources.

With more than 6,300 employees in over 140 offices around the

world, ASA and Aon Consulting are positioned better than ever

to deliver the best consulting services. This means ASA can also

br,ng new services to the table, including Human Resources and

Change Management ionsulting. As President and CEO of ASA,

and in my new role as Chairman of North America Employee

Benefits and Compensation for Aon Consulting, | know that now

ASA has even more of what it takes to give your company a

competitive advantage:

To learn more about the advantages ASA and Aon Consulting

offer your company, contact Mike at askmike@asabenefits.com

or call him at 732 302 2nO.

multi-year deals, he said.

Two years ago, IPO policyholders
would have been charged 2.1 times
the annual premium for D&O cover-
age, whereas now, the premium is be-
tween 2.8 and 2.95 times the annual
premium, and many IPOs are not
able to obtain multi-year deals, Mr.
Podolsky said.

And reinstatements on those deals
that have been agreed upon also have
increased dramatically, he said. A
year ago, a reinstatement premium

would be about 150%b6 of the annual

premium, whereas as today, it is be-
tween 250% and 275%.

Policyholders will likely find it
hard to find attractively priced muilti-
year policies, agreed Mr. MeE]roy of
the Hartford.

Up until last year, multi-year deals
had been popular among polieyhold-
ers as they wanted their coverage to
span the transition from 1999 to 2000
to avoid coverage issues related to
Year 2000 losses, Mr. McE]roy said.

"Now underwriters are looking at
multi-year deals and saying'How can
| assess a dynamic corporation over
three years?' so they want to get back
to annual deals," he said.

Last year, the D&O book now han-
dled by The Hartford consisted of
about 35% multi-year deals, but that
likely will fall to 20%6, Mr. McElroy
said.

The Hartford greatly expanded its
involvement in the D&O market
through the purchase of the renewal
rights to the D&O business of Re-
hance Insurance Co. Also, Mr. McEI-
roy and about 160 other former Re-
liance staff joined The Hartford.

The Hartford has renewed about
$250 million of the Reliance portfolio
and has a total $450 million of former
Reliance business in force due to mul-
ti-year deals, Mr. MeElroy said.

Three-year single aggregate poli-
cies with reinstatements have become
more difficult to place, said Mr. An-
derson of Marsh.

And those multi-year policies that
can be obtained are experiencing sig-
nificant rate increases, he said.

Whereas prior to the hardening,
multi-year premiums were in the
range of 2.25 to 2.5 times the annual
premium, now they are 2.7 times the

annual premium and more, Mr. An-
derson said.

"INnsurers believe that losses will
continue to trend upwards and they
don't want to underwrite out for two
to three years without being able to
underwrite each year," he said.

Insurers are particularly keen to in-
crease rates for publicly quoted com-
panies due to the significant increase
in the size of settlements and claims
in that sector over the past several
years, said Tony Galban, vp and
D&O underwriting manager at
Chubb Executive Risk, a Simsbury,
Conn.-based unit of Chubb Corp.

The run-up in the stock market in
the mid- to late 1990s led to a huge
increase in the market capitaliza-
tions, which in turn led to larger
claims and settlements due to larger
swings in share prices, he said.

"Companies can lose billions of
dollars in value in a day and that has
led to larger settlements,"” Mr. Galban
said.

In addition to increasing rates, in-
surers are limiting the amount of ca-
pacity they are willing to offer policy-
holders with a poor loss history, he
said.

"We are seeing increases now.
We've gone through the time when
we just talked about them,” Mr. Gal-
ban said.

But the hardening market will not
be like the last hard market for D&O
in the mid-1980s, when much of the
capacity dried up and rates increased
sharply, he said.

"I don't think it will be the same.
111 be much more gradual this time,”

See D&O on page 6
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Continued from page 4
Mr. Galban said

"We are not going to see another
meltdown. Most of the companies in
the D&0O market now are less depen-
dent on reinsurance, so a loss of-he
reinsurance market would not mean
that they would have to slash their
capacity," said Mr. Anderson of
Marsh.

Insurers are restricting the limits
they are writing for problematic ac-
counts, but the hardening market will
likely not be a repeat of the market of
the mid-1980s, agreed Mr. Schiavone
of National Union.

"There are a lot of carriers today
and a decent amount of capacity in
the market place,"” he said.

But the rate increases likely wiill
continue for the rest of the year and

into next year as the rates no longer
reflect the risks that they are cover-
ing, Mr. Schiavone said. Overthe past
several years, loss ratios have in-
creased due to increases in coverage,
said Mr. Sehiavone of National
Union.

In 1995, D&O insurers started of-
fering comprehensive entity or corpo-
rate coverage for securities claims
and that led to an increase in losses in
1996 and 1997, he said.

The Private Securities Litigation
Reform Act of 1995, which was in-
tended to reduce the number of
frivolous lawsuits, has had little im-
pact on the number of D&O-related
suits filed and the amount of damages
that plaintiffs are seeking is growing
due to the huge increase in market
capitalizations and market volatility,
Mr. MeElroy.

Contraly to expectations, the Pri-
vate Securities Litigation Reform Act

did not permanently reduce the num-
ber of lawsuits, agreed Mr. Schiavone
of National Union.

The legislation does help prolong
some cases. however, as it did create
an obstacle for plaintiff lawsuits, he
said. "But that just means that they
look for a bigger payback," when the
case goes to trial or is settled, Mr.
Schiavonesaid.

In 1995, the average settlement was
10 cents for every dollar of damage
estimates whereas today it is more
like 15 cents to 20 cents, he said.

A lawsuit which three or four years
ago might have sought $25 nlillion to
$30 million in damages would now
seek abou:$80 million for the same
alleged violations, Mr. McElroy said.

"And | don't see it letting up,” he
said.

The number of federal securities
class actions increased by about 75%
between 1995 and 1998, said Mr.

... Is only part of the picture.

For over forty years, we've been committed to our clients' success.

That means making time to listen, providing technical solutions and offering

service that actually feels like service. We're making the right decisions -

however difficult they are. it's always been our approach.

To know more call. We're listening.

Stockton of Janson Green.

"So we are seeing an increase in the
frequency of claims and an increase
in severity due to the vagaries of the
stock market," he said.

Insurers are looking to increase
policyholder retentions in response to
the increased frequency and size of
claims, Mr. Stockton said.

"Companies with market caps of
hundreds of millions of dollars will
have to take more than a $250,000 re-
tention to be in any way reflective of
the exposure," he said.

In particular, insurers will start to
look for some degree of co-insurance
within the coverage for shareho.der
claims arising out of alleged secur.ties
law violations, said Mr. Anderson of
Marsh.

"They want there to be a financial
incentive above the retention for poli-
cyholders to manage and fight claims
a bit harder," he said.

CNARE

phone: 1-800-200-1546 www.cnare.com

And as exposures increase, some
policyholders are seeking to increase
their limits, said Mr. Anderson.

"A few years ago, no one wanted
more than $150 million, but a lot of
companies are looking for capacity
well beyond that now and in some
situations, they have run into diKicul-
ties with excess carries not willing to
write for a rate that conforms with
the rest of the program,” he said.

As the market hardens, insurers are
offering little new coverage. But one
new product that emerged this year
was coverage against the threat of re-
cision of D&O policies if companies
fail to comply with recently intro-
duced regulations for audit commit-
tees. The product was developed
jointly by Marsh and Global Risk
Specialists, a recently launched in-
surer.

When it was launched, other bro-
kers and underwriters said that they
saw little need for the policy and that
the audit committee exposure should
be covered by the traditional policy
(Bl, July 3).

Few policyholders have opted to
buy audit committee coverage, said
Mr. Anderson of Marsh.

"It takes a while to get things go-
ing. The same thing happened with
employment practices liability cover-
age a few yeans ago. I'm not suggest-
ing that well see the same demand as
we saw for EPLI, but it took two
years before that took off," he said.

The Hartford did not offer audit
committee coverage as it determined
that coverage was already available
in the standard D&O policy, Mr.
McElroy said.

Audit committees are covered un-
der the standard D&O policy, said
Mr. Stockton of Jarson Green.

National Union also did not offer
the coverage, said Mr. Schiavone.

"It's a nice idea, but | think most
people realize that D&O policies just

generally don't get rescinded,” he
said.

"But the audit committee issue is
another example of increased expo-
sures, because the committee will be
looked at more closely," he said.

Another increased exposure is the
implementation of SEC Regulation
FD, which took effect in October,
said Mr. Podolsky of Willis.

The regulation bars companies
from selectively disclosing material
information to stock analysts and in-
stitutional investors. Consequently,
companies will be less able to manage
their announcements by warning
stock analysts about potential devel-
opments. Companies that do not con-
form to the regulation are subject to
fines and penalties.

"There is a concern among policy-
holders that the D&O policy will not
respond to the fines and penalties as-
pect of the law," Mr. Podolsky said.

The D&O policy does exclude fines
and penalties, confirmed Mr. Schi-
avone of National Union. And there
would be public policy issues to ad-
dress if insurers did start offering
coverage to alleviate the affect of a
federally imposed fine or penalty, he
added.

But the policy would cover defense
costs for alleged Regulation FD viola-
tions, and in National Union's case, it
would also cover costs associated
with an investigation of the allega-
tions, Mr. Schiavone said.

Regulation FD could increase D&0O
losses if companies react to it by re-
stricting the amount of information
they release to anybody, Mr. McElroy
said. And whereas before, they might
reduce the impact of poor results by
warning analysts of them before-
hand, now they may choose to stay
silent. That, in turn, could lead to
more market volatility as companies
opt to withhold warnings of poor re-
sults, leading to dramatic changes in
their stock price when the results ul-
timately are reported. ini
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Cooperation needed on Hill

HILE WE DON'T know the outcome of this

week's elections, we hope the result will be a
Congress and an adrninistration that can work

together better than the outgoing politicians.
The partisan squabbling between the parties and the

White House that has marked much of the 106th Congress '

has stymied progress on severallegislative issues that truly
would have benefited employers and employees alike. The
most recent example of this lack of negotiation and
progress is the tax bill, which contains pension reform
measures that would encourage more employers to offer
retirement plans.

Not so many years ago, congressional Republicans and
Democrats and the Executive Branch were able, after
much negotiation and debate, to pass legislation that truly
was in the national interest.

To take one example, congressional negotiators from
both sides of the aisle, as well as the Clinton administra-
tion, were able to forge a legislative package that became
the Health Insurance Portability and Accountability Act,
the 1996 law that curbed the use of pre-existing medical
condition exclusions. That measure, which makes it easier
for employees to change jobs without fear of losing cover-
age for current medical problems, was shepherded
through Congress by Sens. Nancy Kassebaum, a moderate
Republican from Kansas, and Edward Kennedy, the liber-
al Massachusetts Democrat.

Passage of that measure was by no means easy: Conser-
vative Republicans wanted a provision in the HIPAA bill
to allow all employers to offer tax-favored medical savings
accounts; the Clinton administration was opposed. Seri-
ous but good-faith negotiating occurred and a compro-
mise was struck allowing MSAs only for small employers.
Thanks to that give and take, the entire measure passed.

Today, though, the atmosphere in Washington is so poi-
soned that the kind of negotiation among the two major
parties and the Executive Branch that resulted in the pas-
sage of HIPAA is an exception rather than the rule.

Consider the recent wrangling over the tax bill, which
contains numerous provisions to encourage employers to
offer pension plans. The stalemate over this measure has
resulted in Congress having to return in a lame duck ses-
sion after the elections to try to break its deadlock with the
administration.

If you imagined that this postponement occurred after
administration and congressional Democrats and Repub-
licans and their staffs arduously worked to iron out details
and find compromise, you couldn't be more wrong.
Rather, the Republican leadership presented the adminis-
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tration with a proposal and in so many words said, "Take
it or leave it.”

Excluding the other political party and the administra-
tion from the process doesn't seem logical, if one's goal is
to get a law enacted.

The Republican leaders aren't the only ones guilty of
practicing the politics of exclusion, however. The Clinton
administration itself laid claim to that first in 1993 when it
tried to assemble a sweeping health care reform bill. That
effort failed for the simple reason that the proposal's ap-
proach-essentially putting government in charge of the
nation's health care delivery system-was dead wrong and
lacked broad support. The chief reason the administration
came up with such a fatally flawed approach is that it
closed its doors to those who might have contributed views
that differed from its own.

Neither party has a monopoly on good ideas. Biparti-
sanship and negotiations in good faith not only result in
better legislation but also legislation that can win final ap-
proval.

The upcoming lame-duck session and the pending tax
bill would be a good starting point for a return to an era of
negotiation. That bill-whose pension provisions, with
higher contribution limits and a reduction in administra-

tive hassles for employers, truly are in the national inter-
est-should not be left to die.

| | || ||
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To the editor: Your Oct. 16 commentary,
"A marketing idea for clothes-minded," re-

garding Progressive Insurance Co.'s re-

ucts does not give a rip about the product.

Accordingly-as Progressive deter-

same capital and resources into technology

as a service and communication tool that
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search, confirms what | have postulated as
many in the industry get caught up in e-
commerce fever. The hard reality is that the

typical buyer of commodity insurance prod-

mined-buying underwear receives more
consumer price attention than does buying
insurance. Constructively, | believe the in-
dustry needs to move away from its infatua-

tion with e-commerce sales and put the

may also drive some modest cost efficien-

Cles.

Timothy J. Cunningham
IMCG

Chicago

OSHA violates mandate with proposal

To the editor: In your Oct. 23 issue, Assis-
tant Secretary of Labor for the Occupational
Safety and Heath Administration Charles N.
Jeffress wrote a glowing endorsement of
OSHA's proposed ergonomics regulation that
the agency is planning to promulgate before
the end of the year. It was long on generalities
and short on specifics, which is the only way
to write an endorsement of this fatally flawed
rule. The specifics, however, tell a different

tale: the creation of a new federal regime that

violates the exclusive remedy doctrine that is
the foundation of the no-fault state workers®
compensation system.

The American Insurance Assn. finds
OSHA's proposed ergohomics standalrl espe-
cially troubling because, in creating the agen-
cy, Congress explicitly limited the agency's
mission to injury prevention and expressly
prohibited OSHA from interfering with state
workers' compensation programs.

Section 4(b)(4) of the OSH Act-which

states: "Nothing in this Act shall be con-
strued to supersede or in any manner affect
any workmen's compensation law..."-ex-
pressly states that OSHA is to oversee injury
prevention matters, and prohibits OSHA
from mandating or prescribing injury com-
pensation.

Workers compensation is intensively regu-
lated by the states, through state workers
compensation agencies and insurance de-

See Letters on page 39
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Hallelujah! At last, there's an Internet-
based, property-casualty commercial insurance
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EPL

Continued from page 3
nancial and professional services
unit in New York, said that she,
too, is seeing increased interest in
Marsh's EPL products.

Marsh's middle-market EPL
program is "almost selling itself,”
Ms. Higgins said. And "we have
seen a huge surge” in Marsh's EPL
insurance program for Fortune
1,000 companies. "It's the No. 1
selling product now in FINPRO,"
.she said.

Indeed, according to figures
from Tillinghast-Towers Perrin's
annual Directors and Officers Li-
ability Survey, more employers
are purchasing EPI, coverage.

The survey found that the per-
centage of private companies-de-
fined in the survey as those with

BUSINESS

HOME

fewer than 500 sharehclders-that
had not purchased EPL coverage
has dropped to 16%b6 in 1999 from
28%0 in 1998. Likewise, the num-
ber of public firms, defined as
those with 500 or more sharehold-
ers, that had not purchased EPL
coverage decreased to 21% in
1999 frcm 47%0 in 1996.

The survey shows that a majori-
ty of policyholders have pur-
chased EPL endorsements or poli-
cy forms that broader__ D&O cov-
erage, as opposed to tand-alone
policies. Of the more than 1,200
policyholders that responded to
the 1988 and 1999 surveys, 67%
had purchased broad D&O forms
in 1999, compared with 4196 in
1998. Only 15% of the policyhold-
ers purchased stand-alone EPL
policies in 1999, compared with
19% in 1998.

Not only have risk managers'’

AUTO

ANNUITIES

attitudes toward employment
practices changed over the last
couple of years but the policy it-
self has changed. For the most
part, experts say, EPL policy
foi-ms are pretty standardized to-
day. Most policies offer broad
EPL coverage, including coverage
for punitive damages and shird-
party liability.

‘Forms are looking more and
mc)re alike,” said Carolyn True,
branch manager of Professional
Risk Co., a Seattle-based division
of managing general agency Wex-
ford Underwriting Managers that
specializes in EPL for employers
with up to 1,000 workers. "Every-
one has good broad coverage.”

“"When people are shopping
around for insurance coverage.
they are looking at risk manage-
ment services, the company paper
and the price and then makingi

LIFE

their decision,” Ms. True said.

INn conjunction with the polic>,
mcst, if not all, EPL underwriters
offer various loss control services,
including employment practices
audits, toll-free anonymous hot-
lines and a variety of legal sei -
vices.

Although EPL insurers and brc -
kers say that these loss control
services go a long way toward pre-
venting EPL claims, the number
of employers actually taking aa-
vantage of the services is not as
large as they would like.

‘We can all do a better job of
educating clients of the added val-
ue of loss prevention issues," sa.d
Michael J. Maloney, vp and EFL
underwriting manager for Chubb
Executive Risk in Simsbury,
Conn.

Mr. Cunningham pointed oat
that the Supreme Court has male

Travel rslnbsura

membero ategroup

To lea,n more, visit the Travelers Web site www.:ravelers.com

/00 The T-avelers Indemn ty Company, lhe Tiavelers Inturanc- Company and ther affiliate , One Towsr Square, Hart'ord, IT 06183

it clear that if employers have
policies and procedures in place,
properly communicate those poli-
cies and procedures to employees
and promptly correct harassing
behavior, they can reduce, or even
eliminate, their liability in harass-

ment claims.

The Supreme Court set the stan-

dard of vicarious liability, as well
as an affirmative defense for em-

ployers, in two 1998 rulings:
Burlington Industries Inc. us.
Kimberly Id. Elterth and Beth Ann
Faragher us. the City of Boca Ra-
ton (BI, June 29, 1998)

AnNnn

Longmore, vp-North

American EPL practice leader for
Willis Group Ltd. in New York,
said she is sorry to note thal em-

ployers are not taking advantage
of the loss control and risk man-

agement services being offered
See EPL on page 14
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Continued from page 12
with the policies.

Willis is really urging its clients
to use the services, Ms. Longmore
said. But "a lot of tire. the notifi-
cation of available services goes to
the wrong person,” she said. Ms.
Longmore said it should go to the
human resources or legal depart-
ment.

Ms. Longmore and others point
out that, in some cases, employers
feel more comfortale using their
own law firms and handling loss
control services in-house.

"1 think clients Lel under con-
trol with their own internal and
external partners,” Mr. Cunning-
ham said. "There might bea little
apathy as well.”

Lance Ewing is a risk manager
who prefers to handle the loss-
control services in-nouse.

"We've tried to cover as many
bases as we, as a corporation, can
without having to go to insurers as
a last resort,"” said -he risk manag-
er for Las Vegas-based GES Ex-
position Services.

For example, Mr Ewing said, he
has implemented variDUS in-house
diversity training programs, be-
gun to do some equal-opportunity
background checks on outside
contractors and placed corporate
compliance officers In each GES
subsidiary. In addi:ion, each em-
ployee's computer new displays a
permanent icon that provides the
company's toll-free anonymous
hotline number, through which
individuals can report improper

activities, he said.

1Mr. Ewing said h€ believes stop-
ping an incident internally before
it results in an EPL claim is the
best way to mit-gate the compa-
ny's exposure. At th€ same time,
though, he said =hat he is looking
at the possibility of purchasing an
EPL policy w-th a large de-
ductib_e to cover any potentially
catastrophic class-action suit.

"We're in tile eonsideration
mode." Mr. Ewing said,

Much of the impetus to pur-

chase EPL poli=ies experts say,
comes from the :norease in the

number of employment-related
cases being filed in both state and
federal courts.

Interstate Brands Jorp. is cer-
tainly not alone in the headlines.
Texaco Inc., Mitsubishi Motor
Manufacturing Co., Lockheed
Martin Corp., Merrill Lynch & Co.
and The Coca-Cola Co. are just a
few of the large eznployers that
have made headlir_€s over the last
few years as the targets of multi-
miillion-dollar discrimination and
harassment settlements.

If two New Yirk law firms have
anything to say about it, more
EPL class-act.(7 suits will be
filed against larze employers in
the near future.

Last month. the New York law
firm of Milberg. Weiss, Bershad,
Hynes & Leract.best known for
its Securities clas:-action practice,
announced th at it was moving
into the area i employment law.
Milberg, Weiss announced that it
had agreed to work on big em-
ployment cases with Leeds,
Morelli & Brown, a small employ-

ment law firm based in Carle
Place, N.Y.

Lenard Leeds, a partner with
the smaller firm, was gnoted as
saying that the firms plan to work
on a combined 20 to 50 major cas-
es during the coming year.

It is this kind of legal environ-
ment that has caught the attention
of at least one risk manager of a
Fortune 500 company, who decid-
ed to buy a stand-alone high-de-

ductible EPLI policy for the first
time in late 1998.

"What we will see within

the next year is a
hardening' of the EPL
market, says Marsh's
Gina Higgins.

"We finally went for it,” said
Sherry Pixler, risk manager for
Storage Technology Zorp. in
Louisville, Colo. "We'd been look-
ing at it for a long time.'

"The trend out there in the legal
world is going toward employ-
ment practices-related suits, and
in a big corporation, it is very.
very difficult to control what your
managers and employeas are do-
ing or a day-to-day basis,"” Ms.
Pixler said. In addition to pur-
chasing a policy,«it became obvi-
ous to us that we really needed to
put a training venue in place for
managers and employees."

The legal environment also has
some insurers re-evaluating their

EPL policies.

Overall, insurers and brokers
say that pricing in the EPL mar-
ket is stable, but they predict :hat
rates will s.art to increase in the
near future as the frequency and
sevelity of EPL claims contir.Le to
escalate.

*Tne market is still somewhat
scft, ' said Ms. Higgins of Marsh.
"What we will see within the r.ext
war is a hardening of the mar-
ket,' she predicts. That is because
tte increased litigation and -ari-
ous EPL claims are beginning to
hf t reserve levels, she said.

Although our results are
slightly profitable, we certainly
feel we are in need to obtain rate
improvement and attachmen: im-
prir-ement to ensure future prof-
itability,” said Mr. Cunningham
o 3 Lexington.

‘Lexington has been lucky.
We've not been hit with a _arge
c.ass-action claim; nothing on the
smle of a Texaco or even close to
that,” he said. "But that type of
stuff is going on. | certainly don't
tnink Fortune 1,000 and Fortune
.SOO companies are safe."

EPL brokers and insurers say
those underwriters that have been
cff€ring low-deductible EPL poli-
cies with broad coverage are feel-
ir.g the effects of increased claim
act.vity. Often, the defense costs
from just one claim can deplete a
low deductible or self-insured re-
tention.

=There's a lot of bleeding going
on," said Willis' Ms. Longmore.
Vii.h those policies with $5,000 to
810,000 retentions, "it would take
a decade or more to write that ac-

— < > = |

count to make up for one claim,”
she said.

"INnsurers are now reviewing
where those retentions should be,”
Ms. Longmore said. So, for those
that had a $10,000 retention last
year, it might be $50,000 this year,
she said.

Those underwriters that have
written primary coverage with
low attachment points with a duty
to defend are "feeling a little bit of
pain,” agreed William Wharton, a
vp in the professional liability un-
derwriting group of XL Insurance
Ltd. "With the claim frequency,
even if the litigation is successful,
the defense and internal expense
of handling the claim is somewhat
burdensome,” Mr. Wharton said.

At the same time that EPL ex-
perts predict more claims and
suits to come, some risk managers
continue to take their chances.

"We took a look (at EPL cover-
age) two years ago and decided
that it did not make economic
sense for us,"” said Lance Davis,
manager-global risk management
for Xerox Corp. in Stamford,
Conn. "We continue to keep our
eye on the marketplace and to de-
termine whether or not the prod-
uct would add value."”

The risk management depart-
ment at Denver Water, the city's
water authority, also took a look
at purchasing an EPL insurance
policy.

"We determined that, with our
loss exposure, claim experience
and in-house legal counsel, we
didn't need to purchase the poli-
cy,"” said James E. Crockett, man-
ager-risk and benefits. Ell



Europe witnesses
growing popularity
of EPL insurance

By CAROLYN ALDRED

emand is growing for

employment practices li-

ability insurance in Eu-

rope, as both small and

large companies recog-

nize their growing expc-
sure, according to EPL underwrif-
ers.

A raft of European Union-initi-
ated employment legislation is in-
creasing the number of claims be-
ing filed by employees in Europe
who are accusing their employers
of unfair dismissal, discrimina-
tion, harassment, bullying and
unfair working practices.

Figures released by the United
Kingdem'’s Advisory, Conciliation
and Arbitration Service in late
October show that the number of
employment claims against U.K.
employers has risen to 164,000, an
increase of 32% in the last year.
Most of the claims allege unfair
dismissal (52,791, up 23%), but
racial discrimination claims in-
creased by 20%, to 3,922, and dis-
ability discrimination rose by
22%, to 3,583. Claims related to
wages or working hours increased
by 37%. to 36,837, mainly due to
new E. U. worktime regulations,

which seek to standardize work-
ing hours throughout Europe.

Employment tribunals, judicial
bodies established to hear work-
place disputes, are dealing with
far more claims today, said Chris
Hill, an underwriter for syndicate
33, which is managed by Hiscox.

“And that’s just the tip of the
iceberg; many cases are settled
before tribunal,” he said.

The “growth in litigation is
alarming,” said John Cridland,
deputy director general of the
Confederation of British Indus-
tries.

And the CBI fears that new Eu-
ropean discrimination laws ap-
proved in October by the E.U. So-
cial Affairs Council “will lead to
more employment tribunal appli-
cations, the number of which is
already increasing at an alarming
rate,” said Mr. Cridland, in a
statement issued in late October.

As a result, more companies
now are looking for coverage, Mr.
Hill said.

“There’s a much greater de-
mand (for EPL coverage), as com-
panies are seeing greater exposure
from the changing legal environ-
ment and changes in employment

See Europe on next page
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Continued.from previous page
law, agreed Dax Gulmohamed,
London-based United Kingdom
and Ireland EPL product manager
for Brussels-based Chubb Insur-
ance Co. of Europe S.A.

Mr. Gulmohamed said that, each
week, his department receives
four times the inquiries about EPL
coverage that it did just one year
ago.

The early buying of EPL cover-
age during the last few years in
Europe was "prompted by the
need for European companies to
protect their U.S. exposures," said
Karen Morris, Paris-based head of
product development for Chubb
Insurance Co. of Europe.

But now, European companies
are recognizing that they have

growing exposures at home as
well.

Very fast-moving legislative
changes, including recently enact-
ed European Union legislation on
working hours and pending E.U.

ees are more aware of their rights.

As a result, more large European
companies are now buying EPL
coverage through global insurance
programs, rather than buying EPL
coverage solely for their U.S. op-

'Clients who had domestic EPL policies in

the U.S. now are buying global programs,
because EPL is an issue in other countries

now,' says Angela Howe.

legislation on other employment
issues, such as parental leave and
discrimination, are leading to a
much-higher frequency of em-
ployment claims, said Ms. Morris.
Furthermore, she said, employ-

erations, said Matthew Carr, cor-
porate manager in the financial
lines division of AIG Eur6pe
(U.K)) Ltd. in London.

"Clients who had domestic EPL

policies in the U.S. now are buy-

ing global programs, because EPL
is an issue in other countries now
Frequency of claims in Europe is

increasing,"” said Angela Howe, ar
account executive for Aon Risk

Services Ltd. in London.

Meanwhile, medium and small
companies also are looking for
EPL coverage. That's because an
employment claim can have a big
financial impact on a smaller com-
pany, in addition to taking up
management time and incurring
bad publicity, underwriters point
out.

"Small companies are becoming
more interested, because the dam-
ages often are more meaningful,
and one claim can affect the bo:--
tom line,"” said Chubb’'s Mr. Gui-
mohamed.

"We are getting a lot more in-
quiries from small companies wi:h

less than 200 employees,"” sa.d
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Aon's Ms. Howe.

Part of the lack of demand in the
past has been that many small
firms were unaware of the exis-
tence of EPL coverage. Mean-
while, in large organizations,
there may have been little commu-
nication between the human re-
source departments, which tended
to be aware of the exposure, and
the risk management and insur-
ance departments, which were
more likely to be ignorant of such
risks.

That is now changing, particu-
larly as the insurance industry de-
velops more insurance and risk
management EPL products.

"One of the major things stop-
ping companies buying cover is
that they are not aware of the cov-
er. Human resource managers tra-
ditionally have not had so much
contact with risk managers in Eu-
rope,” said Hiscox's Mr. Hill.

Now, though, "human resource
managers and risk managers are
working together more closely,”
said AIG's Mr. Carr.

AIG, which was one of the first
insurers to offer EPL coverage in
Europe, is about to launch a hu-
man resource risk management
product called Employment Prac-
tice Control, for its director and
officers and EPL policyholders.
For a flat fee of £500 ($727), one of
six regionally based law firms spe-
cializing in employment law wiill
undertake a human resource audit
of a policyholder, including exam-
ination of recruitment, discrimi-
nation and bullying policies, Mr.
Carr said.

Chubb policyholders are also of-
fered ready access to a pool of em-
ployment lawyers that can per-
form employment practice audits
and can help the companies man-

age the risk better, said Mr. Gul-
mohamed.

And more insurers now are of-
fering EPL products, which, Ms.
Howe said, is leading to lower
rates.

The EPL "market has devel-
oped. More insurers now are offer-
ing the cover, and because of that,
competition rates have got lower,"
she said. Ms. Howe estimates that
10 insurers now have specialized
EPL products for European com-
panies.

The EPL market is still at a
"nascent stage for pan-European
risks," but it is a "very fast-mov-

ing environment,” Ms. Morris
said. im
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Providers, nursing homes
seeing higher med mal rates

By LEE FLETCHER

pricing, the medical

malpractice liability

market is showing signs

of firming, particularly

lor nursing home opera-
tors, a line that has been plagued
by significant losses in recent
vears.

"1 think that this is a market
that truly needs correction. If you
go back and look at medical lia-
bility from the later '80s through
the mid-'90s, this was the singu-
larly most profitable segment of
the U.S. insurance marketplace,”
said Timothy R. Morse, president
of St. Paul Health Care, a St.
Paul, Minn.-based unit of the St.
Paul Cos. Inc.

"It's become the single most un-
profitable sector, and that's hap-
pened because of extensive preda-
tory competition and a reluctance
to look into pricing products ap-
propriately,” Mr. Morse said.

As a result of rising losses,
providers of long-term care,
specifically the nursing home seg-

Asset Management ... Private Equity ...

B

ment, are seeing availability and
affordability problems with lia-
bility coverage in many parts of
the country, he said.

"We've seen a rapid escalation
in both the frequency and severity
of claims. In many . venues or
states across the country, if insur-
ance is available, it's virtually un-
affordable,” Mr. Morse said. Fur-
thermore, he said, long-term care
risks are "virtually uninsurable"
given the volatility associated
with them.

"Our (medical) professional lia-
bility rate increases, on average,
across the country will be in a
double-digit number,” Mr. Morse
said of St. Paul. St. Paul, which
earlier this year acquired medical
malpractice specialty insurer
MMI Cos. Inc., is the nation's
largest medical malpractice insur-
er. In fiscal 1999, St. Paul wrote
$575 million in net health care lia-
bility premiums.

Dick Bucilla, executive vp of
Lexington Insurance Co. and divi-
sional executive for AIG Health
Care in Boston, agreed that

providers of long-term health care

are seeing the highest malpractice
liability rate hikes. Buyers of
managed care errors and omis-
sions liability coverage are seeing
the next-highest increases, fol-
lowed by purchasers of hospital
malpractice coverage, Mr. Bucilla
said. Although rates for physician
liability coverage also are increas-
ing, that segment has hardened
the least.

Changes in the medical mal-
practice insurance market this
year have created some uncertain-
ty, Mr. Bucilla pointed out. So far,
this year has seen consolidation-
including St. Paul's acquisition of
MMl-as well as ratings down-
grades and financial problems at
other companies.

“"Al lot of additional business is

out in the market looking for al-
ternatives from what it's had in
past years. You have various car-
riers that have had result prob-
lems or lowered Best ratings, or
an acquired book of business with
new underwriters looking at the
risks and not necessarily looking
at them as positively as the previ-

See Malpractice on net page
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ous individual underwriters have
looked at them," Mr. Bucilla said.

“1 think the hardening that
we're seeing and the escalation of
loss costs in the experiences of a
lot of clients and prospects is real-
ly more of a nationwide phe-
nomenon than just isolated” to a
handful of states, he said.

Florida and Texas, however,

stand out among states where loss -

costs for long-term care providers
are increasing the most, Mr. Bucil-
la said. Rates for long-term care
providers in Florida are at least
"five or ten times what they were
a couple of years ago, with Texas
not far behind,” he said. Alabama

and California also have some

problems in that area, Mr. Bucilla

Absence Management

said.

Ed Wrobel, a principal with
Tillinghast-Towers Perrin in
Simsbury, Conn., said: "It's a lot
of variability from jurisdiction to
jurisdiction, but it's not complete-
ly widespread throughout the
country. Florida is an extreme ex-
ample.”

Jeanne H. Pores, senior vp of
Physicians' Reciprocal Insurers in
Manhasset, N.Y., agreed that the
pricing of nursing home liability
coverage is hardening quickly,
though she, too, noted that the in-
creases vary by region.

Nevertheless, "There is that
tainted brush that comes from be-
ing in the same field,"” Ms. Pores
said.

She said that PRI is prepared to
write business for nursing homes
but that the coverage won't come
cheap. "We've never written nurs-

Disability and Life

ing homes (in the past), because
I've always felt that they are sig-
nificantly underpriced. You get
one patient with a slip-and-fall
(claim), and it's worth $50,000.

we're very happy to write nursing
homes as long as we can charge
what we think is appropriate for a

facility,” Ms. Pores said.
Ms. Pores said she's heard from

'l think now, with the long-term care
industry hardening, you'll see a lot more
brokers looking to establish captives for
their books of business,' says Jeanne Pores.

Now that the losses have come in,
everyone's looking around like,
‘How could this happen?'-it was
so obvious. Our position had al-
ways been not to write it, but now
that the market is tightening,

some brokers about long-term
care liability insurance price in-
creases of up to 40 %.

As losses mount for insurers,

pressure to raise rates grows, Mr.
Wrobel noted. "These reserve re-

Workers' Compensation

Employee abhence can cost big money, up to hundreds of dollars an hour for each absent employee. Find a way to

reverse that, and you could reap big benefits.

introducing Matrix Absence Solutions, a better way to manage employee absence. just one call can help lower direct

benefits costs and help your company reduce the huge cost of lost productivity due to employee absence and iniury.

Matrix provides comprehensive solutions to your disability and workers' compensation problems by integrating

consistent, impartial clinical case management of all lost-time claims with industry-leading insurance coverages.

For more than twenty years, Matrix has helped manage costs and time for companies you know, and companies like

yours. So more than iust save money, you gain valuable time.

So hit the big time. Call 1-800-980-1006, ext 264 today for more information

about Matrix Absence Solutions.

www.matrlxcos. com

An integrated benefits product from the Deum family of companies

MATRIX

Absence SolutionsM

Time for a change.

Reliance Standard Life Insurance Company 1 Sa fety National Casualty Corporation | Matrix Absence Management, inc.

dundancies from prior years that
have helped to support the prof-
itability of med mal carriers over
the last decade have been drying
up, and in some cases, we've seen
evidence of reserve inadequacies
with a small number of compa-
nies. That's all served to- put real
upward pressure on pricing that's
out there,” he said.

INn response to the firming in the
medical malpractice market, some
health care providers are begin-
ning to look more closely at cap-
tives and other alternative risk-fi-
nancing options.

"1 think now, with the long-
term care industry hardening,
you'll see a lot more brokers look-
ing to establish captives for their
books of business. There are some
lines of doctor business where the
brokers also feel that they're going
to get increases just because it's
health care and they're looking to
protect their books and move
them offshore,” Ms. Pores said.

Captives have always been quite
popular in health care, she said.
“"Many facilities that have good
experience prefer to hold on to
their money rather than just pay it
out to a commercial carrier. Hav-
ing a captive or a rent-a-captive
allows them to do that," she said.

Mr. Wrobel agreed that there
has been an increased interest in
captives and other types of self-
insurance alternatives.

“"There are a lot of multiyear
coverages that were written with-
in the last couple of years. As
those two- and three-year deals
wind out at favorable pricing and
those players get back into the
market where the pricing has
firmed up considerably, we may
see a little bit more activity"” with
companies revisiting self-insur-
ance alternatives, Mr. Wrobel
said.

Ms. Pores suggested that as the
market tightens, insurers will
probably want to consider in-
creasing the risk management
support they provide to their
clients.

She said she hopes insurers will
exercise caution in underwriting.

"l would imagine now that we
are at the very beginning of a dif-
ficult market that may last for the
next three to five years. | would
hope that the basic principles of
underwriting would come back
into play, where those carriers left
standing would not forget what
happened and go back" to taking
on business just for the sake of
growth. "Also, | hope those carri-
ers that had previously been
jumping into opportunities look-
ing to make a quick buck would
think twice about it. Maybe the
reinsurers will put pressure on in
terms of expansion plans to say
that we're not going to take the
risk on that because we don’'t
want to go through that again,”
Ms. Pores said. [al
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Dotcoms

Continued from page 3

from the E&O policies sold to
high-tech companies, explained
Ms. Bieker.

It is common, therefore, for
high-tech companies to purchase
E&O insurance for many liabili-
ties and then purchase additional
coverage for losses arising from
breaches of computer security. In-

'"The dotcom D&O market

is starting to see the
same (market tightening)

we saw in 1985,' says
Peter R. Taffae.

surers vary in how they sell such
specialty products for high-tech
companies; some sell the products
bundled and others sell them sepa-
rately, she added.

Currently, the dotcom and mid-
dle-market clients of IN-
SUREtrust.com can purchase the
insurer's Electronic Information
Errors and Omissions Liability
Policy. The policy allows the poli-
cyholder to choose from one or
more of the following coverages
with a variety of options: technol-
ogy E&O, intellectual property of-
fenses, and breach of security.

Policyholders will pay a mini-
mum of $4,600 annually for the
first $1 million in coverage limits,
but that price will vary according
to the risk. INSUREtrust.com cur-
rently has the capacity to provide
up to $25 million in limits, "but we
can build more,” Ms. Bieker said.

Reinsurers' desire to improve-
profitability and a concern about
"aggregated losses" is now driving
up the rates they charge ceding
companies, she noted. In turn, in-
surers are increasing pricing and
deductible amounts for E&O cov-
erage sought by high-tech opera-
tions. Ms. Bieker said she expects
to see even nnore price increases
after year-end renewals.

"It's beginning to tighten now,
but | think you will really see a lit-
tle bit more of a difference after
the Jan. 1 renewal of reinsurance
treaties,"” she explained.

The potential for "aggregated
losses” stems from the possibility
that a single computer virus could
simultaneously strike numerous
high-tech companies, triggering
multiple claims from numerous
policyholders.

Peter R. Taffae, president and
CEO of e-perils.com, a Los Ange-
les-based wholesale brokerage,
said he is seeing signs of firming in
the E&O market for dotcoms, with
some domestic insurers pulling out
of that market. But London-based
insurers are very much interested
and have created new facilities, he
said.

Ms. Bieker said firmer pricing
for E&O coverage is not limited to
the high-tech industry, with other
industries facing similar increases

in rates.

But that is not necessarrily the
case for directors and officers lia-
bility insurance. The high-tech in-
dustry for some time has faced
sharply higher D&O rate hikes
than other industries. D&O rate
increases for high-tech firms could
continue to outpace increases for
other industries, though expert
opinions differ on just how severe
those price increases may be.

Continued stock price volatility,
a drying up of venture capital, and
rising claim severity are all factors
pushing up D&O coverage costs
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for high-tech companies, said
Kevin LaCroix, presidént of Gene-
sis Professional Liability Man-
agers in Beachwood, Ohio.

Volatility in the stock market,
common to high-tech companies,
often accelerates shareholder
class-action lawsuits naming the
directors and officers of a compa-
ny.

Some of the market cap de-
clines are staggering,” Mr.
LaCroix said. "They run into the
hundreds of millions and some-
times billions of dollars. That is a
significant risk factor any D&O
underwriter is going to take into
account.”

The drying up earlier this year
of the stream of venture capital
flowing into dotcoms is also a con-
cern because it leads to rnore
bankruptcy filings in the industry.

"Bankruptcy is one of the nasti-
est things to have happen to one of
your D&O insureds,” he added. It
significantly complicates D&O
claims, leading to an increase in
severity of claims, Mr. LaCroix ex-
plained.

An increase in claim severity al-
ready has been noticeable during
the past two years, Mr. LaCroix
said. He said there were about a
dozen securities-related class-ac-
tion lawsuits brought during that
time that each resulted in settle-

Firmer pricing for E&O
coverage is not limited
to the high-tech
industry, says Mary

Bieker.

ments and judgments above $50
million, he said.

High-tech companies should be
paying about $200,000 annually
for $5 million in D&O coverage,
Mr. LaCroix said. But market
competition is keeping rates below
where they should be, he added.

"If anything, $200,000 for $5
million for those companies prob-
ably is not enough,” Mr. LaCroix
said. "From an actuarial stand-
point, they probably ought to be
paying more."

Recently there have been more
insurers entering the D&0O market,
creating some additional competi-
tidn, said Mr. Taffae of e-
perils.com. Nevertheless, Mr.
Taffae said he sees the D&O mar-
ket hardening significantly for
dotcom policyholders.

"The dotcom D&O0 market is
starting to see the same things we
saw in 1985 (a period of substan-
tial market tightening),” Mr.
Taffae said. "There are a lot of de-
clines and a lot of players only in-
terested in (writing) excess cover-
age."

He recently has witnessed some
D&O renewals where rates were
up 50%, Mr. Taffae said.

Meanwhile, Internet companies
face a host of other unique expo-
sures, including trademark and
copyright infringements, Mr.
Taffae noted.

" Cyber-squatting,” a type of
trademark infringement, is an is-
sue driving losses in this area, he
said. The practice involves creat-
ing an Internet address similar to
an existing one, changing only the
domain, he said, with the purpose
being to siphon traffic from the es-
tablished site. One well-known
example is the use of a name simi-
lar to the one for the official White
House site. A change in the do-
main from ".gov" to ".com" sends
the user to a pornographic site.

Cyber-squatting losses are lead-

ing some insurers to decline re-
newals or offer only sublimits for
intellectual property coverage, Mr.
Taffae said. As an example, an in-
surer might sell a liability policy
with $1 million in limits for losses
other than trademark infringe-
ment. The same policy might have
a separate sublimit of, say, $25,000
for trademark infringements.

Dotcoms, like other companies
that depend on Internet content,
are also susceptible to claims of
copyright violations, experts said,
especially if they hire contractors
or freelance writers to create con-
tent. Without adequate supervi-
sion, the contractors could steal
material that has copyright pro-
tection from another company.

One way to minimize that po-
tential loss is to have someone re-
sponsible for screening and ap-
proving all copy placed on a com-
pany's Internet site, and not al-
lowing content that has not been
cleared, said Rich Reed, vp of elec-
tronic products for Chubb Corp. in
Warren, N.J.

Another concern for dotcoms, as
well as other companies involved
in e-commerce, can be third par-
ties hired for fulfilling functions
such as packaging and shipping of
goods a company sells over the In-
ternet, Mr. Reed said. Entities that
hire them should be able to estab-
lish that they have secure systems
so that confidential customer data,
while in their hands, is not stolen
by a hacker or one of their em-
ployees.

Some of those contractors make
it difficult for customers to audit
their facilities to determine how
secure their systems are. Others
are more cooperative, Mr. Reed
said.

Yet another growing concern for
high-tech companies is a possible
rise in class-action lawsuits alleg-
ing the violation of customer pri-
vacy rights.

That could involve companies
that, as a part of their business,
collect information about their
customers, such as credit card
numbers, demographic informa-
tion and lists of merchandise cus-
tomers have purchased. The num-
ber of lawsuits with privacy alle-
gations could increase because the
Internet represents the "wild,

The Internet represents
the 'Wild, Wild West of
sloppy business
practices,’' says Reed R.

Kathrein.

Wild West of sloppy business
practices,” said Reed R. Kathrein
a partner in the San Francisco of-
fice of Milberg, Weiss, Bershad,
Hynes & Lerach L.L.P. The firm
has gained renown across the Sili-
con Valley for bringing numerous
securities class actions against
high-tech companies.

More recently, it has brought
class-action lawsuits that allege
companies are allowing their cus-
tomer data to flow to other com-
panies, such as advertisers, who
can benefit from such information.
Or, they just don't pay close atten-
tion to their business practices, al-
lowing information to leak out of
their Internet sites, he said.

Companies most vulnerable to
these types of lawsuits are those
that know they have a potential
for security leaks yet fail to act on
them, Mr. Kathrein said. Even
more in danger are companies that
know they have a security leak
and fail to repair it. m

waww.caremec.com
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SIIA sees continuous threat' from federal laws

By MICHAEL BRADFORD

ANAHEIM, Calif.-Self-insired
employers and those whose liveli-
hood is tied to self-insurance are
breathing a sigh of relied as
Congress wraps up the
year without passing a
major piece of legisla-
tion that directly affects
L= an I —N . = B

It wont be long, how-
ever, before self-insur-
ance professionals again are hold-
ing their breath. waiting tc, see
what lawmakers will do, accord-
ing to an attorney for the Santa
Ana, Calif.-based Scli-lnsurance
Institute of America. Fights with
lawmakers over self-insurance is-
sues are becoming almost an an-
nual occurrence, he adds.

ACCESSACUMENAUTHORIT CLOUTE PERIENCE STABILITY

"The good news is that Congress
is about to go cut of session, and
we ma.' well have doc_Hed the bul-
let again in terms of any adversar-
ial legislation a= it impacts self-in-
surance,” said George Panics,

Washington counsel for
the SilA. The bad news,
=..: however, is thal Con-
gress "will be back in
January, and we'll start
the whole process over
again,” he added.

Speaking at the SIIA's 20th An-
Nnual National Educational Con-
ference and Expo, held last month
in Anaheim, Calif., Mr. Pantos
said proposals to narrow the
breadth of the Employee Retire-
ment Income Security Act's pre-
emption of state laws are sure to
be on federal legislators' 2001

agenda. The federal benefits law
pre-empts state laws and r-gula-

lions that "relate to" employee
benefits.

There is a "contir_uous :hfeat to
self-insurance on the national
agenda,” Mr. Par_tos said. "It
comes _n a variety of fashions, but,
essentially, it is directed at limit-
ing the scope of ERISA Fre-emp-
tion and preventing self-insuied
employers and those in the indus-
try frcm operating withiut gov-
ernment in:erference.”

There is a " calculated effort”
among some lawmakers, as well as
those who lobby them, to change
"the rules off the game" as tney re-
late to self-insured heal:h plans.
Mil-. Pantos remarked.

The SIIA's job, he said, is to
"keep the government off the back

How to get from here to there.

Any other questions?

of self-insurance, to m. ke sure
that you have the complete flexi-
bility to operate your bi sinesses
without. ,government interference.”

That is accomplished by protect-
ing regulatory pre-omptions that
have been contained in ERISA
since it was enacted in 1974, Mr.
Pantos stressed.

ERISA "allowed self-insurance
to become an industry that today
p.-ovides health coverage for over
44 million people,” he said.

Mr. Pantos said the push in
Washington for a patients' bill of
rights that contains managed care
reforms has created an "ajversari-

a atmosphere," in which doctors,
consumer groups and trial attor-
neys have squared off against in-
surers and employers. "And you've

got a battle.”

Z
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"Part and pai-col of this whole
struggle is that ERISA has been
brought in,"” he said, and that reg-
ulatory pre-emption is under at-
tack.

If proposed patients' rights log-
islation had passed, it would have
had a "significant impact on the
way you cio business," Mr. Pantos
told SITA members. Not only
would managed care plans have
foll the effects off being subject to
state laws, he said, but eniployers,
doctors, hospitals, utilization re-
view firms and others would also
have seen changes. "Everybody
would have been affected.”

Mr. Pantos warned that "there is
a lot of money flowing in and out
of Washington on these issues.
And those folks who may neces-
sarily have some axes to grind...are
putting a lot of money on the table.
AnNnd this is affecting the kind of'
legislation that comes out from
people who benefit from that kind
of campaign contribution.”

Legislation that affects self-in-
sui-ance doesn't "just fall out of
the sky,” Mr. Pantos said. Mea-
sures are "drafted, introduced and
lobbied by a lot of people who
have their own particular interests
in mind.’

Mr. Pantos pointed out that the
health care issues that are con-
cerns for employers, medical
providers and others have been
highlighted this >rar because of

the presidential election. "All you
have to cio is turn on the televisi(13
and see that health care is at the
top of the agenda. It's one of the
key issues in the election.”

Health care has a higher eloc-
tion-year profile than other highly
politicized issues, such as educa-
tion, crime, the economy and the
national budget, Mi-. Pantos con-
tends. "Health care always comes
out No. 1." In fact. he noted, the
issue of prescriplion drugs under-

Medicare "may well be the wild
card in the 2000 election as both
candidates position themselves on
either side of that issue.”

SIIA President James D. Blinn.
who is a partner with Ernst &
Young L.L.P. in New York, point-

ed out during a separate session at
the conference that the association

has become more active on the
state level.

In Michigan, I'or example, "we
were involved in blocking a sto])-
loss regulation that would have
made it more difficult for employ-
ers to self-insure, INn addition, re-
lated to that, we're very close to fi-
nalizing a master model act...thal
can be used in this stop-loss ai-e-
na,” Mr. Blinn said.

Self-insured employers purchase
st p-loss insurance to cap their
exposure to claims. Insurance reg-
ulators in some states, most no-
tably Mairland. have claimed that
st.(ip-loss policies with low attach-
ment points often are mer-ely an
effort to avoid state regulation ancl
are not true self-funding arrange-
mc?nts.

The association has battled with
regulators over the stop-loss issue
since the National Assn. of Insur-
ance Commissioners developed a
model act that places restrictions
on how stop-loss insurance is writ-
ten. The NAIC model mandates
minimum attachment points for
stop-loss insurance. To date, it has
been adopted by more than two
dozen states.

The SIIA also has stepped up ac-
tivities on the state level by form-
ing divisions in several states that
make sure that concerns of the
self-insurance industry are ad-
dressed in legislative and regula-
tory matters. IEi
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Reinsurers clamp down

Stop-loss MGUSs see dwindling numbers, stricter guidelines

By MICHAEL BRADFORD

ANAHEIM, Calif.-Managing gen-
eral underwriters writing stop-loss
insurance are being pressured by
reinsurers to shape up or ship out.

"It's been a shakeout year for
MGUs; the reins'ers are mad as hell

He said he has seen figures that in-
dicate therewere 270 stop-loss MGUs
in 1998, and "it's possible that two
out of three will not be in business by
2002."

Many stop-loss MGUSs are record-
ing combined ratios of 125% or high-
er, he pointed out.

and they're not taking it anymore,” MGUSs' problems don't stem from a

said Jack C. Zoeller, presi-
dent and chief executive

officer of Atlanticare Risk

. lack of great producers or
j underwriters, Mr. Zoeller

éggge;xplained. Instead, it's be-

Management, a Vienna, Lk £5L3W cause MGUs haven't done

Va.-based managing gen- &-afF/Y F

eral underwriter.
Reinsurers are more
closely scrutinizing these
intermediaries-which have under-
writing au-.hority on behalf of an in-
surer or reinsurer and are sometimes
referred to as managing general
agents-and they are using fewer of
them to generate business, Mr.

Zoeller said during a panel discussion
at the Self-Insurance Institute of
America's annual conference, held
last month in Anaheim, Calif.

Top reinsurers generally deal with
eight to 10 MGUs today, compared
with 15 to 30 in previous years, he
pointed out.

He said MGUs are being given
"stricter guidelines, tighter limits on
discounts off manual, quarterly re-
views, regular audits" and the dictum
that "there will no longer be one size
fits all.” with claims,

Stop-loss MGUs that are "not able
to retool"” to meet the special de-
mands of reinsurers "will have a dif-

ficult time staying in business,"” Mr.

Zoeller said.

20th annual meet;|

ANAHEIM, Calif.-The Self-Insur-
ance Institute of America celebrated
its 20th annual meeting last month in
Southern California.

The 20th Annual National Educa-
tional Conference & Expo,
which was held Oct. 24-28
at the Anaheim Hilton &
Towers, drew approxi- -
mately 1,300 registrants. A
golf tournament kicked off -
the conference, followed by
four and one-half days of
educational sessions and social events.

Midway through the conference, an
anniversary celebration commemorat-
ed two decades of gatherings by self-
insurance professionals. The first con-
ference, held 20 years ago in New Or-
learn, drew about 140 attendees.

Those who made it to this year's
conference heard speakers on a varieg

a good job of collecting

— " r and analyzing risk data,

putting proper systems in
place or paying enough
attention to claims management, he

said.

" One likely outcome is that some
full-service MGUs will become sub-
MGUSs or production offices," work-
ing along with other MGUSs that re-
tain full underwriting and claims au-
thority for insurers or reinsurers, he
predicted.

MGUs also face problems in rela-
tionships with third-party adminis-
trators, according to Mr. Zoeller. In a
survey conducted by Atlanticare,
90% of 64 TPA respondents said they
had ended at least one relationship
with an MGU.

The reasons for ending the relation-
ships were "uncompetitive quotes,
poor service on quotes and problems

Mr. Zoeller said.

Richard Lyons, assistant vp of
Safeco Life Insurance Co. in Atlanta,
said MGUs and TPAs both are look-
ing harder at relationships before
building alliances. Both sides are do-

of topics, including legislative and reg-
ulatory developments, the impact of
mergers and acquisitions on self-in-
surance professionals, the state of the

stop-loss insurance market and many
others.

The association hosts a

number of meetings during

the year. The SlIA's 15th

Annual Legislative/Regu-

latory Conference is sched-

uled for Feb. 7-9, 2001, at

the Washington Court Ho-

tel in Washington. The conference will

offer an opportunity for attendees to

meet with legislators during "A Walk

on Capitol Hill" and attend a special

congressional reception in the Ray-

burn House Office Building, where
House members' offices are located.

The legislative conference will focus

on such topics as medical records pri-

ing more "due diligence" before they
begin working with each other to put
together coverage for a TPA's self-in-
sured client.

Stop-loss MGUSs are interested in
building relationships with TPAs
with a long-term strategy that in-
cludes plans to not only provide cov-
erage but renew it as well, according
to Mr. Lyons, who participated in the
panel discussion. "They want to plan
and pre-sell renewals.”

Meanwhile, he pointed out, TPAs
"have to tell their customers what to
expect and have it actually happen.”

Mr. Lyons said there is an emerging
trend among TPAs to "go back to ba-
sics" and focus on services, instead of
merely seeking out the lowest-priced
stop-loss coverage.

Mr. Zoeller said that MGUs, direct
writers and reinsurers are, in some
cases, all guilty of one thing in the
current marketplace: They tend to of-
fer attractive pnicing to prospects and
then tighten the cost a year later at
renewals. "This is unwise and coun-
terproductive,” he said.

Such a philosophy encourages
clients to move from underwriter to
underwriter while shopping prices,
Mr. Zoeller said.

Also participating in the panel dis-
cussion were Bradley J. Quinn, vp-
production at Medical Reinsurance
Co. L.L.C. in Eden Prairie, Minn.; and
Robert L. Feil, senior vp at Reinsur-
ance Services of Princeton L.L.C. in
Princeton, N.J. The session moderator
was Kurt J. Ridder, president of

Spestrum. dnderwriting Manat

ng feted

vacy, state regulation of stop-loss in-
surance and whether the 107th
Congress will take a shot at legislating
ernployer/administrator liability
based on state law remedies.

The SIIA's 12th Annual MGU/EXx-
cess Insurer Executive Forum is
scheduled for April 10-12, 2001, at the
Miramonte Resort in Indian Wells,
Calif. The association’'s 11th Annual
TPA Executive Forum is set for those
same dates and location.

More information on the associa-
tion's meetings is available at
WWW.Siia.07g.

Next year's annual conference and
expo is scheduled for Oct. 2-6, 2001, in
Chicago. Information is available from
the SI[A at P.O. Box 15466, Santa
Ana, Calif. 92735-0466; .telephone:
714-508-4920; e-mail: webmaste, @
siia.org. Eli
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Self-di rected care brings empowerment, savings

By MICHAEL BRADFORD

ANAHEIM, Calif.-Employees

are expected to assume greater con-
trol of their health care decisions as

the battle to reduce medical costs
shi's to the Internet.

The emergng trend of
"self-directed” health

carE will allow employ-

ees tc use the Internet .

to access information 64 F'
on medical condi'tlor]s,l N
providers, ccsts and

otter topics and then make deci-
siors on what benefits they need,
said Gregor> B Morris, vp-reinsur-
ance at HealthMarket, a Wilton,
Conn, firm Gnat offers a version of
such Internet health services.

HealthMarket's services allow

ernployers, individuals, brokers and

insurers to find, evaluate and pur-
chase coverage and services over
the Internet, Alr. Mcrris said he be-
lieves self-directed plans will even-
tually beccme a common part of

employee beneEit offerngs
Under a self-directed

) scenario-also known

-- as the defined-contri-
oution approach-em-

ployees can choose

those benefits and

providers that are best-

suited for them, and
then direct funds from special ac-
counts to pay for coverage. Giving
employees eontrol over their spend-
ing will encourage :hem to make
smart health care decisions, Mr.
Morris explained. Employers also

will see a number of efficiencies

from the Internet-based system, he

said.
Speaking at the Self-Insurance
, Institute of America's annual con-
ferenc€ last month in Anaheim,

Calif., Mz. Morris pointed out that
self-direc:ed health care is in its in-

cld health care models-indemnity
and managed care plans-which
taven't worked, either in keeping
tealth care costs in check or in sat-
i sfying consumers, Mr. Moms said.

"People aren't happy w.th the

Baby boomers with strong analytical skills
seek more control of their health care and

are great candidates for such programs,
says HealthMarket's Gregory R. Morris.

fancy. But, h€ stressed, it holds

promise as a way to contrci medical
inflation.

Self-directed care can reolace the

current system,"” he said. *Borne-
thing is wrong with managed care; |
don't know if | would go so far as to
say iCs broken, but people are be-

ae

coming more and more disenfran-
chised.”

As discontent has grown, em-
ployees have found that the Inter-
net provides a wealth of health care
information. Mr. Morris pointed
out that it now is common for pa-
tients to approach their doctors

with information about their condi-

tions that they have obtained on-
line.

Baby boomers with strong ana-
lytical skills are particularly eager
to gain more control of their health
care and are great candidates for
self-directed care, he said.

Under managed care, "there is no
economic incentive for (employees)
to be involved," Mr. Morris said.

Managed care, which was devel-
oped to control the high costs relat-
ed to indemnity plans, "really did
the job of controlling health care
expenditures for a while," he noted.
"What we're seeing now is that
some of the utilization procedures
that were focused so heavily on
have been squeezed out of the sys-
tem. And now medical inflation is
rising once again."”

Mr. Morris said employers are
finding that the Internet can pro-
vide a way to control rising health
care costs. Many have taken admin-
istrative procedures, such as plan
enrollment, online. Going online
creates money-saving efficiencies
over paper-based administrative
processes, he said.

Under an Internet-based self-di-
rected plan, employers could gain
further efficiencies by establishing
a defined contribution plan that
lets workers direct their health care
expenditures in much the way they

can control their pension plan in-
vestrnents.

"We do think some of that is

coming in health care,” Mr. Morris
said, "although probably not as fast

as it is coming in the pension are-
na.”

Under a defined contribution

health care plan, the employer
would provide an amount of money
that is "divided into two buckets,"
Mr. Morris explained. "One is some
version of a spending account that
is there to fund routine expenses.
The other is there for catastrophic
expenses.”

Employees would then be able to
use Internet information sources to
compare the features and prices of
coverage and providers, thereby
building their own health plans and
using the funds in their accounts to
pay for coverage.

There are downsi(les to such ar-
rangements, Mr. Morris acknowl-
edged. Employers might feel that
workers are "left out on an island,”
without the knowledge to make the
best choices. "There needs to be a
huge infrastructure built up to
help," he said.

And, Mr. Morris said, a self-di-
rected plan is not for everyone.
Some employees won't want the re-
sponsibility of researching their
conditions and making coverage
and provider choices. "There will
be a segment of the population that
absolutely loves that,” while others
will have no interest in it, he re-
marked.

A few large employers are offer-
ing such plans as alternative op-
tions, though none has made it
mandatory, he explained. But that
could change if the economy cools,
Mr. Morris said, because in the cur-
rent competitive marketplace, em-
ployers are not eager to make de-
mands on workers who could de-
cide to leave.

The session moderator was

Thomas J. Lynch, president and
chief executive officer of BCS UnN-

derwriters in Minneapolis. £li
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eBenX Exchange allows
consolidated medical billing

M[NNEAPOLIS-Employers us-
ing eBenX Exchange now can check
their consolidated health plan bills
online to ensure their accuracy and
make corrections as needed.

This new capability frees both the
employer and the health plan from
the cost and burden of bill reconcjli-
ation, reducing administrative costs
for both parties, according to John
Davis, president and chief executive
officer of Minneapolis-based eBenX
Inc., which offers online health plan
purchasing and administration (Bl,
March 6)

The eBenX Exchange allows em-
ployers to obtain a single online bill
representing multiple health plans
with which they contract for group
coverage.

Sometimes, health plans do not
keep abreast of changes in enroll-
ment, such as when employees leave
a company, leading to overcharges.
The new technology will enable em-
ployers to make appropriate enroll-
ment changes online, for example,
and then simultaneously move both
dollars and eligibility changes to the
health plans affected by the revi-
sion, Mr. Davis explained.

"Health plan bills are based on
those employees who are eligible for
coverage. Since eligibility changes
all the time, the bill can be outdated
as soon as it is generated by the
health plan,” he said. "Additionally,
there are likely to be eligibility
changes up to the time the health
plan receives payment. This re-
quires both health plans and ern-
ployers-but especially health
plans-to use armies of clerks to
constantly reconcile who owes what
to whom.

"Retroactive adjustments just
complicate the matter further,” Mr.
Davis continued. " eBenX solves
these issues through automation
and improved data accuracy-pay-
ing health plans correctly by tying
enrollment data directly to dollars."

For more information about
eBenX, contact Susan Busch at 763-
614-2126 or via e-mail at susan.

busch@ebenx. com.

Real-time claims data

PARSIPPANY, N.J.-Risk man-
agement and insurance profession-
als have access to real-time proper-
ty/casualty claims information
through ClienTelligent, a new Inter-
net-based service from GAB Robins
North America Inc.

Two levels of ClienTelligent ser-
vice are available from GAB Robins,
a Parsippany, N.J.-based loss ad-
juster and third-party administra-
tor.

ClienTelligent Pro lets users view
and print loss analysis reports and
instantly assign claims. ClienTelli-
gent Plus adds to those capabilities
real-time access to claims informa-
tion, allowing users to monitor the
entire life cycle of a claim. Plus
users can review, update and man-
age their claims information in real-
time. They also use a customized
home page that provides a summary
of month-end claims statistics, in-
cluding open and closed status of
claims, closure ratio, average days
to close, an inventory of open claims
and turnover ratio.

ClienTelligent's desktop applica-
tions allow users to download
claims information that can be used
in local computer systems, which al-
lows users to integrate the informa-
tion with other desktop tools for
generating reports and analyses.

More information on ClienTelli-

gent is available from David J. lan-

PRODUCTS & SERVICES

notte at 973-993-3219 or via e-maiil

at iannottd@gabrobins.com.

Online benems selvices

NEW YORK-Midsized employ-
ers not only can enroll their employ-
ees in benefit plans online, but also
can administer and purchase bene-
fits via the Internet with a new
product developed by MoreBenefits
of New York.

MoreBenefits, formed by benefits
broker and consultant Gary Wood
Associates, is an integrated admin-
istrative services provider that auto-
mates employers' benefits purchas-
ing in an online auction environ-
ment, administers those benefits on-
line and allows employees to enroll
themselves via the Internet.

Unlike many other online benefits
administration systems, MoreBene-
fits can provide wireless access to
employees and human resource pro-
fessionals via Palm Pilot or Visor
hand-held computers, according to
Chief Technology Officer Ash Patel.
MoreBenefits also will provide free-
standing computer kiosks for em-
ployers that do not provide Internet
access to employees. A telephone-
based interactive voice response
system that is integrated with the
Internet product also is available, as
is "live" personal assistance from
benefit enrollment specialists for
employees who are uncomfortable
with using Internet technology, he
said.

In addition to administering core
group benefit plans, such as life and
health, MoreBenefits' interactive
technology also can be used to man-
age voluntary benefits, such as vi-
sion and long-term disability plans,
according to David Wood, president
and chief executive officer.

Because MoreBenefits' is licensed
as a broker, there is no charge for
the online service it provides; it is
compensated on a commission basis.

So far, MoreBenefits has signed
up more than 100 insurers nation-
wide to participate in online reverse
auctions, in which employers put
their benefit plan needs out to bid,
Mr. Wood said. The auctions are so
named because, unlike traditional
auctions, where an item goes to the
highest bidder, the business goes to
insurers that can provide benefits
on the most cost-effective basis, he
explained.

It takes MoreBenefits between
four and six weeks to convert an
employer's health plan data for use
in an Internet environment and an-
other four to six weeks to complete

the auction process, according to
Mr. Wood.

For additional information about

MoreBenefits, contact Mr. Wood at
212-889-0500.

Constniction risk portal

DENVER-C-Risk Inc. is offering
an insurance and risk management
Web site and information portal fér
the construction industry.

C-Risk, a Denver-based insur-
ance and risk management firm
for construction industry clients,

has put together a number of re-
sources that are available to users

at www.c-risk.com. The informa-
tion is available to all users, not just
C-risk clients.

A risk management section at the
site helps employers with initial risk
planning and includes links to pa-

pers written about construction in-
surance issues. Another section pro-
vides links to architecture and engi-
neering firms, design firms, contrac-
tors, insurers and others in the con-
struction industry.

Users can take advantage of an
extensive reference library that fea-
tures, among other things, links to
dictionaries, both standard and spe-
cialized for the construction indus-
try. Links to glossaries, codes and
standards also can be found at the
site.

C-Risk, which recently relocated
from Chicago, specializes in con-
struction contract reviews, insur-
ance reviews, insurance program
design and construction wrap-up
insurance programs.

Great-West adds 401(k) options

DENVER-Great-West Life &
Annuity Insurance Co. is adding
several new investment funds to two
of its 401(k) product lines.

"In today's booming economy,
companies want to offer a competi-
tive benefits package to attract and
retain qualified employees," said
Patricia Neal Jensen, vp of employ-
ee benefits pension sales at Denver-
based Great-West. "That's why we
constantly monitor and evaluate the
funds in our 401(k) packages to help
employers make sure they're pro-
viding the best selection of invest-
ment options."”

Five funds were added to the
Great-West Core 401(k) package: a
Dow Index Fund, a NASDAQ-100
Index Fund, Dreyfus Emerging
Leaders Fund, INVESCO Dynamics
Fund and Lord Abbett Growth Op-
portunities Fund.

In addition to these funds, the
Berger Small Company Growth
Fund also was added to the Core
Plus lineup.

The additions bring the total
number of investment options avail-
able in the Core 401(k) package to
18 and the number in the Core Plus
package to 28.

For more information, contact Ms.

Jensen in Los Angeles at 818-409-
0880.

Online disease management

KING OF PRUSSIA, Pa.-Ameri-
ca's Choice Healthplans, an online
third-party claims administrator
based in King of Prussia, Pa., is of-
fering employers access to Web-
based disease management tools to
better manage a range of chronic
diseases, including asthma, dia-
betes, hypertension and congestive
heart failure.

The sites were created in partner-
ship with Protocol Driven Health-
care Inc., which has been developing
branded, medically credible interac-
tive Web sites for chronic conditions
since 1997.

"Presently, an estimated 80% of
all health care dollars are spent
managing a relatively small number
of chronic diseases," said Steve Jol-
ley, president of Bernardsville, N.J.-
based PDHI. "As the first health
care provider to embrace the power
and potential of the Internet, Amer-
ica's Choice Healthplans has taken
an important step in providing em-
ployers a strategic tool in managing
health care costs, as well as giving
employees a way to improve their
quality of life."

Continued on next page

Tile industry
hasn't been this

xcited In years.

Introducing CareMC from CorVel.

CareM?- is a fast, efficient website connecting
multiple claims professionals, employers and
healthcare professionals with the information
they need instantly. It's a breakthrough in claims
managementthat can accelerate claim resolution
and improve outcomes. To find out what all the
excitement is about, visit our website at
Www.caremc.com

and click on the

You can also register for a chance to win
a free Apple iMac Computer!

www.caremec.com

888.7.CorVel

Managing care e-fliciently.

iMac is a registered trademark of Apple Computer, Inc.
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Ethyl using pension surplus to reduce debt

By VINEETA ANAND

Crain News Service

RICHMOND, Va.-The same
stock market that has rewarded
Ethyl Corp.'s pension fund has
punished the company's shares.

But, because Ethyl's investors
can't buy shares in its hugely
profitable pension fund, the
chemicals manufacturer is offer-
ing what it considers to be the
next best thing-tapping a por-
tion of its surplus pension assets
to clean up the company's balance
sheet. hoping the maneuver will
help its stock bounce back.

Ethyl will shut down its pension
fund at the end of the year and use
$50 million of the surplus to retire
corporate debt. It will establish a
new plan on Jan. 1 with $60 mil-

lion in surplus from the previous
plan.

Ethyl's current pension fund has
racked up huge surpluses from in-
vesting all its assets, barring a
small cash position, in equities. At
the same time, the company has
seen its own stock, reflecting low-
er profits, nose dive to an all-time
low of $1.44 per share on Oct. 2.
down from $4.75 a year earlier.
The stock was removed from the
S&P Midcap 400 stock index at
the end of September.

By the end of 1999, the pension
fund had a surplus of $235.3-mil-
lion, almost half of its $546.4 mil-
lion in total assets. The pension
fund had $311.1 million in liabili-
ties, making it 175% funded.

Ethyl's plans won't come with-
out a cost, particularlv with taxes.

Setting up a "replacement': plan
that uses at least 25%0 of the sur-
plus lets Ethyl cut its tax penalty
for dipping into the pension fund
to 20%b6; companies that revert
pension assets without setting up

they must also pay income taxes
on the assets they siphon from the
plan.

Because the firm could pay as
much as 40% in federal and state

income taxes, and a 20% reversion

'The money as it is now in the pension
surplus is of no use to the company or to
shareholders,' says Mary Habel, director of
employee benefits for Ethyl.

a new plan must pay a 50% penal-
ty. And because companies don't
pay taxes on money they con-
tribute to their pension funds,

tax on top of that, Ethyl could see
as much as $100 million of its sur-
pkis vaporize. Still, Mary Habel,
director of employee benefits, said

the company thinks it's worth the
cost. "The money as it is now in
the pension surplus is of no use to
the company or to shareholders,'
she said.

The amount of surplus pension
assets the company hopes to use to
reduce its debt is about the same
amount of cash flow the company
generates in a year, said David A.
Fiorenza, who is in charge of in-
vestor relations at Ethyl.

Federal pension law also re-
quires companies that shut down
their plans to vest all accrued pen-
sion benefits and pay participants
pensions owed to date. Ethyl
plans to buy annuities for all its
retired workers by the third quar-
ter of 2001 and hopes to get the
government clearances to revert
its surplus pension assets at about
the same time, Ms. Habel said.

Younger employees will be able
to choose between taking a lump-
sum payout or collecting monthly
pensions when they retire.

The company recently started
holding meetings to educate
workers about how to invest the
lump sum, if they take that op-
lion, and it intends to hold meet-
ings next spring to help workers
figure out how to invest their re-
tirement money, Ms. Habel said.

The company's new pension
plan, which kicks in on Jan. 1, will
be ident:ical to the existing plan,
except that it will take into ac-
count the benefits workers al-
ready have received, Ms. Habel
said.

The new plan will be substan-
tially smaller, but because Ethyl
will pay off all the benefits it owes
workers so far, it will have a much
smaller liability-$20 million to

benefits it owes, Ms. Habel said.

"The new plan will also be over-
funded," she said.

The market's recent convulsions
are unlikely to affect the compa-
ny's plans, because its surplus
won't be calculated until the third
quarter of next year, when Ethyl
will pay off the benefits it owes
workers so far. Ms. Habel said the
firm is hopeful the market will go
back up. "If it doesn't, the surplus
will be smaller, but we don't an-
ticipate that market conditions
are going to seriously impact" our
plans, she said.

But, because the company's
pension fund also is a huge con-
tributor to its bottom line-ac-
counting rules permit companies
to take their pension surpluses
into account when calculating
earnings-the question remains
whether Ethyl is slaughtering the
goose that lays the proverbial
golden egg. Ethyl reported $14.6
million in pension income and
$59.3 million in income from op-
erations last year. Its pension in-
come this year is much higher be-
cause it bought annuities for re-
tirees and shrank its pension lia-
bilities proportionally. Account-
ing rules let companies take more
of their pension income into ac-
count when they take pension
obligations off their books. As a
result, Ethyl's pension fund con-
tributed $57 million to the bottom
line for the first half of 2000; in
contrast, the company earned $16
million before taxes from opera-
tions during the period.

The company also is examining
its investment strategy and money
manager lineup with the help of
investment consultant Evaluation

Associates of Norwalk, Conn.

Vineeta Anand is a reporter foT
Pensions & Investments, a siste,

publication of Business Insurance.
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PERSPECTIVE

By Dilip Khatri and Roy Fewell

s n g e Evenving .

for every aspect of the building industry. The origins of the
modern building codes currently in use in the United
States can be traced back to 1905, when an insumnce
indust:ry organization, the National Board of Fire
Underwriters, published the first model building code.
Between that time and 1950, three model building codes
developed by regional associations of public safety officials
emerged and became predominant in the United States.

These were: the National Building Code, published by
the Building OffiriAlg and Code Administrators
International, basedin Country Club Hills, Ill, the
Uniform Building Code, published by the International
Conference of Building Officials, based in Whittier, Calif.;
and the Standard Building Code, published by the
Southern Building Code Congress International, based in
Birmingham, Ala. For the last half of the 20th century,
these three codes governed their respective regions of the
United States.

From a risk manager's and insurance industry
perspective, the purpose of building codes is to:

«Create a uniform standard of construction and design
for all buildings, so that the industry is accountable to the
same governing document.

*Provide one central forum for modifications and
alterat:ions that promote progress in the building industry.

<Eliminate duplicate standards.

«Create a central platform to ensure the life, safety and
welfare of the occupants of buildings, thus serving the
interest of the public.

It stands to reason that building codes are very
important. Imagine a world without codes. Every
contractor, engineer and architect would, literally, make
up the rules as he or she went along. There would be no
central mechanism for evaluating a problem or resolving a
malpractice claim.

But don't take my word forit; it's easy to see a world
without codes by taking a short plane ride to any
developing country where codes don't exist, amn't enforced
or are simply ignored.

In India, with over 1 billion people, there is no concept of

a building code or of uniform construction practices. So
every building has a different floor-to-floor height. No two
stairways are alike. The run-to-rise ratio of stairway steps
vary for each building and, in many cases, for each step!

In India, there are no fire safety or earthquake design
requirements. And the same can be said for many other
Third World countries: Mexico, most of the nations of
Africa and many countries in Central and South America.

Get the idea?

Note, for example, two areas that experienced major
earthquakes in 1999: Turkey and Taiwan. Structural
engineers from the United States have presented their
findings regarding these two earthquakes, and the
conclusions are identical: them was no enfomement of
basic building code practices. Structums were poorly
designed and/or used inadequate construction practices,
and contractors took shortcuts to avoid costs.

This simple conclusion has been drawn over and over
again in every major disaster-particularly in earthquakes
and hurricanes--throughout the Third World. For those of
you managing properties or insuring them in foreign lands,
beware-U.S. laws have been left back home along with
yourthme-car garage and your Chevy Suburban. The
entire concept of construction quality is totally different in
these countries.

So, it should be clear that building codes am vital.

And in 1994, after years of deliberation, collaboration,
negotiation and international datente, the three
organizations behind ecisting U.S. codes--BOCA, ICBO
and SBCCI-formed the International Code Council to
write the International Building Code 2000.

The ICC could be called the United Nations of code
development, and the IBC 2000 could be mgarded as the
ultimate peace treaty among the thme "nations within a
nation.”

The IBC 2000 is the end msult of the merging of all codes
to form one uniform building code for the entire country.
Forthe 21st century, we shall move toward one national
code that will apply from coast to coast.

Finally, structural engineers in New York will be able to
talk about earthquake design methods while enjoying
lunch at their comer hotdog stand, and structural
engineers in Los Angeles will be able to speak of tornado
design elements while hanging out at Venice Beach. The
structural engineers in Miami will be able to converse

about snow loads while dancing the samba, and structural
engineers in Wyoming will be able to discuss the finer
points of hurricane force winds over their steaks.

The development of the IBC 2000 has several positive
implications for risk managers:

*Risk managers worlcing in large companies that have
real estate assets spread out across the United States can
now evaluate their companies' risk portfolio without
having to readjust to code variations.

For example, a commercial building in Miami that has
severe hurricane potential risk will be evaluated using the
IBC 2000, as will a commercial building in Los Angeles for
earthquake risk. Although the two risk curves are
different, one engineer can be hired to do the task and the
standard document won't change.

*Risk managers will have one superior standard that
raises the performance requirements of the industry to a
common level. This will be of benefit to owners and
insurers, because the IBC 2000 mandates the same wind
design standard for buildings in all hurricane zones using
wind speed formulation. This differs from the previous
method of setting design standalds, which depended on
local jurisdictional variations to codes. The BC 2000 raises
the standaid by imposing one national requirement.

And that means better buildings for everyone. ial

\4a44a/

Mr. Khatri Mr. Fewell

Ditip Khatri is principal and founder of Khatri
International Inc; a consulting structural and
engineering finn based in Pasadena, Calif. Roy
Fewelt is vp-public policy for the International
Conference Of Building O#icials and is based on
Whittier, Calif.

Mislabeled products not property damage under CGL

A policyholder's mislabeling of a client's promotional
products did not result in any "physical injury" within
the meaning of a commercial generalliability insurance
policy's definition of "property damage," according to
the Supreme Court of Wisconsin.

A company owned by Wisconsin Label Corp.
allegedly failed to properly label products of a client.
The mislabeling caused the products to be sold at less
than their intended retail price. After the distributor of
the products was forced to pay the retailer for the
resulting losses, the distributor sought reimbursement
from Wisconsin Label and offset invoices for the
completed work against the amount due for
reimbursement.

Wisconsin Label notified its insurer, Northbrook
Property & Casualty Insurance Co., of its intention to
seek indemnification for its losses under its CGL
insurance policy.

Under the CGL policy, covered property damage was
defined as physical injury to tangible property.
Northbrook denied coverage because it alleged that no
"physical damage" had occurred. Wisconsin Label
sued Northbrook for breach of contract. The trial court

ruled for the insurer. The court of appeal affirmed the
trial court's decision.

The Wisconsin Supreme Court said that the phrase
"physical injury" ordinarily refers to some sort of
physical damage. According to the court, no physical
damage occurred in this case. "The products were
improperly labeled," the court said, "but both the
products themselves and the packaging remained

LEGAL BRIEFS

physically undamaged at all times."

"CGl, policies do not provide coverage for the
insured's liability for repairing or replacing the
insured's defective work; they provide coverage for the
insured's liability for physical injury to, or loss of use
of, another's property,” the court said. The Supreme
Court agreed with the lower courts that the CGL policy
here did not provide coverage in this case.

Wisconsin Labd vs. Northbrook Property & Casualty

Insurance Co., Supreme Court Of Wisconsin, March 21,
2000 (BI/03/S. -$10)

Separation incentive not a benefit plan

An employer's voluntary separation incentive
program did not qualify as a benefit plan subject to the
Employee Retirement Income Security Act's fiduciary
requirements, according to the U.S. Court of Appeals
for the District of Columbia.

Ronald Young and 16 other former employees of
Washington Gas & Light Co. had been employed as
supervisors or managers prior to their respective
retirements during a period from Jan. 1 through June 1,
1996. As such, they participated in the employer's
retirement plan, which was subject to ERISA. In 1995,
the employer began to work on a plan to restructure
the company. On June 28, 1996, the employer formally
announced the plan, which included a retirement

incentive program offering employees classified as
"first-line supervisors or above" a one-time
opportunity to receive specified severance benefits
upon voluntary separation from the company.

Before retiring, each of the employees here asked the
company whether a retirement incentive program was
being considered and, in each case, the employer
replied that none was. These employees sued the
employer, claiming a breach of fiduciary duty under
ERISA by failing to disclose. The trial court ruled
against the employees.

The appellate court said that whether a benefit is
regulated by ERISA turns on the nature and extent of
the administrative obligations that the benefit imposes
on the employer. The court said that ERISA is not
implicated by the requirement of a one-time lump-sum
payment triggered by a single event-as was the plan
under consideration here-because to do little more
than write a check can hardly constitute the operation
of a benefit plan. The trial court decision was affirmed.

Young vs. Washington Gas & Light Co., US. Court Of

Appeals for the District Of Columbia Circuit, March 31,
2000 (B1/04/S.-$10) ial

These abstracts were prepared by Mayo H Stiegter.
Copies Of these decisions are available, at $10 each, by
sending a check payable to Mayo H. Stiegler, to
Business Insurance, 740 N. Rush St., Chicago, nt. 60611-
2590. Provide the listed numberfor each opinion

ordered.
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Contrary to an EPA press re-
lease reported on in Business In-
surance last week as well as in
other newspapers, the settlement
will not hold Aventis Crop-
Sciences USA Inc. of Collegeville;
Pa., liable for any portion of the
settlement. Aventis, formerly
known as Rhone Poulenc Inc., had
to sign off on the deal, though, be-
cause of its status as a potentially
responsible party for pollution li-
ability at the site. Aventis, a crop
protection and production compa-
ny, was a PRP for the site because
the company years ago acquired a
portion of another company that
once owned the mine.

"This agreement is an important
milestone in the history of Super-
fund,” said Lois Schiffer, assis-
tant attorney general in charge of

the Environment Eivisicn at the
U.S. Justice Department, which
filed the settlement with the U.S.
District Court in Sacramento on
behalf of the EPA

“"While we have reached thou-
sands of agreements to clean up
the country's most polluted sites
under Superfund, this accord tru-
ly stands apart,” Ms. Schiffer as-
serted.

The settlement will ensure long-
term control of more than 95%6 of
the pollution released from Iron

Mountain, the largest source of
toxic metals in the United States

and the source of :he mist acidic
mine drainage in the world, ac-
cording to the EFA.

The drainage causes various en-
vironmental problems, such as a
threat to salmon spawning in the
Sacramento River.

At least one pol.cyholder attor-
ney says the unique deal likely
signals a new trend that could fa-

cilitate future Superfund se:te-
ments and help corporate America
clean up its balance sheets.
Attorney Larry Eisenstein, a
partner with Swidler Berlin ShEr-
eff Friedman L.L.P. of Washing-

gle, huge Superfund site and be-
cause another party-an euviron-
mental engineering contractor-
assumes liability for cleanmg the

site.

"We're likely to see mee and

'While we have reached thousands of

agreements to clean up the country's most
polluted sites under Superfund, this accord

truly stands apart,' says Lois Schiffer.

ton, said that a few companies
with ponution liabilities tave
turned to finite risk insurance in
the past year to cover their share

of the cost of cleaning up multiple
sites.

The Iron Mountain Mine case is

different because it involves. a sin-

more of this" kind of arrangement
as companies look for m:,re cre-
aiive ways to manage their envi-
ronmental risks and liabilities,
Mr. Eisenstein predicted.

He said he also sees a growing

interest among environmental
consultants and insurers to, enter
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such arrangements, now that
r.early two decades of pollution
site cleanup experience is avail-
able. The Comprehensive Envi-
ronmental Response, Compensa-
tion and Liability Act of 1980 cre-
ated Superfund to cover the cost
of cleaning up the nation's most
Dolluted sites.

"Twenty years ago, there was
not enough analysis to make that
Kind of bet,” Mr. Eisenstein said.

IT Corp, the contractor that
will take over the operation of the
Iron Mountain Mine's water treat-
ment facility, hopes "to be doing
more of this in the future,” a
spokesman said. The contractor is
a subsidiary of The IT Group of
Monroeville, Pa.

Mr. Eisenstein also predicted
that such options for companies
might facilitate future Superfund

j liability settlements. "These kinds
of solutions can enable you to
reach a solution, where before
there was no way to value the un-
certainties"” involved in cleaning a
polluted site, he said.

Thomas Bloomfield, the lead ne-
gotiator for the EPA in this case,

, said the Superfund settlement

, proposal for the site had to be
"innovative" to take into account
an unusual situation with the site.

Most sites require large up-
front costs from many PRPs and
"insignificant" funds to contend
wvith

future site-maintenance

problems, explained Mr. Bloom-

, field, assistant regional counsel

for the EPA.

That is not the case with the
Iron Mountain Mine site.

Mining of various metals at the
site began in the late 19th century
and continued through 1963.

The Mountain Copper Co. Ltd.'s
underground and surface mining
operations fractured the moun-
tain, which triggered the environ-
mental problems at the site. Min-
ing exposed the mountain's min-
eral deposits to oxygen, water and
certain bacteria, and altered the
mountain's hydrology

The combination of those events

, caused tremendously acidic mine

drainage to flow from the mine
and into nearby waterways, in-
cluding the Sacramento River and
its tributaries.

In 1963, when mining opera-
tions ceased, the federal govern-

ment constructed the Spring
Creek Debris Dam to control the

, release of polluted drainage from

the mine.

But the EPA and the state of
California continued pressing to
remedy the acidic drainage from
the mine. In 1994, 11 years after
the EPA listed Iron Mountain
Mine as a federal Superfund site,
the treatment plant that the EPA
ordered Stauffer Management to
build began removing nearly
100% of the metals from the pol-
luted water sent to the plant, ac-
cording to the EPA. Not all of the

contaminated water can be treat-

ed at the plant, but the plant
treats about 95% of the mine’'s

acidic drainage, according to the
EPA.

Stauffer Management, which
alone will fund the Iron Mountain

Mine Superfund settlement, is a
PRP for the site because it man-

ages the assets and liabilities of
the former Stauffer Chemical Co.
Stauffer Chemical acquired
Mountain Copper in the late 1960s
and merged all operations under
the Stauffer name.

Stauffer Chemical was acquired
in 1987 by a large British chemi-
cal company that later became
part of pharmaceutical giant As-
traZeneca P.L.C. of London.
Stauffer Management, now a
wholly-owned subsidiary of As-
traZeneca, was formed in 1987 to

See Mine on page 30
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manage the assets and liabilities of
Stauffer Chemical that were re-
tained by the chemical company's
new parent.

Some pieces of Stauffer Chemical,
though, were sold to the former
Rhone Poulenc, now Aventis. While
Aventis is the legal successor to
Stauffer Chemical, the assets that
Aventis acquired did not include
Iron Mountain Mine. The Superfund
settlement releases Aventis from all
liability for the site.

Stauffer Management will fund
the cost of the settlement from re-
serves and through the commutation
of some of Stauffer Chemical's "old-
er CGL policies," Mr. Spler said.

Mr. Spiller would not discuss
which insurers wrote the coverage or
any details about the commutations.
He also would not say whether

Stauffer Managemen: is still at-
tempting to recover from any of
Stauffer Chemical's insurers.

Because of those res erves and the
insurance commutations, Stauffer
Management's cost of settling its Su-
perfund liability already has beer
accounted for, which means the set-
tlement will have no financial im-
pact on AstraZeriecs, Mr. Spiller
said.

In addition, the settlement releases
Stauffer Management from all past
and future pollution liability at the
site.

Under the complex settlement, the
responsibility for running the water
treatment facility at the Iron Moun-
tain Mine will be as Burned by IT
Corp. The treatment plant until now
has been run by contractors hired by
Stauffer Management.

The settlement assumes that run-
ning the facility will cost IT Corp.
$4.1 million annually, or $201 mil-
lion, taking into account inflation,

over the next three decades, the
EPA's Mr. Bloomfield explained.

The finite risk policy will pay IT
Corp. 90% of its total routine annual
costs of up to $4.1 million to operate
the fadlity

IT Corp. assumes responsitility for
the other 10%6 of its ogerating
costs-some of which Mr. Blcomfield
described as a company "markup*-
as an insurance copayment. Stauffer
Management, however, must pony
up around $2.5 million to defray
some of that copayment expense for
IT Corp., which immediately receives
that payment in a lump sum.

While IT Corp. assumes scme risk
of eating costs that exceed $4.1 mil-
lion annually, the policy does contain
some protections for the company.

For example, if normal operating
costs exceed $4.1 million by as much
as $900,000 in a year due to high in-
flation, IT Corp. can carry forward
that extra cost to a future year when
costs fall below $4.1 million, Mr.

client: KNOUSE FOODS COOPERATIVE, INC.

Makers of lucky leaf, Musselman's, Apple Time, et al
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Bloomfield said.

The policy also contains a cost cap
feature designed:o protect IT Corp.
if unusual events, such as excessive
rains or an earthquake, drive up its
costs of operating the plant, Mr.
Bloomfield noted. The policy pro-
vides a total of $100 million of cost
overrun protection that is triggered
when perils such as excessive rainfall
or earthquakes drive up IT Corp,'s
operating costs or damage the facili-
ty. The provision contains a $5 mil-
lion suk hmit per peril.

If IT Corp. can hold clown its total
costs of operating the plar_t over the
next 30 years to less than $201 mil-
kon, the policy would pay the com-
pany a portion of that savings, ac-
cording to Mr. Bloomfield. The gov-
ernment also would earn a share of
the savings, he said.

There is little expectation, howev-
er, that IT Corp. will be able to come

in under budget, Mr. Bloomfield not-
ed.

PMA Senior Risk Control Consultant

JOE ARMSTRONG
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The settlement also requires IT
Corp. to carry $10 million of proper-
ty insurance for the site excess of the
$5 million sublimit of coverage pro-
vided by the finite risk policy's cost
cap provision.

That excess coverage will be pro-
vided by The IT Group's corporate
property insurance program, said
Anne Alger, director of risk manage-
ment for The IT Group.

In 2030, when IT Corp.'s contract
for running the facility expires, a
guaranteed investment contract en-
dorsement to the finite risk policy
will pay either the federal govern-
ment or the state of California $514
million in a lump sum to cover the
future costs of controlling acidic
drainage from the mine. The pay-
ment will be made to the government
agency responsible at that point for
overseeing pollution cleanup at the
site, explained Michael B. Hingerty,
deputy chief of the EPA's regional

hazardous waste branch in San
Francisco,

Besides purchasing the finite risk
insurance, Stauffer Management
must pay $7.9 million to the EPA
and $10 million to a board of natural
resource trustees from various feder-
al and California agencies to fund
other environmental projects at the
site. Those projects will include
restoring natural habitats and the
ecosystem as well other as yet unde-

termined projects, Mr. Bloomfield
said. Tul

Spencer
to aid

part-time
students

NEW YORK-The Spencer
Educational Foundation for the

first time will make scholar-
ships available to part-time
graduate students in risk man-
agement and insurance for the
2001-2002 academic year.

Students pursuing master of
business administration degrees
who complete a minimum of
four courses during a 12-month
period will be eligible for schol-
arship awards of up to $10,000
per year, according to the foun-
dation. Like all Spencer
awards, scholarships will be
based on merit. Awards to part-
time MBA students will vary,
depending on factors such as
the number of courses taken,
tuition and fees.

The Spencer Educational
Foundation, founded in 1979 in
memory of risk manager Robert
S. Spencer, historically has
granted merit-based scholar-
ships only to fuLl-time under-
graduate and graduate stu-
dents. The foundation awarded
nearly $160,000 in scholarships
and grants this year, said An-
gela Sabatino, administrator of
the foundation. Since 1980,
Spencer has awarded 244
scholarships and grants, total-
ing more than $1 million, she
said.

The Spencer Educational
Foundation's mission is to pro-
vide scholarships and educa-
tional grants to stimulate, pro-
mote and encourage students of
risk management disciplines.

Applications for Spencer pro-
grams will be available in early
November. For information,
contact Angela Sabatino at
212-286-9292, ext. 221, or via e-
mail at asabatino@,ims.org.
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Cou rt issues ruling on hostile work environment

By JUDY GREENWALD

SAN FRANCISCO-A single, iso-
lated sexual harassment episode
that is promptly addressed by an
employer does not support a hostile
work environment claim, a federal
appeals court has ruled.

The 9th U.S. Circuit Court of Ap-
peals also held in Patricia A. Brooks
vs. City of San Mateo that an em-
ployer's effort to educate its employ-

ees regarding sexual harassment
cannot become the basis for a retali-

ation claim. The unanimous Oct. 23
decision by the three-judge panel
upholds a lower court's dismissal of
the case.

"We consider the legal implica-
tions of a single, rather unsavory,
episode of workplace sexual harass-
ment,"” says the decision.

Ms. Brooks, a telephone dispatch-
er for the City of San Mateo, Calif.,
said she was touched inappropriate-
ly one evening on the stomach and
breast by a co-worker, Steven Sel-
vaggio.

She immediately reported the in-
cident, and the following day Mr.
Selvaggio was placed on administra-
tive leave. He subsequently resigned
his position and spent 120 days in
jail after pleading no contest to mis-
demeanor sexual assault charges.

The 9th Circuit Court

says one incident of

sexual harassment is

unlikely to create a

hostile environment.

Ms. Brooks had trouble recovering
from the incident, according to the
decision. She took a leave of ab-
sence immediately afterward and
began seeing a psychologist. She re-
turned to work six months later.

Ms. Brooks said her work environ-
ment had dramatically changed
upon her return, however, with male
employees ostracizing her and su-
pervisors mistreating her. She then
sued the city, the police department
and its chief for sexual harassment
and retaliatory discrimination. The
decision examined both issues based
on Title VII of the federal Civil
Rights Act.

While Ms. Brooks alleged suffi-
cient facts to support the subjective
portion of her hostile work environ-
ment claim, the court said, "The
question remains whether her ap-

prehension was objectively reason-
able."

The 9th Circuit concluded it was
not. An isolated incident rarely cre-
ates a reasonable fear that sexual
harassment has become a perma-
nent feature of the workplace, ac-
cording to the ruling.

The employer "will have had no
advance notice and, therefore, can-
not have sanctioned the harassment
beforehand. And, if the employer
takes appropriate corrective action,
it will not have ratified the conduct.

"IN such circumstances, it be-
comes difficult to say that a reason-
able victim would feel that the terms
and conditions of her employment
have changed as a result of the rnis-
conduct,” the court's decision stated.

To hold San Mateo liable for sexu-
al harassment, Ms. Brooks must
show she had a reasonable fear of
being subject to such misconduct in
the future because the city encour-
aged or tolerated Mr. Selvaggio's ha-
rassment.

In contrast, the decision notes, the
incident with Mr. Selvaggio was a

single episode that occurred within a
few moments. And he "had no

chance to become bolder,"” because
he was removed once his actions
were uncovered.

"Our holding in no way condones
Selvaggio. Quite the opposite: The
conduct of which Brooks complains
was reprehensible,” but because it
was an isolated incident, "in no
sense can it be said that the city im-
posed upon Brooks the onerous
terms of employment for which Title
VIl offers a remedy," the court held.

In discussing Ms. Brooks' retalia-
tion claim, the decision says that
"because an employer cannot force
employees to socialize with one an-
other, ostracism suffered at the
hands of co-workers cannot consti-
tute an adverse employment action.”

The decision also says that Ms.
Brooks had complained about being
required to attend group therapy

sessions and discuss the incident in
front of co-workers. The sessions, in
which all city workers were required
to participate, were workshops de-
signed to better inform the city's
workforce of its sexual harassment
policy.

"Her complaint seems to boil
down to the non-private character of
the sessions," says the decision. "But
the employer has an interest in edu-
eating its employees about the ad-
verse effects of misconduct that has
occurred in the workplace. An em-
ployer's legitimate effort to deal
with a traumatic workplace situa-
tion and educate its employees re-

garding s€xual harassment cannot
be the basis for a retaliasion claim

under Title VII."
The appeals Court issued a simi-
larly worded decision in June. The

Oct. 23 decision, which also denies a
petition for a rehearing by the full
court, is the 9th Circuit's final deci-
sion.

Commenting on the decision, San
Mateo's attorney, Nancy E. Pritikin
of Littler, Mendelson in San Fran-
cisco, said the ruling tells employers
"that it's very important to use the
procedures that are available, so
that where a situation arises in the
workplace that involves inappro-xi-
ate conduct, that it's dealt with
promptly."

"And that's what happened in his
case. The employer did what it vias
supposed to do," said Ms. Pritikin.
"The employee made the report, and
then they terminated (Mr. Selvag-
gio's) employment and he was ulti-
mately criminally prosecuted as
well," she said.

License to get on with it: *.-.

Fireman's

The decision also is important in
terms of determining what consti-
tutes a hostile work environment
and whether a single incident is suf-
ficient to do so, said Ms. Pritikin.

"I think the broader and more-im-
portant issue is to remind employers
that they need to have sexual ha-
rassment policies in place, and, by
taking prompt, effective action and
by giving effect to their policies, they
can avoid certain kinds of legal
claims," she said.

Patricia A. Brooks, ptainti#-ap-
peltant, us. Cit of San Mateo, a mu-
nicipal corporation; San Mateo Po-
tice Department,- John Stangl, Chief
of Police; Steven Selvaggio, defen-
dants-appettees, United States Court

of Appeals for the Ninth Circuit, OO
C.D.O.S.8503.
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New York health care sta keholders collaborate

By MICHAEL PRINCE

NEW YORK-What happens when
employers, physicians and health plan
executives get together in the same
room?

It may sound like the start of a joke,
but just such a group has been gather-
ing to do serious work on improving
the quality of New York's health care
system.

Created by the New York Business
Group on Health, the "task force" has
been meeting secretly for more than a
year to enhance quality while keeping
costs under control. The NYBGH an-
nounced the group's edstence this fall.

The task force was created because
there was " a lot of dissatisfaction with
the current health care system," ac-
cording to both employers and physi-
cians, said Laurel Pickering, exeutive

BELIEF IN WHAT YOU DO IS ESSENTIAL TO LEADERSHIP.

director of the NYBGH. And in New
York, "employers and doctors have
never communicated before," she said,
because the health plans they use act
as intermediaries.

The task force's goal is to find out
“"what could we do that would not
dramatically increase costs but would
make life dramatically better for doc-
tors, patients and the people who pay
the bills, the employers,"” said Dr.
Bernard Schayes, a primary care
physician in New York and a member
of the task foree.

Dr. Schayes said he became in-
volved because physicians are "pretty
much fed up with the way health care
has evolved.”

Just getting all three groups togeth-
er was an accomplishment-especially
physicians and health plan represen-
tatives, said a benefit manager in-

volved with the talks who asked not to
be identified. "They're probably oil
and water in this whole scenario,” the
benefit manager said.

The first few meetings served as
"venting sessions" for the employers
and physicians, but since then the dis-
cussions have been very productive,
said Dr. Marjorie Schulman, senior
medical director for New York City
and Long Island at Aetna US. Health-
care Inc. in New York.

So far, the task force is focusing on:

< Improving the dialogue between
the thme stakeholders in the system.

» Simplifying the managed care
process and improving efficiency
through technology, such as online re-
ferral approval and electronic access
to prescription drug formularies.

« Educating patients to make them
better consumers.

Initially, the task force only consist-
ed of employers and physicians. But,
after a few meetings, they all realized
that health plans had to be included.
The talks have now turned toward

- getting input from the doctors about

what they think is wrong with the sys-
tem, then having the employers and
health plans work to resolve these
problems. The doctors think employ-
ers have more clout with the plans be-
cause employers pay the bills and
therefore can push for changes that
the physicians cannot get.

"Employers are trying to take a
more active role" in changing the cost
trend, Ms. Pickering said.

Many employers "feel they are look-
ing to change the trend of 8% to 10%
increases they are getting, and there

has got to be a better way to do this,"
she said.

THE BELIEF THAT ANYTHING IS POSSIBLE AND THE AUDACITY

TO TACKLE WHAT CONVENTIONAL WISDOM SAYS CAN'T BE DONE.

THAT'S THE SPIRIT YOU'LL FIND AT FIREMAN'S FUND McGEE

MARINE UNDERWRITERS. OUR PEOPLE LOVE WHAT THEY DO.

THEY ARE DEVOTED TO THEIR CRAFT AND ATTACK EACH

CHALLENGE WITH AN UNCOMMON LEVEL OF INTELLECTUAL ENTHUSIASM

AND VITALITY. AN ATTITUDE THAT TRANSLATES TO THE KIND

OF FRESH, IMAGINATIVE SOLUTIONS THE TIMES DEMAND.

CALL US AT 1-800-235-6029.

LEADING THE NEXT GENERATION OF MARINE INSURERS.

The original group of doctors and
employers fir5t met in the fall of 1999
with five employers. Since then, five
health plans have joined the discus-
sions, including Aetna U.S. Health-
care, PHS Health Plans, United-
Healthcare, CIGNA Corp. and Empire
Blue Cross & Blue Shield. Employers
now taking part in the discussions in-
clude Verizon, the City of New York
and the law firm of Skadden, Arps,
Slate, Meagher & Flom L.L.P.

The three-way talks have been in-
formative for all sides. "Since they
don't communicate, they often don't
understand each other's positions,"
Ms. Pickering said.

For example, the doctors did not un-
derstand why the employers offered so
many different plans to their employ-
ees. Meanwhile, employers wanted to
know why the doctors so often criti-
cized managed care plans when
speaking to their patients, Ms. Picker-
ing said.

"We all agreed that managed care is
a work in progress," Dr. Schulman of
Aetna said.

From the physicians, the group
heard that because of the paperwork
required by managed care plans and
the low reimbursement rate, many
middle-aged doctors have quit their
practices, Dr. Schayes said. To correct
this, the health maintenance organiza-
tions need to pay doctors more, he
said.

"If you don't reimburse us, we can't
afford to keep our offices," he said.
This added money could come both
from higher reimbursement and from
less paperwork that allows doctors to
cut costs and staff who deal with this
paperwork.

A big example, Dr. Schayes noted, is
paperwork associated with referrals to
specialists. Since virtually all patient
referrals are approved, the paperwork
is "nonsense" and only drives up costs,
he said. By working with health plans
to eliminate the extra paperwork,
quality would improve and costs
would drop, he said. Dr. Schayes said
he has one staff person solely devoted
to handling the paperwork for refer-
rals.

The referral procedures made sense
when HMOs first took hold in the ear-
ly 1990s/but Ithink today it has no
rationale,"” he said.

"You can't just put more money in
the system. You have to find where
economies" exist, he said.

Dr. Schulman said Aetna wants to
address problems with the referral
process both in New York and else-
where. The dialogue helped the com-
pany learn that "the refemal process is
a reallightning rod,"” she said.

For now, the task force is looking at
the areas where doctors have indicat-
ed unhappiness with the system. Early
next year, the members plan to bring
together focus groups of physicians
"to confirm what the problems are
with a broader group of physicians,"
Ms. Pickering said.

On the other hand, Dr. Schulman
said she learned from the talks how
badly employers have been squeezed
by the tight job market and how much
trouble they have cutting health care
costs because it could upset their
workers.

For now, while the talks are still at
the theory stage, agreement is not dif-
ficult, Ms. Pickering said. But this
could change when the talk turns to
action and money becomes a big issue.
At that point, the participants' differ-
ences could show, she noted.

At the moment, the biggest obstacle
will be turning talk into action, the
benefit manager said. But after one is-
sue gets resolved, further accomplish-
ments will be easier.

"Jumping the first hurdle is always
the hardest," the benefit manager said.
"After that, we will be able to sail

through several of these issues."” 51
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Scope of regulatory authority at iIss'ue In case

By MARK A. HOFMANN

WASHINGTON-The Supreme
Court will decide a case that, at first
glance, appeans strictly for the birds.

Solid Waste Agencti of Northern
Cook County vs. U.S. Anny Co,ps of
Engineers-which was argued before
the Supreme Court last week-re-
volves around whether the Corps of
Engineers may assert jurisdiction over
certain intrastate waters because the
waters sen*-or have the potential to
serve--as habitat for migratory birds.
Some employer groups, however, see
its impact as extending far beyond a
few acres of would-be landfill near
Chicago.

"The bigger question here is the au-
thority of the federal government to
regulate in areas where the states
should have more authority or sole au-
thority. In a lot of issues, like environ-
mental issues especially, businesses
have a better stake in dealing with
their local or state regulators than fed-
eral regulators,” said Glenn Lammi,
chief counsel of the Washington Legal
Foundation. The WLF, which handles
litigation on free-market issues, filed
an amicus brief in the case.

The question in the case is whether
the Constitution's commerce clause
and the Clean Water Act give the
Army Corps of Engineem the authori-
ty to regulate isolated intrastate wet-
lands. The case began in the mid 1980s
when the Solid Waste Agency of
Northern Cook County, a group of 23
local governments, began negotiations
to buy a 533-acre tract straddling
northwestern Cook County and
neighboring Kane County to use as a

© 2000. Patent pending

lanrlfill. The site, which includes a for-
mer strip mine, contains some wet-
lands, 17.6 acres of which would be
filled in. The wetlands aren't naviga-
ble, and they aren't connected to any
navigable or interstate waters. The
Clean Water Act covers navigable wa-
ters.

After initially claiming that it had
no jurisdiction over apprnval of the
site, the corps denied the permit for
the landfillin 1994, citing the presence
of several species of migratoly birds at
the site. The corps had adopted a mi-
gratory bird rule without congression-
al action in 1986, and it has held that
the rule allows the corps to claim ju-
risdiction over any waters that are
used by migratory birds.

The lllinois agency filed suit, but
both a federal district court and the
7th U.S. Circuit Court of Appeals sid-
ed with the corps In its 1999 decision,
the appeals court said that the com-
merce clause-which gives Congress
the right to regulate interstate com-
merce-applies to the case, because
millions of people spend a total of
more than $1 billion annually in activ-
ities-ranging from bird watching to
hunting-that involve migratory
birds. The Cook County agency ap-
pealed to the Supreme Court.

Last week's arguments included
heated exchanges over the meaning of
"navigable waters," with Associate
Justice John Paul Stevens at one point
asking Timothy Bishop, the attorney
who represented the solid waste agen-
cy, whether a body of water that could
support a rowboat would be consid-
ered navigable. Associate Justice
Stephen Breyer asked whether the

government could regulate isolated
bodies of water where mosquitoes car-
rying the West Nile virus breed. At
one point. Mr, Bishop-a partner in
the Chicago law firm of Mayer, Brown
& Platt-noted that the Founding Fa-
thers never intended the federal gov-
ernment to have jurisdiction over ev-
ery problem.

SVLWIRMES

——a

\

Deputy Solicitor General Lawrence
Wallace came under pointed ques-
tioning as well, once again in regard to
the meaning of "navigable waters." At
one point, Mr. Wallace drew a sharp
rebuke for attempting to answer a jus-
tice's question before the question was
completed. "If a justice asks you a
question, | suggest you remain quiet
until he finishes," admonished Chief
Justice William Rehnquist.

In an impromptu press conference
after the arguments, Mr. Bishop said
that if the government can regulate
any body of water because a migrato-
ry bird lands there, then it can regu-
late every tree as well.

That sentiment echoed those of the
U.S. Chamber of Commerce in a brief
filed in support of the lllinois agency.

In its brief, the Chamber argued

that the case "does not challenge the
power of federal agencies to regUate
activities that cause the polluticn of
interstate waterways, their tributaries
or adjacent wetlands." Congress has
"ample authority" over "truly inter-
state and commercial problems,’ the
Chamber's brief says.

"The case instead presents the cues-
tion whether the federal government
may set land-use policy for 17.6 acres
of hydrologically isolated wetlands,
whose only connection with interstate
commelte is the fact that they are ac-
tual or potential landing zones for mi-
grating birds, Under the 'migratory
bird interpretation' of the U.S. Army
Corps of Engineers, the answer tothat
question is an emphatic yes that puts
the federal government in the leading
role in land-use decision-making for,
not just this isolated plot, but every
'damp depression' in the nation. The
migratory bird interpretation threat-
ens to impose Army jurisdiction over
every backyard in the United States,"
the brief says.

"The scope of the commerce clause
is important, and the reach of these
agencies that regulate environmental
matters, be they EPA and the Army
Corps of Engineers, coming up with
these incredible jurisdictional stretch-
es, like 'If a bird lands on it, wE can
regulate it," said Robin Conrad, se-
nior vp of the National Chamber Lili-
gation Center Inc., which handles liti-
gation for the U.S. Chamber.

"It's also that they're saying this has
a connection to interstate commerce.
What better group than the U.S.
Chamber to stand up and say, 'Com-
mere is commerce, but this is ridicu-

lous'? It is sort of the paradigm of reg-
ulatory overreaching,"” Ms. Conrad
said.

Last week's arguments in the wet-
lands case marked the beginning of an
unusual streak of activity in terms of
cases of interest to employers.

On Nov. 6, the justices will hear ar-
guments in Circuit City Stores vs.
Adams, which involves the use of
binding arbitration agreements as a
condition of employment.

The court will take on another ex-
ample of what some employer groups
regard as regulatory oven-each on
Nov. 7, when the justices consider
American Tnicking Assns. Inc. us.
Browner and Broumer vs. American
Trucking Assns. Inc. In these paired
cases, the justices will decide whether
the Clean Air Act requires the Envi-
ronmental Protection Agency to ig-
nore all other factors except the im-
pact on health of air pollutants when
setting nationwide air quality stan-
dards. "ATA is a little different, be-
cause it deals with the ability of agen-
cies to regulate if Congress hasn't giv-
en them clear direction,” said Mr.
Lammi of the Washington Legal
Foundation.

On Nov. 8, the justices will revisit
the question of how broadly the Em-
ployee Retirement Income Security
Act pre-empts state law, as they listen
to arguments in Egethoff vs Egethof
which revolves around a complicated
estate dispute involving the deceased's
most-recent ex-wife and his children
from an earlier marriage. At stake are
the proceeds from an employer-pro-
vided life insurance policy and pen-
sion plan. /21
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Many firms show gains in first nine months of 2000

The following roundup of nine-

I month results reports was com-

pited from items that originally
were

daity news postings at

www.businessinsurance.com.

American International

Group Inc.

NEW YORK-American Inter-
national Group Inc.'s net income
was $4.14 billion in the first nine
months of 2000, a 10.6% increase
over the same period last year.

The company's gross revenues
increased 12.8% to $33.46 billion.

The increase in revenues was in
part due to increased premiums
from property/casualty business,
AIG Chairman and Chief Execu-
tive Officer Maurice R. Greenberg
said in a statement.

"IN the domestic commercial
property/casualty marketplace,
we are seeing a continuation of
rate increases for many classes of
business. We have every reason to
believe that this momentum will

continue,” Mr. Greenberg said.

Chubb Corp.

WARREN, N.J.-Dramattically
lower catastrophe losses and ris-
ing rates helped Chubb Corp. post
a 19.4% increase in net income for
the first nine months of this year
to $546.2 million.

Althozigh Chubb suffered $135
million in catastrophe losses that
added 9.4 percentage points to its

combined ratio in last year's third
quarter, cat losses amounted to
only $8 million, or 0.5 percentage
points, in this year's third quarter,
the company reported. Chubb's
nine-month combined ratio this
yvear is 99.9%6, compared with
103.49%0 for the same period in
1999.

Overall, net written premiums
for the first nine months expand-
ed 10% to $4.73 billion.

Total operating income for the
first nine months rose 27.32%26 to
$515.2 mi

recorded investment gains, in-

Chubb also

ion.

cluding gains on the third-quarter
sale of its 5026 interest in Associ-
ated Aviation Underwriters Inc.
"Overall premium growth was
outstanding, reflecting both new

business and higher rates,” Chubb
Chairman and Chief Executive

Officer Dean R. O'Hare said in a
statement. "We see the industry
environment continuing to favor
rate increases, and that bodes well
for continued premium growth.
"Comparisons with last year's
third quarter were helped sub-
stantially by the near-total ab-
sence of catastrophe losses this
year compared with heavy catas-
trophe losses last year, mostly re-
lated to claims from Hurricane

Floyd,"” Mr. O'Hare added.

Hilb, Rogal & Hamilton Co.

GLEN ALLEN, Va.-A contin-
ued focus on producer productivity
and operating efficiencies, coupled
with acquisitions and modest pre-

mium increases, gave rise to an
18.5%06 rise in commiission and fee

revenues at Hilb, Rogal & Hamil-
ton Co. for the first nine months of
2000.

Commissions and fees increased
to $191.4 million, while total rev-
enues, including investment and
other income, improved 15.8%, to
$195.0 million, compared to the
same nine-month period in 1999.
Net income rose 8.7% to $17.8 mil-
lion.

The third quarter marks the first
time that results for the compara-
tive 1999 period fully reflect
HRH's acquisition of American
Phoenix Corp., which closed in
May 1999.

During the third quarter, HRH
acquired two agencies: San Diego-
based Red Hawk Insurance Ser-
vices; and Shelton, Conn.-based
Thomas M. Murphy & Associates.
In October, HRH acquired Insur-
ance One Inc., a full-service insur-
ance agency based in Rockville,
Mmd.

INn a statement, Chairman and
Chief Executive Officer Andrew L.
Rogal said that the broker will
continue t6 explore additional op-
portunities for acquisitions in the

months ahead.

"Carefully selected acquisitions
of middle-market commercial in-
surance brokerage firms continue
to provide us with opportunities to
build our presence in existing mar-
kets, open new geographic territo-
ries, expand specialty lines, and
apply our operating model to a
larger base,” Mr. Rogal said.

Kaiser Foundation
Health Plan Inc.

OAKLAND, Calif.-Kaiser
Foundation Health Plan Inc.
Kaiser Foundation Hospitals Inc.
and their subsidiaries expect to
end the year on a profitable note
after three years of losses.

The losses wer6 the first in the
organization's nearly 60-year hi's-
tory, a spokeswoman said. "Since
then, we have embarked on a
turnaround, and we hope it will

never happen again,” she said.
Kaiser's changes included shed-
ding underperforming operations
in the Eastern United Szates.

Kaiser's net income for the nine
months that ended Sept. 30 soared
to $479 million, compared wi th
$81 million for the same period in
1999. Operating revenue grew
about 4%, to $13.1 billion. Kaiser
reported.

“"We continue to make signifi-
cant progress in our turnaround
effort," Kaiser President Date
Crandall said in a statement.
"However, we must continue our
vigilance on our path to fiscal re-
covery. Although we are a not-
for-profit organization, we need
to generate enough income co
meet the large investment and
capital requirements for our long-
term sustainability.”

Kaiser Permanente is the brand
name for the parent of Kaisef
Foundation Health Plan Inc. and
Kaiser Foundation Hospitals. Tile

integrated health care progra m
serves 8.1 million members in 11

NEXXT=

states and the District of

Columbia.

Kaye Group Inc.

NEW YORK-New business,
high retention rates and a firming
pricing environment contributed
to Kaye Group Inc.'s 10.2% rise in
brokerage revenues for 1 he first
nine months of 2000, to $31.3 mit-

lion.

Total revenues at the New
York-based broker, which include
underwriting and investment jn-
come, rose 13%, to $57.0 mi]lion,
over the comparable period in
1999. Net income jumped 32.396,
to $6.9 million.

INn a statement, Kaye Chairman
and Chief Executive Officer Bruce
D. Guthart said that much of. the
broker s new business is coming

from its wholesale operations.
Mr. Guthart also noted that

“"the trend toward more-rational
pricing of property/casualty cor-
erages appears to be taking hold

among many classes of business."
Mr. Guthart called the trend ' en-

couraging for future growt]11."
Aceording to Business Insur-
ance's annual broker rankings,

Kaye Group was the 30th-largest
broker of U.S. business. with

$47.2 million in 1999 brokerage
revenues (BIl, July 17).

Marsh & McLennan Cos. Inc.

NEW YORK-Marsh & Mc Len-
nan Cos. Inc.'s revenues for the

See Results on nert page
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first nine months of 2000 rose to
$7.68 billion, a 13% increase over
the same period last year.

Profits for New York-based
Marsh & McLennan increased 22%
to $895 million.

Revenues at the company's insur-
ance brokerage unit, Marsh Inc.,
grew 5.2% to $3.58 billion. The bro-
kerage unit's operating profits in-
creased 15.5% to $728 million.

Marsh & MeLennan's consulting
unit, Mercer Consulting Group Inc.,
reported revenues of $1.59 billion, a
9.7% increase. Operating profits in-
creased 21.3% to $233 million.

Putnam Investments Inc., Marsh
& MeLennan's investment manage-
ment company, was the best-per-
forming operation. Putnam's rev-
enues increased 27.5% in the nine
months to $2.5 billion, while operat-
ing profits increased 25.9% to $793

million.

Oxford Health Plans Inc.

TRUMBULL, Conn.-Oxford

Health Plans Inc. reported revenues
of $3.07 billion for the first nine
months of 2000, a decrease of 2.9%
from the comparable period last

year.
Net income for the nine-month

period, however, increased 705.8%
to $146.4 million, boosted in part by
third-quarter profits of $80.6 mil-
lion.

Dr. Norman C. Payson, chairman
and chief executive officer of Trum-
bull, Conn.-based Oxford, attribut-
ed the third-quarter income gain to
Oxford's success in working with

© 2000. Patent pending.

physicians to achieve better-than-
expected health care costs, as well

as improvements in operations and
administrative costs.

SAFECO Corp.

SEATTLE-A strong third quar-
ter could not turn around SAFECO
Corp.'s results for the first nine
months this year, which means the
insurer will boost commercial and
personal insurance rates sooner
than planned.

SAFECO reported $45.5 million
of net income during the third quar-
ter, a nearly threefold increase from
the $16.1 million reported for the
same period last year. For the first
three quarters, though, SAFECO re-
ported $104.4 million of net income,

a nearly 50% decrease from the first
nine months of 1999.

SAFECO's total revenues in 2000
have increased marginally. For the
first nine months, revenues grew
4.7% to more than $5.43 billion.
Third-quarter revenues this year
were nearly $1.78 billion, a 2% in-
crease from last year's third quarter.

"Even though our profits are up
from the third quarter a year ago,
we were expecting more progress by
this time," said Roger H. Eigsti,
chairman and chief operating offi-
cer of the Seattle-based insurer.

"While performance of personal
auto and small-business insurance
met our expectations for the quar-
ter, our other major property and
casualty lines did not fare as well,"
Mr. Eigsti said. SAFECO reported
higher-than-expected losses in com-
mercial auto and workers compen-
sation insurance for large business-
es

Boh Dickey, president and chief

operating officer, stressed that the
insurer is focusing on improving
profits and expects bet-er under-
writing results over the next several
quarters.

"We're increasing pric-es-ahead
of schedule-on almost all property
and casualty products. These in-
creases are starting to be reflected in
our earned premium volume," Mr.
Dickey said.

SAFECO is boosting rases 15%,
on average, for large-business risks,
including workers compensation
policies. The insurer is raising rates
14%, on average, for small-business

insurance.

UnitedHealth Group

MINNEAPCLIS-UnitedHealth
G.roup reported a 7.7% increase in
:otal revenues fcr the first nine
months of 2000, to $15.7 billion,

while net earnings rose 28.0% to
S326 million.

INn a s:atemen:. Chairman and
Chief Executive C fficer Dr. William
WwW. MeGuire attnbuted the MIn-
neapolis-based h=alth care giant's
s=rong results to its broad product
-, fferings and use -i technology.

Motorola workers

"The strength and consistency of
results across our business segments
reflect :ccelerating growth as the
marketglace responds to our seg-
ments' troad-based product offer-
ings, ouB effective and practical ap-
plicatior. of information technology

and our focus on excellence in con-

sumer and prcvider service," Dr.
McGuire said.

According to UnitedHealth
Group, its commercial health bene-
fit business increased the number of
people serviced in continuing mar-
ket segments by a total of 1.2 million
people in the last 12 months. 211

embrace

new hybrid pension plan

By ARLEEN JACOBIUS

Crain News Service

SCHAUMBURG, Ill.--Close to
60% of Motorola Inc.'s 72,000 em-
ployees opted to join the compa-
ny's new portable, hybrid defined
benefit pension plan.

The res: will stay in the compa-
ny's $3.4 billion traditional plan.

When the one-time defined ben-
efit plan choice went into effect
July 1, Motorola executives also
selected a new recordkeelzer for its
$6.4 billion 401(k) profit sharing
plan and managers for that plan's
five new investment options from
its group of 12 existing managers:
said Sheila Forsberg, dizector of
global re.irement benefits strategy
for the Schaumburg, lll.-based

company

The investment managers over-
see the assets in both the 401(k)
and defined banefit plans, she said.

Northern Trust Corp, which
manages the indzx investments in
Motorola's pest-n plans and v:as
rustee for -.he defined benefit
plan, was selted to provide ad-
ministration and recordkeeping
for all of the plan s.

Motorola's new portable defined
benefit plan is E pension equity
plan, a hybrid offering a lump-sim
payment tha-. can be taken when
an employee -ear-es Motorola. Em-
ployees who worked for Motorola
before July 1, 1999, had a one-time
choice betw€en the existing de-
fined benefit plan and the new
portable plan. rhose who were
hired after that Gate, or who failed
to choose, were enrolled in the

portable plan. The portable plan
became effective July 1.

The traditional defined benefit
plan was frozen as of June 30, Ms.
Forsberg said. Employees' accrued
benefit _n that olan as of June 30-
and an> benefit under the Supple-
mentary Contributory Retirement
Plan, a plan t) which employees
made voluntary contributions un-
til Dec. 31, 1977-were added to
their banefits earned under the
portable pension plan, she said.

"Quite a few older individuals in
their mid- to late 60s requested the
portable plan,-' so that they could
get lump-sum, distributions, Ms
Forsberg said That feature will
make the portable plan a bit more
expensive for Motorola, Ms. Fors-
berg said.

See Hybrid on next page
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The new defined contribution
investments-all separate ac-
counts-more than double the
number of options in the plan’'s
menu of investments to nine from
four, she said.

The investment options added to
the 401(k) plan July 1 were: long-
term indexed bond; international
indexed equity; midcap indexed
equity and small-cap indexed eq-
uity funds, all managed by North-
ern Trus:; and a balanced fund run
by all 12 investment managers.

The remaining lineup of invest-
ment managers is the same. The
equity -investment managers are:
Jennison Associates L.L.C. and
Ark Asset Management Co. Inc.,
both of New York; Lincoln Capital
Management and Northern Trust,
Chicago; and The Boston Co. Asset
Management Inc. and Indepen-
dence Associates,
Boston. The fixed-income man-

Investment

agers are Harris Investment Man-
agement and Stein Roe & Farnham
Inc., both of Chicago; Scudder
Kemper Investments Inc., Boston;
and Weiss Peck & Greer L.L.C.,
New York.

The existing investments in the
401(k) plan are a large-cap equity
index fund run by Northern Trust;
a balanced fund run by all 12 man-
agers; a short-term bond portfolio
managed by Scudder Kemper,
Stein Roe and Weiss Peck; and
Motorola stock, Ms. Forsberg said.

To prepare the employees for
making the choice between the de-

fined benefit plans, the company
hired Arthur Andersen's Human

Capital practice to run a five-
month employee education pro-
gram, Ms. Forsberg said.

The education campaign includ-
ed 1,300 seminars at Motorola's
U.S. offices, a personalized benefit
statement, help-line counseling,

and an online tool allowing em-
ployees to model the differences
between the two defined benefit
plans, she said.

"We got real nice thank yous
from employees," she said. "They
were pleased with so much infor-
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mation and in so many different
forms."”

Those who used the online mod-
eling tool liked it. However, em-
ployees needed to have the right
computer browser in order to ac-
cess it, Ms. Forsberg said. A

Northern Trust Web site for Mo-

torola employees will be launched
Dec. 1.

Arleen Jacobius is a reporter for
Pensions & Investments, a sister
publication of Business Insurance.
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DATEBOOK

NOVEMBER

NOV. 12-15. Society of Insurance Re-
search 30th Annual Conference in San
Antonio. S.I.R., 691 Crossfire Ridge, Mariel-
ta, Ga. 30064; 770-426-9270; 770-426-
9298; stanhopp@mindsoring. com;

www.simet.org.

NOV. 13. Insuring the E-Commerce Ac-
count Workshop in Altamonte Springs,
Fla., sponsored by the CPCU Society; $99
for members and $114 for non-members.
John Kelly, 800-932-2728, ext. 2773;
www.cpcusocieS/.0/9

NOV. 13-14. National Business Coalition
on Health Conference in Washington.
$600 for members and $670 for non-
members. NBCH, Office of Meeting

Management, 1 Bridge Plaza, Suite 350,
Fort Lee, N.J. 07024; 800642-2515.

NOV. 13-15. World Captive and
Alternative Risk Financing Forum in Palm
Beach Gardens, Fla., sponsored by
Business Insurance, Skandiw
SINSER and Tillinghast-Towers Perrin;
$975 for members and $1,250 for non-
members. World Captive Forum; 952-928-
4653; fax: 952-929-1318; www.
capave.com/caom,eforum

NOV. 13-16. 20th International Risk
Management Institute Construction Risk
Conference in Atlanta; $835. Jennifer R.
Hill, IRMI, 12222 Merit D,ive, Suite 1450,
Dallas, Texas 75251; www imli. com.

NOV. 14. Critical Healthcare Issues
Facing Employers Seminar in Brookfield,
Ws., sponsored bytheW,sconsin division of
the Self-Insurance Institute of America Inc.;
$95 for members and $125 for non-
members. SIIA, P.O. Bcx 15466, Santa
Ana, Calif. 92735-0466: 800-851-7789;
WwW.Sim.0/g

© 2000. Potent pending

NOV. 14. The Commercial Account
Wolloshop in Fort Wayne, Ind, sponsored
by the CPCU Society; $105 for members
and $115 for non-members. John Kelly,
800-932-2728, ext. 2773;
Www. cpcusocty. 0,9

NOV. 1446. Cambridge Fourth Annual
Reinsurance and Runoff Symposium in
Philadelphia, sponsored by Cambridge
Integrated Services Group; $250, Kelley
Coleman 8 Centre Dr., Jamesburg, N.J.
08831; 609-655-8383; fax: 609-655-0503

NOV. 15. Independent Insurance Agents
of Connecticut Midyear Convention in
Plantsville, Conn, $95 for members and
$150 for non-members. IIAC, 30 Jordan
Lane, Wethersfield, Conn. 06109; 860-563-
1950; fax 860-563-6730.

NOV. 15. Managing the Crime Loss
Exposures Workshop in Chicago,
sponsored by the Insurance School of
Chicago, $125. ISC, 330 S Wells St, Suite
300, Chicago, 111. 60606; 312427-2520; fax:
312427-8528.

NOV. 16. Personal and Commercial
Lines Seminar in Chicago, sponsored by
the Insurance School of Chicago; $125. ISC,
330 S. Wells St., Suite 300, Chicago, 111.
60606; 312427-2520; fax: 312-427-8528.

NOV. 16-17. Third Annual
Property/Casualty Claims Congress in
New Orleans, sponsored by Mitratech and
Law Audit Services; $1,495. Conference
Administration, Global Business Research
Ltd., 510 Sacramento St., Nevada City,
Calif. 95959; 800-868-7188; fax: 530-478-

1773

NOV. 17-18. 2000 West Regional
Conference in San Jose, Calif., sponsored
by Agency Management Systems Users'
Group; 5299 for members and $399 for non-
members. AMS Users' Group, 8615
Freeport Parkway, Suite 250, living, Texas
75063; 972-929-8803; fax: 972-915-2163;

WWW.amsug.org.

NOV. 19-22. Assn. of Risk & Insurance
Managers of Australasia Conference in

Sydney, Austrafa. Intermedia Convention &
Event Management. P.O. Box 1280, Milton
QLD, 4064 Australia; 61-7-3369-0477;

www.anma.corn.au

NOV. 21. Certificates of Insurance
Workshop in Chicago, sponsored by the
Insurance School of Chicago; $95 ISC, 330
S. Wells St., Suite 300, Chicago, 111. 60606;
312427-2520; fax: 312-427-8528

NOV. 27 Annuity Basics Training Course
in Wethersfield, Conn., sponsored by the
Indepencent Insurance Agents of
Connedcut $55 for members; $80 for non-
members. IIAC, 30 Jordan Lane,
Wethersf,eld, Conn. 06109; 860-563-1950;
fax: 860-5636730.

NOYV. 29. Overview of Commercial

Property Casualty Insurance Seminar in
Chicago, sponsored by the Insurance
School of Chicago; $125. ISC, 330 S. Wells
St., Suite 300, Chicago, 111. 60606; 312427-
2520; fax 312-427-8528

NOV. 29. Safety, Prevention, Cost
Control and Workers Compensation in
lllinois Seminar in Chicago, sponsored by
Lorman Education Services; $219. LES,
P.O. B0):509, Eau Claire, Wis. 51702-0509,
715-833-3959; fax: 715-833-3953;

www.lonnan.corn.

NOV. 29-30. Information Privacy and
Security for E-Healthcare Conference in
New Orleans, sponsored by International
Quality & Produdivity Center; $1:599. IQPC,
150 Gove Road, P.O. Box 401, Uttle Falls,
N.J. 0742-0401; 800-882-8684; fax: 973-
256-0205.

NOV. 30. Commercial General Liability
Insurance Workshop in Chicago,
sponso-ed by the Insurance School of
Chicago, $125. ISC, 330 S. Wells St, Sulle
300, Chicago, Ill. 60606; 312-427-2520; fax:
312-427-8528.

NOV. 30. Understanding Marine
Insurance Workshop in Chicago,
sponsored by the Insurance School of
Chicago; $125. ISC, 330 S. Wells St, Suite
300, Chicago, 111.60606. 312427-2520; fax:

312-427-8528

DECEMBER

DEC. 1. Time Management in Insurance
and Risk Management Workshop n
Chicago, sponsored by the Insurance
School of Chicago, $95. ISC, 330 S. Wells
St., Suite 300, Chicago, Ill. 60606; 312-427-
2520; fax: 312-427-8528

DEC. 24. National Assn. of Insurance
Commissioners Winter Meeting in
Boston; $450 for non-regulators. Miriam
Hennosy, 2301 McGee St., Suite 800,
Kansas City, Mo. 64108; 816-783-8101.

DEC. 5,8.12th Annual National Forum on
Quality Improvement in Health Care in
San Francisco, sponsored by Institute for
Healthcare Improvement; $895. IHI, 135
Francis St., Boston, Mass. 02215; 888-320-
6937; www. ihi. org.

DEC. 6. Introduction to the Insurance
Industry Seminar in Chicago, sponsored
by the Insurance School of Chicago; $125.
ISC, 330 S Wells St, Suite 300, Chicago 111.
60606; 312427-2520; fax: 312-427-8528

DEC. 6-9. Certified Risk Manager Desig-
nation Courses in Costa Mesa, Calif.,
sponsored by Certified Risk Managers Inter-
national; $395 per course. CRM, P.O. Box
27027, Austin, Texas 78755-2027; 800633~
2165,512-343-2167; www.sac.com.

DEC. 11-12. Life Insurance Compliance
Forum in Washington, D.C., sponsored by
the Institute for International Research;
$1,995.1IR, 708 Third Ave., Fourth Floor,
New York, NY. 10017; 941-951-7885; fax:
941-365-2507; www.i/7-ny.com.

DEC. 19. Business Income Insurance
Comprehensive Review Workshop in
Chicago, sponsored by the Insurance
School of Chicago; $125. ISC, 330 S. Wells
St, Suite 300, Chicago, 111. 60606; 312427-
2520; fax: 312-427-8528.

JANUARY

JAN. 9. Florida Long-Term Care

Symposium in Fort Lauderdale, Fla.,
sponsored by the American Assn. for Long-
Term Care Insurance; $120 for members
and $140 for non-members AALTCI, 4165
E Thousand Oaks Blvd., Suite 335,
Westlake Village, Calif. 91362; 888-599-
5997.

JAN. 29-30. XML for Insurance
Conference in New York, sponsored by
Marcus Evans; $2,295. Jill Faulkner, 303 E.
Wacker, Chicago, 111. 60601; 312-894-6392;

fax: 312-894-6390.

JAN. 29-30. Financial Convergence
Conference in New York, sponsored by
Marcus Evans; $3,995. Jill Faulkner, 303 E
Wacker, Chicago, Ill. 60601; 312-894-6392;
fax: 312-894-6390

FEBRUARY

FEB. 14-16. Second Annual Windstorm
Insurance Conference in Orlando, Fla.,
sponsored by Windstorm Insurance
Network; $225 for members and $275 for
non-members. WIND, P.O. Box 30486,
Pensacola, Fla. 32503-1486; 850-469-
9052; fax: 8504352949.

The Datebook is compiled *om notices
sent to Business Insurance. Notices for
meetmgs should be sent at least eight
weeks m advance to Datebook, Business
Insumnce, 740 N. Rush St., Chicago, llt.
60611-2590. Please include the cost, if
any, to attend the meeting and
mfonnation on registration for interested
readels. Business Insurance reserves the
right to select those meetings of greatest
interest to its readers and cannot
guamntee that notices will be printed.

Datebook listings also are available on

the World Wide Web at www.business

insurance.com.
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partments, with payment and insur-
ance obligations strictly enforced.
Sound workers compensation ju-
risprudence imposes a financial obli-
gation on an employer only where the
injuly meets the legal test of work cau-
sation.

It provides all reasonable and neces-
sary medical treatment for work-re-
lated injuries and diseases, without co-
pays and deductibles and without lim-
itation in duration or amount; and
benefits formplacement of lost wages,
until the employee is able to return to
work, sometimes for life.

Because the proposed ergonomics
standard does not limit compensation
to injuries proven to arise out of and in
the course of employment (as defined
under each state's workers compensa-
tion law), employers whose liability
for workplace injuries is limited to the
obligations under workers compensa-

tion statutes would be subject to new
and uncertain liability for medical and
wage replacement benefits mandated
by the standard.

In addition, the proposed standard
obligates employers to payment of full
salary and benefits, which is inconsis-
tent with payments provided under
workers' compensation. The higher
OSHA payment is not only a larger di-
rect expenditure, it also inflates com-
pensation costs by thwarting return to
work incentives built into the workers*
compensation benefit design.

The Congress was correct in passing
the Enzi/Northrup amendment to prc»
hibit OSHA from racing to implement
the ergonomics rule. Employers and
workers can only hope that prohibi-
tion is retained in the final bill. Other-
wise, the 100 years that states have
spent refining the nation's oldest social
insurance program will be wrecked in
60 days, the amount of time allowed

for implementation of the radical
changes imposed by the federal er-
gonomics rule.

Robert E. Vagley

President

American Insurance Assn.

Washington

To the editor: The recent ramblings
of OSHA's Charles Jeffress in an Oct.
23 Perspective article makes one won-
der if anyone is really at home when he
talks about ergonomics and his drive
to get his OSHA ergonomics standard
passed.

Corporations for years have been
addressing these safety issues without
government mandatory oversight and
promulgated standards. If Mr. Jeffress
wanted to truly help businesses in this
area he would be offeling more train-
ing and consultation to companies, not
ramming some ill-thought standard

down our throats.

RMIS directory deadline approaches

Business Insurance will publish
its annual directory of risk manage-
ment information systems in the
Dec. 4 issue.

The issue will include a Spotlight
Report feature on risk management
technology solutions.

The directory is published as an
editorial service, and there is no

charge to be included. Companies
must simply submit a completed
questionnaire by the extended
deadline of Nov. 15.

To be listed ill the directory, your
company must produce risk man-
agement software products for risk
management personnel on a stand-
alone basis; i.e., not bundled with

computing hardware or any other
services.

If your company provides these
services and you have not yet re-
ceived a questionnaire, please re-
quest one by contacting Assistant
Directory Editor Michel Schwartz
at 312-649-5313; mschwartz@crain.

com.
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Mr. Jeffress conveniently fails to
mention that his new standard would
require employers to pay 100% in
workers compensation for ergonomic
related injuries. So the employee who
has his leg amputated by a machine at
work only receives 66.66% of their
salary, while the company clerk who
develops CTI) gets to stay at home
with 100% workers comp pay. Hello?

Mr. Jeffress also fails to mention the
fact that OSHA paid $10,000 for sup-
porters of the OSHA ergonomics stan-
darci to attend congressional hearings,

while the very businesses he says he
wants to help save money for, were left
paying their own way (Bl, Aug. 14).
Anybody home?

OSHA needs to offer help, assis-
tance and positive consulting efforts
before issuing edicts that will drive
costs up.

Lance J. Ewing

Senior Director

INnsurance & Loss Prevention
GES Exposition Services &
Exhibit Group

Giltspur, Nev.

LITIGATION MANAGEMENT

9 he insurance industry is looking at |itigation

U management in a whole new way.
One Ihat provides greater accountability, manage
ability and, ultimately, profitability. All without the
liability now associated with third-parly reviewers.
It is called, simply, Visibillity

This unigue online system, using

proprietary ASP technology, empowers both
insurers and their counsel to more clearly see

and proactively control litigated claims,

From claims set-ip to budget preparation and
even real-time b Il-to-budget review.
For complete information on how
Visibillily can help cut costs, improve productivity,
and enhance the overall client-counsel relationship,
please call 888-989-7860, or contact us via
e-mail at info@visibillity.com.
-.visibillily.com

V.11 SHIETY -

The power to see your business clearly.
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Renewals

trying to rebuild their balance
sheets,"” he said

Contznued from page 2
writers also changed between the Property cat rates

two big reinsurance meetings, he

noted

a stage of "fear, with reinsurers generally agree
"Hearsay has it that, in France, Junke
rates for cat layers will triple | am

said GeneralCologne Re's Mr 9 hat higher rates for catastrophe
c)zer, said Mr Ralph

The storms "really sent a bit of a Property catastrophe cover in

not surprised A lot of French in- shock wave through the industiy the German market "is definitely
surers also had inadequate catas- and showed that a storm event, gomg to harden,"” said Mr Junke

In Monte Carlo, reinsurers were at Baden-Baden following the se- Mr Junke

hoping that prices would rise, but vere losses sustained by the indus-
by Baden-Baden they were "com- try following the Lothar and Mar-
mitted to and convinced of" in- tin storms, which resulted in bil-
creased prices, he said lions of dollars of claims in several
European countries-including
France, Switzerland, Germany
“"The market IS definitely hard- and Denmark-last winter, said
ening in most areas at last,” said Mr Eugster The storms struck in
Mr Champyvillard, adding that late December 1999, after remsur-
"talking to clients, they are inthe ance contracts for 2000 had al-
same mood" to increase underly- ready been set, meaning the pre-

A hardening market

ing premiums miums did not cover reinsurers

The market IS hardening Even losses

loss-free accounts will see an in-

#1t is a very strange
marketplace at the
moment. We are
moving out of the greed
stage,' says Arno Junke.

Reinsurance for natural catas- trophe programs in place" and are which is not considered unusual in ' Many German insurers are seek-
trophe risks was the "main topic" seeking additional capacity, said Europe, can lead to huge economic mg more capacity, and while addl-

and insurance losses," he poir_ted 1 oial capacity is not restricted
out per se, prices will increase," he
As a result of the losses, Euro- s aid
pean reinsurers are seeking higher
rates while ceding companies are prices for the Swiss and Austrian
looking for additional catastrophe insurance markets likely will in-
crease more than 50%b, according
"Following the big losses of last o Swiss Re's Mr Eugster "This is
year there IS a lot of nervousness & tig step but not a dramatic in-
among European insurers, many er€ase, as rates before were so
of whom are looking to buy n-ore ow," he said
catastrophe cover," said Nigel
Ralph, property underwriter for -eport warning that prices for nat-

Natural catastrophe reinsurance

cover, executives say

Swiss Re recently published a

"Lothar and Martin have left a ACE Global Markets Ltd in Lon- iral catastrophe reinsurance for

French insurers in particular very deep mark on what can hap- don
crease Everybody IS aware that will pay much higher prices for pen to insurers and reinsurers and

3 uropean risks are woefully mad-
Loss-affected accounts through- equate partly due to the increased

rates will have to go up,"” agreed their natural catastrophe reinsur- made it clear that the price for out Europe can expect to pay in- oss potential of European storms
Franz Hertl, a marketing director ance, seeing increases of up to catastrophe capacity has to be ad- creases of 200% to 300%, and even , 3., Oct 30)

at Munich Reinsurance Co in Mu- 300%, Baden-Baden attendees equate to give long-term cover," loss-free accounts will pay some-

nich, Germany, responsible for in-

dustrial insurance clients in the

German market

"Catastrophe rates are going to
increase across Europe, with
(storm-affected) countries such as
France, Denmark and Switzerland
seeing significant increases," said
Thomas Mahoney, managing di-

rector of St Paul Reinsurance Co

Ltd in London

Property catastrophe reinsur-
ance rates are increasing through-
out Europe, from about 5% to 10%
in some countries, to as much as

300% in France, which was _ hit ‘ed **Le.

badly by late 1999 winter storm 405>,
losses, according to Erik Holst-
Andersen, assistant general man-
ager of Danish Reinsurance Co in
Copenhagen, Denmark
"The malor reinsurers are look-
ing for price increases | haven't
heard of anyone ready to sell off
capacity at lower or even the same

rates as last year,” said Arno

YT{15 gStrt tternadf{]1*ff.

alCologne Re in Cologne, Ger-

many GeneralCologne Re is the
brand name for the combined

General Reinsurance Co and

Cologne Reinsurance Co

"The insurers appreciate the sit-
uation” reinsurers are in, Mr
Junke noted

"l can confirm vely strongly
that the market IS hardening, said
Jakob Eugstei, market executive

for the Swiss and Austrian mar-
kets at Swiss Reinsurance Co in

Zurich Switzerland

"There is a clear change The
market was hardening slightly last
yeai but is now making great
strides," he said
"It is now very clear Look at the
non-life figules at reinsureis They
are unacceptable Now is the mo-
ment of truth,” said Mr Eugster,
adding that Swiss Re IS 'prepared
to lose business in this renewal” If
it cannot inciease Fices
Reinsurance executives agree
that capacity has not shrunk but
that | einsurers now are only pre-
pared to sell capacity at the right
price
"There is capacity in the rein-
surance market but a lack of ap-
petite from reinsui ers for new
business,"” said SCOR's Mr Cham-
pvillard "People are happy with
the business they've got and are 1
not looking at writing new ac-
counts We aie all trying to im-
prove our existing accounts,” he
said
“"There is no withdrawal of ca- d
pacity if the price iS right,” noted t
GeneralCologne Re's Mr Junke
"If the prlelng IS light, the ca-
pacity will be there,"” agreed Mr
Mahoney of St Paul Re
"It is a veiy strange marketplace
at the moment We me moving out
of the greed stage," where leinsul -
ers compete for business, and into
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In Belgium, catastrophe rate in-
creases will be between 30%6 to
50%o, according to Danish Re's Mr.
Holst-Andersen, who is responsi-

ble for Belgian, British and Irish
markets.

Rate increases in the United
Kingdom likely will range be-
tween 5% and 15%, while those in
Ireland will be between 10% and
20%0, he estimated.

Industrial fire rates

It is not just property catastro-
phe coverage that is likely to cost
insurers more this renewal, but
also reinsurance for industrial fire
risks, Baden-Baden attendees
said.

Facultative reinsurance prices
for industrial property risks will
increase, and reinsurers also are
pressuring insurers to increase
their underlying rates for property
business written on a proportional

basis.

"There are clear signals of in-
creases for industrial fire busi-
ness," said Swiss Re's Mr. Eugster.

Unlike catastrophe reinsurance,
which is written on an excess-of-
loss basis, it is much harder for
reinsurers to tighten the market
for industrial fire business, be-
cause most of it tends to be written
on a proportional basis, so it is de-
pendent on the original rates used
by insurers, noted SCOR's Mr.
Champvillard.

However, reinsurers are apply-
ing more pressure on their cedents
to increase underlying prices and
clients are now "in the same mood
to improve underwriting," he said.

For example, loss participation
clauses, which impose financial
penalties on ceding insurers who
make a loss on their proportional
accounts, are "coming back into
fashion,"” said Mr. Champvillard.

Significant moves already have

been made by insurers in most Eu-
ropean markets to increase indus-
trial fire rates, although "we are
still not satisfied by the German
insurers’' industrial fire business,"
said Mr. Champvillard.

The big programs already

have seen increases in

relies and lighter terms

and condilions,' says
Franz Hedl.

GeneralCologne Re's Mr. Junke
agreed that rates for German in-
dustrial business still are inade-
quately priced.

"We are having more discus-
sions with clients about their in-
dustrial fire treaties. We are trying
to support our clients across their
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whole book of business, but we
may have to write more non-pro-
portional business or even cancel
treaties" if improvements are not
made, said Mr. Junke, adding that
"we will have to work very hard in
the upcoming weeks to finalize
deals that satisfy both us and our
clients.™

However, "there are efforts be-
ing made, and there is a hardening
of the (insurance) market" for in-
dustrial fire business, he said, not-
ing that German industrial and
commercial risk managers "al-
ready are paying higher premiums
and should expect further increas-

es next year."

Commercial and industrial

property business in the German
market "has been underpriced for
many years," agreed Munich Re's
Mr. Hertl.

"The big programs already have
seen increases in rates and tighter
terms and conditions,” he noted.

YOU CALL THAT

IT'S NOTHING
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THE STAN DARDS -

WE SET FOR PERFORMANCE

AT PHCS.

To be the best, you have to rise above the expected to new levels of achievement. That's how PHCS won URAC

accreditation for our medical management services. And how PHCS network providers meet our rigorous standards

for credentialing (and recredentialing). In the end, higher performance is how PHCS can provide: such affordable,

high quality network and'medical management services across the country. Now, how can we put the unmatched

perfonmance of PHCS to work for you? For more information, call us

"at 1-800-253-4417, or log onto www. phcs.com today.
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Interest in alternatives

European reinsurance execu-
tives do not anticipate a major
move towvward alternative risk
transfer products this renewal pe-
riod, despite increasing rates from
traditional reinsurance.

However, the threat of competi-
tion from ART products and the
capital markets may temper the
degree to which reinsurers can
raise prices, some executives note.

"Reinsurers are aware that if
they do not impose rational in-
creases, clients will look at the
ART and capital markets," said
Mr. Mahoney of St. Paul Re, who
added that once business leaves
the traditional market, "it doesn't
come back.”

"Everybody is going to be much
more equitable this time" as the
market hardens, rather than push-
ing across-the-board rate hikes, he
said. "It doesn't do the industry
any good to increase rates" indis-
criminately, he explained.

"There is a tremendous opportu-
nity for alternative markets in a
hard market, but the transactional
costs still are very high," said Mr.
Junke, who said he does not ex-
pect to see many clients turning to
the ART market this renewal sea-
son.

"Some clients are discussing al-
ternative models. But the pricing
of ART products has not been able
to compete with the traditional
market in a soft market. Now,
ART price levels will become more
attractive (in comparison), and
next year | expect more clients to
discuss alternative models," said
Swiss Re's Mr. Eugster.

Insurance rates to follow

One reinsurance buyer who at-
tended the Baden-Baden meeting
expects that insurers will pass on

higher rates to risk managers this
renewal season.

The industrial and commercial
property insurance market is
"hardening significantly," said
Bernard Mageean, a manager for
Royal & SunAlliance P.L.C. in
London, who specializes in under-

writing U.K. commercial business.
As a result, risk managers of
multinational companies all face
increases in their upcoming re-
newals, he warned.

'‘Baden-Baden was a

good opportunity to
present our key messages
to 40-odd reinsurers,' says
Bernard Mageean.

Royal & SunAlliance, which at-
tended Baden-Baden as a reinsur-
ance buyer, began a major project
in April to better manage the risks
in its multinational account and to
develop a stronger relationship
with its reinsurers, said Mr.

Mageean.
"We have done a lot of work to

make sure that we have excellent
(risk) data, which will be very im-
portant in a hardening market,”
said Mr. Mageean, adding that
"Baden-Baden was a good oppor-

tunity to present our key messages
to 40-odd reinsurers."”

The insurance market for multi-
national clients already is harden-
ing, partly driven by a hardening
reinsurance market, said Mr.
Mageean.

But the key driver has been the
insurers' own poor results in writ-
ing multinational business, which
has prompted some insurance
companies, such as CGNU P.L.C.,
to pull out of the sector complete-
ly, he noted. m
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INTERNATIONAL

GLOBAL BRIEFS

Three Japanese non-life insurers have
announced plans to merge in April
2002, in a move that would create
Japan's second-largest non-life msurer
The three Tokyo-based companies-
Nissan Fire & Marine Insurance Co
Ltd, Taisei Fire & Marine Insurance
Co Ltd and Yasuda Fire & Marine In-
surance Co Ltd -all belong to the
Mizuho Financial Group and said they
would also seek an alliance with Dai-
ichi Mutual Life Insurance Co , one of
Japan's largest life insurers "We have
come to believe a merger would be the
shortest way for the three of us to make
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Weather brings U.K. to standstill

By SARAH VEYSEY many lines across the country,
leaving many commuters unable
LONDON-Busmesses and In- to get to work

surers across the Umted Kmgdom "This has been the worst day on
are countmg the cost of the severe the railway smce the great storm
storms that swept across Britain m 1987," said Gerald Corbett,
and Northern Europe on Oct 28, chief executive of Railtrack "I
29 and 30 The storms left at least have been forced to authorize the
six people dead in Britain, and in closure of the entire southern
France, at least three people are zone "

known to have died A humcane that ravaged the
In the United Kingdom, the south of England in October 1987

storms coincided with closures on caused about £1 05 bilhon ($1 97 J T

much of the nation's rail network, bilhon) in msured losses, accord-
caused by emergency safety wg to the London-based Assn of

a further leap forward in the changing checks ordered by U K rail opera- British Insurers Severe storms

business environment,” the companies
said in a joint statement Separately,

Tokyo-based Sumitomo Marine & Fire
Insurance Co. Ltd. and Sumitomo Life

INnsurance Co. will form a business al-
liance to cross-sell each other's prod-
ucts The insurers said they are not
seeking to merge Hanover, Germany-
based Hannover Ruckversicherungs
A.G. has reported an 11 9% Increase m
gross written premiums for the first
half of 2000, to 3 75 bilhon euros ($3 23
billion) Hannover Re recorded a net
underwriting loss, though, of 160 mil-
lion euros ($137 8 million) for the first
half Announcing the results, Wilhelm

tor Railtrack PLC m the wake of and flooding across the British
the Oct 18 crash m Hatfield, Bed- Isles in January and February
fordshire (Bl, Oct 23) The safety 1990 caused an estimated £2.08
work, combined with the bad bilhon ($4 01 bilhon) in Insured
weather, forced Railtrack to close
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Severe flooding following storms late last month in the United Kingdom

See Storms on next page stranded this resi of Shrewsbury, Shropshire, in western England.

Safety check, storms stall trains

British rail problems prompt government, passenger demands

By EDWIN UNSWORTH caused an Oct 17 crash in Hat- The disruptions are expected thought the compensation would
field, Bedfordshire, that killed to cost Railtrack and 25 train exceed £10 million ($14 6 mil-
LONDON-Britain's rail ser- four and inlured 34 The acci- operators milhons of pounds hon)

vice providers are learning a dent came slightly more than a

Deputy Prime Minister John A spokesman for the RPC later '

Zeller chairman of the executive board costly risk management lesson year after one of Bntam's worst Prescott last week called for a added, though, that because the
of Hannover Re, said that for market after a combination of events rail disasters, at London's meeting with Railtrack's Chief rail operators have introduced
forced a disruption of service Paddington Station, in which 31 Executive Gerald Corbett, at amended schedules, which take

conditions to continue to improve, there
was a need for a " turning away from
pnmanly volume-based considerations
and a move towards profit-onented un-
derwriting on the part of all market

that could last months

people died, and it was followed which he demanded to see a mto account their inability to of-,

Normal rail service is not ex- by the collision last week of two timetable for repairs by this fer normal services, the liability

pected to resume until late De- freight trains and unusually se- week

cember, following a major reno- vere weather

for making payments may be
Passengers, represented by the significantly reduced

players " Interest groups at Lloyd's of vation of the rail network by Floods, fallen trees and high Rail Passengers Council, a Lon- Railtrack estimates the dis-
Railtrack PLC, the company winds have added to the chaos don-based consumer organiza- ruptions are costing it over £1
Lloyd's and the International Under- responsible for maintaining the and last Monday contributed to tion, are seeking compensation milhon ($1 5 milhon) a day since

London have welcomed proposals by

writing Assn. to streamline the way
business is transacted in the London
market The Lloyd's Market Assn an-
nounced last week that It approved the
proposed plans put forward m the
LMP2001 Standards and Protocols Re-
port All market underwritmrhg and bro-
kering organizations m London will be
asked to sign the report Other Lloyd's
market associations to give the report
their approval are Lloyd's Aviation
Underwriters' Assn, Lloyd's Insurance
Brokers Committee, Lloyd's Motor Un-
derwriters Assn, Lloyd's Underwriting
Agents Assn, Lloyd's Underwriters
Assn, and Lloyd's Underwriters Non-
Marine Assn Aleco KalliS has been
elected chairman of the board of the
U.K. P&l Club, the world's largest ship-
ping mutual Mr Kaliis, a director of
London-based Greek ship operator N J
Goulandms, succeeds Nils-Gustaf Pam-
gren as chairman of the club Mean-
while, the U K P&I Club has an-
nounced it has ordered a 7 5% increase
in rates for the 2001 policy year "The
board noted that the dowvwnward trend
in premium rates was leadrng to under-
wnting deficits, despite a relatively flat
trend in claims levels of late, and that it
was necessary to reverse this trend by
increasing the premium levels going
forward,” the club announced in a
statement The club also announced it
had cut the supplementary call, a re-
quest for additional premiums, to 30%o
of their original premium for the 1999
policy year, from 40%6 previous-
ly London-based Moody's Investors
Service Ltd has pubhshed the method-
ology for its Lloyd's syndicates perfor-
mance ratings The ratings ann to assess
syndicates' potential future perfor-
mance over the Insurance cycle relative
to other syndicates, Moody's said
Moody's noted that the small-business
nature of many Lloyd's syndicates, con-
tinuing consohdation and losses affect-
ing their capital support meant that
many syndicates are potentially fragile
"In the last downturn, of the approxi-
mately 87 syndicates that started to
trade in the period 1986-1991, some
86% ceased to trade,” Moody's said m a
statement

track infrastructure

take the renovation after a bro- United Kingdom, including the
ken rail was found to have entire southern network

©% Z2Z -7*

PHOTO AFP
The tanker levoli Sun, which sank Oct. 31 off the French coast

near Britain's Channel Islands, had a cargo of toxic chemicals.

Sunk tanker poses
chemical threat

By SARAH VEYSEY ated by helicopter

A spokesman for The Stan-

CHERBOURG, France-The dard Steamship Owners' P&I
severe weather that recently Assn (London) Ltd confirmed
has plagued Northern Europe that it had Insured the tanker's
led to a potential environmen- hability risks but would glve no
tal disaster last week as an Ital- further coverage details
ian-registered tanker carrying The tanker's principal cargo
6,600 tons of toxic chemicals was roughly 4,400 metric tons
sank off the coast of France of styrene, a matenal used to

The 8,309-ton levoh Sun, make plastics, rubber and
which sent out a distress signal resins The ship was also carry-
dunng a storm on Oct 30, sank ing isopropylene-or rubbing
the next day while bemg towed alcohol-and methyl ethyl ke-
by a salvage tugboat toward the tone, a solvent Reports last
French port of Cherbourg The week suggested that some
cause of the accident has not chemicals had begun to leak
yvet been determmed The shp's from the tanker, and French of-

14 crew members were evacu- See Tanker on next page

a temporary shutdown of rail for delayed and canceled train the Hatfield crash, m which a
Railtrack was forced to under- service in many areas of the service

train derailed and partially
Anthony Smith, national di- overturned After the cause of
rector of the RPC, said he See Rail on page 45

Insurer practices criticized

Aussie TV show

hlts arson inquiries

By KATE TILLEY dering his son and attempting
and DAMIEN TOMLINSON to murder his wife by burning
his house down and the Four
BRISBANE, Australia-A Corners program highlighted
Lloyd s of London syndicate allegations of insurance fraud
has failed to stop a damning arsons, the Jury could be "open
current affairs program that IS to influence" if jury members
highly critical of non-life insur- saw the program The man has
ers from appearing on televi- since been found guilty
sion in Australia The Four Corners program
R J Kiln & Co apphed to the was highly critical of insurers,
Queensland Supreme Court for suggesting they use unscrupu-
an inJunction against the Syd- lous investigators in insurance
ney-based federal government- claims and condone the fat)rica-
owned Australian Broadcasting tion of evidence and illegal tac-
Corp to stop the Oct 23 broad- ties because that helps them
cast of the "Four Corners” in- avoid claims "Time and time
vestigative program being again, insureds are accused of
shown in Queensland, where arson so insurers can reject the
the syndicate is currently in lit- claims," the program said
The program profiled an in-
circumstances of the disputed vestigation into a hotel fire on

igation with a claimant The

fire claim were featured in the July 12, 1999, in Monto, a town
program 120 miles northwest of Bris-
Judge Glen Wdliams rejected bane R J Kiln & Co had in-
the application, though In his sured the hotel but denied lia-
relection of the request, Judge bility because its investigator's
Williams said that the civillaw- report suggested the owner of
suit would be heard before a the hotel, George Nagy, dehber-
judge, not a jury, and that the ately lit the fire Mr Nagy is su-
program could not influence a ing the underwriter for breach
iudge of contract, seeking payment of
But the program was not his claim of $608,000 Aus-
aired m Victoria after an appli- tralian ($318,349) A hearing is
cation by the state's director of scheduled for late January
public prosecutions was upheld 2001
The man appointed to mvesti-
the Victoria Supreme Court, gate the claim, Brisbane inves-

A criminal trial 15 pending in

and the DPP successfully ar- tigator Peter Thomas, was ac-
gued that, because the trial In- cused in the program of using
volved a man accused of mur- See Fire claims on page 45
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Insurance leaders add ress industry challenges

By SARAH VEYSEY

“In the end, there is only one

strategic challenge How can we systems to a different level We in (e-commerce) as many would

LONDON-Focusing on cus- get customer-cen:rie?" asked Rolf have to Web-enable the entire have us believe,”
tomers, harnessing the power of Hueppi, chairman and CEO of group, and we will spend $1 bil-
the Internet and addressing issues Zurich, Switzerland-based Zurich hon Just to do that,”

of globalization are some of the Financial Services Groip Inc "So

most important challenges for the we have to worry about how many can't do business as you always that "the Internet is a great equal- their balance sheets
insurance industry, according to customers we get per year and did and just add e-business-that izer
executives who gathered at a re- how we get a relationship with doesn't work," he said

cent forum in London customers and how intensive is
"Customer-relationship man- our relationship witt our cus-
agement is very important, and It tomers '

is something | am yet to see any-

one do well,"

The ease of doing business via

London- based Prudential Group challenges for What MF H
PLC

ueppi

Mr Bloomer was one of six lead- dustry '
ing insurance industry executives "Customers are very much re-
who were invited by the Geneva defining what they want from us-
Assn to participate in a debate on they don't want the hassle of the

the biggest challenges the industry old insnrance industry,"” he said

faces The forum was held Oct 25 Thus, information technology CEO of Warren, N J -based Chubb lion-it's astonishing,”

said Jonathan the Internet and the transparency insist on sensible
Bloomer, chief executive officer of that approach brmgs create huge underwriting and prudent

described as "the old insurance in_

"The challenge is to bring legacy "We are not nearly as far along risk insul ers such as Gerling
"Risks are getting more com-
he said plex, more global and bigger,” Mr
But Mr O'Hare added that an Zech said "Risk managers are
important point is how the 1ndus- looking at us to solve more com-

But, Mr Hueppi cautioned, 'you try would be regulated, noting prehensive risks and to smooth

he saic

Mr Zech also pointed out that

"How will regulators deal with image and reputation were becom-
the purchase of insurance over the ing more important to companies
Internet sold by insurers not regu- "So companies are looking to us as
lated by them?" he asked risk mitigators,” he said

Mr O'Hare pointed out that the Bob Scott, CEO of London-
quest for global size in a soft mar- based CGNU PLC, argued that
ket had led to underreserving and the most important concern the in-
undisciplined underwriting by surance industry faces iS the role

‘It is essential that we

reserving,' says Chubb
Corp.'s Dean O'Hare.

some players "
the leaders among us msist on sen- vision of services, such as health
sible underwriting and prudent care and pensions, that tradition-
ally have been provided by the
"The U S insurance industry is government

This problem, Mr Scott said, is
Mr O'Hare particularly prevalent in Europe,

It is essential that of insurance companies in the pro-

reserving," he said

Dean O'Hare, chairman and underreserved by about $80 bil-

at the Institute of Actual'ies in legacy systems pose a huge chal- Corp, cited the impact of e-com- said "And | don't think the situa- where 80% of pensions are provid-

London lenge fer insurers, he said

" Customer-relationship man-
agement is key," said Henri de writing large corporate clients,
Castles, chairman of Paris-based ZFS is 'totally Web-enabled
AXA S A "On average, most of us "We shuffle no paper,”

Mr Hueppi said that for under- strategic concerns for the global
insurance industry

merce as one of the three biggest tion is any different in Europe " ed by national governments and
Juergen Zech, chairman of the where, on average, the population
board of Cologne, Germany-based IS growing ever older

The other two issues, Mr O'Hare Gerling Konzern Allgemeine Ver- "There is a huge Job to be done

Mr said, are, first, the impact of glob- sicherungs AG, predicted that in the private sector on pension
sell two products per client, but Hueppi said "I have mandated alization and consolidation, and, risk management would become provision,"

Mr Scott said "And

we need to move to selling three or No paper in any business transac- second, the need for adequate reg- much more important in the fu- we will be competing against

four per client " tion ™

Storms

Continued from prevwus page
losses, according to ABI figures

cost the economy of London and

of Commerce and Industry, an Inter- spokesman at the ABI said, "we sim-

est group for London businesses, es- ply don't know at this stage how Oct 30), but it's not a catastrophe on age on many rail hnes continued to
timated that the storms could have much these storms Will Cost "

Southeast England up to £100 mil- areas worst affected by the storms were going to be uprooted and the

ulation around the world ture, particularly for corporate banks, too "

"We had 700 claims by 11 a m (on on Nov 2 Flooding and track dam-

the scale of 1987 or 1990," the cause severe delays to many net-
Southern England was one of the spokesman said "The trees that works
The chaos followed floods m

In last week's severe weather, hon ($145 1 milhon) in lost produc- Two tornadoes struck West Sussex- chimney stacks that were going to Southern England a week earlier

London Underground was forced to tion
close the Piccadilly line, which runs
from Heathrow Airport to Cockfos- very badly affected,"”

Osterley, West London The tram of Commerce "Many banks re-
earned no passengers at the time, mained closed, and many shops Ir.

but its dnver sustained severe in- the West End (London's main com- 4Weather difficulties like

lunes mercial distmet) were also closed So

Sections of some of the Unlted the lost production was across the these are more

Kmgdom's largest highways were capital as a whole
also closed because of the danger of Wmds of almost 100 mph and tor-

high winds, and, m many areas, rentia_ ram wreaked havoc across call,' says Deputy Prime wake-up call,"

drivers were warned not to go out in the United Kingdom, with manv

their cars unless absolutely neces- homes and businesses suffering

sary damage and many left without pow-
Many businesses in London and er

on Oct 29, Bognor Regis was hit by a fall disappeared then," he said, that the ABI estimates could cost the

"Central London generally was tornado, and, m the early hours of meaning that the damage done dur- Insurance industry between £20 mil-
said a the morning of Oct 30, nearby ing the previous storms left fewer hon ($29 O milhon) and £30 milhon
ters, after a tree fell onto a tram near spokesman for the Lor.don Chamber Selsey was also pummeled

weakened trees and chimneys to tall ($43 5 milhon)
during the latest storms In a new report titled "Climate
Deputy Prime Minister John Change Imphcations for Insurers,”
Prescott said the freak weather con- the ABI points out that four out of
ditions should serve as a warmng the warmest years since records be-
"Weather difficulties like this are gan being kept in the United King-
more frequent, and we have to dom lin 1659 have occurred since
change the name of the game-it is a 1989-1989, 1990, 1995 and 1997
he said "I do think One impact of this warming could be
that, for a long time, we've avoided an Increase in the number of flood
the circumstances that really have incidents, said the ABI
shown the pattern of very bad "Changes in weather patterns willl
weather Let us start learning the have a direct impact on insurers

frequent-it is a wake-up

Minister John Prescott.

Southeast England were left short- The ABI warned that damage Another spokesman for the ABI lessons, instead of saying these are Last year alone, weather damage
staffed as a result of the transporta- caused by simiar incidents in 1987 said, though, that he did not expect exceptional circumstances They are cost the industry £861 milhon ($1 25

tion problems The London Chamber and 1990 ran into billions, but a huge claims asa result of the freak not "
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bilhon)," said Mary Francis, director
Speakling m the House of Com- general of the ABI "The risk of in-
ic, but they tend to cause damage mons on Oct 31, Mr Prescott or- creased flooding and subsidence and
only m very narrow areas," he said dered a review of emergency proce- the general wear and tear on build-
But the catastrophe modeling dures m the wake of severe weather ings as a result of climate change
team at London-based Risk Man- conditions "Our Infrastructure could push these costs up further "
agement Solutions has released an should be robust enough and our Boston, Mass -based Apphed In-
initial estimate of £500 milhon preparations rigorous enough to surance Research predicts a stormy
($7255 million) of insured losses withstand the kmd of weather we season for the United Kingdom and
across Northern Europe "The actual have just expenenced," he said much of Northern Europe "AIR me-
damage appears minor, but it is Fresh rains m the middle of last teorologists forecast that storms this
spread over a very wide area," said week brought fears of further storm winter are likely to be more frequent
Michael Drayton, principal modeler damage across the United Kingdom, and potentially more severe than
at RMS where severe flood warnings remain historical averages would indicate,”
A spokesman for U K multillne in place on 24 nvers "Heavy ram is AIR said m a statement
"This prediction is based on what
surance Company Ltd said that the Wales, and the forecasts through:o has been learned about the connee-
msured losses from the storms were the weekend do not look particularly tion between climate and current
likely to be less than those causea by good," said a spokesman for the ocean temperature and land surface
the storms of 1987 and 1990 London-based Environment Agenc> conditions," the statement said lil

winds "Tornadoes are very dramat-

insurer London-based Eagle Star In- forecast over the Southwest and

the European Umon ends m Decem- also been reported around the wreck
ber 2000 A team from the United King-
French officials have been calhng dom's Maritime and Coastguard
for more stringent mantime safety Agency has been sent to Cherbourg
ficials said the incident highlighted laws since the Italian tanker Erica to help develop a salvage plan
the need for stricter shipping safety broke up and sank off the coast of The vessel is owned by the levoli
regulations Bnttany late last year, spilhng tens family, whch runs the Naples, Italy-
"This incident underlines the ur- of thousands of tons of 011 (Bl Dec based Marnavi Shipping Co
gent need for the introduction and 20,1999) On Oct 26, the 11-year-old levoh
apphcation of more-binding interna- A French navy minesweeper was Sun was detained for four days in
tional and European Community sent Nov 1 to determine the exact the port of Moerdilk, in the Nether-
regulations regarding the safety of location of the levoli Sun The lands, because of problems with its
maritime transport,” said Jean- mmesweeper's crew reported a electrical circuits and watertight
Claude Gayssot, the French trans- strong odor of styrene above the doors
portation minister The captain of the tugboat, which
French President Jacques Chirac side in about 214 feet of water, 11 had been attempting to bring the
called for tougher mantime legisla- miles off the island of Alderney, one tanker safely into Cherbourg, de-
tion to be passed at the European of the British Channel Islands scilbed it as rusty and in poor condi-
level before France's presidency of Traces of styrene and fuel 011 have tion

Tanker

Continued from previlous page

wrecked tanker, which is lying on its
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Fire claims

Continued*ompage 43
unscrupulous methods to extract
information and of fabricating ev-
idence of claims fraud against Mr.
Nagy.

Mr. Nagy said Mr. Thomas had
bought the house a round of
drinks at a bar while in the town
investigating the claim, saying the
drinks were "on Lloyd's of Lon-

don.’

He said the only evidence Mr.
Thomas had was fabricated. One

Monto woman told the program
that she had been offered a bribe
of $10,000 Australian ($5,236) to
give false evidence against Mr.
Nagy.

The television program accused
Mr. Thomas of fabricating evi-
dence in other fire claims to show
the policyholders were guilty of
arson and the insurers were,
therefore, not liable.

Mr. Thomas, who refused to be
interviewed on the program, did
not return telephone calls.

The program said the Sydney-
based Insurance Council of Aus-
tralia, which represents non-life
insurance companies, would not
comment on Mr. Thomas's ac-
tions, nor on policyholders' alle-
gations that insurers knew of his
actions.

An ICA media spokesman said
the ICA had sent a detailed state-
ment to the program outlining the
financial impact of fraudulent
claims on the Australian insur-
ance industry, but the statement
was not mentioned in the pro-

gram. The spokesman said the
ICA had refused to be interviewed

because it would not comment on
individual cases.

"There was a strong message in
the story suggesting these prac-

R ail

Continued from page 43

the crash was determined to be a
cracked rail, Railtrack decided to
overhaul its entire track network,
including an "urgent review" of
the condition of 81 sections of
track (Bl, Oct. 30). The company
said last week that normal service’
might not resume for up to three
rnonths.

A Railtrack spokesman said the
track maintenance company wiill
have to pay compensation to the
train operating companies for not

U.K. passenger train
companies have no
standard policy on
issuing refunds to

passengers.

meeting its contractual obliga-
tions, but the spokesman said that
he had "no idea” whether Rail-
track has insurance that would
cover such The

payments.
spokesman added that this was a
“"commercial matter” that the com-
pany would not discuss in any
case.

The passenger train companies
have no standard policy on issu-
ing refunds to passengers when
their journeys are disrupted or
cancelled. Compensation for a de-
layed journey typically ranges
from about 20%6 to 50%6 of the
fare paid. Usually, this is paid in
the form of rail vouchers, and al-
though train companies may give
cash refunds, they generally try to
avoid doing so. Ell

tices are widespread, but the story
referred to five cases, all in
Queensland, and all but one relat-
ing to one private investigator,”
the ICA spokesman said.

The ICA's statement said fraud
costs an estimated $500 million
Australian ($261.8 million) annu-
ally. "Of that, fraudulent arson
costs about $46 million Australian
($24.1 million) a year, and non-
fraudulent arson costs insurers
$119 million Australian ($62.3
million) a year," the statement
said.

Grant McKay, a Brisbane-based
private investigator, told Four
Corners that insurers would have
to be "deaf, dumb and blind" not
to know the methods some inves-
tigators used to ensure claims
were rejected. *

Mr. McKay called for a federal
commission of inquiry into the
non-life industry, saying the pro-

gram had "opened a can of
worms."

Another case that Mr. Thomas
had investigated, which was high-
lighted on the TV program, in-
volved Brisbane pathologist Bruce
Gutteridge, whose $2.2 million
Australian ($1.2 million) claim

Insurers would have to be

‘deaf, dumb and blind’
not to know the methods

some investigators use,
Grant McKay says.

was denied after his 1875 historic
mansion burned down in Febru-
ary 1993.

Mr. Thomas alleged that Mr.
Gutteridge's wife had lit the fire,

though a government inquiry
found no evidence implicating
her.

The insurance company, Can-
berra-based Defence Forces
Homes Insurance Scheme, a fed-
eral government plan for war vet-
erans, settled out of court in 1994
for $1.9 million Australian ($1.0
million) after Mr. Gutteridge sued
the insurer for refusing to pay the
claim.

Steve Nance, director of com-
munications for the Australasian
Institute of Chartered Loss Ad-
justers and an adjuster with Syd-
ney-based Technical Assessing
Pty. Ltd; said the program high-
lighted the need for insurers to
use qualified, professional loss

adjusters who are members of
AICLA.

Institute members must have
minimum qualifications to join,
upgrade their skills through con-

We'll go wherever your specially needs take you.

and here.

Accountants Professional ' Architects and Engi

tinuing professional development
and abide by a strict code of
ethics, Mr. Nance said.

"l urge all insurers to check the
bona fides of the adjusters they
appoint. Consumers should do the
same. Ask whether the adjuster is
a member of AICLA, and if not,
why not?" he said.

Mr. Nance said AICLA broad-
ened its membership rules last
June to allow adjusters employed
directly by insurers to join.

"This means anyone working as
a loss adjuster ought to be a mem-
ber and be bound by our stringent
code of conduct,” he said. "Alle-
gations of breaches of the code are
investigated thoroughly and ac-
tion taken against any membaer
found to have contravened th€
code”

Mr. Nance confirmed that Mr.
Thomas was not a member of
AICLA. m
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C G N U year has capacity of £32 million ($51 7 prove the quahty of the group's future two major Bntish insurers, CGU and Lloyd's business can be more
milhon) The syndicates in runoff are earnings by removing the uncertain- PLC and Norwich Unlon PLC,an- volate "

744 and 1242, the former of which was ties relating to London market nsks nounced their plans to merge and Shortly after CGNU was formed,

Continued from page | one of 19 syndicates that Lloyd's regu- and any further exposure to this bum- form CGNU Moody's had placed ItS financial

In June, CGNU announced that it lators in June ordered to increase their ness" That strategy is for CGNU to con- strength and debt ratings under re-

plans to sell off its Canadian hfe bum- capital for the 2001 year of account Berkshire Hathaway made no com- centrate on hfe and asset management view for a possible upgrade Mr Har-

nesses It said that, with some 1% of Financial details of the Marlbor- ment on the acquisition bumness, personal and small commer- ns said the ratings remain under re-

the Canadian 11fe market, the business ough sale were not disclosed, but cial lines general insurance, and to view, and he expects the review willl
"lacked the scale and platform" to CGNU said it would take a £448 mil- withdraw from hnes or markets where conclude shortly

achieve its target of bein V\!ithin the hon ($650 1 milhon) pretax charge CGNU's Lloyd's interests i beheves it could not achieve leading Another Insurance analyst, Roman

top-five companies in all its mar

agamst eammgs m its nine-month re

market positions or improved returns Chzdyn of London-based Memll

Bob Scott, CGN[J's chief executive sults tocover outstanding habilities of were 'fairly sizable but Mr Harns noted that CGNU Lynch Pierce Fenner & Smith Ltd,
officer, said the agreement to sell the three syndicates not Iarge on a global planned, as part of that strasegy, to re- agreed with Mr Hams that thesale of
Marlborough now “completes the ma- CGNU Ml also purchase remsur- . tam property and casualty business Marlborough is logical, given CGNU's
lor repositionmg of general insurance ance from Berkshire Hathaway to scale,' says Simon where it is sizable, and, he said, "what overall plans
business * prowde £1 bilhon ($145 b|h0n) of Harris of Moody's_ they had at Lloyd's chdn't fall mto that Mr Cizdyn said the sale “is the

Marlborough Underwnting Agency coverage m excess of CGNU's claims category " Its Lloyd's Interests, Mr putting into effect of stated pohey that
manages flve Lloyd's syndicates, two reserves of £12 bilhon ($174 billion) Harms said, were "fmly s.zable, but they would review this busmess be-
of which are in runoff Syndleates 62 The reinsurance applies to intema- not large on a global scale" cause they were fearful of the volatih-
and 1861 underwnte manne business, tional busmess written both at Lloyd's Simon Harms, insurance analyst Mr Hams said CGNU also wanted ty that would result "
with combined underwnttng capacity and elsewhere from London pnor to with Moody's Investors Service Ltd in to get away from property/casualty He added that it would be "years

thts year of £186 milhon ($300 4 mil- Oct 1,2000, the date CGNU omcially London, said the disposal of Marlbor- busmess because of it:s "perception and years" before anyone could deter-

hon) Syndicate 1047 underwntes quit London market business

ough "makes sense" m terms of the that their shareholders don't want the mine if the extra reinsurance was a

non-manne hability business and this Mr Scott said the sale "w11l1l im- strategy unveiled m February, when volatility that that business brings, shrewd move by CGNU ial
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Insurance Risk Analyst

COMMERCIAL PROPERTY The port of Portland is seeking a Risk
Analyst li This is a hands on position
ACCOUNT MANAGERS The successful candidate will be flexible in
Positions available in New York, conducting and SuPerViSi'_']g rogtine_ to
. . . complex aspects of public entity risk
Philadelphia, Chicago and Atlanta . . :
, . management jn a diverse business
Oversee market n%ang underwriting environment consisting of airport, manie,
activities, ensure Yuality of assigne
portfolios, and monitor achievement of
specific company goals Act as key contact
for existing customers and grow
relatlonshlp.s ac‘cordmg to strategic pllan prep, rqltiod"l of a depﬂtfnent budget
Qther duties include leadership Bachelor's degree and five years of
development to the account analyst, and 4o monstrated success in a risk
team account retention, profitability,
resource allocation, and comphance with
underwriting guidelines This role also
leads team activities, cultivates strong
working relationships with brokerage To apply, you may receive application
community, and coordinates new business materials by visiting our website at
opportunities with sales executives www.por'tofportlandor.com or from

Qualifications include a BA/BS (MBA'CPCU (Lhe Al-1 zeftnist in.the-Port
prEferred) and at least five years' Everett Street or call 503-944-7400

roperty underwriting experience along Preemployment drug screening is
thg'pcge onstrate\g atbmgy lop’nal(e soundo rgequired pApZIicatlons geceived agter

underwriting decisions on complex .
A 9 . P Friday, November 17, 2000, may not be
accounts in a team environment Must be _
considered

proficient in Word, Excel, PowerPoint,
Lotus Notes, Windows, and Access Solid

risk management reporting, and

management, brokerage, or commercial
insurance marketing function required
CPCU, ARM a plus

communication and presentation skills Mmelm

desired, as are proven negotiation skills

Refer to

GECERCIRI/225460/ANNOOO in e-mail or Property and Casualty Company
cover letter E-mall to For Sale

opportunities@aecareers com, or mailto i Small to medium PBC

GE. Suite 26. P 0 Box 549231, Waltham, Comg)an for sale %ualjfied Principals
lé/lrﬁpg)zyi§4-9231 An Equal Opportunity only Respond to Business insurance, Box

3139, 740 N Rush Street, Chicago, IL

Industrial Risk Insurers 60611-2590
[RE]J@CO [RES@jl![f
Charters for Sale Life Company For Sale

Clean Life and Clean P&C shells for Small to medium Life Insurance Company
immediate sale 10 to 50 state licenses for sale Qualified Prinapals only
Quallified Principals only Respond to Please respond to Business Insurance,
Business Insurance, Box 3137,740 N Rush Box 3138,740 N Rush Street, Chicago, IL
Street, Chicago, IL 60611-2590 60611-2590

To place yout ad, contact Irais Amle,.hi

Phone: (312) 649-5340
- Fax: (312) 649-7937

-— Mail: iamleshi@crain.com

Bil>liless //ibiliamr Cia%ified Department,
740 N Ruh Street, Chicago, 11« 60611 -2590 1
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INTERNATIONAL

ff narnes Justice Cresswell suggested that an law m early October presented a case that there had been
\J a ray While the judge acknowledged independent panel, set up by Lloyd's The names claim that Article 14 of neghgence at Lloyd's

that there may have been negllgence but staffed by Independent legal ad- the 1982 Lloyd's Act-m which Par- Ms Wagstaff said that Lloyd's be-
Contznued from page 1 on the part of certain members' visers, should be created to settle hament granted Lloyd's immunity lieves that any attempt to contest the

names the true extent of the as- agents m their syndicate and portfo- matters of debt collection and the from sults charging gross negligence, verdict invoking the Human Rights
bestos-related losses about to hit the ho selection advice to names, he re- treatment of the so-called refusenlk permlttmg only fraud-related htiga- Act would be unfounded "This

marketm the 1980s jected names' allegation that the names He said that whlle it was not tion-contravenes thew rights under judge has ruled that there was no
The names contended they had Committee of LIoyd's had deliber- within his Jurisdiction to order the the U K Human Rights Act misrepresentation and, therefore,
been persuaded to invest in Lloyd's ately conspired to conceal mforma- establishment of such a panel, he there was no negligence,” she said
as part of a so-called "recruit-to-di- tion from them The names had ac- would strongly recommend that the Allegations that have been made
lute" pohcy That pohey, hames cused 33 senior figures at Lloyds, in- Council of LIoyd's meet within the . . i -
charged, sought to bolster Lloyd's cludtng former Chairmen Sir David next two weeks to discuss the matter The Catalog of failure Sgda:gﬁz;oﬁ;‘leﬁztii ?}t’tgffgg
capital to prepare for asbestos-relat- Rowland and Sir Peter Miller, of Caroline Wagstaff, head of mar- by underwriters proved The Judge made it very clear

ed claims that executives knew conceahng from them the true extent keting at Lloyd's, said that the door throughout the 1980s is from the beginning this would be the
would cripple the market Asbestos of Lloyd's exposure to asbestos-re- had always been open to names to last opportunity for names to raise

claims, along with a series of natural lated claims and fraudulently pamt- discuss with Lloyd's the settlement staggering,’ says Mr. these allegations,” said Mr Taylor
disasters, resulted in Lloyd's sustain- ing a healthy picture of Lloyd's fi- of their debts "Obviously, we win  j,stice Cresswell. "The terms of this judgment mean
ing losses of £8 1 bilhon ($11 71 bil- nancial status in the global reports take the judge's suggestion on the Human Rights Act issues berng
hon at the current exchange rate) and accounts Mr Justice Cresswell board,"” she said raised by names are completely irrel-
over the years 1988 to 1992, prompt- ruled that at all times dunng the pe- The Jaffray case is the last that can evant to this case," he said

ing Lloyd's to develop its reconstruc- mod m question, the Committee of be brought against Lloyd's in UK One name present m court ad- Mr Justice Cresswell granted the
tion and renewal plan m 1996 That Lloyd's had acted honestly courts over allegations of fraud with dressed the judge and said "I con- names and their lawyer, Sunon

plan, among other things, created But, the judge said, "The catalog of regard to asbestos-related losses tend that this is unlawful under the Goldblatt, 12 days to provide the
Equitas Ltd, the runoff remsurer for failure by underwnters throughout from the penod 1978 to 1988 How- European Convention on Human court and Lloyd's counsel, Charles
Lloyd's pre-1993 long-tail hablhties the 1980s is staggering and brought ever, Lloyd's hopes that the verdict Rights Lloyd's remains immune Aldous, with a demonstration of how

The names m the case had reJected disgrace on one of the city's great would brmg an end to asbestos-relat- from lawsuits apart from fraud This they willl rely on the Human Rights
the 1996 R&R settlement offer by markets " Names, regardless of ed htigation were dealt a blow with is unlawful We should have been al- Act in any appeal proceedmgs The
Lloyd's and refused to pay premiums whether they had accepted the 1996 the news that some of the names will lowed the mmpler option of bnnging court will reconvene Nov 23 to dis-
mto Equltas Lloyd's, which had to R&R plan, were "innocent victims" seek to appeal the decision under the a case of negllgence " He contended cuss the matter, as well as other is-

pay those premiums itself, can now of this failure, he said European Convention on Human that while the Jaffray names had sues ansmg from the judgment, such
seek to recover those debts from the In handing down his verdict, Mr Rights, which was signed into U K been unable to prove fraud, they had as costs ial
By JERRY GEISEL tient protection legislation that from employers and insurers, which a beneficiary can obtain coverage They acknowledge that requests
~ most Washmgton observers beheve said the deadlines for resolving for operations performed in hospi- for preauthorization need a very
WASHINGTON-Lawmakers are is dead for this séssion claims were so tight that they could tals quick response On the other hand,
urging the Labor Department not to But Ms Kramerich said the de- drive up administrative costs any- If coverage were demed, a benefi- they say the proposed deadlimes for
issue long-delayed fmal regulations partment mtends to pubhsh the reg- where from 30% to 50% In re- clary would have 180 days m which processing claims are too short
that will set new and faster dead- ulations by the end of the year, not- sponse, Ms Kramench said the de- to appeal the decision While the proposal says health
h”e_s for resolvmg health care claims partment was open to suggestions - In the case of services that al- plans would have 15 days to process
until Congress reconvenes for change "We have been sensitive ready have been performed by claims, the effective deadline would
The lawmakers, Rep William to comments,” she said providers, health care plans gener- be five days That is because health

Goodling, R-Pa, who chairs the Congress is considering But the department, she adds, IS ally would have 15 calendar days to plan administrators would have

House Education and the Workforce legislative action on the committed to producing new regu- process the claims If a claim were only five days to determine iff all in-
Committee, and Rep John Boehner, Identical issues.' the lations to replace two-decades-old incomplete, a plan administrator formation needed to process a claim

R-Ohio, said issuing the regulations regulations that require health care would have flve calendar days from was available

after adjournment "would effective- congressmen say in plans to act on claims as soon as receipt of the claim to notify a par- A five-day standard, plans say,

ly prevent appropriate and timely .0 | otter. possible-but allow up to 90 days ticipant or the provider of that fact would, among other things, result m

congressional review of the matter " By contrast, the proposed regula- and of the information needed to sigmficantly higher administrative
N a letter sent last month to Sec- tions would vastly speed up claims process the claim costs, a reduced ability to spot

retary of Labor Alexis Herman, handhng For example - Plan participants would have to provider fraud and more rmstakes

Acting Assistant Secretary of Labor mg that department officials have ¢ In the case of urgent care, a plan be notified how claims are resolved, m processing claims The net effect,
Leslie Kramerich and Office of been working for roughly three would have 72 hours to notify a even if the claim was not contested they say, would be a significant in-
Management and Budget Director years on them She denied pub- member whether coverage would be The most significant oblection crease in healthcare costs

Jack Lew, the two congressmen lished reports that the department provided for a procedure or service that health insurers and employers The Labor Department's Ms
urged the department "to respect would issue the rules Just before the For non-urgent care, the deadline have raised to the proposed regula- Kramerich said the issue of impos-
the hmitations of its authority, par- election would be 15 calendar days tions is that deadhnes are the same ing the same deadline on plans for
ticularly when Congress is consider- When the regulations were issued Those deadlines would apply in for beneht determinations made be- authorizing a service and processing
ing legislative action on the identi- in proposed form m September situations such as those in which fore and after a service is per- a claim is one that is being exam-
cal issues," a reference to stalled pa- 1998, they drew a flood of protests plans require precertlflcation before formed med by the department [al
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By DAVE LENCKUS glasses from December 1990 "We agree that attorneys
) through October 1993 in a law- should familiarize themselves

ALBANY, N Y -A law firm suit that charged that VSI had vt- with current legal developments
did not commit malpractice by olated patent, trademark and so that they can make Informed

Issue of November 6 failing to advise a client that the trade dress law judgments and effectively coun-
firm's legal defense costs might In December 1997, VSI coun- sel their clients However, (Dar-
ADVERTISER PAGE # ADVERTISER PAGE # be covered by the chent's general tersued, charging Darby with by) in this case should not be held
Alea C2 Gulflnsurance Company as liability insurance policy, New malpractice and breach of fidu- hable for failing to advise defen-
American Assoc of Orthodontia 44 Johnson Wax Professional . York's highest court ruled late ciary duty for not informing VSI dants about a novel and ques-
. . . last month that its legal defense costs might  tionable theory pertaimng to the
ﬁrjﬂgfi’:‘j‘fgigeorthOdom'iLllj Kemp(_er Professional e In a 5-0 decision, the New York be covered by the_a'dvertis_ing il"l- insurance coverage," Judge
’ Lexington Insurance c3 State Court of Appeals found lury coverage provision of its Cipatnck wrote

AON Corporation 7 Liberty Mutual 31 that, while legal lournals m the general hability policy VSI noted "This decision Kills the idea
ASA, Inc 4 London Special Risks Ltd ar e_a_rly 1990s di_scussed th.e possi- that IFS subsequent legal counsel that has been retalled by the poll-
Business Insurance 26 cout com e bility of securing patent infnnge- obtained defensg cost coverage cyholders’ b_ar that a lawyer has
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Guy Carpenter & Company P bavenstedt & Pauli, Inc 20 states where the law firm and its A trial court refused to grant that the policyholders' bar comes
Garvill Amenca Inc 1s client were based had reiected Darby a summary ludgment mo- up with," said Darby's lawyer,
CNA Re s FMAGroupine 20 pollcyholders' attempts to tap the tion But an appellate court over- Independent attorney Jeffrey

Conning & Company .,  Pnvate Health Care Systems 40,41 provision for such coverage That turned that decision, and the Jannuzzo of New York
Corvel Corporation - Signet Star Reinsurance 28 meant that the client's insurers state's high court affirmed that VSI attorney Steven Cooper, a
) State Comp Ins Fund 26R had no duty to defend patent in- ruling "With Florida and New partner with Anderson lull &
Corvel Corporation e fringement claims York, the two most relevant Olick P C of New York, said the
Corvel Corporation 21 St Paul Corporate 2429 In the case, the New York law states, having rejected coverage, case was fact-specific and that
Corvel Corporation 23 Swett & Crawford Group 20 firm of Darby & Darby P C sued and the theory of coverage being the ruling does not give lawyers
Fireman's Fund McGee 32,33 Travelers Property Casualty 12 former client VSI International largely unrecognized elsewhere, sweeping protection "Lawyers
First State Management Group 22 Visibillity 34.35 Inc m 1996 to recover more than (Darby) had no duty to advise havg to_Keep I_nformed on the
I $209,000 m legal billings Darby (VSI) of possible coverage for availability of insurance" that

GeneralCologne Re 10,11 Vimbillity 3437

had represented the Fort Laud- patent infringement claims," would cover the cost of legal
Global Risk Exchange 9 Visibillity 38,39 erdale, Fla -based manufacturer Judge Carmen Beauchamp work for their chents, Mr Cooper
Group Health Inc 26R Zurich US 5 of non-prescription reading Cipatrick wrote for the court said
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NAIl warns of failure to extend privacy deadline

By MEG FLETCHER

DES PLAINES, lll.-Insurance
companies may soon face a new lia-
bility for privacy violations be-
cause many states have not yet for-
mally extended the compliance
date for a federal financial mod-
ernization law, a trade group
warns.

The privacy regulations under
the Gramm-Leach-Bliley Act are
technically scheduled to go into ef-
feet Nov. 13. Federal financial au-
thorities, however, previously ex-
tended the mandatory compliance
date until July 1, 2001 for banks
and securities firms under their ju-
risdiction. It was left up to states to
enact similar extensions for the in-
surers they regulate.

The National Assn. of Insurance

Commissioners in June unanimous-
ly endorsed a resolution that said:
"State insurance regulators intend
to promilgate privacy regulations
providing for a uniform compliance

NA[ 1

date of July 1, 2001."

The National Assn. of Indepen-
dent Insurers warns, however, that
states are in varying degrees of
compliance with the rule, with in-
action by some resulting rn insurers
being subject to the original Nov.
13 deadline for compliance with
the laws privacy provisions.
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Commera

llia alliat

till:IMIEJICI

LLOR:y0

The NAII's concern arises be-
cause states dlIffe. in the degree of
authority they have given their re-
spective insurance commissioners
to enact such a resolution. Some
commissioners need only to gend
out a special bulletin or circular
while others need :o follow rules
for the promulgation of emergency
regulations or seek special action
by the state's Legislature.

According to an Oct, 27 talty by
the NAII, only abiut one-third of
states have taken specific action to
officially extend the compliance

date, according to Kathleen Jensen,
insurance services counsel fcr the

Des Plaines lll.-based NAIL

"The NAIC doesn't regulate each
individual state,” Ms. Jenson said.
"Just because commissioners sup-
ported the resolution doesn't mean

that the extension will automati-
cally go into effect,” she said.

INnsurers located in a state that
has not formally adopted the ex-
tension could face legal liability
under the federal act if the insurer
vfolaoes privacy rules related b the
handling of "personally identifi-
able financial information,” as de-
fined by the federal law.

"This is not a huge concern for
fproperty/casualty) insurers, but it
iE out there as a possible risk,"” Ms.
Jensen said.

A state insurance regulator and
NAIC officer downplays the risk
insurers could face.

Kathleen Sebelius, who chaired
tne NAIC's Privacy Woriing
Group. said she belieues the likeli-
hood cf an insurer facing liatility
ever this issue from either ar :ndi-
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vidual or a state attorney general
would be "very remote."”

"A lot of regulators feel their
signing the resolution really was
enough guidance for companies,”
said Ms. Sebelius, who is also the
Kansas insurance commissioner. In
her case, she not only signed the
NAIC resolution but also issued a
bulletin to expressly clarify the sit-
uation for insurers Iin Kansas.
However, she noted, only the
Kansas Legislature, which is not in
session, has the authority to issue
an emergency rule.

Other states such as lllinois,
where the commissioner has inde-
pendent rulemaking authority,
took stronger action: Illinois essen-
tially modified its administrative
code to reflect the new compliance
date. S

Magellan
hit by suit
charging
deception

ST. LOUIS-Magellan Health
Services Inc., one of the nation’'s
largest specialty managed care
companies, is facing a suit that
claims Magellan misrepresents the
nature of its coverage to policy-
holders.

The suit, which was filed Oct. 23
in federal court in St. Louis and
seeks class-action status, alleges
that Magellan's practices violate
the Racketeer Influenced and Cor-
rupt Organizations Act and the
Employee Retirement Income Se-
curity Act. The Columbia, Md.-
based behavioral health care com-
pany covers more than 70 million
lives.

Among the suit's allegations are
that Magellan, which usually acts
as the behavioral health care
carve-out for a general health
plan, fails to identify itself as the
behavioral health insurer to plan
members. The suit also claims that
Magellan does not explain its role
as a decision-maker and risk taker
for all behavioral health claims,
even if the company does identify
itself as an insurer.

“"They're the insurer, but you
don't know it,"” said Stephen An-
nand, partner with Cohen Milstein
Hausfeld & Toll in Washington,
who represents the plaintiffs in the
case. Also, the criteria that Magel-
lan uses to accept or deny claims
are unduly restrictive and do not
“"comport in many instances to
concepts of good medical prac-
tice," he said.

The complaint states that Magel-
lan uses physician advisers to
make coverage decisions but in-
structs them "to restrictively apply
Magellan's undisclosed criteria so
as to deny care and coverage.”

The suit seeks to compel Magel-
lan to repay policyholders the dif-
ference between the premiums
paid and what should have been
paid based on the coverage provid-
ed. The suit did not specify dollar
figures.

A Magellan spokeswoman would
not comment on specifics of the
suit, saying the complaint was "to-
tally without merit" and that the
company's actions fully comply

with the law.

-By Michael Prince



COANDIRY

At election time,
judge the judges

I'll be one of those people hoggmg the voting booth on
Tuesday.

I will take longer to vote than many of my neighbors, but
not because | am indecisive about my choice for president. |
wlll take longer because | wdl be one of the few voters
carefully picking through the ballot for judges of the Tlhnois
Supreme Court, the lllinois Appellate Court and the Circuit
Court of Cook County

In lllinois, we elect our judges, and we've elected some
pretty lousy ones, accordmg to lawyers who practice m Cook
County and a judicial watchdog group

According to the Chicago Bar Assn, six of the 77 Cook
County iudges seeking to remain on the bench are not
qualihed to continue on the court. The Chicago Council of
Lawyers agrees that five of those mx should be booted, and it
adds another 14 whom it thinks should not be retamed

The lllinois Civil Justice League is disgusted with most of
the Cook County judges Only 12 of the 77 participated in its
evaluation process, which precluded the ICJL from makmg
recommendations on 65 of the Judges and permitted them to
recommend against retention of only one Judge, who, by the
way, IS deemed quallhed by the other two groups

The ICJL notes on its Web page, "Voters can decide for

themselves if this unwilhngness to
answer questions is an indication of
arrogance, or of judicial discretion, and
whether the Judge should be retained or

I |I rejected "
It appears the ICJL, which represents
busmesses, professionals and government
entities, doesn't have the clout to
convince the Judges to answer its
questions That's not entirely surprismg,
given that two of the Cook County Judges
up for retention refused to cooperate even
with the Chicago Bar Assn's Judicial
Evaluation Committee, resulting in the

group recommendmg they not retain their seats

Unfortunately, the judges appear pretty secure on the
bench To keep his or her job, a sittmg Judge needs only a
60% "yes" response from those votmg on the question of
whether he or she should be retained In 1998, all seven
judges | voted not to retain managed to hold onto their seats,
despite recommendations to the contrary by the Chicago Bar
Assn

As the ICJL comments on its Web page "Most llimois
voters don't know the names of the seven members of the
current llhnois Supreme Court, nor the names of the 42
Appellate Court Judges, nor the names of the 505 Clrcult
Court Judges and Associate Judges Historically, many
Illmois voters ignore the Judicial section of the ballot
because they know httle about the candidates and, in some
cases, don't seem to care

| suspect that is the case in the dozen or so states where
judges are elected, which is appallmg

To quote the ICJL again, "The men and women who serve
on the bench have the power to sentence people to Jail, or to
death, the power to take millions of dollars from one
person's pocket, and put it into the pocket of another, the
power to decide in which family a child will spend his
formative years, the power to overturn the carefully
considered actions of the elected governor of the state, or the
elected representatives of the people who serve m the lllinois
General Assembly "

Or, as the Chicago Bar Assn puts it succinctly, "The CBA
believes that the quallty of the administration of justice m
our courts is determined in large part by the quality of our
Judges "

I'm voting not to retain 21 of the Cook County Circuit
Court iudges, based on the recommendations of the Chicago
Bar Assn , the Chicago Council of Lawyers and the ICIL
Based on the groups' recommendations, I'm also voting
against mx iudges runmng unopposed for open seats,
although | suspect they w1l get elected anyway

Moving up to the Appellate and Supreme Court, only two
of the four ludges standing for retention are supported by all
three groups, which is causing me some concern

| take heart, though, that all three groups endorse the
unopposed candidate for an Tlhnois Supreme Court vacancy
If only that were the case for the other seats

Pubtaher and Ed:tonal D:rector Kathryn J. Mcintyre's
commentary appears fortnzghtly and on www bustness
msurance.com. She can be reached at kmcmtyre@crain com
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fit lobbyists are relieved that vision that would extend to Dec
Congress didn't call an end to the 31, 2002, from Dec 31, 2000, a
session just yet provision in current law that al-
Things could have been worse lows employers with 50 or fewer
During that session, Congress Until the session concludes, the employees to set up tax-favored
passed a broad trade agreement, pension legislation still is on the MSAs linked to high-deductible
which included provisions to plug table," said James Delaplane, vp- medical plans
loopholes in a law that had made retirement policy with the Ameri- On the property/casualty side,
it relatively easy and inexpensive can Benefits Council in Washing- the tax bill Includes a provision
for employers to terminate under- ton calling for a Treasury Department
funded pension plans and shift If Congress does take up the tax study on the extent to which in-
their liabilities to the Pension bill, benefit lobbyists do not ex- come taxes on insurers' invest-
Benefit Guaranty Corp pect legislators to make any sig- ment income is being avoided
But it isn't certain that nificant changes in its pension through the use of affiliated com-
Congress and the Clinton admin- provisions panies in Bermuda and other off-
istration will be any more suc- "There may be a tweak here and shore locations
cessful after the election than be- a tweak there, but nothing ma-
fore in overcoming the acrimony lor,” Mr Delaplane said charges made by several US-
and deep divisions that prevented The administration had criti- based insurers that a tax loophole
an agreement from being reached cized the bill for not including in gives an unfair advantage to off-
on the tax bill the pension package a provision- shore companies with U S affili-
"The tax bill still is very much earlier approved by the Senate Fi- ates This alleged advantage oc-
on life support It isn't clear to me
what would be the driving force to
reach an agreement There was
wrangling going on before the
election, and who IS to say that
won't continue after the election?

Lame duck

Contmued frompagel

That study IS a response to

'Things could have been worse,' says
James Delaplane of the American Benefits
Council. 'Until the session concludes, the
pension legislation still is on the table.'

Nothing may really have
changed,"” said Kyle Brown, an at-
torney with Watson Wyatt World-
wide in Washington
Others, though, are more san-
guine abolit the prospects for the
tax bill and, with it, the pension nance Committee-that would curs when the U S affiliate writes
reform package provide additional tax breaks for a risk, reinsures the risk with an
"The election changes the dy- small employers starting up new offshore parent and then can earn
namics It may take the edge off pension plans In addition, the ad- tax-free investment income on the
things," said Mark Ugoretz, presi- ministration had a more general reserves held by the offshore com-
dent of the ERISA Industry Com- concern about provisions that pany By contrast, U S insurers
mittee, a Washington-based bene- would loosen certain pension non- have to pay a 35% tax on invest-
fits lobbying group representing discrimination tests ment income
large employers on benefit issues But those concerns, Mr Dela- Even if the tax bill dies, the off-
Yet others say there are too plane said, were not central to the shore insurance company taxation
many unknowns to say with any administration's opposition to the issue could be examined during
certainty whether an agreement bill The administration has op- the next congressional session,
can be reached on the tax bill dur- posed the tax bill because It be- said Joel Wood, senior vp-govern-
ing the lame duck session lieves that the tax breaks are too ment affairs for the Council of In-
"Optimistically, members of skewed in favor of higher-income surance Agents & Brokers in
Congress may approve bills more taxpayers, among other issues Washington
readily after the elections On the Among other things, the tax bill The OSHA dispute involves an
other hand, some may feel that a would significantly increase con- ergonomics regulation the agency
popular tax bill would be some- tributions employees could make wants to issue Congressional Re-
thing a new president would want to pension and 401(k) plans, as publicans proposed allowing
to take credit for, so why let the well as benefits that could be OSHA to issue the regulation, but
current president get the credit,” funded through pension plans would have given the incoming
said Frank McArdle, a consultant Other provisions would ease non- president until June 2001 to, if he
in the Washington office of He- discrimination testing procedures, so chose, halt enforcement of the
witt Associates LLC allow employees changing jobs regulation But the Clinton ad-
"It's very clear that a lame duck between the private, non-profit ministration failed to go along
session of any Congress can be un- and public sectors to transfer with that limitation The current
predictable,” said David Farmer, funds between 401(k), 403(b) and version of a bill to fund the Labor,
senior vp-federal affairs in the 457 savings plans, and make It Health and Human Services and
Washington office of the Alliance easier for employers to remove Education departments, therefore,
of American Insurers from their pension rosters termi- contains a provision specifically
While the chances of the tax bill nating employees who have ac- barring OSHA from using funds
being enacted during the lame crued small benefits (BI, Oct 30) to implement the ergonomics pro-
duck session are uncertain, bene- The tax bill also includes a pro- posal Eli

School fee denied tax break

By JERRY GEISEL care expenses are those whose pri- incurred to enable the taxpayer to
mary purpose "must be to assure be gainfully employed, and the re-
WASHINGTON-Kindergarten the individual's well-being and quirement that the services provid-
fees are not considered dependent protection " ed are pnmarily for care,” the IRS
care expenses and therefore do not But kindergarten expenses do said
en] oy tax-favored status, accord- not qualify as dependent care ex- The IRS letter, No 2000-0246,
ing to the Internal Revenue Ser- penses because the character of a should eliminate any uncertainty
vice or confusion on whether kinder-
Under the Internal Revenue

Code, employees can contribute up Kindergarten is

to $5,dOO on a‘pretax basis, such as , ) ) A
putting funds into a flexible primarily educational

spending account, to finance de- in nature and any care A typical dependent care ex-

pendent care expenses Alterna- ) L. . i pense would be payments,a work-
tively, employees can take tax provided is incidental, ' ing parent makes to an individual
credits of between 20% and 30%- the IRS says.
depending upon their income-for
up to $2,400 of annual dependent Although few employees make
care expenses for one child and contributions to flexible spending
$4,800 in expenses for two or more kindergarten program is "pnmari- accounts to fund dependent care
children The tax breaks are avail- ly educational in nature and any expenses, the funds contributed
able for parents with children 12 care provided is incidental,” the are large Roughly 3 % of eligible
years old and younger IRS said employees use FSAs or other flexi-
In an information letter, the IRS Even though sending children to ble benefit plan arrangements to
says the dependent care tax breaks kindergarten may allow parents to fund dependent care expenses
are available for expenses incurred work, that is not enough for the However, contributions-includ-
'for the care of a qualifying indi- kmdergarten fees to be considered ing amounts funded through salary
vidual that are incurred in order to tax-favored dependent care ex- reduction and through contribu-
allow the taxpayer to be gainfully penses, the IRS says lions of flex dollars or credits-
employed " "The taxpayer must satisfy both typically are m the $2,000 to $3,000
In addition, bona fide dependent the requirement that expenses are range, benefit consultants say 1

garten fees were considered depen-
dent care expenses, said Henry
Saveth, an attorney with William
M Mercer Inc in New York

or facility to take care of an infant
or toddler
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I, CAVOORES JOINS WHITE MOUNTAINS John shortfall it incurred in the past three years not using these techniques, according to the production, the company said.
Cavoores, the former chief operating officer from its deal with Tufts In a loint state- fifth annual Washington Business Group on 49 For the first nine months of,
of Reliance Group Holdings Inc.'s insurance ment, the two organizations said they both Health/Watson Wyatt Worldwide survey on 1.,V 2000, Hamilton, Bermuda-
operations, has joined White Mountains In- compromised to reach an agreement, hint- integrated disability management "Given CY |Dbased ACE's gross premiums
surance Group Ltd. In his new position, Mr. ing that Partners will receive a sizable rate the tight labor market, employers need to more than doubled to $5.95
Cavoores will be managing director of the increase. "For physicians and hospitals, re- ensure that their existing workforce iS at its billion, though results of the

as-yet-unnamed holding company for CGU sources must be available to maintain the full potential This means not only ensuring former CIGNA operations were not mclud-
Insurance Co.-the U S property/casualty highest standards of patient care," the state- that employees are able and Willtng tO ed for most of the 1999 nine-month period.
operations of U K. insurer CGNU Group ment said. About 20% of Tufts' 930,000 work, but being proactive about managing For the nine-month period, net income hit
PLC -which Hamilton, Bermuda-based members would have been affected if the absences," said Veronica Hellwig, a senior $429.2 million, compared to $212 9 million
White Mountains iS buying for $2.53 bil- contract with Partners had lapsed Those in- health and productivity consultant with for the first nine months of 1999.

lion Prior to working for New York-based dividuals would have had to use non-Part- Watson Wyatt and co-author of the study,

Rehance, which he joined in April, Mr. ners physicians or change to those health m a released statement The survey included | BRIEFLY NOTED Shares of German insur-

Cavoores was president of National Union plans that had agreements with Partners. responses from 106 employers with more ance holding company Allianz A.G. Hold-
Fire Insurance Co. of Pittsburgh, Pa., the di than 1,000 # orkers ing began trading on the New York Stock
rectors and officers liability insurance unit | PRESCRIBING TOOL Providers in the San Exchange last week Allianz registered its

of American International Group Inc in Jose Medical Group m San Jose, Calif, are CIONA PROFITS UP CIGNA Corp has re- shares with the Securities and Exchange
New York Prior to that, he was chief un- using hand-held electronic devices to write Forted $825 million in operating income, Commission effective Oct 31 Allianz's
derwriting officer at Chubb Corp. m War- prescriptions. The hand-held excluding certain charges, from continuing stock will be traded tn the form of Ameri-
ren, N J. Mr. Cavoores joined Reliance as computing devices, provided by operations for the first nine months of can depositary shares, and its ticker symbol
part of a turnaround team, but the retooling Lifeguard Inc., a San Jose, 2000, an 8% mcrease over the comparable will be AZ Allianz shares will now be
plans were largely scuttled in June, when 9P Calif.-based health maintenance period last year Revenues for the nine- available on the Frankfurt, London, Paris,
the insurer's financial strength ratings were JLJIV organization, use software de- month period increased 7% to $14 9 bil- Zurich and New York stock ex-

downgraded to levels that were unaccept- veloped by Libertyville, Ill.- hon, excluding discontinued operations changes Meteorologists at catastrophe
able to many of its customers. Much of the based Allscripts Inc. The tools "We ccntinue to achieve good earnings mo- modehng company Applied Insurance Re-
company has since been sold off, and the re- are designed to improve provider efficiency mentum and strong mar- search predict a stormier winter than aver-
maining units have ceased writing new bust- and reduce prescribing errors. To USe the gins m our health care age this year in northwest Europe, includ-
ness White Mountains' principal U.S. of- device, a physician selects a diagnosis from business for both our ing countries that were hard hit by the late
fices are m Hanover, N H. Longtime insur- a list that is programmed into the software. core products and spe- 1999 storms Lothar and Martin This wm-
ance executive Jack Byrne serves as its chair- The unit then displays the list of drugs usu- cialty offerings," Chief ter's storms are likely to be more frequent
man and chief executive officer. ally prescribed for that diagnosis and Executive Officer H Ed- and potentially more severe than historical

whether the drug is on Lifeguard's formula- ward Hanway said in a averages suggest, according to Boston-
I, TUFTS, PARTNERS TOGETHER AGAIN Tufts ry. The device also conducts a complete statement. Consolidated based AIR.. London-based insurance bro-
Health Plan and Partners HealthCare Sys- drug utilization review, checking for possi- CTGNA  operating income for the ker Willis Group Ltd. has opened a sub-
tem Inc. reached an agreement last week ble interactions, duplicate therapy, proper first nine months of this sidiary in Johannesburg, South Africa.

that keeps Partners' hospitals and doctors m dosing and pnor adverse reactions. The pre- year excludes aftertax charges of $127 mil- Mark Floyd, chief executive of the new
Tufts' network. The deal was reached de- scribmg unit has wireless capabillties, allow- lion associated with its runoff reinsurance Willis South Africa, said the company in-
spite announcements in the prior week by ing physicians to send prescription orders to business, principally for reserve strengthen- tends to grow in the country both organt-
both sides that Partners would end its rela- an onsite pharmacy, a retail pharmacy or an ing. Last year's results for the corresponding cally and by acquisition. ..Aetna Inc.'s net
tionship with Tufts, based in Waltham, Internet pharmacy. The unit also can gener- period exclude a $1.2 billion aftertax gam income for the first nine months of 2000
Mass. The reversal came after the two sides ate hard-copy printouts for patients that are from the sale of CIGNA's property/casualty fell 84%, to $533.2 million, due to re-
spent several days working out their differ- more legible than hand-written prescrip- business to ACE Ltd.; a $400 million after- duced income from its managed care busi-
ences, which resulted m Tufts members re- tions tax charge attributable to certain Brazilian ness. the company reported. Revenues for
ceiving access to Boston-based Partners investments, and $ 10 million of aftertax re- the period increased 29.2%, to $24.17 bil-
well-known hospitals, such as Mas- ABSENCE MANAGEMENT Employers that structuring charges for cost-reduction initia- lion.

sachusetts General Hospital and Brigham & adopt a trio of disability and absence man- tives SLbsequent to the sale of the P/C bust-

Women's Hospital, as well as numerous agement techniques have a 74% lower ness 70 get brea/ang news as# occups, wis# Bust#-
smaller facilities and doctor groups worker absence rate than employers that do ness insurance's tree online Updatent www.
throughout the Boston area. Terms of the not, a recent study finds. Employers that st- ACE POSTS 816 GAINS ACE Ltd. produced pancacom. All of tim material in the
deal were not announced, but a Tufts multaneously utilize disability case manage- large gains in premium volume and net in- other content
spokeswoman said it would cause employ- ment, mvolve line supervisors in absence come for the first nine months of this year, m tnis melfs issue, is generated trom daily
ers' premiums to rise, starting in 2002 Part- management and designate an internal ab- reflecting not only its July 1999 takeover of news postings that ameared on the Web site in
ners was seeking a 27% rate increase over sence manager have an absence rate of only CIGNA Corp.'s property/casualty opera- limil,evklis week

three years to make up for a $42 million 1.4% compared with 5.3% for employers tions, but also rising rates and new business

Find daily coverage on Corporate Risk, Employee Benefit and Managed Health Care News at www.businessinsurance.com
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company? In the past six years, the

number of sexual harassment charges has
doubled. The number of discrimination

charges has climbed over 4:1%. And the rev-

enues lost in courtroom battles have soared

into the billions. The appropriate response:
EPL Century Select:

We understand what others don't.

The more deeply you understand a risk, the
more intelligently you can insure against it.

At Lexington Insurance Company, we know
the latest arsenal of employee discrimination
suits better than anyone. The reason we
understand more is that we have one of the
industry's largest client bases, giving us a
broader view of the trends as they develop.

You'll also find we have the most experi-
enced underwriters in the business, whose
unique professional insights produce more
responsive and innovative solutions. And
because we especially understand the needs
of large employers, our new EPL Century

has a loving

wife,three
great kids,

and lla logical

explanation

for what he's

about to do.

AS an insurance

company, we've

unNncovered an idea
some CEOs would

rather overlook:
consensual or not, it

can be a costly affain

Select coverage is flexible enough to be
customized, while providing up to $loo
million in protection.

We can cover what others won't.

It's no surprise we were among the first
to provide employment practices protection.
Or that our integrated risk management
package provides employment practices
audits, a toll-free hotline and free seminars.
To look into protecting your company, call
the company rated A++ by A.M. Best and
AAA by Standard & Poor's, at 617-772-4586.

LEXINGTON INSURANCE COMPANY PIONEERS IN REVOLUTIONARY PROTECTION



“SAYING YOU'RE A PARTNER
AND BEING A PARTNER ARE TWO
DIFFERENT THINGS. ,

WHO'’S GOING TO STAKE
THEIR NAME ON IT?” :

S

At Munich-American RiskPartners, we build strong
relationships and deliver powerful, customized risk sharing, risk
transfer and risk management solutions like no one else.

So it's no wonder more and more companies are looking to us —

the premier alternative risk specialist with “partner” in its name.

Risks underwritten on behalf of member commpanies Americen Re Group and Munich Re Group.

\ A++ (Superior) by A.M. Best Company, AAA dy Standard & Poor s, Aaa by Moody’s.




