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J&H directors near to settling

suit over sale to Marsh

NEW YORK—Retired directors of John-
son & Higgins are on the verge of settling
bitter litigation with their former col-
leagues over the allegedly fraudulent allo-
cation of windfall profits from the bro-
ker's $1.8 billion sale to Marsh & McLen-
nan Cos. Inc. in 1997.

In an Oct. 16 court filing, lawyers for 13
retired J&H directors reported that they
have agreed to terms of a settlement with
24 J&H directors active at the time of
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Wells Fargo, Acordia in merger talks

By SALLY ROBERTS

CHICAGO—Banking giant Wells Fargo &
Co. is ir. talks with Acordia Inc. about a
possible acquisition of the world’s seventh-
largest insurance broker.

Neither Acordia nor Wells Fargo would
commen: on the discussions, which have
circulated in the rumor mill since the recent
Insurance Leadership Forum held at the
Greenbrier resort in White Sulphur
Springs, W.Va.

The acquisition, if completed, would sat-
isfy the needs of both firms. Acordia’s Chief
Executive Frank C. Witthun has been very
public about the broker’s need to explore
exit strategies for its short-term investors,

and Wells Fargo CEO Dick Kovacevich has
publicly expressed a desire to increase the
bank’s insurance and securities business
amid pressure to become a financial super-
market.

With the addition of Acordia to its exist-
ing insurance operations, Wells Fargo In-
surance Inc. would become the first bank-
owned insurance broker to break into Busi-
ness Insurance’s top 10 rankings of the
world’s largest insurance brokers,

St. Louis Park, Minn.-based Wells Fargo
Insurance ranked as the eighth-largest in-
surance broker of U.S. business this year
based on $190.3 million in 1999 brokerage
revenues (BI, July 17). Combined with
Acordia’s $337.2 million in brokerage rev-

Acordia’s senior vp
and chief marketing
officer, acknowledged
that Mr. Witthun has
been very open about
the fact that at some
point in time, Acor-

Camelot must pay back taxes

enues, an enlarged
Wells Fargo Insurance
would have ranked as
the world’s fifth-
largest insurance bro-
ker,

Charles L. Ruoff,

dia’s investors would want to sell their eq-
uity stake in the company.

“That time has come,” Mr. Ruoff said.
“We are exploring our options, but we can’t
comment on anything specific,” he said.

In 1997, Acordia’s management, together
with investment banking groups Knights-
bridge Capital L.L.C. and Wand Partners
Inc., bought $285.9 million of Acordia’s
brokerage operations for $310 million from
Anthem Inc., an Indianapolis-based mutual
insurance company and licensee for various
Blue Cross & Blue Shield plans.

In 1998, Knightsbridge sold its stake in
Acordia to High Ridge Capital Partners L. P,
and NationsBank Capital Investors, now affili-

See Mergers on page 71

Where drug users work

Distribution of drug users by employer size

24 or fewer
employees
95-499 4%
employees

43%

Source: Sbstance Abuse and Mental Health Services Administration 1997 survey

Employer
drug testing
has pitfalls

By LEE FLETCHER

Drug testing is the norm in many workplaces, be-
cause employers have found that testing saves money
and makes for a safer environment for workers and
customers. But experts say that, in order for employ-
ers to avoid liability, they must be consistent and pre-
cise when implementing and enforcing drug testing

policies.

“Drug testing is an important tool, a tool that’s
used a lot. But if it’s not crafted carefully or adminis-
trated carefully, it's a recipe for disaster,” said Ger-
ald L. Maatman Jr., a partner and chairman of the
global employment law practice group at Baker &

McKenzie in Chicago.

According to Mr. Maatman, drug testing can create
employment practice liability exposures. When tests
produce positive results that result in employee ter-

mination, he said, some workers end up suing.

“Some employees will say that ‘the manner in which
you collected my specimen or the way in which the test
See Testing on page 69

COLI a ‘sham’ tax shelter: Judge

By MICHAEL PRINCE

WILMINGTON, Del.—A federal
Judge in Wilmington, Del., has ruled
that a company’s corporate-owned life
insurance policies are a “sham” tax
shelter and has ordered the company
to pay back taxes and penalties of over
$6 million.

The judge also stated that similar
shelters are under investigation by the
Internal Revenue Service, possibly re-
sulting in a tax liability of $6 billion
for 85 other employers.

About 200 other companies are us-
ing COLI in a similar manner and may
be at risk, a consultant says,

At issue is a type of group life insur-
ance policy known as COLI VIII poli-
cies, or broad-based leveraged COLI.
Employers are both the policyholders
and the beneficiaries of these policies
taken out on employees and the em-
ployers pay the entire cost of the pre-

miums.

The plans are designed to
have high premiums paid
at the outset. The compa-
ny then takes out a
loan from
the
cover the
premiums. The loan in turn gives the
company a high tax deduction for the
interest on the loans. The net result for
the companies, such as Camelot Music
Inc.—the subject of the current case—
is a positive cash flow, assuming the
interest payments are tax-deductible.
Camelot is owned by CM Holdings
Inc., based in North Canton, Ohio.

“To achieve these design goals, the
designers of the COLI VIII policies in-

corporated several innovative features
in an attempt to comply with the In-
ternal Revenue Code governing life in-
surance. In doing so, the designers ob-
viously inched toward that invisible
line which separates true life insur-
ance from tax-driven or tax-sheltering
investments,” wrote District Judge
Murray Schwartz in his 143-page de-
cision of Oct. 16.

The case arose in 1991 when
Camelot Music Inc. bought corporate-
owned life insurance policies on its
1,430 employees. To finance the pre-
miums, the company took out a loan
from the insurance company they were
bought through, Mutual Benefit Life
Insurance Co., and then for four years
claimed interest tax deductions on the
loan payments. The IRS moved to dis-
allow these deductions, claiming they
were a sham designed to generate tax
savings. Camelot objected, resulting in

See COLI on page 71

Insurers to use genetic info

U.K. panel approves use of Huntington’s test

By CAROLYN ALDRED

LONDON—British insurers may use
the results of genetic tests for Hunt-
ington’s disease in underwriting life
insurance policies, a government-ap-
pointed committee ruled this month.

The ruling is the first of a series due
to be made by the Genetics and Insur-
ance Committee, which is examining
the reliability of several genetic tests
for identifying genetic markers for
different diseases and whether they
should be used by insurers when as-
sessing insurance applications.

Genetic testing and its likely impact
on insurers, employers and individuals
is an issue generating controversy
worldwide, and the GAIC’s announce-
ment on Oct. 12 has put the United

Kingdom in the spotlight as one of the
only countries where a government-
backed committee has ruled that in-
surers may use genetic test results.

Fear of discrimination and the in-
ability of individuals who test positive
for Huntington’s disease to obtain
medical, disability or life insurance
has already led to the introduction of
legislation in many countries that pre-
vents insurers either from requiring
that the genetic tests be taken or using
the results of the tests.

In other countries, insurance indus-
try associations themselves have in-
troduced codes of conduct or morato-
ria on the use of such test results.

The GAIC is a government-appoint-
ed but non-statutory advisory com-
mittee, comprising geneticists and in-

surers, set up by the British govern-
ment in April 1999 to evaluate specific
genetic tests, including their medical
reliability and their relevance to par-
ticular types of insurance,

The U.K. Huntington’s Disease
Assn. said in a statement following the
GAIC’s decision that it has “consider-
able reservations about the way in
which the insurance industry proposes
to use this information.”

“The government, insurance compa-
nies and patient organizations must
work together to ensure that people at
risk of inherited disease should be
able to protect themselves and their
families by being able to obtain insur-
ance at affordable rates,” the London-
based association said.

See Genetic on page 64
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J&H directors near to settling suit

Continued from page 1

the sale, whom the retirees accused in a 1997 lawsuit of wrongful-
ly diverting huge shares of the profits to themselves.

The defendant directors have also agreed to the settlement, and
Marsh & McLennan—accused in the suit of conspiring with the
defendant directors—has consented to “all substantive business
terms of the settlement” but was still resolving “drafting issues”
as of last Friday, according to the letter and a lawyer involved in
the case.

The agreement calls for the parties to “close and fund the settle-
ment” by Nov. 15, according to the letter. The settlement’s terms
are not disclosed in the court filings, and Paul C. Saunders, a
lawyer for the defendant directors with Cravath, Swaine & Moore
in New York, said the terms are confidential.

A spokeswoman for Marsh said the deal is not yet finalized:
“Settlement discussions are still ongoing. It’s not done yet,” she
said.

The 13 retirees, including former J&H Chairman Robert V.
Hatcher Jr. and former Vice Chairman Kenneth A. Hecken,
charged the director defendants and J&H with breaches of con-
tract and fiduciary duty, securities law violations and fraud;
Marsh was accused of aiding the alleged fraud.

U.S. District Judge Lewis A. Kaplan last fall denied a motion to
dismiss charges against the defendant directors.

Funds denied for defense

SACRAMENTO, Calif.—The California Department of Insur-
ance will not spend public funds to defend former Insurance Com-
missioner Chuck Quackenbush against criminal allegations stem-
ming from his handling of complaints against insurers over
Northridge earthquake claims.

The decision by current Insurance Commissioner Harry Low
also applies to other Insurance Department employees who
worked under Mr. Quackenbush and are under criminal investiga-
tion. The U.S. attorney general, state Attorney General Bill Lock-
yer and the Sacramento county district attorney are investigating
Mr. Quackenbush’s activities as commissioner.

“Requests have been made by present and former employees, in-
cluding Commissioner Quackenbush, for the payment of any legal
fees incurred with the criminal investigation,” Mr. Low said. “I
have decided it would not be in the best interest of the department
to be responsible for payment of legal fees for former Commis-
sioner Quackenbush.”

Mr. Quackenbush left office in July; he moved to Hawaii follow-
ing legislative hearings on his handling of fines levied against in-
surers charged with mishandling quake claims. Mr. Quackenbush
maintained the investigations against him were politically moti-
vated.

In a related issue, California’s Bureau of State Audits last week
concluded that the former ‘commissioner abused his position by
requiring companies to make “off-the-book” payments—known
as outreach payments—totaling $12.3 million to non-profit orga-
nizations in settlements in lieu of paying hefty fines for the mis-
handling of claims.

The terms of the settlements often were for vague purposes and
failed to link an infraction with an ordered outreach payment, the
auditors’ report said. The money was spent for questionable pur-
poses, including $263,000 donated to an athletic foundation that
operates football camps, the Bureau of State Audits found.

The auditors’ report cites a recent state attorney general opinion
that such payments to third parties are legal only when used for
activities related to the regulatory issues that prompted them. For
example, the Insurance Department might require an insurer ac-
cused of discrimination in a minority neighborhood to direct pay-
ments to community groups within that neighborhood.

State Auditor Elaine M. Howle, however, stopped short of con-
cluding in the report that the commissioner violated the law.

Third-quarter cat losses down

NEW YORK—U.S. property/casualty insurers are catching a
break so far this year, suffering one of the lowest levels of catas-
trophe losses since 1990, the Insurance Services Office Inc. pro-
jects. :

During the third quarter, insurers will pay $315 million in losses
from three catastrophic events, the lowest third-quarter loss total
in 11 years and far below the $2.1 billion in losses from seven
events recorded in the third quarter of 1999, ISO estimates.

The next-best third-quarter result was in 1997, when insurers
reported $510 million in losses from five catastrophic events. The
worst third quarter came in 1992, when hurricanes Andrew and
Iniki helped create $17.4 billion in losses on more than 1 million
claims, ISO noted.

This year’s third-quarter catastrophes affected 12 mainly Mid-
western states and included $150 million in losses from a thunder-
storm event that hit the upper Midwest in early July. Five states
sustained most of the overall losses in the quarter: Minnesota,
with $105 million; Wisconsin, $50 million; Ohio, $45 million;

See Updates on page 71

Errors & omissions

® Because of incorrect information given to Business Insurance,
an article about UK. rail safety on page 59 incorrectly identifies
St. Paul International Insurance Co. Ltd. as the liability insurer
for Railtrack P.L.C. St. Paul is the property insurer for Railtrack
but ceased underwriting Railtrack’s liability account in March.

By JERRY GEISEL

WASHINGTON—The 1996 fed-
eral law that curbs the ability of
health care plans to deny coverage
for pre-existing medical condi-
tions pre-empts state laws that al-
low an insurer to deny coverage to
a new group plan participant who
is disabled with a medical condi-
tion or in the hospital, according
to a federal agency memorandum.

The federal law, however, does
not pre-empt state laws that re-
quire a prior insurer to continue
to provide coverage to employees
and dependents who are disabled
at the time an employer is moving

from one insurer to another.

The memorandum, issued by the
Health Care Financing Adminis-
tration, builds on a memorandura
HCFA issued earlier this year.
That document, which for now
deals only with fully insured
plans, says plans must immediate-
ly extend coverage to new em-
ployees’ dependents in situations
where a dependent is in the hospi-
tal at the time coverage is to begin
(BI, June 19). The earlier memo-
randum did not deal with situa-
tions where an employee is in the
hospital at the time coverage is to
start. HCFA said that issue will be
addressed in later regulations.

Both memoranda are intended
to help employers and insurers
comply with a far-reaching 1996
federal law that curbed the use of
pre-existing medical condition
exclusions in health care plans.
That law, the Health Insurance
Portability and Accountability
Act, is intended to make it easier
for employees with medical condi-
tions to change jobs without fear
of losing coverage for those condi-
tions.

Under that law, health care
plans can exclude coverage for
new employees and their depen-
dents’ pre-existing medical condi-

See HCFA on page 69

By MARK A. HOFMANN

BALTIMORE—Know thyself.

That bit of advice, credited to
the Athenian statesman Solon,
applies to risk managers ap-
proaching renewal
time. Knowing the
people who actually
make pricing deci-
sions isn’t bad ad-
vice, either.

Those were just a
couple of the observations of-
fered during a wide-ranging risk
management roundtable at Lib-
erty Mutual Insurance Co.'s
ninth annual risk management

Risk managers give advice

Liberty Mutual panelists offer tips on renewals, consolidation

forum in Baltimore last week.
The panel, made up of five vet-
eran risk managers, also
touched on such matters as the
effect of consolidation in the
marketplace, the likelihood of a
market turn and the
nature of risk man-
agement itself, as
well as general
trends affecting the
theory and practice
of risk management.

John F. Ryan, vp and manager
at Liberty Mutual, asked the
panelists what advice they had
for those dealing with renewals
in the current environment.

“You need to know your busi-
ness inside and out,” said
Christopher E. Mandel, direc-
tor-global risk management for
Louisville, Ky.-based Tricon
Global Restaurants Inc. “It’s
more important than ever that
we have good data,” he said.

“You have to obtain and
maintain a face-to-face rela-
tionship with the people who
are doing the pricing,” said
Randolph A. Thurman, director-
risk management for Nashville,
Tenn.-based Gaylord Entertain-
ment Co. Risk managers should
have “people who are key to the

See Panel on page 66

ISU panel looks at future

Keeping up with rapid change

By LEE FLETCHER

CHICAGO—Continued consoli-
dation and convergence within
the insurance and financial ser-
vices industries, expanded em-
ployee roles and a new way of do-
ing business through e-commerce
are among the major changes in-
fluencing the insurance industry,
according to a panel of experts.

Consolidation of the insurance
business is likely to continue, be-
cause critical mass and balance-
sheet strength are important to
underwriters, said Ken Pinkston,
vice chairman of Willis Group
Ltd. in Nashville, Tenn.

“I think we're seeing a separat-
ing of the strong vs. the weak and

sort of a departing from the ag-
gregate. As far as the brokerage
business is concerned, I think
we've pretty much consolidated.
A few years ago, it would have
been unthinkable” to predict the
tremendous consolidation that
has made Willis, Aon Corp. and
Marsh & McLennan Cos. Inc.
what they are today, Mr. Pinkston
said during a panel discussion at
the 10th annual Insurance Execu-
tive Forum, sponsored by Illincis
State University's Katie Scheool of
Insurance and held Oct. 18 in
Chicago.

While more purchases by the
big brokers are not as likely, Mr.
Pinkston said he expects more ac-

quisitions among smaller and re-
gional brokerage firms.

“One thing that is a byproduct
of the consolidation of the broker-
age business is the new boutique
firms, which offer specialties and
can serve lines very well,” Mr.
Pinkston noted.

As companies in the insurance
industry sort out their business
models, there's still a lot more
consolidation to come, predicted
William Bolinder, a member of
the Group Executive Board at
Zurich Financial Services Group
Inc. in Zurich, Switzerland.

Mr. Bolinder said he's never
seen more board-authorized or

See Forum on page 71
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Early firming affects market tone hut little else '

By JUDY GREENWALD

he hardening reinsurance
market is taking center
stage these days.

Although there has

clearly been a turn, rein-

surers, analysts and oth-
ers are awaiting the January re-
newals to see how much firming
has occurred. And although rein-
surers say that their situation is
improvirg, there is a consensus
that this first round of hikes is un-
likely to compensate for several
years of intense competition.

Many in the industry believe
that the presence of the capital
markets as a potential competitor
may curb drastic hikes (see story,
page 12).

Meanwhile, the pace of merger
and acquisition activity is expect-
ed to be slow, because most poten-
tial acquisition candidates al-

ready have been absorbed.

And despite the hardening mar-
ket, the large amount of capital
needed to get into the business is
expected to deter any potential
multiline start-ups, although
more niche and special-purpose
reinsurers are expected (see story,
page 26).

At the same time, reinsurers
must continue to contend with ex-
cess capital, although the degree
to which the industry is overcapi-
talized is in dispute {(see story,
page 14).

Many observers say the turn in
reinsurance rates affects all lines
generally, although it is being led
by the retrocessional and property
segments. Other lines cited as
firming include long-term casual-
ty, workers compensation, profes-
sional liability, trucking, acci-
dent/health and medical malprac-
tice.

By DOUGLAS McLEOD

nsurance industry mergers
ana deteriorating insurer
finances are combining to
expand a long-established
line of business for reinsur-
ers: adverse loss develop-
ment ccvers aimed at rescuing
insurers from themselves.

Reinsurers have seen a rising
demand for the coverage, both
to protect buyers of insurance
companies from the acquired
insurers’ past liabilities and to
help troubled insurers reorga-
nize and regain their footing in
the market.

The programs take various
forms, sometimes including an
equity investment in the ceding
company by the reinsurer and
sometimes consisting of only an
option granted to the ceding in-
surer to buy the reinsurance at
a future date.

While adverse development
covers have existed for years,
they got a boost in the late
1990s, when the Financial Ac-
counting Standards Board con-
cluded thkat restrictive account-
ing rules don’t apply in cases
where an insurance company

Demand up to cover
adverse development

seller arranges the reinsurance
as a reserve guarantee for the
buyer.

The FASB statement coincid-
ed with an explosion of mergers
and acquisitions in the insur-
ance industry, creating new de-
mand for adverse development:
coverage. More recently, the
coverage has also attracted in-
surers facing financial prob-
lems caused by mounting losses
on underpriced business.

“What this does for a trou-
bled company is give it the abil-
ity to say, ‘Look, if you're wor-
ried about my reserve adequa-
¢y, they're not my reserves any-
more,"” said Kirk Roeser, presi-
dent of intermediary Gill &
Roeser Inc. in New York.

Viewed by some as relatively
low-risk deals for reinsurers in
the short term, the longer-term
consequences as losses develop
are less clear and require rein-
surers to be especially cautious
in analyzing their potential ex-
posure, market observers say.

“If you got it wrong (and) if
you are counting on being able
to fix things as you go along,
then you've got the wrong

See Adverse on page 20
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David Robb, president of rein-
surance operations for The Hart-
ford Financial Services Group
Inc. in Hartford, Conn., said: “I
think, from what we’ve seen in the
marketplace, if you compare, say,
January to April to July—which
are key renewal months—from a
reinsurance perspective, things
have been improving since the be-
ginning of the year.”

“January was not a very big
change for most people, April was
modest, and in July we began to
see some meaningful changes,”
Mr. Robb said. “I think the mar-
ket is responding to three of the
worst years we've had in a long
time, with '98 and '99 being par-
ticularly difficult, so I think there
is a general sentiment that things
need to improve,” he said.

The Reinsurance Assn. of Amer-
ica has reported the industry's
combined ratio at 112.2% for the

first half of this year. The Wash-
ington-based RAA reported ratios
of 113.8% for year end 1999 and
104.4% for year end 1998.
“Everything’s going up,” al-
though the increases range from
slight to dramatic, said Salvatore
Zaffino, president and chief exec-
utive officer of reinsurance inter-
mediary Guy Carpenter & Co. in
New York. And the hikes seem to
be reasoned, rather than a knee-
jerk reaction, Mr, Zaffino added.
“Nationwide, S&P would ex-
pect we're going to see premiums
increase by maybe 7% in 2001,”
said Donald Watson, a director at
Standard & Poor’s Corp. in New
York. “There are significant in-
creases in some lines, but on an
across-the-board basis; it's not
going to be a dramatic change,”
Mr. Watson said. “Any increase is
a positive factor for the reinsur-
ance industry.” The good news for

World’s largest reinsurance brokers

risk managers, he added, is that
the increases “should be well
managed.” ;

Michael Schell, president and
chief operating officer of St. Paul
Re in New York, said: “On the
whole, the reinsurers are taking
on exposure on a more reasoned
basis, because most reinsurers
have had very poor experience
over the last 12 to 24 months. And
the psychology of the business has
changed, where a large number of
reinsurers are more afraid of
keeping business on current terms
than they are of losing business if
they change the terms.”

“I would say that there are still
a few outliers in certain classes of
business or certain geographic ar-
eas, but I would expect that prob-
ably has to do with an execution
issue, rather than a policy issue. I
don’t know of any reinsurer that I

See Qutlook on next page

Gross revenues ' Employees % Treaty
Company 1999 % change 1999 % change 1889 1998
Aon Re Worldwide $655,000,000 * 5.62 3,000 -3.2 NA NA
Guy Carpenter & Co. Inc. 526,000,000 4.8 2,080 -3.7 95 96
Willis Re 253,000,000 2.4 870 2.5 92 92
E.W. Blanch Co. Inc. 177,383,508 8.4 1,201 109 100 100
Benfield Greig Group P.L.C. 159,055,872° 6.6 535 14.6 NA NA
Heath Lambert Group 102,718,000 ¢ 3.7 4,580 -1.8 60 85.4
JLT Risk Solutions Ltd. 86,287,940 ° 16.0 NA NA 72 100
Towers Perrin Reinsurance 51,300,000 8.0 224 4.2 97 95
John P. Woods Co. Inc. 25,000,000° 11.6° n 4.4 98 98
John B. Collins Associates Inc. 20,829,000 35.3 78  30.0 100 100
! Based on reinsurance brokerage and services only ? Bl estimate ® Fiscal year ending 12/31/99 (British pound = $1.618) * Fiscal year ending 3/31/00
gﬁ‘:ﬁﬂ: ;El;rligv Z )?1.595) ¥ Fiscal year ending 6/30/00 © 1998 revenues have been restated NA = Not available

New husiness, not firmer rates,
fueling intermediaries’ growth

By SALLY ROBERTS

aced with a changing
market landscape, the
world’s largest reinsur-
ance intermediaries re-
main committed to pro-
viding innovative solu-
tions to ceding clients’ needs.

The reinsurance market is
showing signs of tightening, inter-
mediaries say, noting that capaci-
ty is beginning to erode, particu-
larly in the property catastrophe
retrocessional market. And while
most brokers say that reinsurers
are not trying to obtain across-
the-board increases, one reinsur-
ance brokerage executive said he
thinks reinsurers currently are not
making enough of a distinction
between good risks and bad ones
in imposing rate increases.

Regardless, brokers say that it is
new business production, rather
than market firming, that has fu-
eled their success in 1999 and so
far this year. Due to continued
consolidation in the primary in-
surance marketplace, the reinsur-
ance pie continues to shrink,
prompting intermediaries to look
for other means of generating
business. In some cases, brokers

have turned to marketing new or
enhanced products and services—
such as catastrophe modeling, dy-
namic financial analysis and vari-
ous e-commerce initiatives—to at-
tract new clients. Others are fo-
cusing on new lines of business,
while some continue to obtain
new business the old-fashioned
way—by attracting producers and
clients away from competitors.

Consolidation also remains a
key growth strategy for many
reinsurance intermediaries, al-
though the frenzy of a few years
ago has died down.

Indeed, consolidation once
again played a role this year in
Business Insurance’s rankings of
the world’s 10 largest reinsurance
intermediaries. BI ranks interme-
diaries based on their revenues
from reinsurance brokerage and
services in 1999.

Most notably, London-based
reinsurance brokers Heath Group
P.L.C,, which ranked as the sev-
enth-largest reinsurance interme-
diary last year, and Lambert
Fenchurch Group P.L.C., No. 8
last year, combined in late 1999 to
form Heath Lambert Group.
Heath Lambert made its debut
this year in the No. 6 spot, with

$102.7 million in pro forma 1999
revenues, a 3.7% increase over pro
forma 1998 figures.

The merger made room for a
new reinsurance broker to join the
top 10. Minneapolis-based inde-
pendent John B. Collins Associ-
ates Inc. occupied the No. 10 spot,
with $20.8 million in 1999 rev-
enues.

In addition, John P. Woods Co.,
which ranks as the ninth-largest
reinsurance intermediary, with
$25.0 million in 1999 revenues,
has a new owner. The Jersey City,
N.J.-based broker was acquired
last month by Itasca, Ill.-based
Arthur J. Gallagher & Co., the
world’s fourth-largest retail bro-
ker (BI, Sept. 11). This did not af-
fect the ranking, though, because
John P. Woods’ will be run as a
stand-alone subsidiary of Gal-
lagher, as opposed to merging
with Gallagher's existing reinsur-
ance intermediary, New York-
based Arthur J. Gallagher Inter-
mediaries Inc.

And while John P. Woods opted
to forgo its independence and
merge with a larger, publicly
traded retail broker, a group of
former Aon Re Inc. executives re-

See Brokers on page 32
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would believe has a policy of try-
ing to gain market share by hav-
ing discounted rates from where
they need to be,” Mr. Schell said.

Mr. Schell also noted that the
tone of meetings between St. Paul
Re and primary insurers has
changed as well. Until recently, he
explained, when he met with
clients, Mr. Schell would discuss
the exposures, the expected loss
costs and then what, logically, the
reinsurance rates would be.

The clients, in turn, would re-
spond that they expected dis-
counts off expected loss costs and
were “not in a position to pay
more for reinsurance than their
competitors do,” Mr. Schell said.

But since July 1, the subject of

such discounts no lornger arises.
Instead, clients now focus on St.
Paul Re’s understanding of the
exposures and on its estimate of
expected loss costs. N2 longer do
clients approach -he issue of rates
from tke perspective “that the
market will support a price 25%
less than the correct pricing,” Mr.
Schell said.

The tone of “ke market has
changed, agreed Hoyt H. Wood
Jr., executive vp o Overland
Park, Kan.-based Employers
Reinsurance Corp. “I think you'll
find not just prices go:ng up but a
lot of reinsurers withdrawing
from programs where they don’t
think primary gricing is getting
where it's supposed to be fast
enough.”

“The psychology is definitely
changiag,” said Urs Nussbaum,
New York-based heac of the glob-

al and national client segment of
Swiss Re America Corp.'s U.S. di-
rect reinsurance operations.

One indication of that change is
that primary companies with
“sensitive” issues are approaching

- 1.
‘| don’t think one year can
overcome, redlly, a
sustained period of
underpricing the business,’
says Dave Tritton.

. &

their reinsurers early in the re-
newal process. “There's quite a lot
of preparedness right now on the
buyers’ side,” Mr. Nussbaum said.
“They want to get ready to think
about options now,” such as dif-

ferent structures for their deals, if
necessary. This stands in contrast
to last year, he said, when there
was “a lot of action between
Christmas and year end.”

Mr. Nussbaum also denied some
market reports that Swiss Re has
been undercutting competitors in
the market. “I don’t believe we've
actually done that,” he said. Mr.
Nussbaum noted that some busi-
ness in which Swiss Re did not
participate in the past because the
company felt that the rates were
inadequate has now improved to
levels Swiss Re considers ade-
quate.

“I don't think you're going to
see any renewals ‘as is’ or price
cutting,” said William L. Munson,
president and chief operating offi-
cer of Morristown, N.J.-based Toa
Reinsurance Co. of America.

This unwillingness to cut rates
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is being driven as much by pricing
as by the weak investment envi-
ronment, which has left reinsur-
ers’ bond portfolios at below-par
levels, Mr. Munson said. “I think
people have no choice but to un-
derwrite a lot more carefully than
they have in the past,” he said.

But despite reinsurers’ resolve
to improve their lot, many in the
industry maintain that the current
rate hikes will not be sufficient.

“I think it’s pretty unanimous
right now, and I think everybody
wants to see rates moving up-
ward,” said Chris Brockett, senior
vp at Towers Perrin Reinsurance
in Philadelphia. “My experience is
the reinsurers really want to know
what's happening with primary
rates and will take that into con-
sideration when they rate reinsur-
ance transactions,” he said.

But, Mr. Brockett said, the long
period of soft prices on the prima-
ry side, which has been com-
pounded by competitive reinsur-
ance rates, means “one round of
rate increases is probably not go-
ing to solve the entire situation.
Sounds pretty bleak, doesn't it?”

Another observer agreed.
“Across the board, reinsurers are
saying that they're seeking rate
increases anywhere from 10% to
20%, but the question is whether
or not that’s going to be enough,”
said Robert DeRose, senior finan-
cial analyst with Oldwick, N.J.-
based A.M. Best Co. That question
will not be answered until the
January renewals, he said.

“T don't think one year can
overcome, really, a sustained peri-
od of underpricing the business,”
said Dave Tritton, senior vp at
Princeton, N.J.-based American
Re-Insurance Co. Mr, Tritton
added that the difference between
the current market conditions and
those in 1985 is that, in the mid-
'80s, there was a “violent shift in
the market,” which created a cri-
sis of affordability and availabili-
ty for buyers.

That is not happening now, and
“it's probably a good thing,” he
said. “I think the industry would
like to see modest increases sus-
tained over a period of time vs.
huge increases that create disloca-
tions.”

ERC's Mr. Wood also pointed fo
differences between now and the
mid-1980s. Primary companies
have become very sophisticated
with regard to what reinsurance
they buy and how it is priced, he
said. In the soft market, he said,
“they bought a lot of reinsurance
because it was affordable.”

But now, Mr. Wood said, “We're
hearing various companies saying,
as the price goes up, ‘We're just
going to keep more net." " Fur-
thermore, because ERC is insist-
ing on better terms, he said, “We
don’t expect to have a lot of
growth out of the hard market.”

In the mid-'80s, “the hardening
was pretty fantastic for reinsur-
ers, pretty brutal for customers. I
don’t see that repeating itself,”
Mr. Wood said.

Meanwhile, merger and acquisi-
tion activity is expected to contin-
ue among reinsurers, although the
overall pace will be slower than in
recent years, given the diminished
number of candidates.

Deals over the past year include
ACE Ltd.’s successful battle for
Capital Re Corp.; Swiss Reinsur-
ance Co.'s acquisition of Under-
writers Re Group Inc.; Folksamer-
ica Reinsurance Co.'s purchase of
Risk Capital Reinsurance Co.; the
merger between Trenwick Group
Inc. and LaSalle Re Holdings
Litd.; and Markel Corp.'s acquisi-
tion of Terra Nova Holdings Ltd.

See Outlook on page 6
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Most of the transactions that
were going to occur during the
“first phase of consolidation” have
already taken place, said John
Wicher, managing director of San
Francisco-based Russell Miller
Corporate Finance Inc., an insur-
ance investment banking firm.
“Does that mean that we won't see
additional transactions? Of course
we will,” he said.

But, Mr. Wicher said, the next
phase of consolidation will involve
even-larger global financial insti-
tutions that are not necessarily in-
Surers.

Consolidation will continue,
“but at a reduced pace, just be-
cause there are fewer candidates
out there,” said Steven Bolland,

senior vp at intermediary Gill &
Roeser Inc. in New York. In addi-
tion, Mr. Bolland said, “there’s
probably a limit to the consolida-
tion in the market, in the sense that

have a presence in the U.S., and,
therefore, they're not looking at it
as an economic decision,” Mr. Bol-
land said. Rather, he said, “they
feel the need to have a presence in

‘We're going to continue to see acquisitions of
companies that are in weakened conditions
or...in situations where they cannot finance
their own growth...” says Philip N. Ben-2vi.

some people are becoming big
enough (that) they believe they
have the economies of scale to
stand alone.”

Furthermore, “a number of rein-
surers in the U.S. are subsidiaries
of overseas operations that want to

the largest market in the world.”
Not all the publicly traded com-
panies wili perform up to in-
vestors’ expectations, and those
that don’t will become takeover
candidates, said Swiss Re’s Mr.
Nussbaum. The next 12 months

“are going to show a group of com-
panies that are equipped to deal
with this market landscape better
than others, and I wouldn't be su--
prised if those made a move cn
some of the companies that are not
as equipped, that are slower o
move,” he said.

Consolidation will take plaze
among smaller players, said Bes*'s
Mr. DeRose,

“You have to have at least $1 b:1-
lion of capital to be considered a
market player,” he said, noting
that those companies that lack
such capital could seek to becore
part of larger organizations.

Karen Davies, vp and senior an-
alyst at rating agency Moody's In-
vestors Service in New York, ssid
the rating agency expects M&A zc-
tivity to “continue along the lires
of the mergers we've seen recent-
ly...where they're really looking to
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assume just portfolios of business
to complement their current port-
folio—more of a premium-growth
opportunity than a strategic play.”
Examples of that approach, Ms.
Davies said, include Trenwick’s
acquisition of Chartwell Re Corp.
and its merger with LaSalle Re, as
well as Folksamerica's Risk Capi-
tal Re acquisition.

Phillip N. Ben-Zvi, a principal
with PricewaterhouseCoopers in
New York, said that he believes
“we're going to continue to see ac-
quisitions of companies that are in
either weakened conditions or,
perhaps, in situations where they
can’t finance their own growth and
the acquirer may have been look-
ing for expansion—either into
product lines or in geographic ar-
eas or distribution networks—and
can get them at reasonable prices
at this time.”

The buyers will be large or even
giant companies, while their tar-
gets are likely to be small or medi-
um-sized firms, Mr. Ben-Zvi said.

Hartford’s Mr. Robb said that,
although most of the desirable
properties have already been ac-
quired, “it wouldn't surprise me to
see more merger activity among
some of the smaller players to get
to the kind of scale and critical
mass they need to compete for the
kind of security people are looking
for.”

“But,” he said, “at the top end, I
just don't know. I haven't seen it,
and I don't know what advantage
it would give someone above ac-
quisitions already achieved in the
past.”

Observers also point to the de-
clining number of publicly held
reinsurers. At one time, there was
only one such reinsurer, General
Re Corp., said Gary Ransom, se-
nior vp at Hartford, Conn.-based
insurance research firm Conning &
Co. Then, in the late 1980s and ear-
ly '90s, many new publicly traded
companies were created with new
capital. “Now, we've radically
trimmed that over time,” Mr. Ran-
som said.

“It's just that the independent
reinsurer is at a disadvantage com-
pared to the larger enterprises,
which may have more capital
strength and, perhaps, have a bet-
ter rating. It seems to me you could
argue the market is shifting to-
wards the larger, more-global and
better-capitalized players,” Mr.
Ransom said.

S&P’s Mr. Watson said that “the
market continues to be very cyeli-
cal, and investors won't tolerate
that.”

Over the past decade, there has
been a significant flight to quality,
with cedents moving to higher-rat-
ed entities, said Michael Paisan, vp
and analyst at Keefe, Bruyette &
Woods in New York. “And that's
the reason why a lot of the larger
reinsurance companies today are
no longer publicly traded,” Mr.
Paisan said.

“They were acquired by much-
larger entities looking to build
their capital base,” Mr. Paisan
said, “and I think that’s, ultimate-
ly, the kind of shakeup we’ll see
within the reinsurance market.”

Mr. Paisan pointed to the
Bermuda reinsurers as likely ac-
quisition candidates. Free-stand-
ing Bermuda entities that remain
include Partner Re Ltd., Interna-
tional Property Catastrophe Rein-
surance Co. Ltd. and Renaissance
Reinsurance Ltd.

Such companies are more likely
to be acquired than to buy compa-
nies themselves, Mr. Paisan said.
“They're just not big enough,” he
said. “Reinsurance is very ratings-
sensitive, and you need a strong
balance sheet to do that.” ER
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Current climate not favorable for multiline start-ups

By JUDY GREENWALD

o naw mul-iling reinsurars

are expectad ta emerge in

tte comirg months, al-

though sorme rew special-

purpose or highly special-

ized niche reinsurers may
be formad.

Ore deterrent to the formatior. of
new multlne reinsurars is the
amount of eapital roquired.

Michael Schell, president and chief
opera-ing Hfficer of St. Paul Re in
New Yorlk, said: “If you have to put
up $3C0 mill on of zapital in order to
get clients ~o even censidar usirg you
as a reinsu-er, it's ton diZficult build-
ing revenue streams to support & rea-
sonable retun on equity on that cap-

‘tal. It would be different if there
were a shortage of capital.”

“The barriers to enzry to this busi-
aess continue to movz higher—the
oarriers to entry proreipally being
ots and lots of money. And, in actu-
ality, the history of new reinsurance
anterprises has not Leen all that fa-
verable,” said Michael Smith, an an-
alvst with Bear Stearms & Co. Inc. in
New York, citing the 2xample of Risk
Capital Reinsurance Co., which was
formed in 1995 and which last year
was bought by Folksamerica Rein-
surance Co.

Karen Davies, vp aad senior ana-
lyst at rating agencv Moody's In-
vestors Service Inc in New York,
seic, “I think as the -rarket hardens,
a lot of less desirablz books of busi-

ness or pieces of business wi.l be
floating around out there, so start-up
reinsurance companies will face the
added risk of adverse selection.”

“T think there’s enough capacity in
the market right now that it will be
difficult for a new reinsuran-e com-
pany to come in and grow orof-
itable,” which has been demonstrat-
ed by Risk Capital Re, among others,
which attempted to grow quickly in
a very soft market, Ms. Davies said.

“Twould say that, right now, it just
doesn’t make a lot of ecoromic
sense” to start a new multiline rein-
surance company, said Michael
Paisan, vp end analyst with Keefe,
Bruyette & Woods in New York.

With prices still competizive and
interest rates low, reinsurers cannot

engage ‘n cask-flow underwriting.
Such an approach made more sense
in the mid-1980s and early '90s,
when interest ~ates were in double
digits, szid Mr. Paisen.

David Robb, pres. dent of reinsur-
ance operations for The Hartford Fi-
nancial Services Group Inc. in Hart-
ford, Conn,, said: “There’s always an
influx of capital wken it's perceived
that ma-kets are hardening.

“The problem with new start-up
cperaticns is that the entry threshold
Fas gotien pretty high in terms of
buyers’ requirements for security,
end also there’s vary little leverage, if
eny, leff in a stand-alone reinsurance
company, which mekes returns, even
at improving rates, “airly marginal.”

In addition, there is no need for ad-
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ditional capacity in the market right
now, said Mr. Robb. As a result, al-
though specialist reinsurers may be
created, “I don't see a big influx of
capital at the moment.”

“There’s probably still enough ca-
pacity in the business to preclude a
huge influx of new reinsurers,”
agreed Phillip N. Ben-Zvi, a princi-
pal with PricewaterhouseCoopers in
New York.

Investors do not expeet the market
hardening to reach the point it did ei-
ther in the mid-1980s for casualty
coverages or for cat coverages after
1992°s Hurricane Andrew, “so T dont
think we'll see giant reinsurance
companies heing formed,” Mr. Ben-
Zvi said,

But “there’s always people looking
for niche opportunities,” and some
companies may try to take advantage
of particular conditions or situations
by creating niche reinsurers, said Mr.
Ben-Zvi.

Steven Bolland, senior vp with
reinsurance intermediary Gill &
Roeser Inc. in New York, agreed. “1
think it would be very difficult to set
up a generalist reinsurance company
at this time,” he said. “You're going
to have 1o see a very significant in-
crease in the rates of return being
achieved before any capital would be
attracted to the market.”

Mr. Bolland pointed to the forma-
tion of special-purpose insurers Ar-
row Reinsurance Co. Litd., set up by
Goldman Sachs & Co., and Lehman
Re Ltd., formed by Lehman Broth-
ers, saying: “I think you're going to
find some special-purpose reinsurers
being formed, where somebody has a
specific idea in mind and says ‘Here's
a concept we like. We're willing to
put in enough money to make it
work."”

Referring to Arrow Re and
Lehman Re, Mr. Ben-Zvi said, “I sus-
pect there will be a few more people
who will try to do similar kinds of fi-
nanecially oriented deals, bringing in
the investment community to rein-
surance alternatives.” There will not
be many, “but there will be a few,”
he said.

“I do think that you'll begin to see
special-purpose reinsurers,” said Mr.
Paisan. “The reinsurance market-
place is a very, very sophisticated
marketplace,” he said. “The trend in
reinsurance is going toward the more
sophisticated, specialized type of
products where you need some very,
very distinet intellectual capital. And
those companies that have a signifi-
cant amount of intellectual capital
do have advantages,” Mr. Paisan
said.

John Wicher, managing director of
San Franeisco-based Russell Miller
Corporate Finance Inc., an insurance
investment banking firm, said there
will be a “continued role and de-
mand” for the special-purpose rein-
surers, which can operate with a very
small statf.

He predicted Bermuda’s tax and
regulatory advantages would contin-
ue to make it an attractive domicile
for these “virtual” companies, which
will have an operating-cost advan-
tage.

William I.. Munson, president and
chief operating officer of Morris-
town, N.J.-based Toa Reinsurance
Co. of America, also pointed to Ele-
ment Re, the weather-risk unit re-
cently created by Bermuda-based
XL Capital Ltd. (BI, Oct. 2), as an ex-
ample of how people with “realistic
capital positions” can ereate solu-
tions to meet specific needs.

“Somebody could easily do that if
they thought it was an opportunity.
and it wouldn’t be the same as com-
ing in and doing the traditional rein-
surance produets.”
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Capital markets may he alternative to rate hikes

By JUDY GREENWALD

he capital nmarkets’ will-

ingness to become in-

volved in thz reinsurzrze

market may act as a brake

to exorbitan: rate hikes as

reinsurers firm up pricing.

So far, though, the capital mar-

kets generally have not becore a

viable alternative to tradizional

reinsurance for most cedents, mear-

ket obsarvers say. Among the rea-

sons, taey say, are the time it takes

to set up a deal, capital markets’

concentration on the catastrophe

market, the markets’ lack of exper-

tise in the reinsurance arena and

their reluctance to assume signifi-
cant risk.

Even so, the zapital marxets’ in-
terest in reinsurance may be
enough to persuade reinsarers to
hold the line cn hikes.

“Z just don’t s=e the reinsurance
market being able to increase prices
200% 300% in one year,” said
Steven Bolland, senior vp with
reinstrance irtermediacy Gill &
Roeser Inc. in New York.

“Peaple are aware that there arz
now alternatives. A lot of the larger
companies havz explorec these and
found them to ke currently uneco-
nomic for thex,” he said. But, if
rates double or triple, “taen maybe
they’ll find they aren’t unaconom-
ic,” he added

“I think tae ability of naw capi-
tal, ir. whatever form, to come :nto

At the center of our universe

CORPORATE SOLUTIONS'

the marke: will certainly be a
brake,” said John Ferger, p-ssident
of Chubb Re, a Bernarcsvillz, N.J.-
based unit of Chubb Co=p.

All alternatives, including capital
markets as well as captives and
other alternative risk vahicles, will
act as a brake to traditicnal rein-
suranze rate hikes, said Donald
Watson, a director at Standarc &
Poor’s Ccrp. in WNew York. “As
prices get higher and streager in
the tradizional reirsurance market,
it makes thase alternatives more at-
tractive.”

“I think the capital marzets is a
viable alterrative to traditional
reinsurancze,” said Joseph Fedor,
execlutive vp at intermediary U.S.
Re Cerp. in New York.

Although the capital markets are
raore cf a lenger term than a short-
term solution, “jast the presence of
the capital markets would allow
the buyers to be cautious about ac-
cepting automatic rate increases
from the reinsurance market,” he
said.

However, Mr Fedor added, it
takes ebout three montks o access
capacity in the capital markets, so
unless something is already in
place, or the baczup work has al-
ready been done, “it would take a
sizable amount of work to access”
in timz for year-end renewals. |

Furthermore, “capital market
managers do have a fair under-
stand:ng of risk/reward and it’s
nighly likely thet they will trend to

.

A

beyond frontiers

become more expensive for what
they are willing to offer.” This may
not be “at quite the same pace as
the retro or reinsurance market, but
they will increase prices as well,”
he said.

“I think the capital markets has a
ways to go insofar as educating the
purchaser of that business,” said
Brian Meredith, senior property/
casualty insurance analyst with
Banc of America Securities in New
York, talking about investors. A
firm reinsurance market will defi-
nitely increase its popularity, “but I
don’t think it’s going to be enough
to take any significant share away
from the traditional market cur-
rently.”

See Capital on page 14
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Capital

Continued from page 12

William L. Munson, president and
chief operating officer of Morris-
town, N.J.-based Toa Reinsurance
Co. of America, said, “If pricing gets
excessive, then people will find al-
ternatives.”

But, he added, the capital markets
are not jumping at the chance to
take on risk, and most products do
not meet insurers’ specific needs.

Mr. Munson said that most of
what he sees in terms of capital
markets’ involvement are efforts to
offload exposure to other people “or
create artificial results for stock
market consumption.”

“If reinsurance rates were to dou-
ble and triple, then you would have
to say the capital markets would
have an opportunity,” said Michael

Smith, an analyst with Bear Stearns
& Co. Inc. in New York. “But given
what we're hearing, even in terms of
double-digit rate increases, I think
it becomes a matter of efficiency as
much as anything else. It's easier to
deal with the traditienal reinsurers,
and I think the jury is still out as to
whether or not the capital markets
will come back after the first time
they are really tested

“Under those circumstances, a
ceding insurance company is going
to be less willing to abandon a long-
term relationship to a price advaa-
tage that a capital market may cf-
fer,” he said. “Almost all the em-
phasis on the capital markets has
been on property cat reinsurance,
and the difficulties we've seen in tae
reinsurance mrarket today are much
more widespread,” and involve &r-
eas in which tne capital markets sre
just not involved.

“If the capital markets want to get
involved in those areas, then we
have a whole new problem to deal
with,” said Mr. Smith, “because
then it would represent irrational
competition.”

The capital markets’ involvement
“is the 64 million-doller question
right now,” said Chris Brockett, se-
nior vp at Towers Perrin Reinsur-
ance in Philadelphia. “I don’t see
the capizzl markets really having an
appetite to rush in and replace rein-
surers in areas where the reinsurers
are looking for the most dramatic
increases I don’t think they believe
they have the expertise to want to
do tkat.”

A zood example is tke retroces-
sional market, Mr. Brockett said.
“There’s a real capacity crunch
right now, but there’s been little
movemer.t on the part of reinsurers
to access the capital markets for se-

curitization to place their retroces-
sional protection. I think every-
body’s investigated it, but I don’t
think they find it to be an attractive
alternative.”

Roderick P. Thaler, executive vp
and national director at Willis Re in
New York, said, “Short term, I don't
see that as being a viable alterna-
tive, because the capital market’s
assessment of the risk may also be
changing,” and its lower risk toler-
ance means it may not be a panacea
for tke capacity woes or needs of
ceding companies.

Whule, in the long run, the capital
markets will be a viable competitor
to traditional reinsurance, the prob-

“lem is that it is still in its infancy

stages, and reinsurance is more at-
tractive on a price basis, said
Michael Paisan, vp and analyst a:
Keefe, Bruyette & Woods in New
York. | Bl |
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How much
capital is
too much
capital?

By JUDY GREENWALD

here is general disagree-
ment over the extent to
which the reinsurance in-
dustry is overcapitalized.

While some reinsurance
experts and analysts con-
tinue to say the industry has far
too much capital, others say that
reinsurers today may have far less
than is widely believed.

In addition, some add that in-
dustry capital may be diminished
in the near future by such factors
as firmer pricing, reserve defi-
ciencies, insolvencies and the risk
of investment downturns.

For now, however, some still
maintain that the industry is seri-
ously overcapitalized.

“It is a fact that there has been,
and continues to be, excess capital
in the industry, which works
counter to the sound underwriting
discipline that the segment really
does need,” said John L. Ward, of
the Cincinnati-based Ward Fi-
nancial Group.

“There's a tremendous amount
of overcapacity,” said Steven Bol-
land, senior vp with reinsurance
intermediary Gill & Roeser Inc. in
New York.

However, he added, as reinsur-

ance prices increase, and lacklus-
ter investment returns are insuffi-
cient to offset the underwriting
losses, “leveraging is going to im-
prove naturally.”

But Phillip N. Ben-Zvi, a prin-
cipal with PricewaterhouseCoop-
ers in New York, said even stock
market downturns and under-
writing losses would not put a big
dent in the industry’s capital lev-
el.

“I think there’s so much excess
capital that it would take an aw-
ful lot of years of poor underwrit-
ing and even a poor stock market
to wipe out the excess capital. I
don’t even think the individual
catastrophic events can do
enough” to remove it, Mr. Ben-Zvi
said.

“The only economic force I can
envision drastic enough to impact
the capital is interest rates,” he
said. “A spike in the interest rates
would greatly diminish the value
of the fixed-income securities be-
ing held, and that would quickly
take out capital and might bring a
lot more discipline to the indus-
bt

As long as there is so much ex-
cess capital it is difficult for rein-
surers to take “as tough a stance
intellectually as they would like
to take in terms of their under-
writing and pricing,” Mr. Ben-Zvi
said.

Chris Brockett, senior vp at
Towers Perrin Reinsurance in
Philadelphia, said, “Some of it
has to withdraw, but reinsurance
has always been trapped between
a rock and a hard place, because
they've needed to have a lot more
capital than there’s opportunity to
write business, because people
look at capital as sort of proxy for
staying power.”

But “many organizations can’t

- See Excess on page 18




G E'RILIIENIG,

GLOBALEINANGIATIRRODUGTSIING
GROUPIEINANGIATFEPR ODUGHSIEURORE LD

YouliiR'es posuvesRes ke

O

s L 4 st

Our Y2K Fix Product, named Product Innovation of the Year for 1999, was just one of many new insights
and innovations produced by GGFP.

Everyday we apply the same innovative thinking to help our clients solve their business problems.

Let our team of creative thinkers show you how to view reinsurance in a new light.

GGFP - U.S. « 717 Fifth Avenue « New York, NY 10022 + (212) 745-0700 » www.ggfp.com
GGFP - Europe * One Great Tower Street + London EC3R 5 AH * 44-207-696-8150  www.ggfpeurope.com




1. Auto and Homeowner's Insuranze underwritten by Metropolitan Property and Casualty Insurance Co. and Affiliates, Werwick, RI. In Texas, honedwngr‘s insurance is provided oy Metropolitan Lloyds Insurance Company
of Texas. 2. Hyatt Legal Plans, Inc,, Cleveland, OH. Subject to approval n some states. In certain states provided throug1 insurance coverage underwritten by Metropolitan Property a1d Casualty Insurance Co. and Affiliates,
Warwick, RI. 3. Available through Metropalitan Life Insurance Company group annuity contracts. 4. Mutual funds are offered by MetLife Sacurit es, Inc., NY, NY. ©1999 Metropolitan Life Insurance Co., NY, NY. PEANUTS

©United Feature Syndicate, Inc. E99086GCK (exp0801)MLIC-LD

Life Voluntary Benefits Auto and Home' Long-Term Care

Dental Disability




i e TR R

‘Metl;ife is easier

MetLife's award-winning Life Advice®series—

a unique online resource about specific life events
—helps your employees deal more effectively
with life’s surprises, improve their quality of life,
and enhance their financial picture.

As the leader in Group Life Insurance in-force
(offering Term Life, AD&D, VAD&D, Group Universal
Life and Group Variable Universal Life), we're
dedicated to helping you help your employees
navigate life's opportunities.

Call your MetLife representative or broker
for details.

MetlLife Group Life

@-?wa.metlife.com/business
st 1-877-METBtoB

Group Legal Plans® -+ 401(k) -+ Investment Products®' -« Portfolio Management® - Executive Benefits



18 / Business Insurance, October 23, 2000
REINSURANCE TRENDS —

Excess

Continued from page 14

get a decent return on that much
capital, so lower returns might drive
some of the capital out of the busi-
ness, or it'll be deployed in other ar-
eas besides reinsurance,” said Mr.
Brockett.

Other observers also note the capi-
tal situation varies by company.

“I think you have to look at indi-
vidual companies and see what
makes sense for those particular
companies,” said Kaj Ahlmann, vice
chairman of E.W. Blanch Holdings
Inc. in Dallas.

Dave Tritton, senior vp at Prince-
ton, N.J.-based American Re-Insur-
ance Co., said that although the in-
dustry is obviously overcapitalized
in the aggregate, the situation is dif-
ferent for each company. There are

some companies “that are still capi-
tal constrained or den’t have the
capital to do the things they need to
do to be successful in the future,” he
said.

David Robb, president of reinsur-
ance operations for The Hartford Fi-
nancial Services Group Inc. in Hart-
ford, Conn., agreed, noting that soms
companies are “hugelv overcapital-
ized” while others are only modestly
overcapitalized.

“There is some capacity coming
out of the market” through losses,
insolvencies, and withdrawals from
the market, said Mr. Robb, who pre-
dicted there would be a slight reduc-
tion in capacity next year.

Some reinsurance observers, how-
ever, contend the industry is, in fact,
not all that overcapitalized.

William L. Munson, president and
chief operating officer of Morris-
town, N.J.-based Toz Reinsurance

Co. of Ame=ica, said, “I think there’s
some excess capital, but I suspect it’s
a lot less than people think. We're
seeing some significant evidence of
under reserving.”

D
‘| think people are
using their capacity a
lot more conservatively
right now,’ says
Salvatore Zaffino.
I 42000

Furthermore, if reinsurers’ invest-
ment portfolios are looked at from a
generally accepted accounting prin-
ciple basis—which reflects their
market value—rather than from a
statutory basis, it becomes apparent
that “bond portfolios are under wa-

ter to a degree,” said Mr. Munson

“I don’t think there’s a lot of ex-
cess capacity out there,” said
Michael Smith, an analyst with Eear
Stearns & Co. Inc. in New York.
Reinsurers’ ability to limit their ex-
posures “has been diminished cver
time, which means that companies
cannot leverage their capital to the
extent they used to,” he said. The in-
dustry’s premium-to-surplus ratio
currently is probably too low, “but
it’s never again going to go to 2-to-
1-!)

Michael Paisan, vp and analyst at
Keefe, Bruyette & Woods in MNew
York, said: “I do believe there is a
certain amount of excess capitzl in
the industry. However, I don’t think
there’s as much as others suggest "

For one, Mr. Paisan estimates that
the industry is underreserved by
about 15%, which means its capital
is overstated.

“There's certain areas where
there’s actually a shortage of capaci-
ty,” said Salvatore Zaffino, president
and CEO of reinsurance intermedi-
ary Guy Carpenter & Co. in New
York. These include retrocessional
business and accident/health lines.

“I think people are using their ca-
pacity a lot more conservatively
right now,” said Mr. Zaffino, who
predicted the excess capacity will
shrink as a result of its utilization.

Hoyt H. Wood Jr., executive vp at
Overland Park, Kan.-based Employ-
ers Reinsurance Corp., said, “There
just has to be more disciplined
thought around the use of our capi-
tal, whether it's excess or not, and
different entities have different
strategies and different vehicles by
which to reduce their excess capital,
if in fact they and their rating agen-
cies and other constituencies feel
they have more than they need.” IEIl
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Adverse

Continved from page 3
m.indset fo- this business,” said
o7e reinsurer.

Esser.tially a form of stop-loss
protection, advsrse development
reinsurance became popular in
the 1980s as a type of retroactive
reinsurance, a category that also
included loss portfelio transfers.

The covess, designed to remove
liabilit.es from a cedirg insurer’s
balance sheet, also produced sig-
nificant gains cn ceding insurer
income statemerts under general-
Iy accented accounting principles.

In 1993, ~hough, FASB released
Statement 113, which eliminated
many of tke accounting benefits
cf retroac:ive covers. The new
rules dramatically changed the fi-
nancial reinsurance landscape,
quickly reducing the number of
retroactive dezls in the market-
place.

Within a few years, though,
FASB was grappling with ques-
tions frorm accountants about
whether thare should be an excep-
tion to Statement 1.3. The excep-
tion would be for reinsurance or
other thirc-par:y reserve guaran-
tees arranged by the seller of an
insurance anit for the benefit of a
buyer that acccunts for the acqui-
sition as a purchase,

After discussions in 1996 and
1997, FASB’s Emerging Issues
Task Forcs decided—in a memo-
andum tizled “EITF D-54"—that
such reserve guarantees shouldn’t
oe subject to S:atement 113. This
meant th2 accounting benefits
previcusly eliminated by FASB

would be ava:lable in insurance
company mergers and acquisi-
t_ons.

The EITF dez:sion has been “the
criving force” in the growth of
adverse development reinsurance
ia the last few years, said Greg
Leonard, executive vp with Tow-
ers Perrin Re in Stamford, Conn.

“That has helped some compa-
r.ies get over the line doing this vs.
r.ot doing iz," 22 explained.

“It's very a:tractive to compa-
nies in a purchase or sale,” Mr.
Roeser agreac. “Change in own-
ership in insurance companies is
tricky business anywhere because
of the huge uncertainty over the
¢tpast) liabilities.”

Those unceriainties have also
made the reinsarance deals an in-
iegral part of many mergers in the
“ast few years. said Oliver Hor-
Helt, director with the financial
solutions groud of Swiss Re New
Markets in New York.

“New own2-s, in most cases,
want some kind of guarantee that
che old exposures do not ex-
olode,” he said.

So, through the wave of indus-
:ry consolidat:on, adverse devel-
spment covers played a prominent
role in many large deals, includ-
ing:
e ACE Ltd. s $3.45 billion ac-
quisition of CIGNA Corp.’s prop-
erty/casualty operations in July
1999, a deal tkat featured a $2.50
billion aggregzte reinsurance cov-
erage writter. oy Berkshire Hath-
away Cor».’s National Indemnity
Co. unit for & $1.25 billion premi-
um.
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Adverse

Continued from page 20

Inc.’s ill-fated 1998 acquisition of
Business Insurance Group from
Foundation Health Corp. The sale
included a $175 million adverse de-
velopment cover that Superior Na-
tional tapped almost immediately,
leading to arbitration and court
fights.

® White Mountains Insurance
Group Inc.’s recent $2.1 billion pur-
chase of London-based CGNU
Ltd.'s U.S. property/casualty opera-
tions. The sale included a $2.5 bil-
lion reinsurance cover from Berk-
shire, which also provided $300 mil-
lion in financing.

Along with their role in mergers,
adverse development covers have
become a tool for insurers that are
facing financial problems or have
run into trouble with a particular

loss-plagued line of business.

In these cases, the reirsurance
covers can become part of a rescue
plan that might also include loss
portfolio transfers, prospective rein-
surance covers, debt refinancing
and capital or contingent capital
transactions.

“It’s really a cascade of solutions,”
Mr. Horbelt said. “It takes an inte-
grated approach to these situations
rather than a pure product-driven
approach.”

Mr. Horbelt and others cite sever-
al reasons for a rising demand for
adverse development reinsurance in
the last 12 to 15 months, including
inadequate primary insurance pric-
ing, worsening underwriting losses
and dwindling reserve redundancies
that previously provided a cushion
against those losses. In addition,
some insurers have been damaged
by specific events, such as last year’s
collapse of the Unicover Managers

Inc. workers compensation faeili-
ties.

Heavy workers comp losses, in
fact, have been a factor in several
deals.

L]
‘The question is, how
much are insurers going
to bleed on business
written from 1997 to 2000,
says Donald S. Watson.

Fremont General Corp. earlier
this month completed a deal in
which XL Mid Ocean Reinsurance
Ltd. will reinsure up to $400 million
of $450 million in loss and expense
reserves Fremont had to post for de-
teriorating workers comp business

in the first half of this year. XL Mid

Qcean will have the option to write
prospective quota-share reinsurance
on the workers comp book; it is el-
ready reinsuring $750,000 excess of
$250,000 per loss on Fremon:'s
workers comp policies.

Last year, Toronto-based Fairfax
Financial Holdings Ltd. placed a $1
billion adverse development cover
with a Swiss Re affiliate covering—
among other units—Sphere Drake
Insurance Ltd., formerly Odyssey Re
(London) Ltd., which was ham-
mered by Unicover and other work-
ers comp losses. The adverse devel-
opment reinsurance, triggerea wken
aggregate losses exceed the un:ts’
aggregate reserves at year-end 1998,
is in addition to indemnifications
Fairfax obtained from sellers when
it acquired Odyssey and the other
covered units.

Frontier Insurance Group Inc of
Rock Hill, N.Y., last month an-
nounced that it has exercised an Jp-

circumstances.
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tion to buy $800 million in adverse
development coverage from Berk-
shire Hathaway. The deal includes
$514 million in reinsurance for re-
serves Frontier held at June 30 for
accident years 1999 and prior, along
with $286 million in coverage for
losses above the level of its reserves.
The premium for the coverage is
$505 million, according to Frontier’'s
Securities and Exchange Commis-
sion filings.

While the Frontier deal didn’t in-
clude any capital investment by
Berkshire, such investments are of-
ten part of deals for troubled com-
panies. '

“Without that, I don’t think there
would be much interest” among
reinsurers, Mr. Leonard said. “If it's
really a troubled company, nobody
is going to put their future in it
without the opportunity to control
the company.”

Winning control through an equi-
ty investment, though, is a two-
edged sword, one reinsurer ob-
served. While some degree of control
can help turn an insurer around, if
the company continues “going
south,” the reinsurer risks charges
of conflict of interest if it focuses on
limiting its own losses, he explained.

Reinsurers, meanwhile, face large
long-term risks on adverse develop-
ment covers, particularly for trou-
bled insurers.

If a financially strong ceding in-
surer generates a loss for its reinsur-
er, “you always have the possibility
of payback from the company by
way of future business,” one rein-
surer observed. “You don't have that
luxury if it’s a troubled company.”

Reinsurers also run the risk of see-
ing any mistake they make project-
ing losses compounded in adverse
development deals, the reinsurer
said. If loss trends suddenly worsen
in a given line, such as construction
defect or medical malpractice busi-
ness, the deterioration would likely
affect not one but all of a reinsurer's
contracts.

“There is a good chance, if you get
one wrong, that all the others are
wrong too,” the reinsurer said.

To mitigate the risk, reinsurers’
most-important tool is extreme cau-
tion in analyzing loss exposures and
setting limits and other terms of
coverage, he said.

Reinsurers also need to align their
interests with those managing
claims, Mr. Horbelt added. For ex-
ample, reinsurers may offer a profit
sharing provision for keeping claims
under a defined amount, he said.

Whether adverse development
deals continue to grow is an open
question, depending partly on the
continuing pace of industry consoli-
dation and the emergence of insurer
financial troubles.

Several market observers expect
to see more merger-related deals
than troubled company deals, and
they point out that the accounting
benefits allowed by FASB in merg-
ers are not available to troubled in-
surers pursuing a rescue plan rather
than a suitor.

“The benefits are significantly
greater in a change-of-ownership
situation,” Mr. Roeser noted.

“T think we have another year of
stress here (for property/casualty in-
surers), and the stress is going to re-
late to adverse development in re-
serves and capital adequacy,” said
Donald S. Watson, a director of
Standard & Poor’s Corp. in New
York, suggesting that the reinsur-
ance deals are likely to continue.

If primary insurance rates contin-
ue to climb and insurer results im-
prove, though, there may be fewer
adverse development contracts con-
summated in the future, he said.

“The question is, how much are
(insurers) going to bleed on business
written from 1997 to 2000?" Mr.
Watson said. | Bl |
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Tightening market hasn’t caused flight to alternatives

By RODD ZOLKOS

ising reinsurance rates may

be spurring increased inter-

est in financial alternatives

to traditional reinsurance,

but those in the alternative

area of the business suggest
their sector’s growth is independent
of rate developments on the tradition-
al side.

“I've never believed that non-tradi-
tional products were a hard market
phenomenon,” said Graham C.
Pewter, president and chief executive
officer of Commercial Risk Partners
Ltd. in Hamilton, Bermuda. “There's
been continuing growth in financial
reinsurance products right through
the '90s.

“Having said that, the enduring

softness of the market Fas impected
buying decisions ard has ked a
dampening effec: on zorporate buyess.
moving into finite ecrangemen:s,”
Mr. Pewter said.

While the altemative errangements:
have held “intellactual appesl” i1 r=
cent years, in the fze cf a sof: markst
such deals proved difficult o do
“when you are buying pillars of tac:-
tional capacity belaw burning cests,”
Mr. Pewter said. “If you can buy
down your reten:ions to wiriually
nothing from the mzjor tradizcnzl
carriers in the rrarkst why bother?”
he said of alternztive prcgrams.

“Certainly our business weuld suz-
gest that the ART mavxet has been, £
anything, more heated of laze, " said
John Gantz, a prircipa at Swiss Re
New Markets Corp. i New York.

‘There are a lot of questicn marks
arounc where -he traditionzl market
8 goirg and, 3s reinsurarce prices
contine to move up, ther2 will be
more of an impact on the cammodity
and of the ART market.”

But, Mr Gantz sugges:ed, the rising
sraditiongl reinsurance rates and in-
creased interest in his company’s
ousiness aren't necessarilv r=lated.

“We see the two as soriewhat sepa-
rate. Bacause the things ve~e talking
about are not property/casualty. It's
more kow do we manags th.2 balance
sheet and financial statements,” he
said. “t’s not cnly looking at risk but
it's rezlly the marriage of risk and
capital.”

Jim Sreisch managing partner of
the Neoraska business urit of KPMG
L.L.P. n Omala and reinsu-ance top-

ic leader of the firm’s insurance com-
mittes, suggested that with the tradi-
tional reinsurence market still a long
way from ‘ hardering,” most prima~y
insurers are still focusing on tradi-
tional reinsurance.

“Mos> of the direct writers that
we're working with are still interested
in treditional risk-oriented tradition-
al reinsurancs,” Mr. Greisch said.
“Where they are interested in some of
the more unique contracts there's
usua’ly a unicue need that gives rise
to th= intecest in he non-traditional
contract.”

And, of the higher reinsurance pre-
miums that insurers might be facirg,
“In genera_, w='d say at this point tae
primary insurance companies, the ce-
dents, are acceptiag of the increase,”
said Sean Mboney, senior vp ard

cheef economist at Gy larpenter &
Co. Inc. in New York.

“The ssue wil De ir January, what
level of ircreases we're seeing and
whether, if that lavel is very high, if
the acceptance would b= there,” Mr.
IMlooney said.

S:ill, one area of alt=rnative sk fi-
nancing ir. wkiez rising ~einsarance
rates may nave 2 direct impact is risk
securitizatior, according o onz play-
erin thzt area.

"“’t dces appesy that—pa-ticularly
for capacity-ccnstrainec sreas like
Florida and Califorr_a—w="re defi-
nitely seeing a ha-dening in the mar-
kel that has led “o a greater number of
inquiries rega-Zing s=:tucitization
generaly, ' sa.c Ton; Rettinc, man-
aging divector 2~ Aon Canitel Markets

Sez Market c» next page

Financial
reinsurance
terms defined

The world of financial reinsurance and al-
ternative risk transfer has a language all its
own. Some frequently used terms are defined
below:

Basis risk—The difference between the
performance of an index and that of a specific
portfolio of losses that relies upon that index
as the underlying basis for a hedge. The risk is
that changes in the value of the hedge might
not precisely track the insured's loss experi-
ence. A “perfect hedge” would precisely track
the insured's loss experience.

Catastrophe bond—A corporate bond
whose structure requires bondholders to for-
give or defer some or all of the interest and/or
principal in the event that specified catastro-
phe losses exceed a trigger established in the
bond.

Catastrophe equity put—A contract allow-
ing an insurer to exercise an option to sell
stock at a predetermined price to raise equity
capital if losses from an event exceed a level
set in the contract.

Contingent capital instrument—Struc-
tured financial transactions providing the op-
tion to raise capital, under specified circum-
stances and subject to certain conditions.

Convergence—A drawing together of the
insurance and capital markets in a way that
has seen the creation of securities based on
event-risks and the use of customized insur-
ance contracts to hedge financial exposures
previously hedged with derivatives.

Correlation—The movement of multiple
risk profiles with respect to one another. “Un-
correlated” elements in a portfolio respond to
different factors, meaning that the combina-
tion of uncorrelated elements in a portfolio re-
duces the portfolio’s overall volatility.

Credit risk—The possibility that either of
the parties to a contract will be unabie to safis-
fy their financial obligations under the con-
tract.

Derivative—A security that derives its val-
i from an underiying asset or cash flow.

Event risk—Risk associated with a fortu-
itous event that offers a chance of loss, but no
chance of gain, such as fire, flood, earth-
quakes or windstorms.

Loss portfolio transfer—A mechanism for
transferring a collection of incurred losses for
a fee to an insurer or reinsurer, thus removing
the losses as a liability.

Option—The right to buy or sell something
at a fixed price for a fixed period of time.

Private placement—An investment op-
portunity for which there is no requirement to
register the transaction with regulatory au-
thorities.

Risk securitization—Packaging insurance
risk for sale into the capital markets. Similar in
concept to various asset-backed transactions
that turn an itliquid asset into liquid instru-
ments, such as mortgage-backed securities.

Special-purpose reinsurer—An entity
formed to issue catastrophe bonds or other
insurance-linked securities and use the pro-
ceeds to back a reinsurance contract to a spe-
cific insurer or reinsurer.

Subordinated debt—Debt on which inter-
est and principal are paid only after the debtor
satisfies higher-priority claims on assets.

Tranche—A specific class or category of
bonds contained within a larger offering, typi-
calty with varying degrees of investor fisk.

Zero-coupon hond—A bond that pays no
periodic interest but is sold at a discount from
its value at maturity.
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in Chicago.

In recent yearsmany of the risk se-
curitization deals that have been done
were done for strategic reasons, but
with reinsurance rates rising, “For a
lot of purchasers of the securitized
product, it’s becoming an increasingly
compelling purchase for economic
reasons,” Mr. Rettino said.

He said he has seen several deals in
the past 18 months that were more
economically competitive than what
was seen previously in the retroces-
sional market.

“And that’s partly because in a
retrocession deal, you're asking a
retrocessionaire, a fellow reinsurer, to
give you capital,” Mr. Rettino said. As
the market hardens, that capital be-
cornes increasingly dear to reinsurers,
and they look to charge more for pro-

viding it to competitors in the market.

That situation highlights one ad-
vantage of the capital markets, Mr.
Rettino suggested. While capital mar-
ket investors will differentiate be-
tween deals on the basis of such con-
siderations as data quality and ex-
pected loss, they don’t differentiate by
cedent.

“So there are a lot of reinsurers that
are looking at securitization,” he said.

Even among some of the primary
insurers considering risk securitiza-
tion transactions, the deals increas-
ingly compare favorably to tradition-
al reinsurance, Mr. Rettino said.

“I think as you step back and look
at the primary insurance side you’re
seeing a lot of deals that are on an ap-
ples-to-apples basis,” he said.

Also, Mr. Rettino said, “In the past
year we have seen a fairly significant
increase in the amount of capital that
is in insurance-linked funds, What’s
nice about that is that actually broad-

ens the number of people that can
participate.”

Those funds appeal to investors
who recognize the advantage of
bringing an uncorrelated asset class
like insurance-linked securities into
their portfolio, but feel they lack the
expertise to analyze the data about
such instruments on their own.

With all that in mind, Mr. Rettino
said he anticipates an increase in risk
securitization activity over the year
ahead.

“T would say that (in) 2000 to date
there’s been a decline in securitization
activity relative to 1999 and 1998,” he
said. But, “projecting out the next 12
months relative to the previous 12
months, it looks like there will be an
increase in activity.”

Aside from securitization, alterna-
tive risk financing deals are often
driven more by financial industry
convergence and a more enterprise-
wide view of risk among risk transfer

purchasers than by higher traditional
reinsurance rates.

“We see a very vigorous market-
place, but one that doesn’t see the
same volatility as the traditional
world,” said Swiss Re New Markets
Mr. Gantz.

In that area, Swiss Re New Mar-
kets’ activity has been largely focused
on “How we can use off-balance-
sheet financings to help companies,”
Mr. Gantz said.

“I think we have been pretty ag-
gressive in looking at uses of contin-
gent capital...in areas that can inte-
grate both insurance risks and finan-
cial risks,” he said.

“I think one of the things a lot more
firms are doing are a lot more creative
financings. and I'm not using the
word ‘reinsurance’ deliberately,”
KPMG's Mr. Greisch said.

One such approach is deals that
help clients seeking a way to protect
their company from statutory capital

Traditions

ol protection, innovation, and time-honored relationships.

At Toa Re, these traditions sustain our business,
whatever the vagaries of the marketplace. Capacity
restrictions, financial market volatility and short-term
operating results may cause some reinsurers to flinch at
the thought of long-term relationships. We can assure

the NAII participants, and all of our partners, that our
underwriting standards will remain consistent and our

capacity will be available t

of what the future may b

hrough the years, regardless

drains, “and they’re looking at com-
bining a reinsurance solution along
with other financial means to protect
statutory solvency,” Mr. Gantz said.

“We’re in a position where we can
provide contingent capital to a great
extent,” Mr. Gantz said. Such deals
allow the client company to “fix the
terms when times are good” as op-
posed to going to the market to try to
rise capital in the wake of an adverse
occurrence.

“Soit’s a form of balance sheet pro-
tection, both in terms of solvency and
liquidity,” he said.

Commercial Risk’s Mr. Pewter sees
similar interest among companies
looking across their operations at
risks they need to address.

-“There’s been a lot of talk about in-
tegrated risk deals. Our definition of
integrated risk products include a
fortuitous event and some sort of ad-
verse movement of a financial index,”
Mr. Pewter said. “We've closed a cou-
ple of those types of deals this year.”

Mr. Pewter said he sees “fremen-
dous potential” for weather hedges as
revenue protection for many types of
businesses. “Also integrating, includ-
ing weather risk protection in the in-
tegrated products.”.

“A lot of our product development
is focused on that type of risk,” he
said.

Mr. Pewter noted that many of the
risk transfer products considered
non-traditional several years ago are
now considered mainstream, and said
he sees Commercial Risk’s operation
as a sort of risk-transfer laboratory
for its parent company, SCOR. “I
think that's one of the roles we play
within SCOR as a group,” he said.

And his company’s experience sug-
gests buyers are interested in those
new approaches. “We’ve experienced
50% growth in revenues for the past
four years and this year is going to be
another strong year,” Mr. Pewter
said.

A lot of the new developments in
the alternative risk transfer arena in-
volve “ways that the insurance and
reinsurance marketplace can play
alongside of banks or, in some cases,
ways that are separate from banks,”
Mr. Gantz said. ;

One recent Swiss Re New Markets
deal involved a client company that
had seen its credit rating put on Cred-
itWatch with negative implicafions
by Standard & Poor’s Corp. following
a number of acquisitions. The client
wanted to find a way to maintain its
existing credit rating, “but they were
limited in what they eould do in the
marketplace,” Mr. Gantz said.

Swiss Re New Markets addressed
the client’s problem by structuring a
deal involving a 30-year subordinated
loan with an embedded currency
swap, placing it with a single investor.
“It was using our ability to both as-
sume risk and trade risk that made all
the pieces, all the people come togeth-
er,” Mr. Gantz said. _

Ultimately, the biggest new devel-
opment in the area of reinsurers’ al-
ternative risk transfer activities and
alternatives to traditional reinsurance
may be the scope of tools available to
clients looking for the best possible
solution to their risks.

Mr. Pewter noted “alternative” is
becoming something of a catchall in
the industry, with firms using it to
connote a wide variety of risk transfer
or risk financing activities. -

“What we've presented in our liter-
ature is the broadest definition of al-
ternative risk, embracing all of these
terms,” he said, taking in risk securi-
tization, finite risk transactions and
protection of self-insured retentions.

“That’s really where it’s new. The
contingent capital area is really kin to
the other side of insurance and
derivatives,” Mr. Gantz said. “Risk
securitization is another form. Now
what we're having is a dialogue with
our clients involving all of the possi-
bilities.”
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Employers to feel hite of health reinsurance rate hikes

By MICHAEL PRINCE

t’s now the reinsurers’ game.
After years of losses and wan-
ing influence, health reinsurers
have taken control of the mar-
ketplace. As a resul:, they have
pushed up rates ccnsiderably,
changed their relatiorships with
managing general underwriters and
turned the corner on proZits.

Reinsurers “are in a position of
much greater influence than they
have been in a few vears,” said
David Ives, chief executive officer of
NiiS/APEX Group Holdings Inc,, a
health reinsurance consultant in
Salem, Mass.

For a few years at th= end of the
1990s, health reinsurers took a beat-
ing. They were slow to push up rates
in response to rising health care in-

flation. and much of the business
was writzen by MGUs that were
paid, tyoically, ossec oa volume;
consequsatly, those MGUs often
generated business without regard to
its profitability.

As a rezuls, loss retios skyrocketed,
losses mouated and mary health
reinsurer= abandonad the field. After
years of trying te ccrrect the situa-
tion, health reinsarers appear to
have suceceeded in ZC0C.

“We feel pretiy good about this
market, said Ed IMartin, vp-group
markets. at Zincoln Re in Fort
Wayne, nd.

While this revival is gcod news for
reinsurers, it's bad news for employ-
ers, as rates for stop-loss insurance
for self-furded employers are sky-
rocketing.

Rates are goirg up 39% to 40%,

with some renewals coming in over
5%, experts say. Nor are tkese rate
hizes necessarily limited {o this year;
employess, they say, shculc expect
s:gnificant rate increases in upcom-
ing years as well.

Also, provider stop-loss insurance
has gone up about 20% to 30% for
tae year with policies tightering in
arder tc put more risk onto the
providers, said David Kelley. vp at
Cairnstone Inc., an underwriting and
redical management firm in Miami.

Mr. Ives said that three trends
have lired up to favor reinsurers.
Txe firs: trend is price increases at
the primary level, such as with
HMOs. With the increases, more em-
p-oyers 3ee self-funding as a finan-
cially viable option, requiring them
to purchase stop-loss insurance.

The second trend is the >ontrac-

tion of insurars at th2 excess level
that has bes:. taxirg place over the
past 18 mor:ths

Thirc, the== 1as bzen a reduction
in capedty . mong reinsurers over
the past tw- rears, Mr. Ives said.
While nct meny reirsurers have de-
parted tae macket in 2000, severzl
left in prior vears ar the reduction
in capacity is keirg felt this year.
Also, few new entrarts have taken
up the slack o? thos= :hat are gone.

Standng acne any of these
trends woulz be goad for health
reinsurars, “bat all three of them are
lined up righ= rew,” n2 said.

Also causing the increased rates
have bzen hich levzls of health care
inflation. W:zh the costs of health
care services ircreasing, more claims
are peretratirg nto ceinsurance lay-
ers, caising more Iosses for reinsur-

Pick a reinsurance company with deeo roots... SOREMA Nerth America Reinsurance Company. Few reinsurers can
ctaim the strong financial backing provided by our parent GROUPAMA/GAN. Fourded in 1840 as a farme-s
insurer, today GROUPAMASGAN is ome of Europe's largest insurers These roots form the base from which we havz
grown and forged long-lasting and meaningful commitments with our partners. For more infcrmatdzn,
contact our home office at Cne Seaport Plaza, 199 Water Street, NY, NY 10038-3526.Tel: 212-480-1900, Fax: 212-430-1323

A.M. Best Company "A" (Excellent)
Standard & Poor’s "A+" (Strong Financial Security)

Chicago Hartford Houston Walnut CTreek

New York City

SOREMA

*

GROUPAMA

ST T

www.soremana.com

Phoenix

Torento

ers.

For example, if stop-loss reinsur-
ance kicks in when claims for an in-
dividual reach $100,000, health care
inflation pushes more people into
that range. In response, reinsurers
ask for higher rates to make up for
these increased claims, said
Jonathan Nemeth, vp and managing
actuary at ASA Inc., a division of
Aon Corp. in Somerset, N.J.

Generally, a health reinsurer has
to raise rates to about double the lev-
el of health care inflation to stay
even, explained Mr. Martin. This is
because, with 9% inflation, for ex-
ample, a $110,00 claim goes up to
$120,000. With an attachment point
of $100,000, the reinsurer’s losses on
that claim double, from $10,000 to
$20,000, Mr. Martin explained. Con-
sequently, a rate increase of 20% to
25% is needed just to stay ahead of
medical inflation that is running at
10% to 12%, he said.

These increases come in addition
to rate hikes pushed through to make
up for losses in prior years, Mr.
Nemeth said.

Furthermore, reinsurers this year
have changed their philosophies af-
ter getting burned for a number of
years. There has “been a determina-
tion on everyone's part to try to get
the business written in the year 2000
as profitable business,” Mr. Kelley
said.

“Reinsurers are very cautious
about doing business now and are
doing a lot of more due diligence on
the underwriting of the business,”
said Bill Thomas, president of Man-
aged Care Resources Inc. in Lam-
bertville, N.J. The company is an un-
derwriter paid solely on the basis of
the profits of the business it gener-
ates.

Whereas in the past reinsurers un-
derpriced their coverage to gain
market share, they now focus on
profits. This trend started in the sec-
ond half of 1999, but it has really ac-
celerated this year, ASA's Mr.
Nemeth said.

“The days of yore when everyone
was focusing on market share have
ended,” he said.

Despite the price hikes, health
reinsurers have not yet returned to
profitability. “It takes two years to
turn a book of business around,” Mr.
Thomas said.

With the dominance of reinsurers,
MGUs are no longer exerting such a
strong force on the marketplace. Pre-
viously, these MGUs often teamed
with newer and less-sophisticated
reinsurers, or ‘“naive capacity.”
While the reinsurer often took a
drubbing from the business pro-
duced, the MGU was paid a fee re-
gardless of the profitability of the
business.

But much of this capacity has been
driven out, and other reinsurers have
severed their relationships with
those MGUs that didn’t produce
profitable business. This trend,
which started in 1999, became en-
trenched this year.

“The MGUs are having trouble
finding capacity, as their blocks of
business were not profitable,” said
Scott Taylor, senior vp at SAFECO
Life Insurance Co. in Seattle.

The dearth of capacity is forcing
MGUs to contact reinsurers such as
SAFECO and Lincoln Re, two rein-
surers that don't use MGUs, looking
for reinsurance backing.

Today, almost every MGU has an
arrangement whereby 20% of its fee
is based on the profitability of the
business it generates. This movement
started in 1998, became accepted in
1999 and is “in full flower at this
point,” Mr. Ives said.

While this development is widely

See Health on page 32



With all due respect to science,

our clients are the center of the universe.

At Guy Carpenter, cur approach to reinsurance revolves around
the distinet needs of our clicnts. That focus empowers our
brokers to create custom solutions for cach and every client.
We build cach progrem using a combination of global resources,
speeialey expertise, strong relationships with the
remsurance markets, and innovative tools that provide in-depth
quantitative anelysis. For a reinsurance solution designed

around vour needs, call vour Guy Carpenter broker

JARPENTER:

Reinsurance Intermediaries Worldwide www.guycarp.com




32 / Business Insurance, October 23, 2000
REIN'SURANCE T REN DS |

Health

Continued from page 30

seen as a good start, some think it
doesn't go far enough. Mr. Thomas
said the percentage is too small to tru-
ly influence the behavior of the
MGUs. Even with these new arrange-
ments, he said, the MGUs still have a
strong incentive to write business
without much regard for its prof-
itability.

“No other business operates like
the MGU, where you get paid in ad-
vance whether the business makes
money or not,” he said.

Employers have few options in re-
sponse to the rate hikes. While some
have been turning to the fully insured
marketplace, double-digit cost hikes
there mean that it is not a viable op-
tion for many. Others have been tak-
ing policies with higher attachment
points in an effort to bring down pre-
miums. But most have no choice but
to pay the added costs.

“The market is accepting the in-
creases because everyone is doing it.”
SAFECO’s Mr. Taylor said.

Looking ahead, experts say they
expect rates to climb through 2001
and, possibly, for a few more years to
come.

“Next year should be very good for
the stop-loss market,” Mr. Taylor
said.

This was a transition year, he said.
“Most players are not in the black yet
but are close to it,” he said. Next year,
he predicted, the market will see
“some solid profits.”

In contrast to the volatility of the
health reinsurance market, life rein-
surance continues along its merry
way. Rates have continued to drop
slightly in 2000 as mortality has im-
proved, while profits and pricing dis-
cipline have held steady.

Perhaps the biggest trend this year
has been the continued consolidation
among existing reinsurers and the en-
trance of new contenders.

“There seems to be a tremendous
amount of interest in the life reinsur-
ance market,” said Larry Rowland,
president of Lincoln Re in Fort
Wayne, Ind.

Deals this year include:

® CNA sold its life reinsurance
business to MARC, the U.S. life sub-
sidiary of Munich Reinsurance Co.,
for an undisclosed amount.

® CIGNA Corp. sold its U.S. life
reinsurance business to Life Reassur-
ance Corp. of America for $170 mil-
lion in cash. The units involved had
premium volume of approximately
$100 million in 1999. Life Reassur-
ance Corp. is a Stamford, Conn.-
based unit of Swiss Reinsurance Co.

® SCOR S.A. bought the U.S. life
reinsurance operations of Partner Re
Ltd. for an undisclosed amount. The
acquired business will add $147 mil-
lion in gross premiums to SCOR.
Partner Re acquired its U.S. life rein-
surance operations when it bought
Winterthur Re in 1998.

In addition, some new players have
entered the field.

Tempest Reinsurance Co. Ltd., a
subsidiary of Bermuda-based ACE
Ltd., has created a new life/health
reinsurance division.

And Max Re Litd. began operations
last year. The company, based in
Bermuda, has adopted a different
model for reinsurance. It invests 40%
of its assets with a hedge fund manag-
er in order to gain higher investment
returns (BI, Sept. 18).

But this new model does not guar-
antee success, Lincoln Re's Mr. Row-
land said.

“While it's a different twist, we
have to see how well they do,” he said.

Another issue for life reinsurers this
year has been the implementation of
Regulation XXX. The regulation,
which was drafted by the National
Assn. of Insurance Commissioners

and adoptad by virtually every state,
requires z life insurer to set aside
higher reserves for a policy that has a
premium guarantee for a ducation af
more than five years. The longer the
premium guarantee, the larger the re-
serve amounts required.

The regulation, which took effect
on Jan. 1, has resulted in life insurers
having to sink much more money into
reserves, explained Joseph Kolodney,
managing director at Aor. Ee Inc. in
Stamford, Conn. And in response.
those life insurers have been lookizng
to reinsurers to assume some addi-
tional risk to help defray the extra re-
serve amount.

The regulation “presents signifi-
cant challenges for the writmg carri-
ers and the reinsurers,” said Mr
Kolodney, wao noted that reinsurers
have, in turn, been charging higher
premiums tc take on the added re-
serves.

Brokers
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cently split -om the world’s largest
reinsurance intermediare 3 form
their own privately held irdependent
reinsurance broker, Ax-or Interme-
dianes in Burlington, N.C. (2. Sept.
18).

Reinsurance brokers say -lLat al-
though the rampant consclidazon of
a few years ago has abated, consoli-
dation amcng reinsuranze brokers
likely is not aver.

“There are a couple >f peop.e out
there that probably shoulc be 1zoking
for a partner if they’re nct clready,”
said Paul Davies, chairman anc chief
executive officer of Chiczago-based
Aor: Re Worldwide, which main-
tained its spot at the tod of the rank-
ings this year. BI estimatas thst Aon
Re had $655.0 milliorr in 1999 rev-

enues, a 5.6% increase over 1998.

‘ You can never rule anythirg out,”
no'ed Michael B-ookman, deputy
chairman of London-based JLT Risk
So utions Ltd. JLT Risk Solutions,
wkich had revenu=3 of $86.3 million
in 1999, ranks as the world’s s=venth-
largest reinsurance broker, “Brokers
are all suffering greatly from the re-
duction in the reinsurance anel insur-
ance marketplace and they aeed to
increase their grov—h. It is difficult tc
see some surviving," Mr. Brookman
said.

Reinsurance brckers point out that
it currently is difficult for smaller in-
dependent brokers to keep up finan-
cially, because ceding clients have
been demanding more-sophisticated
services, such as catastrophe model-
in3, financial analysis and capital
markets analysis.

“It's axtremely =2xpensive to invest
in all the expertis2 needed tc delives

the best solutions today,” which
m.akes things tough for smaller rein-
surance brokers, said John M. Pelly,
chairman and CEO of London-based
Willis Re, the world’s third-largest
reinsurance broker. In 1999, Wiilis Re
had revenues of $253.0 million, a
2 4% increase over the previous year.

“I can't tell you how much money
we put into the modeling and capital
markets areas,” noted Mr. Davies of
Aon Re

Patrick J. Denzer, presidert and
chief operating officer of John B.
Collins Associates, said that “if you
are not able to provide these types of
(sophisticated) services, your sphere
of potential clients drastically dimin-
ishes.”

Despite the high costs involved, in-
vesting in these capabilities has paid
off for the world’s largest reinsurance
intermediaries, they say.

See Brokers on next page
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All of the top-10 reinsurance inter-
mediaries reported top-line growth in
1999, and many point out that it is
their ability to offer clients an array of
products and services that has helped
them prosper in a soft pricing envi-
ronment.

According to BI's annual rankings,

three reinsurance brokers achieved
double-digit growth in 1999. They
are:

® John B. Collins Associates, which
posted the largest revenue increase in
1999—a 35.3% rise, to $20.8 million.
Mr. Denzer said that the broker’s
growth was a product of being “one
of the last independent brokerage op-
tions available” in the market. That
status has helped the broker to attract
new clients and new employees, Mr.

Denzer said.

® JLT Risk Solutions, which re-
ported a 16% rise in revenues to $86.3
million. Mr. Brookman attributes the
growth to “winning substantial new
business, partly because we perceived
a turn was coming in the cycle, and
we locked in a number of existing as
well as new clients to long-term con-
u‘a ‘,l

® John P. Woods, which saw an
11.6% increase in revenues, to $25.0
million. According to Chairman John
P. Woods, new business opportunities
in the property/casualty and life, ac-
cident and health business, coupled
with additional business from exist-

ing clients, fueled the increase.

Intermediaries say that reinsurance
rate increases, which have begun to

take hold, will help bolster revenues

for 2000 and 2001.
Most note, however, that the rate
increases are account-specific and

have not been applied across the
board

“The retrocessional market has
been seeing up to 50% rate increases
this year, with some again anticipated
next year,” said Callum Stewart,

| ——
‘Quite frankly, the
market wants to tighten
up, but I’'m not sure it
knows how to do it,’
says Paul Davies.

managing director of non-marine
reinsurance for Heath Lambert. “This
will knock through to the direct rein-
surance market, particularly on inter-
national business, where the losses
have been far greater than, say, in the
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“We don'’t see a sharp spike in rates,
but we see rates increasing in reinsur-
ance similar to what many clients are

trying to achieve in their own books

of business,” said William H. Eyre Jr.,
managing director and CEO of Tow-
ers Perrin Reinsurance, the world’s
eighth-largest reinsurance broker. In
1999, Towers Perrin Re had $51.3
million in revenues, an 8% increase
over 1998,

“Undoubtedly, there is a concerted
effort from reinsurers to modify their
relationships with their insureds in
terms of retention, width of coverage
and pricing, where relevant,” said
Grahame Chilton, CEO of Benfield
Greig Group P.L.C. The London-
based intermediary ranked at No. 5,
with $159.1 million in revenues, a
6.6% increase over 1998. “Reinsur-
ance coverage is based on supply and
demand, and the supply available for
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certain natural catastrophe perils and
specialty areas is not going to meet
demand from customers,” Mr.
Chilton said.

“We feel it's a more-healthy mar-
ket,” said Salvatore Zaffino, chaii-
man and CEO of New York-based
Guy Carpenter & Co. Inc. In 1999,
Guy Carpenter, the world’s second-
largest reinsurance broker, had rev-
enues of $526.0 million, a 4.8% in-
crease over 1998. “It’s not totally cor-
rect yet, but this type of market is
more scientific,” he explained. “Rate
increases are warranted, but there is
not a one stroke of the brush.”

Willis' Mr. Pelly agreed that there is
no “broad-brush approach” to rate
increases.

“In looking back over the last three
months, I'm aware of a 10% reduc-
tion in one portfolio and a 300% in-
crease on another,” Mr. Pelly said,
noting that there haven't been many
cases as extreme as the latter.

“There are certainly reinsurers that
are more aggressive (in raising rates)
than others, which happens at the be-
ginning of a changing market,” Mr
Pelly said.

While many reinsurance intermedi-
aries say they are confident in rein-
surers’ ability to impose hikes selec-
tively amid pressure to raise rates, af
least one intermediary maintains thai
reinsurers are not doing enough tc
distinguish between good risks anc
bad ones.

“Quite frankly, the market wants tc
tighten up, but I'm not sure it knows
how to do it,” said Mr. Davies of Aon
Re.

“Tightening up should be risk-se-
lective and client-selective, but I don'i
think reinsurance underwriters are
doing enough to choose the good risks
from the bad risks,” Mr. Davies said.

Mr. Davies noted that, right now
management is telling reinsurers tc
apply rate increases of a certain per-
cent across the board or get out of a
line of business. “They are throwing
the baby out with the bath water,” he
said. “Class underwriting doesn’{
work, and it never will.”

Reinsurance intermediaries point
out that a firming market may indeed
spark more interest in the fledgling
risk securitization market. At the mo-
ment, however, brokers say that the
traditional reinsurance market con-
tinues to offer better capacity and
price, although securitized deals con-
tinue to oceur.

Risk securitization “remains a vi-
able but very expensive option when
compared to traditional or finite
transactions,” said Mr. Woods of John
P. Woods Co. Although the broker is
not spending much time analyzing
such deals right now, Mr. Woods said
that “due to the extremely hard prop-
erty catastrophe retrocession market
risk securitization may be the only
albeit expensive, alternative” in the
future.

George P. Reeth Jr., president and
CEO of Willis Re Inc., the U.S. unit of
Willis Re, also said that he has seen
little interest in the risk securitization
market.

“We keep a keen awareness of
what’s developing in the capital mar-
kets sector.... But at this stage, we
haven't found securitization in the
capital markets to be the most-effec-
tive answer;” Mr. Reeth said. “That
may change in the future.”

But Guy Carpenter’s Mr. Zaffinc
said that he sees a more-active risk
securitization market.

“The correction in the market is
causing more interest, especially in
swaps and cat bonds, but the volume
of transactions still remains low,” he
said.

Mr. Davies of Aon Re, which has
been on the forefront of risk securiti-
zation deals within the reinsurance
brokerage community, said that more
Aon Re clients are taking one layer of

See Brokers on next page
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risk and “dipping their toes in the
capital markets” to get acclimated to
the approach.

So far in 2000, Aon Re has closed
four capital markets deals and has
five more in the pipeline, noted Rock-
er Channell, president of Aon Re. Aon
Re considered using the capital mar-
kets in 15 other deals this year, but
the traditional market ended up being
the better choice, Mr. Channell said.

Risk securitization is just one of
many solutions reinsurance interme-
diaries are developing and offering to
ceding clients today.

In an effort to enhance the services
they provide, many of the reinsurance
brokers upgraded their catastrophe
and financial modeling tools over the
past year.

For example, Benfield Greig fur-
ther strengthened its capabilities in
risk analysis and modeling with the
launch of ReMetrica II, a graphical
risk simulation software program for
modeling complex risks and assessing
the efficiency of financial strategies.

The reinsurance broker has re-
leased the software to its customers,
and some of the largest irsurers and
reinsurers have since licensed the
software, according to Benfield Greig.

In March, E.W. Blanch upgraded
its Catalyst catastrophe modeling
software to make it faster and easier
to use. Using the new software, an
analysis that once took 10 hours can
be completed in less than 17 minutes,
according to Blanch. In addition, the
software makes it easier for users to
experiment with different scenarios
and portfolio optimization tech-
niques, according to the company.

“We've dedicated a lot of resources

to help insurers to analyze the long-
term impact of various business deci-
sions,” said Chris Walker, president
and COO of Dallas-based E.W.
Blanch Holdings, which ranks &s the
fourth-largest reinsurance intermedi-
ary. Blanch increased its revenues

I B o]
‘We believe distribution
is the key, and using the
Internet for distribution. . .
is what we need to do,’
says Grahame Chilton.

B 480

8.4% in 1999, to $177.4 million.

The process, which Blanch calls
“earnings sensitivity analysis,” in-
cludes cat modeling, dynamic finan-
cial analysis and other actuarial ser-

vices, Mr. Walker explained.

“We take a very technical and ana-
lytical approach to the business,” Mr
Walzer said. As such, he said,
Blanch’s catastrophe modeling anc
financial analysis “drives much o2 ou~
new business.”

In addition to upgrading catastro-
phe and financial analysis software,
reinsurance intermediaries also ar=
moving into the world of e-commerce,
although a: different speeds and in
different directions.

For instance, in 1998 Benfield
Greig launched Benfield Greig Inter-
active Ltd., a unit that specializes in
the development, management and
marketing of Internet-based prod-
uacts. The unit has launched severzl
Web-based products that enable cus-
tomers to obtain quotes and bind cov-
erage for several lines of business (B,
Nov. 1, 1999).

Benfield Greig now is in the midst

Using eligibility and benefit data from multiplz healthcars

plans and insurance carriers, ANSLIink™ lets providers check

eligibility and submit claims on one userfriendly web site.

Y

Becausz ANSLink uses real data, providers can get the
information they need. When they need it. ANSLink—the

powerful communication link with your healthcare providers.
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of launching a new Web site for its
clients. Via the site, which the broker
expects will be up and running in the
next few weeks, a customer will have
24-hour access to information on its
account and the status of its claims,
M. Chilton said.

“We believe distribution is the key,
and using the Internet for distribu-
tion—whether it is us helping (clients)
or us being able to distribute reinsur-
ance business over the Net—is what
we need to do,” Mr. Chilton said.

Towers Perrin Re is making a big
push into e-commerce, according to
Mr. Eyre.

Together with Tillinghast-Towers
Perrin, the broker’'s sister manage-
ment and actuarial consulting com-
pany, Towers Perrin Re is providing
“start to finish” e-business consulting
to companies looking to develop e-
business strategies and to accelerate
new business concepts in the financial
services industry, he said.

“We're working with traditional
clients and new ‘e-surance’ start-
ups,” Mr. Eyre said. “We're helping
clients with issues such as lowering
search costs, convenience, lowering
transactional costs and communica-
tions.”

Guy Carpenter is currently defining
its e-business strategy, Mr. Zaffino
said. The reinsurance broker is build-
ing a sophisticated Web-based plat-
form, which it hopes to launch some-
time in the fourth quarter.

In addition to developing Web sites,
a few of the reinsurance brokers have
invested in neutral online risk trading
platforms.

E.W. Blanch, for example, is a sig-
nificant investor in The Catastrophe
Risk Exchange Inc., known as
CATEX. CATEX provides a neutral
online marketplace where brokers,
insurers, reinsurers and risk man-
agers can negotiate deals and trade
information. .

Mr. Walker said Blanch posted all
of its most-recent reinsurance re-
newals over CATEX, but he noted
that not all of the renewals were com-

i pleted over the exchange.

And last month, JLT took an equity
interest in dotRisk Ltd., a neutral on-
line marketplace for commercial in-
surance and claims. dotRisk has three
platforms. One offers end-to-end in-
surance purchasing; another, claims
submission, processing and resolu-
tion; and a third provides a forum
where any type of claim, including
reinsurance, can be bought or sold.
Mr. Brookman noted that investing in
dotRisk enables JLT to “provide ever-
improving capabilities and services”
to both existing clients and prospects.

In addition to these neutral ex-
changes, several reinsurers over the
past year have launched their own
Web portals that allow ceding insur-
ers to use the Internet to submit un-
derwriting information, receive
quotes and, in some cases, bind rein-
surance online (BI, Aug. 28).

In general, reinsurance intermedi-
aries are reserving judgment about
these portals for the moment, though
there is some skepticism about
whether reinsurance can be sold on-
line.

“I don’t see the risks we transfer be-
ing commoditized enough” to be sold
via the Internet, said Mr. Denzer of
John B. Collins. “We believe in being
able to differentiate clients’ risks from
the rest of the industry. That is very
difficult to do in a commoditized en-
vironment,” he said. Mr. Collins said,
though, that he believes the Web will
be a market for some smaller types of
reinsurance risks.

“There are already companies of-
fering reinsurance cover over the In-
ternet,” said Mr. Brookman of JLT.
“As for how successful it will be, we
will have to wait and see.”

®
Sarah Veysey contributed to this re-

port.
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Imagine if the world was patterned after most health care plans.
It's a hassle having everything broken into pieces. Those of you who deal with health care plans are pretty
plans are a patchwork of systems, making hassles unavoidable. The only answer: a health benefits compan)
built for national employers, with centralized data, a single point of contact and one high standard natior
health care frustrations. And ensures that the road to wellness won't be ridden with starts and stalls. Visi




intimate with that frustration. The problem is, most
/ that does things in a completely different way. One F H al h
wide. In the end, this integrated system eliminates lrSt e t

t firsthealth.com/imagine or call 630.737.7078. Making health care as simpleas 1 2 3



Imagmatlon enarcles the world.”
" “ -Albert Einstein
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Ergonomics standard good for business

By Charles N. Jeffress

; hich ergonemies problem should a risk
manager tackle first? The most serious?

The most widespread? The most
expensive? The easiest to solve?

How about all of the above!

The point is simple: work-related
musculoskeletal disorders—or MSDs—are serious,
common and costly. Many are also easy to prevent.
Yet far too few employers have addressed MSDs.

The solution to
work-related
musculoskeletal
disorders is
~ ergonomics.

. Ergonomics involves

» reducing physical

© stresses-like awkward
: postures, excessive
force, heavy lifting and
repetitive motion.
Good ergonomics

| prevents injuries and
cuts costs. The
ergonomics program
standard that the
Occupational Safety
and Health Administration has proposed would
prevent an average of 300,000 MSDs and generate
$10 billion in savings each year. That’s good news
for risk managers, employers and workers.

Publishing a final ergonomics standard is
OSHA's top priority. Let me explain why.

In recent years, OSHA has adopted a risk
management approach to preventing injuries and
illnesses in the workplace. Using site-specific data,
we've identified facilities that have above average
injury and illness rates. We've notified those
companies that they need to do a better job of
protecting their workers. And we’ve sent inspectors
to the sites with the worst records.

We've also tried to leverage our resources
through partnerships and education and outreach
efforts that can accomplish the same goals as
inspections but reach more employers and workers.
In addition, we've established a priority system for
addressing outstanding problems, both through
standards and through other measures such as
guidelines or agreements with specific industries.

As we established priorities for standard-setting,
we considered several factors: How many injuries
or illnesses are caused by this hazard? How sericus
are the injuries or illnesses? Can an OSHA
standard significantly reduce the risk of harm to
workers?

When we looked at the data on workplace
injuries and illnesses in the United States, we
found that every year 1.8 million U.8. workers
experience work-related MSDs—back injuries,
carpal tunnel syndrome and tendinitis, for
example. This includes nearly 600,000 injuries
serious enough to cause workers to miss work,
which is a full third of the most serious on-the-job
injuries.

Look at these numbers another way. Today
nearly 5,000 working Americans will suffer painful
injuries related to overexertion or repetitive
motion. These injuries are potentially disabling
and can reguire long recovery periods. For
example, workers need an average of 28 days to
recuperate from carpal tunnel syndrome, which is
more time than necessary for amputations or
fractures.

MSDs are also very costly injuries. Direct costs
of MSDs total $15 billion to $20 billion per year.
Indirect costs increase that total to $50 billion.
That’s an average of $135 million per day. On the
other hand, OSHA has found substantial evidence

‘to show that ergonomics programs can cut

workers’ compensation costs, increase productivity
and decrease employee turnover. In fact,
ergonomics began as an effort to streamline work
processes and improve efficiency to save money.

OSHA estimates it will cost an average of $§150
annually to fix problem jobs; others suggest as
much as $780. But with the cost of an average back
injury pegged at $20,000, even $780 would be a
bargain.

A little known truth is that OSHA cost estimates
are more often too high than too low. Retrospective
studies of OSHA standards have found that the
agency generally over-estimates rather than

R
Risk managers need to know that
good ergonomics is good economics.
OSHA'’s proposal provides the
framework employers can use to
prevent injuries and reduce expenses.
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underestimates the cost of standards. Final costs
for the asbestos, formaldehyde and cotton dust
standards have been pegged at about half what
OS5HA had predicted. The final tally on the costs of
the vinyl chloride standard totaled about 15% of
the OSHA estimate and 0.3% of the highest
industry estimate. In many cases, technology that
reduced worker exposures also significantly
increased productivity. Early indications about the
cost of the lockout/tagout standard, a more recent
standard, suggest that many employers have
actually saved money, rather than incurring higher
costs.

Risk managers need to know that good
ergonomics is good economics. OSHA'’s proposal
provides the framework employers can use to
prevent injuries and reduce expenses. About 1.9
million general industry worksites with more than
27 million workers would be covered under the
proposal. Employers with high-risk jobs—manual
handling and production jobs—would need to
share information with employees and set up a
reporting system for MSDs. About 60% of the most
serious musculoskeletal disorders in general
industry occur in these positions. Yet only 25% of
the workforce occupies these jobs.

The majority of general industry employers—
T75%-~would be covered only if one of their
employees actually suffered an MSD related to the
job. In other words, these employers have no
obligations under this standard unless a
documented, work-related MSD occurs.

Even when an injury occurs, OSHA's proposal
doesn’t require retooling or remodeling an entire
workplace. It only requires employers to address
the specific job where the problem lies. This is the
approach that hundreds of companies, large and
small, have told us they use for their successful
ergonomics programs. By responding immediately
to an individual injury, employers can catch
problems early, before irreversible damage occurs.

Solutions can be simple, obvious and
inexpensive. Things like adding a platform to
reduce reach, padding hand tools and work
surfaces, substituting a more effective tool or
reducing the size of items workers must lift. These
are sensible approaches that reduce risk without
reinventing the factory.

Risk management is not an exact science. It
involves best estimates and most likely scenarios. It
depends on careful assessment and thorough
planning. Redundancy and the use of safety factors
help ensure success.

Ergonomies is similar. This discipline relies on a
scientific approach to fit the job to the worker. It
isn’t necessarily exact. Sometimes it requires
experimentation. But it doesn’t take a rocket

scientist to identify solutions that eliminate
musculoskeletal disorders that result from a
mismatch between the job and the worker.

Ergonomics is simply about protecting the body
from unnecessary wear and tear on the job. That
means working smarter and safer, using equipment
for lifting when possible, avoiding awkward
postures and eliminating excessive force.

Everyone knows 1t’s foolhardy and downright
dangerous to push equipment beyond its rated
capacity.

That’s a surefire recipe for malfunction or
breakdown. The same is true of the human body.
Pushing people beyond their physical capacity
leads to lower productivity and a higher risk of
injury. Taking into account the physical capacity
of workers just makes common sense. And surely,
workers are more valuable than machinery.

OSHA has been concerned about museuloskeletal
disorders for two decades. More than 15 years ago,
we began offering training on ergonomies. In the
mid-1980’s, we solicited comments on ways to
reduce problems associated with manual lifting. In
the late 1980's, OSHA worked with the auto
industry and meatpackers to address injuries
experienced by their workers. In 1990, the agency
published ergonomic guidelines for the red meat
industry that are still in widespread use today.

In 1991, OSHA was petitioned to develop an
ergonomics standard as soon as possible. In 1992,
we began the rulemaking process in earnest. But in
1995 as we began discussing a draft with
stakeholders, Congress stepped in to block further
consideration of the rule, For three years,
congressional riders prohibited the agency from
proposing an ergonomics standard. Then, in 1999,
Congress dropped the riders, and leaders in the
House pledged not to seek another delay. But the
House has broken that promise and along with the
Senate passed an appropriations rider to bar
OSHA from acting on ergonomics for yet another
year. President Clinton had promised to veto that
bill, if it passed.

It’s critical that we publish a final standard
without further delay. The scientific evidence
linking MSDs to work is strong and substantial.
OSHA has reviewed and included in the
rulemaking record more than 14,000 scientific
studies. The jury is in on this issue. The verdict has
been rendered: MSDs are directly related to work,
and we can take steps to prevent them.

Does this mean that it is possible to prove that
exactly X number of repetitions or lifting X
pounds will inevitably result in injury or
conversely that ¥ number of repetitions or ¥
pounds will definitely NOT result in an injury? No.

But the principles are clear. Reducing physical risk

factors reduces injuries. And many employers have
proved that establishing a systematic program to
address such issues as repetition, excessive force,
awkward postures and heavy lifting results in
fewer injuries to workers.

Put simply, there are real people in the
workplace who need protection. They suffer real
problems—sometimes very painful and disabling
conditions. Their employers suffer real problems,
too—billions in workers’ compensation costs and
lost productivity. And there are real
solutions—often easy and inexpensive ones,
sometimes more complex, but ultimately well
worth the investment.

Ergonomics programs work. They reduce
injuries, improve productivity and save money.

That’s something any risk manager should be
able to support—and any worker and employer as
well. [ Bl |

Charles N. Jeffress is Assistant Secretary of
Labor for Occupational Safety and Health in
Washington. ) .
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Unwrapping all the problems with UCITA

By John C. Lobert manufacturers and it allows the software manufacturer to

select the dispute resolution forum.

Discussing the second issue first: Disputes under the
software license perhaps are inevitable. Those disputes
may relate to whether the software in functioning as
warranted or they may relate to the very terms of the
license itself.

Ordinarily, contract disputes are resolved in the courts
or in arbitration under contract terms that have been
negotiated by the parties. Under UCITA, the software
manufacturer chooses how and where disputes are
resolved, and evidence so far indicates that you won't like
those choices.

One manufacturer already has selected France and
another Ireland as the places to resolve disputes, While
these locales are no doubt lovely places to visit, they aren't
for this purpose. The objective is, of course, to foree the
buyer to accept the dispute settlement offer of the
manufacturer because most buyers cannot justify hiring
French or Irish lawyers and spending time and more
money in those countries pursuing their cases.

The first issue is the more important, however. Under
UCITA, the seller's liability for defective software is

UCITA also allows the vendor to limit the remedy for
breach of warranty to return of the purchase price.

Imagine this scenario: An insurer, through a fault in its
software, underpays the claims of thousands of
policyholders. The policyholders and state regulators
discover this. (You know what's coming next.) Class-
action lawyers sue the insurer for millions in actual and
punitive damages, along with attorney fees, and regulators
fine the insurer for unfair claims practices. The software
manufacturer only has to reimburse the insurer for the
price of the software even though it was the party at fault.
Try explaining that in the next annual report.

I mentioned enforcement earlier. UCITA grants a rather
novel enforcement power called “electronie self-help.” If
the software vendor decides you have done something that
calls for your license to be canceled (remember, you don't
own the software), it can use electronic means to repossess
the software. This means that software can be written so
that the vendor can reach in through the Internet and
disable it, as well as the use of whatever you've produced
with it. Moreover, this may be done without judicial
process, There’s more to complain about, but I'll stop by
quoting Timothy Dyck of PC Week: “[UCITA] is simply

Actis a creation of the National Conference of

Commissioners on Uniform State Laws, an august
body that has been with us for 109 years now for the
purpose of proposing model laws.

Uniformity among the states is desirable, as anyone
who attends meetings of the National Assn. of Insurance
Commissioners these days will tell you. It creates and
fosters certainty that everyone will ostensibly be treated
the same way on the same subject in every state.
Therefore, we can conclude that NCCUSL has the
potential to render a valuable public service. As we shall
see, it doesn't always reach its full potential.

While the Uniform Commercial Code is perhaps the
most famous of NCCUSL's progeny, the group has
produced a wide range of
laws addressing subjects
from adoption and
aleoholism treatment to
unclaimed property and
victims of crime.

T he Uniform Computer Information Transactions

UCITA has become limited solely to the return of the purchase price. far too much power to grant software vendors.”

almost as famous—or Consequential damages, business interruption, liability to UCITA was introduced in nine states this year, with
perhaps I should say third parties—all are gone. Also note that the seller has the only two passing it. Virginia was the first to pass the law,
infamous—because of the ability to pull your software offline under UCITA's self- presumably pushed by its home state favorite, the ~—.

1 controversy that rages help provisions, giving rise to these same potential ubiquitous America Online. The governor fought the
over its provisions. As a liabilities. While the buyer may have incurred millions of business community all the way to get it enacted. The only
result of this controversy, dollars in liability to others as a result of this defect or concession anyone was given was a delayed effective date
it should either be disabling of the software by the seller, that liability cannot of one year so that opponents could try to amend or repeal
changed or dropped be passed through to the seller. Nor is the seller it. In a me-too move, Maryland adopted the law. Whatever

altogether and, short of
that, legislators should
run from it like sealded dogs.

The controversy mostly stems from something that is

responsible for the fact that your business may have been
offline for days, even though it'’s the seller’s fault.

As we move our businesses more and more to an
absolute dependency on computer software, this is not an

Virginia does that's perceived as promoting economic
development, Maryland rushes to do, as well. What I've
been trying to figure out is how this law promotes the
economy.

controversial itself, the uniquely named “shrink-wrap”
confract. In case you've never purchased computer
software, the term is derived from the practice of
computer software manufacturers placing license
agreements inside software boxes so that you don’t see
them until you break the cellophane on the box and open
it (hence the shrink-wrap reference). The license says that
opening the box binds the purchaser to the rest of the
licensing agreement. Perhaps calling it the “booby trap
contract” would be more apt, since the surprise is sprung
in much the same way.

Another version of this agreement has also been
hatched—the click-wrap license. As the software is
installed, the license is presented on a scrollable sereen.
The catch here is that unless the “I accept” button is
clicked, the software won't install.

This type of agreement is a “unilateral contract,”
because one party proposes its terms, and the other party
is bound by performing some voluntary act that amounts
to acceptance. These agreements are also “contracts of
adhesion,” meaning that there is no choice but to accept
the terms and no epportunity to change them. (Of course,
insurance contracts, other than manuscripted policies,
also fall into that category, but at least they are subject to
regulatory oversight.) It's the old take-it-or-leave-it, but
this one has a unique twist: you took it, you opened it, you
read it, and if you don’t like it, you can’t return it because
opened software is not returnable. Surprise.

With serious doubt about the enforceability of shrink-
wrap licenses (you don’t actually own that software you
paid for-you only have a license to use it), software
manufacturers wanted something ironelad. So they went
to the NCCUSL looking for a model law because there’s
no greater blessing a piece of legislation can receive than
1o be called either “uniform” or “model.” Many
lawmakers seem to feel that if it’s one of those, then it
should become the law—no questions asked. ;

It’s virtually impossible to amend one of these darlings,
and once it starts moving through the legislative process,
trying to stop it is like standing in front of a steamroller. T
have known at least one instance of a scoundrel fa}sely
representing something as a model law and aemally

gemngktpassedforthatreason i

inconsequential consideration for risk managers.

UCITA was not adopted by NCCUSL unanimously,
something that is both unusual and telling in this
otherwise collegial body. In fact, six states voted against
the bill—Alaska, Iowa, Minnesota, Nebraska, North
Carolina and Utah—and two abstained. Why the
opposition?

If you can wade through this convoluted law, youw'll find
that it settles any doubt on the enforceability of shrink-
wrap and click-wrap licenses. They are enforceable under
the law, though it does correct the old non-returnable
issue—if you don't like the license terms; you can get your
money back.

But you may have agreed to the terms already and
didn’t even know it. Section 112 says, “Conduct or
operations manifesting assent may be proved by any
manner, including a showing that a person obtained or
used the information or informational rights and that a
procedure existed by which a person must have engaged
in the conduct or operationsin order to do so.”
Translation: Good luck getfing a refund.

More bad news is that the license terms can be modified
(unilaterally, of course) by the software company after a
sale takes place and that UCITA limits how long you have
the license from what you have now, perpetuity, to a “time
reasonable,” whatever that is. Additionally, site licenses
used to permit anyone at the same site to use the software.
No longer. Section 307(c) says that it’s the “number of
users which is reasonable in light of the informational
rights involved and the commereial circumstances
existing at the time of the agreement.” If anyone knows
what that number is, please drop me a line.

Purchasers also lose ordinary implied warranties, Let’s
suppose you take an autornobile for a test drive before you
buy it, as we all do. The next week, you discover a major
defect and take the car in for repair or return. If UCITA
applied to this transaction, the dealer could tell you to
take a hike, because under Section 406(d), “If a licensee
before entering into a contract has examined the
information or the sample or the model as fully as it
desired, there is no implied warranty with regard to

defects that an examination ought in the mxm:mst.ancesjm b
- have revealed to the licensee.” I other words, you would

CITA to try the safmrare out before yﬁu

attorneys general signed a letter to NCCUSL expressing
their concerns. Consumer groups have all chimed in, as
well. Finally, the business community, including insurers,
has been vaocal in its opposition, The Alliance of American
Insurers has vigorously opposed passage in the nine states
where bills were pending in 2000.

defend its action in adopting the law rather than
admitting its mistake. Its Web site contains an extensive
defense of the measure in the form of a Q&A called
“Series of Papers on UCITA Issues.” This is the only
model law that has such a document associated with it.

guestions (you guess the answers given): “Does UCITA let
sellers avoid consumer protections?” “Does it really allow
self-help for any tiny default?” “Isn’t it true that software
companies choose foreign laws just to hurt the
consumer?,” and my personal favorite, “What if the
toaster I buy has software in it, does UCITA apply?”

meeting of the National Conference of Insurance
Legislators in San Francisco, NCCUSL's representative—
with a straight face—told the group’s State-Federal
Relations Committee that the model doesn’t contain the
provisions claimed by its oppenents and described it as “a
fairly ordinary commercial contract statute” no different
than commercial contract laws now contained in the UCC.
He also told the committee that since all software licenses
are negotiable, one could negotiate out anything
objectionable and override UCITA’s provisions. When was
the last time you negotiated the terms of your software
license before you broke open the cellophane?

 manufacturers have somehow gotten to NCCUSL? These
commissioners are prominent judges, law professors, and
lawyers from all 50 states. Why has this been allowed to
happen to such a respected body? I don’t have the answer.
1 do know this: we must all band together to stop the
 passage of this offensive piece of legislation. As uniform
lawsgo 1tlsumfox:mlybad ‘ . e

There is massive opposition to UCITA. Twenty-six state

In response, NCCUSL has been doing all it can to

As examples of its defensive nature, check out these

It doesn’t stop at the Web site. At the February 2000

Is there any question that the giant software
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How you win: Find the best place to land, and then
you commit to it. In the last two years, Zurich Re has
spent a lot of time expanding the presence of our local
facultative offices; we opened brand new offices in
Sydney and S3o Paulo, added casualty and engineering
capabilities to our operations in Singapore, Mexico City
and Buenos Aires and strengthened our divisions in
New York, Zurich and Cologne. We offer facultative in

almost every line, everywhere we do business.

Zurich Re (Zurich)
General Guisan-Quai 26
8022 Zurich, Switzerland
Phone: +41 (0)1 639 93 93
Fax:  +41 (0)1 639 90 90

Zurich Re (Cologne)
Clever Strasse 36

50668 Cologne, Germany
Phone: +49 (0)221 539 0
Fax:  +49 (0)221 539 2022

Our presence isn't just a function of size, it’s one of reach.
eFac, our online facultative distribution and submission
system, allows us to offer quotes anywhere, 24 hours a
day. With our new offices, an underwriter can show up
in person soon after. Our resources flow through a lot of
channels, but we follow through on every one of them.
That's how you win. Give us a call.

Zurich Re (North America)
One Chase Manhattan Plaza
New York, NY 10005, US.A.
Phone: +1 212 898 5000

Fax:  +1 212 898 5052

oo ZURICH RE
http:/hwww.zurichre.com :
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Risk Mark

Developing a risk management strategy for your worldwide property
exposures can be a complex challenge. Risk Mark simplifies the process and
allows you to make better informed decisions. It can provide

risk quality benchmarks within your company, across industries, and within a
specific industry group. Understanding your exposure is key to

making better risk management decisions. Put our knowledge to work for you.

Securing the future of your business.

www.fmglobal.com 800-343-7722



44 [ Business Insurance, October 23, 2000

Business Insurance directory of reinsurance intermediaries

Administration of Special
Risks Inc. (ASR)
379 Princeton-Hightstown Road, Building
2, First Floor,
Cranbury, N.J. 08512;
609-371-0800; fax: 609-371-0803

1999 1998
Premium volume $7,000,000 $7,000,000
% Facultative 100% 100%
Gross revenues  $500,000 $550,000
Total employees 4 4

Reinsurance brokering began: 1995.

Conducts business: Mexico, Central and
South America.

Contact: Ruth Povedea, president; irc997
@ren.com.

Agnew International Inc.
14 Washington Road,
Princeton Junction, N.J. 08550;
609-799-7373; fax: 609-799-2265

1999 1998
% Treaty 5% 10%
% Facultative 95% 0%
Gross revenues  $666,000 $672,000
Total employees 5 6

Reinsurance brokering began: 1976.

Conducts business: United States and
worldwide, with an emphasis in Latin America.

Officers: Patrick Agnew, president; W.
James Cook, vp; Gustavo A. Bravo, assistant

vp.
Contact: Patrick Agnew.

Aon Re Worldwide
123 N. Wacker Drive,
Chicago, lll. 60606;
312-781-8818; fax: 312-781-8819
Wwww.aon.com

1999 1998
Gross revenues™ $655,000,000  $620,000,000
Total employees* 3,000 3,100

Parent: Aon Corp.

Branch offices: Glendale and San Francisco,
Calif.; Stamford, Conn.; Miami; Atlanta; Chica-
go; Boston; Minneapolis and St. Paul, Minn.;
Parsippany, N.J.; New York; Philadelphia; Dal-
las; Buenos Aires, Argentina; Sydney, Australia;
Baku, Azerbaijan; Central Manama, Bahrain;
Hamilton, Bermuda; Rio de Janeiro, Brazil;
Brussels, Belgium; Montreal; Toronto; Santia-
go, Chile; Hong Kong; Bogota, Colombia; Quito,
Ecuador; London; Paris; Hamburg, Germany,
Athens, Greece; Guatemala City; Mumbai, In-
dia; Dublin, Ireland; Tel Aviv, Israel; Milan, Italy;
Tokyo; Almaty, Kazakhstan; Kuala Lumpur,
Malaysia; Mexico City; Amsterdem, Nether-
lands; Auckland, New Zealand; Ruwi, Oman;
Karachi, Pakistan; Lima, Peru; Moscow; Singa-
pore; Johannesburg, South Africa; Seoul,
South Korea; Madrid, Spain; Bacel, Switzer-
land; Taipei, Taiwan; Bangkok, Tha land; Dubai,

United Arab Emirates; Kiev, Ukraine; Tashkent,
Uzbekistan; Caracas, Venezuela.

Acquisitions: INREASEG, Ecuador, October
1999.

Conducts business: worldwide.

Officers: Paul Davies, chairman-Aon Re
Worldwide; Dennis Mahoney, chairman-Aon
Group Ltd..

Contact: Rocker Channell, president-Aon Re
Worldwide.

“Estimated.

Associated Intermediaries Inc.
P.0. Box 3306,
Gainesville, Ga. 30503;
770-536-9800; fax: 770-536-0093

www.reins-offices.com
1999 1998
Premium volume $19,750,000 $17,500,000
% Treaty 100% 102%
Gross revenues  $1,310,000 $1,225,000
Total employees 5 4

It takes more than a good design lo achieve expert craltsmanship. Structural integrity depends on experience and

execution. Each Enterprise transaction is skillfully constructed to achieve our client’s sirategic objectives, blending

different financial instruments to manage corporate risk with balanced solutions.

Enterprise Advisors, Inc. 712 Fifth Avenue, New York, NY 10019 T: 212-707-0800 F: 212-707-0801 www.enlerprisere.com

Insurance

Finance

Reinsurance brokering hegan: 1982.

Parent: Associated Reinsurance Manage-
ment Corp..

Branch offices: Welaka, Fla.; Marietta, Ga.;
Waynesville, N.C..

Conducts business: Bermuda, Cayman Is-
lands, United Kingdom and the United States.

Officers: Alph H. Browne, president; Diana D.
Browne, executive vp/corporate secretary,
Steve McFarland, vp-marketing; Alice Williams,
vp-underwriting.

Contact: Alph H. Browne; Diana D. Browne.

Ballantyne McKean
& Sullivan Ltd.
Latham House, 16 Minories,
London, EC3N 1AX England;
44-207-480-7288; fax: 44-207-488-9837
www.bmsgroup.co.uk

1999 1998

Premium volume $271,824,000 $289,975,000
% Treaty 100% 100%
Gross revenues $13,524,862 $14,674,392
Total employees 66 62
Converted at applicable exchange rates.

Reinsurance brokering began: 1980.

Parent: BMS Associates Ltd.

Conducts business: Canada, United King-
dom and the United States.

Officers: Hugo Crawley, chairman; Christo-
pher Manwaring, deputy chairman; Roger
Cooper, managing director.

Contact: Hugo Crawley.

Barrington Insurance Group
L.L.C. dba Big Re
Intermediaries
Zurich Towers I, 1450 American Lane,
Suite 1525,

Schaumburg, /Il 60173;
847-517-7100; fax; 847-517-7105
www.bigus.com

1999 1998
Premium volume $32,000,000 NA
% Treaty 100% NA
Gross revenues  $925,000 NA
Total employees 8 ‘NA

Reinsurance brokering began: 1999,

Conducts business: United States.

Officers: Walter D. Hardy, managing partner;
John P. Doyle, president; William H. Wiggs,
CFO.

Contact: Nicole Lietz, executive assistant; nli-
elz@bigus.com.

Benfield Greig Group P.L.C.

55 Bishopsgate,

London, EC2M 3BD England;
44-207-578-7000; fax: 44-207-578-7002
www.benfieldgreig.com

1999 1998
Gross revenues $159,055,872  $149,257 589
Total employees 467

535
Converted at applicable exchange rates.

Reinsurance brokering began: 1973.

Branch offices: Stamford, Conn.; Alpharetta.
Ga.: Mahwah, N.J.; New York; Philadelphia;
Dallas; Seattle; Brussels, Belgium; Rio De
Janeiro, Brazil; Toronto and Vancouver, Cana-
da; Santiago, Chile; Munich, Germany; Rome;
Tokyo; Mexico City; Madrid, Spain.

Subsidiaries: Benfield Greig Asia Pte. Ltd.,
Singapore; Benfield Greig (Australia) Pty. Ltd.,
Sydney, Australia; Benfield Greig Canada Ltd;
Benfield Greig Paris S.A., Paris; Benfield Greig
(New Zealand) Ltd., Auckland, New Zealand;
Benfield Greig (South Africa) Pty. Ltd.,
Johannesburg, South Africa; Benfield Greig
Ltd., United Kingdom; Benfield Greig L.L.C.,
United States.

Acquisitions: Bates Turner Intermediaries
L.L.C.; Overland Park, Kan.; December 1999.

Conducts business: worldwide.

Officers: John Coldman, chairman; Grahame
Chilton, chief executive; David Spiller, manag-
ing director.

Contact: Julianne Jessup; julianne.jessup@
benfieldgreig.com.

E.W. Blanch Co. Inc.

500 N. Akard, Suite 4500,

Dallas, Texas 75201;
214-756-7000; fax: 214-756-7001
www.ewb.com

Continued on page 46



Turn your insurance into a powerful financial tool.

Swiss Re can help you turn insurance into a much more
efficient and effective financial tool. We start by thinking of
insurance in ways that help achieve the broader corporate
finance objectives of your firm.

Think of risk management and capital management as two
sides of the same coin. A wide variety of risks — an explosion
at a plant, a sharp spike in interest rates, or a contentious
strike — all have a quantifiable impact on profitability and
the balance sheet. In this context, risk management can serve
as a full partner with other CFO and treasury functions

in enhancing capital efficiency.

Swiss Re, including our Swiss Re New Markets division,
can help you determine the most effective role for insurance
as well as other corporate finance solutions. Let us assist your
company’s efforts to protect itself from conventional risk while
also striving to finance growth, enhance liquidity and protect
shareholders from market fluctuations.

If you want to take a different approach to risk and capital
management, contact a Swiss Re representative or visit our
website at www.swissre.com.

Swiss Re
i

Management of Capital and Risk
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1999 1998
Premium volume $4,630,000,000 $4,500,000,000
% Treaty 100% 100%
Gross revenues $177,383,508  $163,632,000
Total employees 1,291 1,164

Reinsurance brokering began: 1957.

Parent: EW, Blanch Holdings Inc.

Branch offices: Los Angeles; San Francisco;
Miami; Atlanta; Chicago; Boston; Minneapolis;
Kansas City, Mo., Hoboken, N.J.; New York;
Philadelphia.

Subsidiaries: E.W. Blanch Ltd.

Acquisitions: Crawley Warren, London;
November 1999.

Conducts business: E.W. Blanch Co. Inc.,
United States; EW. Blanch Ltd., Argentina,
Australia, Brazil, Chile, China, Denmark, Ger-
many, Malaysia, Mexico, Singapore, United
Kingdom United States and Vietnam.

Officers: Edgar W. Blanch Jr,
chairman/CEQ-E.W. Blanch Holdings Inc.; Kaj
Anlmann, vice chairman-E.W. Blanch Holdings
Inc.; Chris Walker, president/COO-E.W. Blanch
Holdings Inc..

Contact: Susan Wollenberg; susan.wollen-
berg@ewb.com.

Guy Carpenter & Co. Inc.
2 World Trade Center,
New York, N.Y. 10048;
212-323-1000; fax: 212-313-4970
Www.gucarp.com

1999 1998
Premium volume $10,500,000,000 $9,700,000,000
% Treaty 95% 96%
% Facultative 5% 4%

Gross revenues $526,000,000  $502,000,000
Total employees 2,080 2,159

Reinsurance brokering began: 1923.

Directory terms
explained

Information in the 18th annual Busi-
ness Insurance Directory of Reinsurance
Intermediaries was gathered from re-
sponses to a B/ questionnaire. The direc-
tory is published as an editorial service;
there is no charge to be included.

To be included, companies must gen-
erate at least $500,000 in gross rev-
enues from reinsurance brokerage and
must provide revenue information.

Listings begin with the company's ad-
dress, phone and fax numbers and
World Wide Web address. Financial and
operational information for 1999 and
1998 is provided, including the premi-
um volume related to reinsurance, per-
centage of treaty and facultative busi-
ness (as a percentage of reinsurance
premium volume) and gross revenues
related to reinsurance. The total number
of employees assigned to reinsurance is
provided on a full-time equivalent basis.

Next, the year reinsurance brokering
hegan and parent company are noted,
as well as the locations of branch offices
and subsidiaries brokering reinsurance.
Acquisitions in 1999 and so far in 2000
are listed next.

A list of countries in which the compa-
ny conducts business as a reinsurance
intermediary is also provided. In addition
membership in the Brokers & Reinsur-
ance Markets Assn. is noted for applica-
ble companies. Principal officers and a
contact for readers seeking more infor-
mation complete each listing.

Although every effort is made to ob-
tain complete and accurate information,
Blis unable to verify all information pro-
vided.

Exchange rates used in the directory:
British pound=$1.595 (FYE 3/31/00),
$1.618 (FYE 12/31/99), $1.647 FYE
9/30/99, $1.654 (FYE 3/31/99), $1.657
(FYE 12/31/38), $1.700 (FYE 9/30/98);
French franc=0.162 (FYE 12/31/99)
0.170 (FYE 12/31/98).

Companies that wish to receive a
questionnaire for this directory for 2001
should contact the Directory Depart-
ment, Business Insurance, 740 N. Rush
St., Chicago, Ill. 60611; biweb@crain.
com

Parent: Marsh & McLennan Cos. Inc.

Branch offices: Glendale, Los Angeles and
San Francisco, Calif., Hartford and Stamford,
Conn.; Miami; Roswell, Ga.; Chicage;

Carmel, Ind.; Boston; Minneapclis; Dallas;
Seattle; Tokyo; Zurich, Switzerland.

Subsidiaries: Guy Carpentzr & Co. Inc. of
Pennsylvania, Philadelphia; Guy Carpenter &
Co. S.A., Buenos Aires, Argentina; Guy Car-
penter& Co. Pty. Ltd., Sydney, Australia; Guy
Carpenter & Co. S.A., Brussels, Belgium; Guy
Carpenter & Co. S.A., Rio de Janeiro, Brazzl
Guy Carpenter & Co. Ltd., Toronto; Guy Car-
penter & Co. Ltda., Santiago, Chile; Guy Car-
penter & Co. Corredores de Feaseguros
Ltda., Bogota, Colombia; Guy Carpenter &
Co. Ltd., London; Guy Carpenter & Co. SAA,
Levallois-Perret Cedex, France; Guy Carper-
ter & Co. GmbH, Munich, Germany; Guy Car-
penter & Co. Ltd., Kowloon, Hong Kong; Guy
Carpenter & Co. Ltd., Dublin, Ireland; Guy
Carpenter & Co. S.r.|, Milar, Italy; Guy Car-
penter & Co. Labuan Ltd, Labuan, Malaysia,
Guy Carpenter Reinmex, Mexico City; Guy
Carpenter & Co. B.V., Amsterdam, Nether-
lands; Guy Carpenter & Co. Peru S.A., Lima
Peru; Guy Carpenter & Co. (S) Pte., Singa-
pore; Guy Carpenter & Co. (Ptv.) Ltcl Jo-
hannesburg, South Africa; Guy Carpeninr &

Cia., S.A., Barcelona and Madrid, Spain; Guy
Carpenter & Co. AB, Stockholm, Sweden;
Guy Carpenter & Co. Venezuela C.A., Caracas,
Venezuela.

Conduets business: worldwide.

Membership: Brokers & Reinsurance Mar-
kets Assn.

Officers: Salvatore D. Zaffino, chairman/
CEOQ; Edmund R. Megna Jr., president; Geof-
frey K. Bromley, COO.

Contact: Sean F. Mooney, 212-323-1345;
sean.f.mooney@guycarp.com.

Herbert Clough Inc.
Financial Centre, 695 E. Main St., P.0, Box
10216,
Stamford, Conn. 06904-2216;
203-328-5427; fax: 203-328-6408

www.clough.com
1999 1998
Premium volume $475,000,000  $545,000,000
% Treaty 95% 95%
% Facultative 5% 5%
Gross revenues $12,250,000 $12,955,000
Total employees 32 57

Reinsurance brokering began: 1926.

Parent: Berkshire Hathaway Inc.

Conducts business: worldwide.

Membership: Brokers & Reinsurance Mar-
kets Assn.

Officers: Robert McGowan, president/CEC;
Lawrence C. Magnant, executive vp; Roger Eel,
Senior vp.

Contact: Scott Bradley;, sbradley@genre
.com,

John B. Collins
Associates Inc.
8300 Norman Center Drive, Suite 1275,
Minneapolis, Minn. 55437;
352-820-0012; fax: 952-820-2700

1999 1998

Premium volume $960,000,000 $810,000,600
% Treaty 100% 100%
Gross revenues  $20,829,000 $15.400,800
Total employ=es 78 60

Reinsurance brokering began: 1987.
Branch offices: San Francisco; Hartford,
Ccnn.; Chicago; Columbia, S.C.; Dallas.
Acquisitions: Greenwood Internat onal In-
surance Services, Boston, August 2000.
Conducts business: worldwide.

Officers: John E. Collins, chairman/CEO;
James A. Brost, vice chairman; Patrick J. Denz-
er, president/COO0.

Contact: Robert C. Donohoe, senior vp.

EWI Re Inc.
5400 LBJ Freeway, Suite 1060,
Dallas, Texas 75240;
972-866-6815; fax: 972-866-6801

1999 1998
Premium volume $90,000,000  $115,000,000
% Treaty 5 90%
% Facultative 10%
Gross revenues  $3,230, uun $4,000,000
Total employees 13 17

Reinsurance brokering began: 1988.

Conducts business: United States.

Officers: James C. Epstein, president; Jorge
I. Cardona, senior vp/COOQ; Michael D. Elliott,
Charles T. Black, senior vps.

Contact: Jorge |. Cardona; jcardona@
ewiretx.com.

Continued on next page
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Financial Reinsurance Inc.
140 S. Atlantic Ave., Suite 400,
Ormand Beach, Fla. 32176;
904-677-4453; fax: 904-673-1630

1999 1998
Premium volume $11,000,000 $8,600,000
% Treaty 100% 100%
Grossrevenres  $615,000 $505,000
Total employ2es 3 2

Reinsurance brokering began: 1960.

Parent: O-mond Re Group Inc.

7 Subsidiaries: W.J. Burt & Associates, New
ork.

Conducts business; worldwide.

Officers: \V. Lockwood Burt, president; John
B. Deiner, executive vp/secretary/general coun-
sel; Anthony L. DiPardo, William T. Long, se-
nior vps.

Contact: John B. Deiner; ormondre@bell-
south.net.

C.L. Frates Reinsurance
Intermediary Inc.
2 Greenwich Plaza,
Greenwich, Conn. 06830;
203-629-5600; fax: 203-622-0777
www.clfrates.net

1999 1998
Premium volume $27,500,000  $26,000.000
% Treaty 100% 100%
Gross revenues  $1,281 nnn $1,388,000
Total employees 5

Reinsurance brokering hegan: 1986.

Conducts business: Europe and the United
States.

Officers: Albert P. Amato, senior vp; Sandro
Prosperino, second vp.

Arthur J. Gallagher
Intermediaries Inc.
14'Wall St,

New York, N.Y. 10005;
212-732-9855; fax: 212-619-7957
www.ajg.com

1939 1998
Premium volume $63,900,000 $50,200,000
% Treaty 65% 60%
% Facultative 35% 40%
Gross revenues  $7,100,000 $5,150,000
Total employees 30 26

Reinsurance brokering began: 1986.

Parent: Arthur J. Gallagher & Co.

Branch offices: Chicago; Red Bank, N.J.

Officers: Randall Jensen, president; Robert
P. Hodsan, Robert Polansky, Chris Medlicott,
Senior vps.

Contact: Robert P. Hodson; 212-312-6303;
robert_hodson@ajg.com.

Gill & Roeser Inc.

535 Fifth Ave.,

New York, N.Y. 10017,
212-972-4880; fax. 212-972-4885
www.gillroeser.com

1999 1998
Premium volume $100,000,000 $100,000,000
% Treaty 100% 100%
Gross revenues  $4,681,000 $2,507,000
Total employees 8 8
Reinsurance brokering began: 1983.
Conducts business: United States.
Officers: Kirk Roeser, president; Steven Bol-

land, senior vp; Peter Larsen, Andrew Burger,
Dale Myer, vps.

Contact: Robert Wick, president-RWPR Inc.;
Harwood Bulding, Suite 423; Scarsdale, N.Y.
10583; 914-722-1400.

Gras Savoye Reassurance
2-8 Rue Ancelle,
Neuilly Sur Seine, 92200 France;
33-141-43-5760; fax: 33-141-43-5789

WWw.grassavoye.com

1999 1998
Premium volume $135,189,000 $137,343,000
Y% Treaty 61% 64%
% Facultative 39% 36%
Gross revenues  $9,201,600 $8,364,000
Total employees 33 31
Converted at applicable exchange rates.

Reinsurance brokering began: 1992,

Parent: Gras Savoye S.A,

Conducts business: Africa, Europe, France
and the Middle East.

Officers: Patrick Lucas, president; Luc Mala-
fre, managing director; David Rainbow, deputy
managing director.

Contact: Jean-Clude Clement; 33-141-43-
5666; jean.claude.clement@grassavoye.com.

BELIEF IN WHAT YOU DO IS ESSENTIAL TO LEADERSHIP.

OF FRESH,

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

CALL US AT 1-800-235-6029.

IMAGINATIVE SOLUTIONS THE TIMES DEMAND.

LEADING THE -NEXT GENERATION OF MARINE INSURERS.

Heath Lambert Group
Friary Court, Crutched Friars,
London, EC3N 2NP England;
44-207-560-3000; fax: 44-207-560-3502

: 1989 1998*
Premium volume $1,419,550,000 $1,300,044,000
% Treaty 60% 554%
% Facultative 40% 446%
Gross revenues $102,718,000 $99,074,600
Total employees 4,553 4,969

Fiscal years ending 3/31/00 and 3/31/99.
Converted at applicable exchange rates.

Parent: HLF Insurance Holdings Ltd.

Subsidiaries: Edward Lloyd Ltd., New
York; Heath Insurance Brokers Inc. of Geor-
gia, Atlanta; Heath Insurance Brokers Inc. of
California, Fresno, Irvine, San Francisco,
Solvang and Woodland Hills, Calif.; Heath In-
surance Brokers Inc. of Connecticut, Farm-
ington, Conn.; Heath Insurance Brokers Inc.
of Flordia, Vero Beach, Fla.; Heath Insurance
Brokers Inc. of lllinois, Chicago; Heath Insur-
ance Brokers Inc. of Texas, Dallas, Houston,
Lubbock, Texas; Heath Holdings USA. Inc.,
Dallas; C.E. Heath (Sur) S.A., Buenos Aires,
Argentina; Caspian International Broking,
Baku, Azerbaijan; Kininmonth Lambert Aus-
trailia Pty., Sydney, Australia; LF (ME) EC,
Manama, Bahrain; Heath Do Brasil Ltda., Rio
de Janeiro, Brazil; Heath Chile S.A., Santiago,
Chile; Heath Group P.L.C.-Representative Of-
fice, Beijing; Heath de Colombia Corredores
Colombianos de Reaseguros Ltda., Bogota
and Medellin, Columbia; Kininmonth Lam-
bert Zargreb Ltd, Zargreb, Croatia; Heath
(CZ) a.s., Prague, Czech Republic; Agencia
Intermediaria de Reaseguros Francisco Ri-
vadeneira Cia Ltda., Quito, Ecuador; Heath
Overseas Holdings Ltd., London; LSN Reas-
surances, Paris; Heath Ruckversichenunga-
makler GmbH, Cologne, Germany; Lambert
Brothers Ltd., Hong Kong; A&B Reinsurance
S.r.l.; Milan Italy; Assiteca, Milan, Italy; Heath
Kazakhstan Ltd., Almaty, Kazakhstan; Al Mul-
la Insurance & Reinsurance Broking Co.
W.L.L, Safat, Kuwait; Heath Lambert Asia
Pacific Ltd., Kuala Lumpur, Malaysia; Agen-
cia Interoceanica Asesores e Intermediarios
S.A. de CV, Mexico City; Nilsen Brokers Ltd.
A/S, Lyssaker, Norway; CE Heath & Partners
L.L.C., Ruwl, Oman; Heath del Peru Corre-
dores de Resseguros S.A., Lima, Peru; Heath
Polska, sp.zo.0; Warsaw, Poland; Heath &
Amorim Re Sociedade Corretora de Resae-
guros S.A., Lisbon, Portugal; Kininmonth
Lambert (S) Pte., Singapore; Heath Seoul
Ltd., Seoul, South Korea; Heath-Re Y Asocia-
dos S.A. Correduria de Reaseguros, Madrid,
Spain; Interbroker Correduria de Reaseguros
S.A., Barcelona and Madrid, Spain; Heath de
Venezuela Sociedad de Corretaje de Rease-
guros C.A., Caracas, Venezuela.

Conducts business: worldwide.

Officers: David Margrett, CEO; Stewart Wil-
son, COO; William Wilks, corporate group di-
rector.

Contact: Tim Tookey, group finance director;
ttookey@heathlambert.com.

*pro forma numbers combination of Heath
gmgp P.L.C. and Lambert Fenchurch Group

.LC.

Hemispheric underwriting
Managers L.L.C.
2600 Douglas Road, Suite 807,
Coral Gables, Fla. 33134,
305-443-6660; fax: 305-443-6648

1999 1998
Premium volume $18,250,000* NA
% Facultative 100% NA
Gross revenues  $820, 1100* NA
Total employees NA

Reinsurance brokering hegan 1999.

Parent: Hemispheric Holding Co. L.L.C..

Conducts husiness: Caribbean, Central
America, Portugal, South America and Spain.

Officers: John H. Blake, president/CEQ; Julio
Jimenez, vp-undenwriting, Nitza Rivera, corpo-
rate secretary.

Contact: John H. Blake; jhblake@ humilc.
com,

*Estimated.

Holborn Corp.
1 Wall St. Plaza, 88 Pine St.,
New York, N.Y. 10005
212-797-2285; fax; 212-964-0919
www.holborn.com

1999 1998
Premium volume $469,000,000 $456,000,000
% Treaty 100% 100%

Gross revenues $19,100,000 $18,500,000
Total employees 50 47
Fiscal years ending Z/29/00 and 2/28/99.

Gontinued on next page
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Continued from previous pace

Reinsurance brokering began: 1920.

Branch offices: Minneapolis.

Conducts husiness: Bermuca, Europe, Unit-
ed Kingdom and the United States.

Membership: Brokers & Reinsurance Mar-
kets Assn

Officers: John N. Gilbert Jr., president/CEO
Frank T. Harrison, senior ve/C0O; Keith D
Gillies, senior vp.

Contact: Frank T. Harrison; frankh@hol-
born.com.

JLT Risk Solutions Lid.
6 Crutched Friars,
London, EC3N 2PH England;
020-7528-4000; fax; 020-7528-4500
www.jltgroup.com

1999 1993
% Treaty 12% 100%
% Facultative 28% 0%

Gross revenues $86,287,940 $74,399,300

Converted t applicable exchange “ates

Reinsurance brokering began: 1981.

Parent: Jardine Lloyd Thcmpson Group
P.LC.

Subsidiaries: Inter nediary Insurance Ser-
vices Inc., San Francisco; Jarc ne Sayer & Co.
Inc., Lawrenceville, N.J.; JLT Re Pty. Ltd., Syd-
ney, Australia; Jardine Lloyd “hompson Asia
Pte. Ltd., Singapore.

Conducts husiness: worldv/ Je.

Officers: E.J. Lloyd, chairman; M. Brook-
man, D. Collins deputy chairren; 3.P. McGill,
chief executiva.

Contaci; Group corporate r2lations depart-
ment; 44-207-528-4000.

Jardine Sayer & Co. Inc.
Princeton Pike Co-porate Center, 1009
Lenox Drive, Builcing 4,

Lawrencevile, N.J. 08648-0400;
609-826-0555; fax: 609-836-2666

1999 1998
Premium volumz $300,000,000  $330,000,000
% Treaty 98% 98%
% Facultative 2% 2%
Gross revenues $11,500,000 $10,700,000

Total emplcyees 37 36

Reinsurance brokering began: 1€7€.

Parent: Jardine Lloyd Thompson Group
ELE:

Branch offices: San Francisco; Dallas

Conducts business: United States.

Officers: Joan D. Sayer, president; John E.
Januszewski Jr., COO/controller; Afred H.
Blanton, executive vp.

Contact: John E. Januszewski Jr ; jej@jardi-
nesayer.com.

W.J. Lehrke Co.
7601 =ranze Ave. S., Suite 225,
Edina, Mirin, 55435;
052-835-3755; fax: 952-835-3:47

1989 1998
Premium solume* $32,000,000 330,000,000
% Treaty 95% 95%
% Facultative 5% 5%
Gross revanues  $3,580,000 $3,224,000

Total employzes 1 1
Fiscal years ending 2/28/00 and 2/28/99.

Conducts business: Australia, England
France, Germany and the United Sta'es.

Officers: Walter J. Lehrke, chairman;
Thomas A. Lehrke, oresident; Soren P.
Sorensen, vp.

Contact: Thomas A. Lehrke; tom@
leh-ke.com.
“Estimatad.
Edward Lloyd Ltd.
100 Merrick Road, Suite 200 W,
Rockvilie Centre, N.¥. 11570;
516-763-9320; fax: 516-763-6722
1999 1998
Premium velume $7,500,000 $7.500,000
% Facultative 100% 100%
Grossreverues  $750,000 $750,000
Total employees 4 4

Fiecal years ending 3/31/00 and 3/31/99.

Reinsurance brokering began: 1984.
Parent: ALF Insurance Holdings Ltd.
Conducis husiness: worldwide.

Officers: John Mannix, president; Rambha

BER

MUDA

INSURANCE

The Board of Directors has decided
to postpone the
Bermuda Insurance Symposium V

which was scheduled for February 2001. It has been rescheduled
for February 2002 to allow us to take advantage of the expanded

facilities of the Fairmount Southhampton Princess Resort,

Bermuda’s premier conference hotel.

The World Insurance Forum will be the first event to
be held in the newly renovated facilities. The hotel's
multi - million dollar face lift will be completed

by the end of December, 2001.

SYMPOSIUM

vV

For further information contact:

Suzie Pewter, Project Coordinator,
Bermuda Insurance Symposium,
The Whitfield Building, 61 Front Street, Penthouse,
P.0. Box HM 2550, Hamilton HM KX, Bermuda.

Telephone: 441 292 6386
Website: http://www.bis.bm

e-mail: info@bis.bm

Fax: 441 292 6990

JOIN THE REST OF THE WORLE IN BERMURBA

McCanless, vp; Noel Jlrich, secretary.

MRM Speciality Brokers Ltd.
44 Church St., P.0. Box 2064,
Hamilton, HM HX Bermuda;
441-295-5688; fax: 441-292-1867

1999 1998
Premium volume $300,000,000  $250,000,000
% Treaty 80% 80%
Y% Facultative 20% 20%
Gross revenues $13,342,000 $10,734,000
Total employees 41 37

Reinsurance brokering began: 1991.

Parent: Mutual Risk Management Ltd..

Subsidiaries: H&H Park Ltd, Hamilton,
Bermuda; MRM Hancock, London; Market Re
Intermediaries, San Francisco.

Conducts business: Europe and the United
States.

Membership: Brokers & Reinsurance Mar-
kets Assn.

Officers: Paul Scope, chairman; Phillip R.S.
Hancock, managing director; Spencer Wood-
bury, president.

Contact: Mike Foulger, COO; mfoulger@
mrm.bm.

Meadowbrook Insurance
Group
26600 Telegraph Road,
Southfield, Mich. 48034;
248-358-1100; fax: 248-358-1614
www.meadowbrook.com

1999 1998
Prermium volume $59,000,000 $61,000,000
% Treaty 100% 100%
Gross revenues  $1,900,000 $2,200,000
Total employees 8 9

Reinsurance brokering began: 1985.

Subsidiaries: Meadowbrook Intermediaries,
Southfield, Mich.; Meadowbrook International
Ltd., Hamilton, Bermuda.

Conducts business: United States, world-
wide.

Officers: Marc S. Willner, senior vp-Mead-
owbrook Insurance Group; Suzanne Viksne,
vp-Meadowbrook Intermediaries; Michael
Woodroff, president-Meadowbrook Interna-
tional.

Contact: Marc S. Willner; 248-204-8134;
marcwillner@meadowbrook.com.

PWS Holdings P.L.C.
52 Minories,
London, EC3N 1JJ England;
44-207-480-6622; fax: 44-207-702-1689
www.pwsint.co.uk

1999 1998
Gross revenues $20,493,621 $18,659,200
Total employees 224 231
Fiscal years ending 9/30/99 and 9/30/98
Converted at applcable exchange rates.

Reinsurance brokering began: 1964.

Branch offices: Amsterdam, Netherlands;
Manila, Philippines.

Subsidiaries: PWS Canada Inc. PWS Inter-
national; PWS (USA) Inc.

Conducts business: Asia, Central and South
America, Europe and the United States.

Officers: Lord Pearson of Rannoch, chair-
man; Peter Smith, managing director; Peter
Chapman, finance director.

Contact: Peter Chapman, 44-207-748-0465,
peterchapman@pwsint.co.uk; Ann  Marie
Sharp-McManus, senior vp,

212-791-9350, annmarie@pws-usa.com.

Preferred Reinsurance
Intermediaries Inc.
14 Monckten Blvd.,
Columbia, S.C. 29206;
803-790-4800; fax: 803-790-4825

1999 1998
Premium volume $80,000,000 $80,000.000
% TTL’EW 100% 100%
Gross revenues  $1,950,000 $1.800,000
Total employees 16 16

Reinsurance brokering began: 1963.

Branch offices: Port Washington, N.Y.; Cary,
N.C

Conducts business: United Kingdom and the
United States.

Continued on page 50
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Tough Risk?
Don’t get taken for a ride.

] [ ] || e | e,
A=

I
H

]

From roller coasters and clinical trials to race cars and
brownfield sites, we’ll keep you covered through all the ups and downs.
When it comes to out-of-the-ordinary risks, we'll go out of our wdy
to keep you safe and sound. Have your broker give us a call.

4> GENERAL
STAR

Our specialty is your security
www.generalstar.com

®

Specialty underwriting through appointed surplus lines brokers. For a list of brokers in your areaq,
call General Star Management Company, Stamford, CT (203) 328-5700, ext. 5985, or fax your request to: (203) 328-5840.

Atlanta ¢ Chicago * London * Los Angeles ® New York ¢ Stamford
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% FRATES

Reinsurance Intermediary, Inc.

Let our experience work for you by designing a
reinsurance program that suits your exact needs.

Two Greenwich Plaza
Greenwich, Connecticut 06830
Phone: 203-629-5600
Fax: 203-622-0777

Visit our web site at www.clfrates.net

The Chartered Property Casualty
(CPCU®) key is a symbol of perso
sional achievement that goes

Yo
ing the rgght business suit, It demonstrates that
its wearer is a high-achieving, highly motivated

o create and sustaln a hlgh '

tion

Continued from page 48

Officers: Robert H. Sanders, president:
Karen N. Basso, senior vp; David L. Coulter, vp

Contact: Charles W. Perry; cperry@preferre-
dre.com.

Smyth, Sandford & Gerard
5 Hanover Square,
New York, N.Y. 10004;
212-374-1323; fax: 212-587-4170

1999 1993
Premium volume $295,000,000 $275,000,000
% Treaty 63% 60%
% Facultative 3% 40%

3ross revenues $11,250,000 $10,000,000
Total employees 30 K1l

Reinsurance brokering began: 1987.

Branch offices: Coral Gables, Fla.

Conducts business: worldwide.

Officers: Douglas King, president; Carl J.
Casale, executive vp; Thomas C. Chiappa, s2-
nior vp; Gustavo I, Chomat, president-Florida
office.

Contact: Douglas King; Thomas C. Chiappe.

THB Intermediaries Inc.
1 Liberty Plaza, 27th Floor,
New York, N.Y. 10006;
212-266-0260; fax: 212-571-2420
www.nnng.com

1999 1638
Pramium volume $55,000,000 $45,000,C20
% Facultative 100% 100%
Gross revenues  $4,500,000 $3,500,000
Total employees 32 30

Reinsurance brokering began: 1984.

Parent: Near North National Group.

Branch offices: Los Angeles; Chicago; Dal-
[as.

Conducts husiness: worldwide.

Officers: Richard Di Clemente, president;
Lisa Loeffler, CFO; Robert Brookshire, senior
vp; Paul Amidei, vp.

Contact: Richard Di Clemente.

Tanenbaum-Harber
Reinsurance Intermediaries
Inc.

320 W. 57th St.,
New York, N.Y. 10019-3799;
212-603-0365; fax; 212-582-6256

1999 1398
Premium volume™ $25,500,000  $28,000.000
% Treaty 100% 100%
Gross revenues  $1,600,000 $1,845000
Total employees 6 6
Fiscal years ending 3/31/00 and 3/31/99

Reinsurance brokering began: 1986.
Parent: Tanenbaum-Harber Co., Inc.
Conducts business: United States.

Officers: Walter L. Harris, chairman; Peter V.
Black, president; Randa K. Globerman, zon-
troller.

Contact: Peter M. Black; 212-603-0352.

*Estimated.

Totsch Enterprises Inc.

8745 W. Higgins Road, Suite 320,
Chicago, Ill. 60631;

Parent: Towers Perrin.

Branch offices: Los Angeles; San Francisco;
“artford and Stamford, Conn.; Fort Lauderdale,
Fla.; Chicago; Boston; Dallas; Seattle; Buenos
Ajres, Argentina; Montreal; Toronto.

Acquisitions: Pegasus Advisors, Avon,
Conn., July 2000.

Conducts business: worldwide.

Membership: Brokers & Reinsurance Mar-
kets Assn.

Officers: William H. Eyre Jr., managing di-
rector/GEQ; Daniel R. Colello, managing direc-
tor/CO0; Mary K. 0'Gorman, executive vp/chief
accounting officer.

Contact: William H. Eyre Jr.; 215-963-7748.

Willis Re
10 Trinity Square,
London, EC3P 3AX England;
44-207-488-8111; fax: 44-207-488-8976
www.willis.com

1999 1998
Premium volume $4,215,000,000
$4,327,000,000
% Treaty 92% 92%
% Facultative 8% 8%
Gross revenues $253,000,000  $247,000,000
Total employees 8 849

Parent: Willis Group Ltd.

Branch offices: San Francisco; Stamford,
Conn.; Miami; Atlanta; Minneapolis; New York;
Stoney Creek, N.C.; Philadelphia; Nashville,
Tenn.

Conducts business: worldwide.

Membership: Brokers & Reinsurance Mar-
kets Assn.

Officers: John M. Pelly, chairman/CEO; Gra-
hame Millwater, COO; George P. Reeth Jr.,
president/CEQ-Willis Re Inc..

Contact: Lorraine Sullivan; 212-820-7674;
sullivan_lc@willis.com.

WinterBrook Re
intermediaries L.L.C.
3526 Highway 9,

Howell, N.J. 07731;
732-942-7272; fax: 732-942-7373

www.winterbrookre.com
1999 1998
Premium volume $18,000,000 $16,000,000
9% Treaty 100% 100%
Gross revenues  $600,000 $550,000
Total employees 5 4

Reinsurance brokering began: 1991.

Conducts business: United States.

Officers: W. Brian Harrigan, chairman; Ken-
neth H. French, president; Irene Bekech, secre-
tary.

Contact: Kenneth H. French; 732-942-7272,
kirench@winterbrookre.com.

John P. Woods Co. Inc.

Newport Tower, 525 Washington Blvd.,
Jersey City, N.J. 07310-1607;
201-216-9600; fax: 201-610-9555
www.jpwoods.com

1999 1998
Premium volume $720,000,000 $700,000,000

% Treaty 98% 98%
% Facultative 2% 2%
Gross revenues $25,000,000 $22,400,000"
Total employees " 68

Fiscal years ending 3/31/00 and 3/31/99

Reinsurance brokering began: 1978.
Parent: Arthur J. Gallagher & Co.”
Branch offices: Atlanta.

professional who is committed to the highest
ethical standards and continuous professional
development.

Earning the CPCU designation also unlocks
key networkirg opportunities throngh mem-
bership in the CPCU Society. Society members

Conducts business: worldwide.
Officers: John P. Woods, chairman; John P.
1998 | Woods lII, president; John N. DiBlanda, execu-

773-380-8040; fax: 773-380-8054

Those who have earned the prestigious promote and adhere to high ethical standards Premium volume $65,000,000  $65000,000 | ftive vp/CFO.
CPCU designation from the American Institute in the insurar.ce profession and support con- % Treaty 99% 99% Contact: John P. Woods II1; 201-216-8600,
for CPCU gain the knowledge and technical tmmng education and industry and communi- ‘(’gﬁFﬁCﬂﬁﬁWﬁ . |}u/n : &;’ﬂ ext. 2177; jaywoods@jpwoods.com.
competence required in today’s business envi-  ty service. Tgﬁeﬁ;?g;:; #1.200, S g *On August 31, John P. Woods Co. Inc. be-

came a member of Arthur J. Gallagher Co.

nt.In addition in confidence, i
ronme ,they gain confi earn restated

! recognition from their peers and employer, and
prepare themselves for future career growth.

Dress for success by earning the CPCU key~—
the symbol of achievement that never goes out

Reinsurance brokering began: 1978.
of style.

Conducts husiness: Canada, Encland,
France, Germany, Sweden and the Lnited
States.

Officers: Marvin D. Totsch, president; Mary

AICPCU C jl Ellen Totsch, secretary/treasurer; William E.
L JTTA | | ! Tosdl bt Soemie H.E. Yerkes & Associates Inc.

AMERICAN INSTITUTE FOR CPCU
INSURANCE INSTITUTE OF AMERICA

Towers Perrin Reinsurance 160 Water St.,

New York, N.Y. 10038;
Mellon Bank Center, 1735 Market St. A ATOT fane DA ¥
Philadelphia, Pa. 19103; 212-344-1707; fax: 212-422-8473
215-963-7700; fax: 215-963-7873 1499 1998

www towers.com Premium volume $16,786,000  $18,700,000
1999 1938 % Trealy 100% 100%
Premium volume $1,250,000,000 $1,100,000,C00

lson:lswj

Phone: (800) 644-2101
Fax: (610) 640-9576
E-mail: cserv@cpcuiia.org
Web site: wwiw.aicpcu.org

Phone: (800) 932-2728
Fax: (610)251-2761
E-mail: membercenter@cpcusociety.org
Web site: www.cpcusociety.org

Grossrevenues  $940,000 $1,055,000
% Treaty 97% 9% | Total employees 4 4
Z“rg::mhxfm $51 306331;/5 97‘5[,0'66/6 Reinsurance brokering began: 1979.

©2600 AICPCU/TA 215 Officers: Harry E. Yerkes lll, president; Ann

R. Kaplan, vp.
Gumacl:HarryE Yerkes Ill; Ann R, Kaplan. IETH

Total employees 224
Reinsurance brokering began: 1334.
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CLAIMPlace, the e-commerce business solutions provider for the claims industry.

Little has changed in the world of claims management — until now. Now there's CLAIMPlace. We're
providing the insurance industry with the innovation, technology and claims experience to dramatically
reduce claims expense and loss ratios. YWe're making web based resources available to help create

quantum leaps in productivity, financial resulfts and customer satisfaction. And that’s just the beginning.
Interested? Go to www.claimplace.com.

- CLAIMPlace
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New health plan approach raises questions

By JERRY GEISEL

ATLANTA—Defined contribu-
tion health care plans—a much-
discussed approach for holding
down employers’ rising medical
costs—are no more than “fluff” at
this point, one benefit consultant
maintains.

Under the defined contribution
approach, an employer would give
its employees vouchers or some
type of credit that the employees
would use to purchase health in-
surance coverage. An employee
could then choose the level of cav-
erage that best suits his or her
needs.

For employers, limiting their
contribution to a fixed amount
would, as with defined contribu-
tion pension plans, limit their costs
to a fixed, predictable amount. At
the same time, employers would
essentially shed their role as a pur-
chaser and administrator of health
care plans, allowing them to con-
centrate on their core business.

While the concept may sound ap-
pealing, Kenneth Jacobsen, a se-
nior vp in the Atlanta office of The
Segal Co., said he is “very cynical”
about the approach.

Speaking in Atlanta this month
at the Corporate Benefits Confer-
ence, sponsored by the Interna-
tional Foundation of Employee
Benefit Plans, Mr. Jacobsen sug-
gested that the approach raises, at
this point, far more questions than
answers.

Indeed, until these questions are
resolved, “No employer in its right
mind” would establish a defined
contribution plan for employee
health care coverage, he said.

One major question, he noted, is
the tax status of an employer con-
tribution. For traditional health
care plans, in which employers se-
lect the plans and pay some or a
portion of the premium, companies
can fully deduct the cost of the
premium, while that cost is not
added to employees' taxable in-
come.

But there is no section of the tax
code dealing with, for example,
health care vouchers, Mr. Jacobsen
said, adding that he believes such
contributions would be considered
by the Internal Revenue Service to
be taxable income to employees.

“We don’t see any way you could
hand employees a.voucher” on a
tax-free basis. Unless and until
Congress writes new tax law to
give health care vouchers favor-
able tax status, vouchers are not
going to take off, he said.

Mr. Jacobsen also questioned an-
other aspect of the defined contri-
bution plan approach—that such
plans would make employees bet-
ter purchasers of health care—that
is cited often by its proponents.
Advocates of this approach say if
employees are given a fixed
amount of money to purchase
health care coverage and can keep
contributions that are not used,
they will purchase lower-cost
plans and become more careful
consumers of health care services.

But Mr. Jacobsen says the reality
might be a lot different. “I don't
think” employees would, for exam-
ple, do a better job in selecting
hospitals and physicians than
health care plans now do.

Similarly, employees who select
a low-cost plan with very high
cost-sharing requirements in an ef-
fort to pocket the unused portion
of a voucher or cash contribution,
might find their coverage insuffi-
cient if they need expensive medi-
cal procedures, he said.

If that were to happen, “there
could be horror stories,” Mr. Ja-

cobsen predicted.

Another real-world problem in-
volves older, less healthy employ-
ees, who likely would find it a lct
more difficult than younger
employees to obzain af-
fordable coverage from
health insurers wizh-
out the purchasing
clout of a group, ke
said. In addition,
employees, on the:r
own, might =ot be
sophisticated encugh
to understand the var-
ious differences—such
as certain coverage restric-
tions—among nealzh care plans.

“Who will zet £s an agent for the
consumer? W=o will push plans Zo
ensure that they have enough
providers” in a network? he asked.

(L s !

Te reduce this problem, employ-
ers could negotiate policy terms
wizk nsurers and then leave it to
employ=zes to purchase coverage

from those plans that tae
employer sponsors. But
employers, as plan
sponsors, could face
liability for actions
taken by the plans

they selectec
“If yoa put HMOs
online, you still
could have a respcn-
sibility to see zha: the
plans are sound,” Mr.

Jacobsen said.

Than, Mr. Jacobse:z said,
there are the real-world problems
relat:ng to administration If em-
ployees were given vouchers to
purcaase coverage, it isrt clear

Sestnetore whio appraad
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how employee ccntributions could
be easily and inexpensively trans-
ferred to health care plans.

While defined contribution olans
may be appzaling to health cace
theoreticians, in the real wor.d
they already have sparked contro-
versy. For example, when Xerox
Corp. executives said the company
was merely 2xamining this poten-
tial approaca, tke company “got a
tremendous backlash” froo: em-
ployees, he said.

To be sure. health care plans that
have definec contribution plan ele-
ments now 2xist. One example is
medical savings accounts. Under
an MSA—now limited to employ-
ers with no more than 50 employ-
ees—an employer purchases a
high-deduc:ible health care plan.
Then, the employer or employee,

wi-oe broler o ansin vt ‘.FJI:!:I P

but not both, make a f-x2d contri-
bution to the MSA. Funds in the
MSA can b2 withdrawn tax-free o
pay for uncovered med:cal-relatec.
expenses.

But intetest n MSAs has been
less than predicted. In 1996, when
Congress passed legisl=tion giving
MSAs their tax-favcred status,
lawmakers established a limit of
750,000 pclicies that could be set
up. Advocates predictad that the
750,000-palicy ceiling would de
quizkly r2ached. But, in faet,
roughly orly 50,000 policies hava
been issued.

The faec: that MSAs have not
caught or in a significant way
“may be a harbinger for full-
fledged defined contribution
hezlth care plans, Mr. Jacobsex
said.




By JERRY GEISEL

ATLANTA—Designing a transi-
tional benefit plar. is ore of the most
challenging tasks an employ=r faces
whea convartirg a tradizional defined
beneZit pension plan to a cash balance
plan. a consultant says.

In mov.rg tc a new plan, “you al-
ways will spend the mosz time on tran-
sition benefits,” says Gary Elias, a
principal in the Atlanta office of
William M. Mercer Inc.

Speaking in Atlanta this month at
the Corporate Benefit Conference,
sponzored by the Internationa: Foun-
datian of Emplcyee Benefit Plans, Mr.
Elas said employers that change plan
design can expect to spend 12 to 18
months preparing and implementing
the change. And designing a transition
benefits p.an can be one of the most

time-consuming parts of the conver-
sion process, he said.

Because of fundamental d:fferences
ir. thz cesigns of cash balance and tra-
diziora’ plans, transition benefits
ars reeded to protect older
smploy=es.

In a cash balance plan,
oenefits typically accrue

i oughout an em-
s service with an em-
ployer. For example, the cash
balance plan credit might be
equal to 5% of an employee’s com-
pensazicn.

By cantrast, traditional defined ben-
efit plans are designed so that most
benefits are earned only after an em-
ployee nas completed many years of
Service.

Without a transition benefit pro-
gram, longer-service employees could

fall shy of qualifying for meaningful
i as subsidized early re-
tirement benefits iz the old plan—and
they may not participate in the cash
balance plan long enough to earn
significant benefits.

Faced ‘with this problem,
employers switching to new
plans have used a variety of
approacnes to protect the in-
terests or longer-service em-

ployees, Mr Elias said.
Some employers, for example,
allow certain longer-service employ-
ees to remain in the old plan. One
problem with this approach, Mr. Elias
noted, is that employers must main-
tain two different plans for what could
be decades.
Others employers have given em-
ployees a one-time opportunity to
choose which plan they want to join. A
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Transition benefits worth time spent: Expert

problem could arise, however, if an
emplayee lafer concludes that he or
che made a poor decision and claims
the employer didn’t provide enough
information :o allow emplcyees to
rake the righ: choice. “Then, the em-
ployer has to decide what to do.”

Regardless of the transition plan
that is implemerted, employers have
to “communizatz openly and honest-
v,” Mr. Elias zdvised.

The conversion to cash halance
plans is being driven by a variety of
factors, Mr. Elias said, the mos: signif-
cant being demosraphics. Today, em-
ployees are much more mobile. As a
result. cash balance plans—in which
benefits acerae much faster than in
they do in traditicnal plans—are more
appealing to employees who -end to
remain in jobs for relatively short peri-
ods of time.

\X’ thout Ques tior. The SI' m“i
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“The traditional plan provides little
value early on,” Mr. Elias said.

Take, for example, an employee
who changes jobs every five years. Un-
der a traditional plan, the employee
would not have stayed long enough to
qualify for a significant benefit in each
plan in which he or she participated.
Such an employee likely would have
earned greater benefits if each em-
ployer had provided a cash balance
plan.

The move to cash balance plans also
is being driven by employers, who for
the first time in decades are taking a
good, hard look at plan design to see

. whether those designs still make sense,

Mr. Elias said.

For example, some employers of-
fered traditional plans with heavily
company-subsidized early retirement
benefits. Under such plans, employees
who reached a certain age and worked
a certain number of years would be
entitled to a full pension benefit, unre-
duced for age. “When that early retire-
ment cliff is hit, the benefit increase” is
incredible, Mr. Elias said.

But aside from the high cost of such
plans, employers have begun to ques-
tion whether such plans make sense in
an economic environment in which
employers want to do everything pos-
sible to retain employees, Mr. Elias
noted. Under such plans, employees
lack a strong fiscal incentive to stay
with a company, because they would
have already qualified for full pension
benefits.

By contrast, cash balance plans typ-
ically lack early retirement subsidies,
and because benefits accrue evenly,
there is no cliff in which an employee’s
accrued benefit dramatically increase
in value from one year to the next.

Another force propelling the move
to cash balance plans is greater em-
ployer interest in making pension
plans simpler and more visible, he
said. Cash balance plans, in which
benefits are expressed as a lump sum,
are easier to understand than tradi-
tional plans, in which benefits are ex-
pressed as a monthly amount payable
af retirement age. | B |

Conference
draws more
than 175

ATLANTA—More than 175
people traveled to Atlanta to at-
tend the annual Corporate Bene-
fits Conference, held Oct. 12-13.

The conference is sponsored by
the International Foundation of
Employee Benefit Plans and is en-
dorsed by the Council on Employ-
ee Benefits and the WEB Network
of Benefits Professionals.

Three employers received hon-
orable mentions in the IFEBP's
Creative Excellence in Benefits
competition.

Prudential Securities Inc. won
for its use of cutting-edge technol-
ogy in administering its tax-fa-
vored commuter reimbursement
account program. Erickson Re-
tirernent Communities was named
for its work/life benefits program.
Union Carbide Corp. was cited for
its primary care physician award
program, which gives participat-
ing physicians a share of the cost
savings if the company’s health
care costs are kept below a certain
target, while maintaining quality
of care.

The time and place of next
year’s conference have not been
set. For more information, contact
the IFEBP at 262-786-6710, ext.
8217.
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Bush, Gore differ on benefit proposals

By JERRY GEISEL

ATLANTA—With the national
elections just weeks away, the Demo-
cratic and Republican candidates for

president have staked out significantly
different positions on key employze
benefit issues.

Those differences involve how to ex-
pand health care coverage to the unin-
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sured, imposing new penalties on
managed care organizations, revamp-
ing the federal Medicare program and
pension refarm.

As evidenced by last week’s debate,
“health care is a key issue for both
candidates,” said Ann Marie Breheny,
a consultant with Watson Wyatt
Worldwide in Bethesda, Md.

Speaking this month in Atlanta be-
fore the Corporate Benefits Confer-
ence sponsored by the International
Foundation of Employee Benefit
Plans, Ms. Breheny said health care is
a top concern for voters, with both
candidates laying out their positions.

The Democratic candidate, Vice
President Al Gore, has frequently dis-
cussed what he would do to expand
coverage. Among other things, he has
proposed giving small employers tax
credits to offset the cost of providing

health care plans to employees, raisirg
the incom:e ceiling for Medicaid cove—-
age and encouraging the use of health
care purchasing pocls.

For his part, Texas Gov. George W.
Bush, the Republican czndidate,
would provide tax credits to Zower-in-
ccme incividuals to offset the cost f
buying health insurance policies and
make it easier for trade associations to
provide coverage to their members.

Gov. Eush also would permanently
extend a 1996 law—set to expire at tae
end of this year—that allows small
employers to establish tax-favorad
medical savings accounts iinked to
high-deductible health insurarce
plans. He also would remove the
750,000 ceiling on the number of
MSASs that can be astablished, and al-
low both employers and embloyees to
contribute to an MSA. Currently, only
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employers or emplayees, but not both,
can contribute to MSAs.

While the candidates have different
approaches to expanding coverage,
there is one basic similarity, Ms. Bre-
heny noted: Both candidates endorse
incremental change rather than the
kind of sweeping change that Presi-
dent Clinton proposed during his first
year in office and which later col-
lapsed in Congress.

On Medicare reform, the candidates
also have taken different approaches.
In general, though, Gov. Bush has pro-
vided much less detail than his oppo-
nent, Ms, Breheny said. For example,
Gov. Bush has said as a basic principle
that Medicare beneficiaries should
have access to private health care
plans, including those that offer pre-
scription drug coverage.

By contrast, Vice President Gore has
laid out exactly the amount of the pre-
seription drug benefit that Medicare
would offer. Under his proposal, the
government would pay 50% of a bene-
ficiary’s first $5,000 of prescription
drug bills with greater coverage for
low-income beneficiaries,

Other Medicare-related differences
between the candidates include Mr.
Gore’s opposition to raising the eligi-
bility age, now 65, for retirees to ob-
tain Medicare coverage, Gov. Bush has
not addressed the eligibility age issue.

Where the two candidates agree on
Medicare is that both want a prescrip-
tion drug benefit added to Medicare
and both want to work to ensure the
future solvency of the program, which
now covers about 39 million people,
Ms. Breheny said.

On boosting the rights of patients in
managed care plans, the vice president
supports legislation that would give
enrollees the right to seek damages un-
der state law in coverage disputes.
Gov. Bush also supports expanding
the liability of health care plans for
coverage decisions, but contends such
a provision would have to be part of an
independent appeals process.

Pension reform, Ms. Breheny said,
has received much less attention from
the two candidates than health care is-
sues, though Vice President Gore has
provided more specifics. For example,
he strongly supports requiring em-
ployers converting traditional pension
plans to cash balance plans to give
plan participants more information on
the financial impact of the conversion
on their projected benefits. He also is
opposed to the weakening of federal
rules that prohibit pension plans from
discriminating in favor of highly com-
pensated employees. Gov. Bush has
not addressed these issues.

Other differences include Vice Pres-
ident Gore’s endorsement of expand-
ing the federal Family and Medical
Leave Act to cover more small em-
ployers. Currently, the FMLA requires
employers with at least 50 employees
to provide up to 12 weeks of unpaid
job-protected leave for employees
with medical and family-related situa-
tions. Gov. Bush has not stated his po-
sition on expanding FMLA, though he
favors letting employers give, on a tax-
free basis, computers and Internet ac-
cess to disabled employees.

While who is elected president will
help to shape the legislative benefit
agenda, the composition of the new
Congress also will be a key factor, Ms.
Breheny said. For example, House
Ways and Means Committee Chair-
man Bill Archer, R-Texas, is retiring
this year. He is a proponent of tax-fa-
vored MSAs and, with his retirement,
MSAs backers will lose their most in-
fluential supporter in Congress.

If the Democrats win control of the
Senate, the chairmanship of the Fi-
nance Committee likely will pass to
Sen. Max Baucus, D-Mont., from Sen.
William Roth, R-Del.

One possible ramification of such a
change is that the committee, which
has jurisdiction over employee bene-
fits legislation, could focus more on
small employer issues, Ms. Breheny

said. Bl |
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100 Leading Women in Insurance honored

CHICAGO—Just ov )0 people attended an
Oct. 10 luncheon in Ck o honoring the wom-
en named to Business Insurance’s 100 Leading
Women in Insurance special feature.

In addition, 45 of the 100 honorees attended
the luncheon (see photo, below). Camplete
names, titles and deta:ls “or all the honorees can

be rcund in the 100 Leading Women feature ir.
2 issue of Business Insurance.
addition to remarks from Kathryn J. McIn-
he publisher and editorial director of

siness Insurance, attendees heard Illinois
Erwin, D-Chicago, salute the hon-
peak on the challenges facing

women.

Part of the proceeds from the luncheon will be
donated in the 100 honorees’ names to the City
of Hope National Medical Center and Beckman
Research Institute in Duarte, Calif., for its on-

oing efforts in breast cancer research and

eatment.

Seated from left: Susan Velleman, Donna Galer, Jette James. Susan Meltzer, Adrienne Reid, Lucille ‘Lucky” Gallagher, Cheri Hawkins, lllinois Rep. Judy Erwin,
Kathryn Mcintyre. Elizabeth Eiss, Lydia Kam, Reina Gregorio, Karen Foley, Shelia Mulrennan, Patricia Drago. Second row, from left: Cecilia Norat, Anna Rappaport,
Karen Clark, Patricia Roberts, Linda Lamel, Judith Robinson, Sibyl Bogardus, Barbara Haugen, Judith Blades, Carol Barton, Nancy Ayers, Janet Nelson, Bonnie Boc-
citto, Julie Kronbach, Constance Curnow, Carolyn Murphy, Christine LaSala, Teresa Pahl, Jennifer Gallagher. Third row, from left: Evelyn Wolovnick, Leslie Nylund,
Judith Lindenmayer, Martha Bannerman, Marsha Cohen, coyce Wright, K.C. Kidder, Pamela Rogers, Barbara Bell, Tracey Carragher, Corbette Doyle, Winifred Baker,

Robin Williams.
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Photos from the Oct. 10 luncheon in Chicago
honoring the 100 Leading Women in Insurance.

Above: (from left) Judith Lindenmayer of FMR
Corp., Cheri Hawkins, formerly of Weyer-
haeuser Corp., K.C. Kidder of Wells Fargo &
Co., and Jette James, of Marsh Canada Ltd.
Center: keynote speaker lllinois Rep. Judy Er-
win, D-Chicago. Far upper right: (from left) Lin-
da Lamel of Claims On Line Inc., Cecilia Norat
of American International Group Inc., Marsha
Cohen cf the Reinsurance Assn. of America,
and Sheila Mulrennan of Insurance Archaeolo-
gy Group. Far lower right: (from left) Constance
Curnow of Guy Carpenter & Co., Brandon
Sweitzer of Marsh Inc.. and Winifred Baker of
Lloyd’s America Inc. Bottom: Kathryn Mcintyre,
publisher and editorial director of Business In-
surance.

All photos by Michael Marcottep

-~ The novice tells you, ' 5 » |

» “Abandon ship} .
‘_ | o slup The expert tells you,

. “Hang on. It’s only a two-foot drop.” With the fargest and strongest pool of

talent in the industry, and professionals

i

. : averaging 22 years of experience,
our experts truly grasp the depth and

Meias | magnitude of the risk you're facing —

ST ; oo : even what’s ‘round the bend. We listen

oy D i : : to your concerns and respond to your

i,

needs at unrivaled speed. Protectinéw"%

LS S =

; okt - AMERICAN RE

et e w " A Member of the Munich Re Group

555 College: Road East, Princeton, Néw Jersey 08543 609-243-4200 www.amre.com *
- AM. Best Company: A++ Standard & Poar’s: AAA Moody’s:Aaa ©2000 American Re-Insurance Company We'll help lead you to calmer waters.

you. And partnering with you.

Now and for the long haul. Call on us.




60 / Business Insuraace, October 23, 2020

INTERNATIONAL

Asset Managemen: .. Private Equity ... Mcrtgege Loan % Real Estate ... Insurance Research ... Asset Management ... Private

... Mortgage Loan & Real Estate ... Insurance Research ... Asset Management ..

... Private Equity

... Asset Management

.. Insurance Research

Mortgage Loan & Real Estate .

*+ Ajinb3

WHO DELIVERS
THE WHOLE
PACKAGE?

** @1e353 |eay g ueol abebyol *

5

=

To help you realize value, manage risk and 3

]

achieve your financial objectives, Conning 3

m

develops integrated, performance-driven solutions. 3
2

. Customized investmen: management for %
[

e |

insurznce and financial service companies. §

Resezrch on insurarce industry conditions n

X

and issues, and comprehensive insurance %

m

equity research. E

~

Eq Jit‘:-f capital for emerging growth companies

in the financial serv ces sector.

Secure, invastment-grade commercial

V]

mortgage leans and investment real estate.

“+ aje3s3 |eay @ ueo abebrow

g

S

@ CONNING :
&

8
g

1-888-CCNNING :
WWW.conning.com B
Conning & Company, Member, NASD/SIPC 8
=

]

=+ Ajinb3 3eAUd *** Juswabeuely 1955y ‘- Ylieassy ajuelnsul ‘v Eeys] |eay g ueo abebuol,  Anb3 ajeald 't wawabe

Rail
Continued from previous page
the next decade to improve rail satety.

In 1999, there were 90 derailments
and 93 collisions of British trains. Ai-
though this was the lowest total on
record, the death toll of the Padcing-
ton Station crash, at 31, is the highest
since a December 1988 crash that
killed 35.

Transport Minister Lord Macdon-
ald, who visited the site of Tuescay’s
crash, said investment in rail sefety
will be made “on a large scale.” “We
want to make sure the companies in-
volved running the railways spend it
urgently and in as effective a maaner
as possible,” he said.

U.K. Deputy Prime Minister John

Prescott cut short a visit to China to
attend an emergency meeting Thurs-
day with GNER, Railtrack and the
Health and Safety Executive.

On Wednesday, amid speculation
that a problem with the rails had
caused the crash, Railtrack chief exec-
utive officer Gerald Corbett offered to
resign, but later in the day the compa-
ny’s board unanimously rejected his
offer.

Railtrack and the private passenger
rail operating companies are each re-
quired to have liability coverage of at
least £155 million ($223.6 million).

A Railtrack spokeswoman said
Thursday that the company’s liability
insurance is with St. Paul Internation-
al Insurance Co. Ltd. in London. The
spokeswoman declined to comment on
the limits of coverage.

Tsunami

Continued from previous page
feet.

The volcanoes of the Canary Is-
lands have experienced major
landslides in the past. The scien-
tists say 1,000-ton limestone toul-
ders recently discovered in the Ba-
hamas may be the result of prehis-
toric tsunamis that had their
source in the Canary Islands.

Mr. Day, who began mapping La
Palma in 1994, said an eruption of
the ridge-shaped Cumbre Vieja in
1949 and resulting earthquakes
caused the west side of the volrano
to slide about 13 feet downwarc
toward the sea, opening a fissure
that stretches about one and one-
quarter miles along the summit.

By mapping volcanic vents
formed by eruptions over huncreds
of thousands of years along the
north-south ridge of the volcano,
Mr. Day concluded that the Zaul:
could be as much as 12 miles .ong,
dissecting the entire length of the
volcano. This means that a voleanic
eruption could cause an entire side
of Cumbre Vieja, a half-trillion
tons of rock, to fall into the sea.

Water within the rock is also
contributing to the treacherous sit-
uation. When heated by a voleanic
eruption, the water expands,
adding to the pressure widening
the fissure and pushing the land

into the sea.

Mr. Day noted that global warm-
ing may be adding to the pressure
and hastening the date of collapse.

According to Mr. Day, there is no
way to know when Cumbre Vieja
will next erupt. He said, though,
that there have been eruptions in
1646, 1712 and 1949, making it
look as though an eruption occurs
every two centuries or so. “So, it's
likely that sometime during the
next century, there'll be another
eruption...but it'll be pretty soon in
geological terms,” he said.

Mr. McGuire also pointed out
that while the western flank could
collapse with the next eruption of
the Cumbre Vieja, it may take nu-
merous eruptions to shake it loose.

“We simply don't know. But, put
it this way: if I was living in Miami
or New York and I heard that the
Cumbre Vieja was erupting, I'd be
keeping a very close eye on the
news,” he said.

Mr. Day said the areas most at
risk include cities such as Miami,
parts of Boston, and the coastal
sections of New York suburbs.

He said that the eight hours it
would take the wave to travel to
North America is “just enough
time to get the message out to warn
people. ... But unless evacuation
plans were incredibly efficient, it
would not be enough time to get
everybody out of the affected ar-
eas.” | Bl |
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Flooding

Contin-ied from pege 59

Swiss Re's early estimate of the
Swiss losses is 1 killion Swiss
francs $560 millicn).

The flooding has, meanwhile,
rekindled debate on global warm-
ing and the likelihood of further
such losses.

“The current flocds highlight

the need for carrying out rigorous
risk assessmerts when planning
any ccmmercial or public devel-
opmert in or near known flooc
plains, This is even more impor-
tant g-ven the accepled view that
global warming is changing
weather patte-ns in the U.K. so
that we will have weatter winters
and drier summers. If this hap-
pens, flooding will become more
frequent and possibiy more dan-
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gerous,” said David Gamb_e, ex-
ecutive director of the Assr. of In-
surance & Risk Managers.

Local authority risk mznagers
“have lots of concerns about cli-
mate change and future building
on floaod plains,” said Mr. Butch-
er, a member of the Assn. cf Local
Authoritv Risk Managers.

flooding, are becoming a more
costly problem. Of particular con-
cern is the need to identify suffi-
cient land to support the govern-
ment’s target of building 3 million
new homes by 2016,” said ABI Di-
rector General Mary Francis.
“The main method of prevent-
ing an increase in flood risk is te

‘The insurance industry recognizes that
natural perils, such as flooding, are
becoming a more costly problem,’ says
ABI Director General Mary Francis.

“My gut feeling is vary much
that changing patterrs in the
weather and the fact that we are
building in places we have never
built on before are contr:buting
factors” to the flooding, he saic.

There :s currently huge pressure
to build on the flood plains of
soutkeast England, an already
densely populated economic hot
spot. But government plans that
the area must accommodzte mil-
lions mcre homes and rcre busi-
nesses now are being rssisted by

local autaorities and tne ABI as .

fears of future flooding .n the area
increase.

“The irsurance industry recog-
nizes that natural peri_s, such as

CPCU Society 2001
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As we enter the wireless world of the 21st century, at a time when
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refuse dlanning permission for
building in flood plains,” accord-
ing to the ABI's new research doc-
ument on inland flooding.

Future building on flood plains
should be curtailed, the UK. En-
vironment Agency has warned the
government, a spokesman for the
agency noted.

ALARM needs to be stressing to
the government that “building
should not take place in naturzl
flood plains,” said Mr. Butcher.

Planr.ers have a major problem
in southeastern England, as much
of the most suitable land there for
building has already been used.

But the risk of flooding “must
be looked at more seriously by
planners in the future,” said Mr.
Butcher.

He estimates that his council in
Lewes may file a claim of up to
£500,000 ($725,600) with its insur-
er, Zurich Municipal.

Most residents and businesses in
the area likely will be insured, but
it may be many months before
properties can be used again.

Businesses must have a disaster
recovery plan, said Mr. Butcher,
predicting that those organiza-
tions with a plan in place are
more likely to survive.

An Environment  Agency
spokesman said U.K. businesses
generally are aware of flood risk.
He cited one chemical manufac-
turing company in the flood arsa
with a contingency plan that led
the company to move all chemi-
cals to a higher level and send
home all employees other than
emergency staff.

The East Sussex County Council
has a disaster contingency plan,
and its emergency planning de-
partment “swung into action” as
soon as the crisis developed, said
Mr. Butcher.

Meanwhile last week, the West
Sussex County Council held a
contirigency planning meeting
with the Environment Agency and
the emergency services to prepare
in case more rainfall causes flood-
ing in their district.

The United Kingdom has one of
the greatest potentials for insured
flood losses because flood insur-
ance there is included in most per-
sonal and commercial property
policies.

As a result, “almost evervbady
has flood insurance” in the United
Kingdom, said Swiss Re's Mr.
Hausmann, Other areas in Eu-
rope, however, such as the
Netherlands, are more prone to
flooding and therefore access o
flood insurance is more difficult.

But inland flooding and coastal
flooding due to a storm surge
could detrimentally affect huge
areas of the United Kingdom, he
noted.

As a result, U.K. insurers are
becoming more active about flood
loss control, noted Matthew Ea-
gle, director of non-marine insur-
ance for Aon Group Ltd. in Lon-
don.

“Insurance companies are very
reluctant to provide insurance for
new properties on flood plains
and are more actively monitoring
their existing exposure in flood
risk areas’’ using flood risk maps
and computer modeling programs,
he said.

Some insurers also are looking
at restructuring their reinsurance
programs as costly events falling
below their catastrophe cover in-
crease in frequency and amount,
said Mr. Eagle.

Increased flooding events and
changing insurance markets will
lead to an increase in demand for
flood reinsurance protection, pre-
dicted Mr. Hausmann.

For example, Belgium and Italy
are considering making flood in-
surance a compulsory coverage,
he said.

In both these countries, few
property owners have flood insur-
ance. A Swiss Re survey estimates
that less than 10% of businesses
have flood insurance in Belgium,
while up to 30% of commercial
and small industrial businesses in
Italy have coverage for flood. The
percentage rises to 40% to 50%
for large industrial risks, but only
5% of homeowners have flood in-
surance in those countries, ac-
cording to Swiss Re.

To alleviate the problem of ad-
verse selection, in which mainly
high-risk policyholders seek cov-
erage, both Belgium and Italy are
considering introducing compul-
sory flood insurance, said Mr.
Hausmann.

In Germany, few properties
have insurance for flood. Swiss Re
estimates that less than 10% of
homes and industrial buildings
are insured against flood. Howev-
er, the German Insurance Assn. is
developing flood risk maps to im-
prove risk assessment and could
lead to more demand for flood in-
surance, said Mr. Hausmann. This
in turn will lead to an increased
demand for reinsurance from the
German insurers, he added.

In the Netherlands, where huge
areas of the country lie below sea
level, flood insurance generally is
not available, except for some in-
dustrial  properties  insured
through global programs.

“In view of the enormous loss
potential and the absence of any
calculation basis, the Dutch in-
surers concluded a market agree-
ment in 1965 to exclude flood cov-
er as it did not represent an insur-
able risk,” said the Swiss Re sur-
vey.

In contrast, most property own-
ers in Spain, France and Switzer-
land have flood insurance through
a mixture of state and private in-
surance arrangements.

Flood risk is by far “the most
frequent and destructive natural
peril” in Spain and floods also oc-
cur frequently in France, accord-
ing to Swiss Re,

In Portugal, flood insurance is
provided exclusively by private
insurers. It is usually offered
along with earthquake coverage,
and most property is insured for
flood and quake, according to
Swiss Re.

In Poland and the Czech Repub-
lic, both of which suffered major
floods in 1997, separate flood in-
surance is available. In Poland,
less than 25% of private and com-
mercial properties and about 50%
of industrial properties have flood
coverage, while in the Czech Re-
public only about 10% of com-
mercial property and between
20% and 30% of industrial risks
are covered, according to Swiss
Re.

]

The Swiss Re study may be

viewed at www.swissre.com.
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The Assn. of British Insurers this
month welcomed the decision but
stressed that its members will not
require applicants at risk—such as
the children of Huntington’s dis-
ease victims who have a 50%
chance of inheriting the disease—
to take the test in order to obtain
insurance.

The GAIC'’s “decision does not
mean that individuals will be
asked to have a genetic test for
Huntington’s disease before ob-
taining insurance, but where indi-
viduals have already been tested
as part of their medical care, then
this information should be dis-
closed to insurers in any applica-
tion for life insurance,” explained
John Durrant, chairman of the
GAIC.

“Many who have a family histo-
ry of a genetic disorder such as
Huntington’s disease have diffi-
culty in obtaining insurance be-
cause of their family history. The
approval of the two tests for Hunt-
ington’s disease will allow insur-
ance to be provided at normal
rates to those (family members)
who have a normal test result,”
Mr. Durrant said.

Huntington's disease, formerly
known as Huntington's chorea, is
a late-onset genetic disorder that
afflicts about 6,000 people in the
United Kingdom, according to the
Huntington’s Disease Assn. When
also taking into account the num-
ber of people at risk of inheriting
the disease, the figure can become
much higher.

A degenerative brain disorder,
the condition usually starts to de-
velop between the ages of 35 and
55; symptoms include loss of mus-
cle control leading to involuniary

body movements, emotional and
cognizive changes and progressive
dementia. There is no known cure,
and death usually occurs some 15
to 20 years after symptoms first
develop.

Each child of an individual with
Hunt:ngton’s disease has a 50/50
chance of inheriting the fatal gene
that ecauses the illness, and each
person who carries the gene will
develop Huntington’s. A test for
the gene was developed in 1993.

A statement issued by the GAIC
acknowledged that “the commit-
tee recognizes that this complex
subject is an important issue to the
public, industry and government
alike ” The statement added that
the GAIC “will work closely with
the new Human Genetics Commis-
sion, which is looking at the wider
socia. and ethical issues related to
the use of personal genetic data
and which will include genetic
tests for insurance or employment
purpases. The Human Genetics
Commission is due to begin their
inquiry later this year.” The HGC
was Zormed by the U.K. govern-
ment in May 1999.

Genetic testing and whether in-
surers and employers should have
the right to learn the results
known to the individuals they in-
sure or employ are being debated
worldwide.

“The key points in the debate
about genetic testing and insur-
ance are discrimination of appli-
cants as a consequence of genetic
testing and anti-selection as a po-
tential problem for insurance
companies,” according to The Im-
pact of Modern Genetics on Life
Insurance, a research paper pub-
lished by GeneralCologne Re,
which is the brand name for the
combined General Reinsurance
Co. end Cologne Reinsurance Co.

“Members of the public, includ-

ing ooliticians and ccnsumer
groups, are conce-ned tazt use of
genetic informaticn may lead to a
class of people unzble to aZford in-
surance. On the other hand, insur-
ers are concerned about the poten-
tial rise ir. applications by versons
who are aware of information
which increases the lik=lihood of
their making an early claim but
who choose not to inform their in-
surar.ce company of this informa-
tion—a practice known as ad-
verse-selection or anti-selection,”
the pablication contends.

—
While the public is worried
about the possibility of
discrimination arising from
genetic tesling, insurers
fear adverse selection.

Currently, insurers worldwide
do not typically request genetic
tests for underwriting purposes.
Genetic information is usnally ob-
tained by asking quest.ons about
an individual’s family h_story of
disesses. But the huge aad rapid
advance in genetic testirg, likely
to accelerate with the success of
the Human Ger.ome Project—a
public/private initiative to map all
human genes—is producing a
dilemma for insurers.

“The greatest f2ar of irsurers is
to be unable to have access to the
resu.ts of genetic tests which are
known to the applicanz,” accord-
ing to the research paper’s au-
thors, Ernst-Peter Fischer of the
University of Constance, Ger-
many, and Kersiin Berberich of
GeneralCologne Re, in Cologne,
Germany.

“If, one day, there was to be a
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broad use of genetic tests, it might
be necessary for the insurance in-
dustry to request special genetic
tests for underwriting purposes, in
the form of general screening, to
ensure a symmetrical distribution
of information and to minimize
the danger of anti-selection,” the
authors write.

But public and political concern
about discrimination already has
led to the introduction of regula-
tions by governments and insur-
ance associations in many ccun-
tries that limit the use of genetic
testing by insurers and employers,
according to information obtained
from several sources, including
GeneralCologne Re, Swiss Re and
the ABI.

In Europe, the Dutch insurance
industry was one of the first to act
in 1990 with a voluntary morator:-
um, originally for five years but
now indefinite, on requiring ge-
netic tests or using existing test
results. But subsequent Medical
Examination Legislation in 1998
that regulates the medical infor-
mation available in health checks
undertaken for employment and
for occupational disability or life
insurance products has been criti-
cized by the Dutch Insurance
Assn. This law not only prevents
the disclosure of genetic testing
but restricts the duty to disclose
inherited diseases that have al-
ready affected relations. This con-
stitutes a restriction on the current
right of underwriting, General-
Cologne Re writes in its “Publica-
tion Number 42: Impact of Modern
Genetics on Life Insurance.”

Neighboring Belgium enacted
legislation in 1992 prohibiting the
transmission of genetic data, while
Austria passed legislation in 1994
preventing insurers and employers
from obtaining genetic test results.
Also in 1994, Norway passed legis-
lation prohibiting the handling
and use of genetic test information
by insurers.

France, too, introduced legisla-
tion in 1994, stating that the ge-
netic study of an individual's
characteristics can be carried out
only for medical purposes of scien-
tific research, while the French
Federation of Insurance Cos. an-
nounced that its members would
not use genetic information for the
next five years when determining
the applicants’ insurability, even
if applicants present favorable ge-
netic information. That ban ex-
pired in 1999.

Denmark’s legislation forbid-
ding the use of genetic informa-
tion was introduced in 1997. Al-
though no specific legislation with
respect to genetic tests or genetic
information has been passed in
Germany, the German Insurance
Industry (GDV) announced in
1997 that German insurers will
not, at present, demand any spe-
cific genetic test for underwriting
purposes, though the GDV still in-
sists on the policyholders’ duty to
disclose all known material cir-
cumstances.

Similarly, there is no specifie
legislation in Sweden, although
member companies of the Swedish
Insurance Assn. have agreed to not
require applicants to disclose ge-
netic test results for pension, life
and disability policies up to speci-
fied amounts.

New Zealand introduced legis-
lation in 1993 that allowed insur-
ers to use existing genetic test re-
sults but prohibited them from re-
quiring tests to be taken. In Aus-
tralia, under a voluntary coce
adopted in 1997, insurers will not
require genetic tests.

In the United Kingdom, the
Assn. of British Insurers adopted a
detailed code of conduct, in effect
since January 1998, for all ABI

members that offer life insurance;
income protection insurance; criti-
cal illness insurance; long-term
care insurance; and health, travel
and medical expenses insurance.

Under the ABI guidelines:

® An applicant may not be asked
to undergo a genetic test in order
to obtain insurance.

@ When the underwriter receives
an application for insurance con-
taining a genetic test result, the
underwriter must consult a medi-
cal practitioner, or even a genetics
specialist, before reaching a deci-
sion.

® Insurers may take account of
existing genetic test results only
when their reliability and rele-
vance to the insurance product has
been established.

@ There must be no effect on the
premium or terms unless a rele-
vant and reliable genetic test re-
sult indicates an increased risk.

® Insurers must not offer lower-
than-standard premiums on the
basis of genetic test results. This is
to “allay public concern that an
uninsurable genetic underclass
may develop if the insurance in-
dustry were to seek out the good
genetic risks by offering them
cheaper insurance,” according to
GeneralCologne Re.

@ If the underwriter deems the
risk too great to insure as a result
of a genetic test, he or she must of-
fer alternative solutions, where
practicable.

“The U.K. is unusual in that its
government hasn’t moved quickly
to legislate. It has left it open for
more research to be done. Other
countries have imposed a blanket
moratorium and outlawed the use
of genetic information for the time
being,” said Angus Macdonald of
the Genetics and Insurance Re-
search Centre at Heriot-Watt Uni-
versity in Edinburgh, Scotland.

The center, sponsored by the
ABI and individual insurance
companies, was set up last year to
research the financial conse-
quences of genetic testing and its
likely impact on the insurance and
other financial industries.

“The development of human ge-
netics and genetic testing has
enormous implications, not only
for medicine but also for the way
in which health care, long-term
care and all kinds of insurance are
funded, and it is essential that
these outcomes are researched at a
time when major policy decisions
are being considered by govern-
ments all over the world. GIRC’s
remit is to develop mathematical
and actuarial models to estimate
the costs of genetic knowledge to
individuals, to insurers and to ser-
vice providers,” according to a
statement published by the GIRC.

Adverse selection, resulting
from potential policyholders being
aware of test results but not being
obliged to inform insurers, likely
will have a greater impact on med-
ical, disability and long-term care
insurance than on life insurance,
particularly in markets such as the
United Kingdom, where life insur-
ance still is bought by a much-
greater percentage of the popula-
tion, according to Mr. Macdonald.

“After a shaky start, the insur-
ance industry and other interested
parties (in the United Kingdom)
have begun to cooperate to find
practical and acceptable ways to
deal with the impact of genetics on
insurance,” Mr. Macdonald wrote
in a research paper. He added that
“few, if any, other countries have
reached a position in which time
has been granted for the problems
to be explored in a reasonably ra-
tional fashion, and several have
already enacted restrictive legisla-
tion that has closed down the op-
tions, perhaps prematurely.” [EIR
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ment Co. Risk managers should
have “people who are key to the de-
cision making” visit their facility
on an annual or biannual basis to
see exactly how the company does
business.

David L. Mair, director-risk
management for the U.S. Olympic
Committee in Colorado Springs,
Colo., stressed that risk managers
should begin the renewal process
earlier than usual this time around
because of changing market condi-
tions. “Giving a lot of lead time”
will be critical in the next 12 to 24
months, he said.

William J. Kelly, managing direc-
tor of J.P. Morgan & Co. Inc.
agreed, cautioning that underwrit-
ers often don't look at the submis-
sions right away.

“Some of us are not faced with
the annual hazing process” of re-
newals because of multiyear poli-
cies, said Judith E. Lindenmayer,
vp-Fidelity insurance and risk

management for FMR Corp. in
Boston.

Ms. Lindenmayer noted that
some insurers have been selling
their products below cost, and “all
of us in this room know that this
cannot go on.” She added that she

“There is an effort by a number of
insurers to strengthen rates,” said
Mr. Mair. Many attempts, however,
simply aren’t panning out, he said,
likening the situation to insurers
dipping their toes in the water,

Risks with good track records can

Judith E. Lindenmayer of FMR Corp. noted
that some insurers have been selling their
products below cost. ‘All of us in this room,’
she said, ‘know that this cannot go on.’

is hoping for a soft landing rather
than a hard market turn.

“We've become so self-insured”
that Tricon doesn’t deal much with
the traditional market, said Mr.
Mandel. But when talking to other
risk managers, Mr. Mandel said, he
has been hearing that “negotiating
renewals is becoming more difi-
cult,” in part because of consolida-
tion in the marketplace.

avoid increases, said Mr. Thurman.
But for those with bad loss records,
“this is going to be a very uncom-
fortable year or two years,” he pre-
dicted.

Mr. Kelly said that the continuing
consolidation of the insurer mar-
ketplace is a positive development.
But, he added, “I think state regu-
lation fuels fragmentation” and en-
courages inefficiency among insur-

ers.

Mr. Mair said that although the
consolidation means that insurers
can offer more capacity, that ca-
pacity is concentrated in fewer
hands. That could mean quicker
marke: turns, he said.

Looking at brokers, Mr. Mair said
that non-compete agreements
signed by some brokers durir.g the
flurry of brokerage consolidation
are now expiring, which is bringing
talent back to the marketplace.

Earlier in the discussion, Mr.
Thurman pointed to consolidation
among insurers as one of the more-
significant trends affecting risk
managers. He said that fewer and
fewer underwriters bidding for
business could increase the possi-
bility that government would as-
sume a more-active regulatory role.

In regard to another regulatory
matter, Mr. Kelly noted that al-
though recent changes in federal fi-
nancial services regulation have
lowered the barriers separating
banks, insurers and securities busi-
nesses, there has not been a major
influx of banks into insurance.

“The reason banks have not been
anxious to get in the insurance
business is that the P/C business is
not terribly attractive,” he said.

As risk management grows more
complex, the need for education
and a greater variety of skills has
grown as well, panelists noted. Mr.
Kelly urged his audience not to get
stuck in a support role, while Mr.
Mandel stressed the importance of
developing leadership skills. “Can
you lead—not just lead people but
are you a thought leader?” he
asked.

“In addition to increasing your
professional skills through educa-
tion, increase your people skills,”
Mr. Thurman said.

Mr. Mair said he believes that
people currently entering the field
“are far smarter” than he was when
he began his career. He said that
successful risk managers need to be
open to learning and to new ideas.
“Read—pick up the newspaper,” he
said.

“Keep learning,” said Ms. Lin-
denmayer. “Things change every
single day.”
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UNITED STATES BANKRUPTCY COURT |
SOUTHERN DISTRICT OF NEW YORK

IN THE PETITION OF COLIN GRAHAM
BIRD AND PAUL ANTHONY BRERETON
EVANS, AS JOINT PROVISIONAL
LIQUIDATORS OF NORTH ATLANTIC
INSURANCE COMPANY LIMITED, F/K/A
BRITISH NATIONAL LIFE INSURANCE
SOCIETY LIMITED AND BRITISH
NATIONAL INSURANCE COMPANY LIMITED,

Case No. 97-B-41602 (JHG)

NOTICE IS HEREBY GIVEN tha
on October 12, 2000, the Bankruptcy Court
entered an order (the “Order"} continuing
the Preliminary Injunction Order pursuant tc
11 USC. §r§ 105 and 3_04(1:? o:iTginajly
entered in this case on April 7, 1997. The
Order shall remain in effect pending a hear-
|ing scheduled for April 17, 2001 at 9:45 am.
before the Honorable Jeffrey H. Gallet,
Bankrupicé Judge, in the Alexander
Hamilton Custom House, One Bowling
Green, New York, New York. Any person
wishin% to obtain a copy of the Order should
gggléic Theresa D'Agostina (212) 993-

CADWALADER, WICKERSHAM & TAFT
100 Maiden Lane

New York, New York 10038

Tel: (212) 993-2526

Fax: (212) 504-6666

Attention; Kenneth P. Coleman, Esg.

1| Geologists,
1| Specialists, and Claims Processors. Other

Stephen Doody, Esq.

INSURANCE CLAIMS MANAGER

Williams & Company Consulting, Inc., a
well-established management advisory
firm in business since 1929, is seeking a
results oriented leader to manage our
Jefferson City, Missouri office. This
individual will be responsible for
directing a staff of 10 professional and
administrative employees, including
Engineers, Environmental

key responsibilities will include making
eligibility determinations and functioning
as a liaison with related state agencies.

The preferred candidate will possess a
minimum of 5 years of managerial
experience, which includes directing
professional and administrative staff
members. Several years of environmental
or risk management claims experience
is essential. Knowledge of statutory,
regulatory, and insurance policy coverage
and eligibility criteria, coupled with the
ability to independently render decisions,
is necessary. A Bachelor's Degree in
Environmental Engineering, Geology,
Hydrogeology or Business Administration
is strongly preferred. The candidate can
expect to travel approximately 5% of the
time.

Williams & Company offers a first-rate
salary, bonus, and benefit program in a
progressive organizational culture. To
explore this challenging and exciting
opportunity, please forward a resume
along with salary requirements by e-mail
to grs@willconsult.com., by fax to
816-444-0505, or by postal mail to 9237
Ward Parkway, Suite 114, Kansas City,
Missouri 64114, Please visit our website at
www.willconsult.com. No phone calls
please.

EQE

Or mari.henry leigh@mbtlaw.com
EEO/M-F Employer

“ | individual sought will have at least 3-5

Director

Litigation Management - Risk Management Scrvices

Crawford & Company, the global leader in risk management, has an exciting career
opportunity in its corporate headquarters in Atlanta GA for a Director -Litigation
Management.

The Director-Litigation Management will centralize the management of outside
defense counsel for claims related litigation. The successful candidate will develop
and implement a comprehensive litigation methodology including guidelines,
procecures and fee guidelines; develop a certification process to qualify and maintain
a network of defense attomeys throughout the US; control legal costs to clients.

The ideal candidate has an undergraduate degree, 5-7 years experience working in the
defense attorney industry or with an independent litigation management firm, in-depth
knowlzdge of billing practices associated with the defense attomey industry, excellent
communication and negatiation skills, legal knowledge and claims management
expengnce in a TPA environment.

Crawford offers an attractive compensation package and benefits package. For
IMMEDIATE consideration visit http://www.crawfordandcompany.com and
submit your resume on line. OR send your resume, referring to REF#XHX00-000532
to our National Resume Pocessing Center via Crawford & Company, P.O. Box $2167,
Los Angeles, CA 90009: Email: Crawford @ resumeisearch.com fax: 310-242-543.

EOE M/F/V/D + No Agencies Please

Meore Classifieds Online!

Visit www.businessinsurance.com

Captive Manager/Accountant
Charleston, South Carolina

Newly formed Captive Management
Insurance Company is cur-ently seeking [Company is looking for captive
an experienced Group Life Underwriter | manager/accountant for this start up
for our underwriting and acministrative | company.

office in Northern California. The Please send resume and

salary requirements to:

Group Life Underwriter

Johnson Rooney Welch, Inc, managing
underwriter for a Major Domestic Life

years of Group Life LUnderwriting

experience. Underwriting experience “Captive Manager"
should include knowledge of risk Charleston Captive
evaluation,  experience  statistics, Management Company

credibility factors, demographics and
underwriting theory. Tne individual
sought should also be thoroughly familiar
with procedures for developing insurance
contracts.

We are a highly professional organization
with a progressive employee-oriented
work environment. Please forward
resume and current salary information to:

Robert E. Rooney

Johnson Roaney Welch, Inc.

2339 Gold Meadow Way, Suize 205
Gold River, CA 95670

Phone (916) 631-0202
Fax (916) 631-6377
E-mail bob@jrwinc.com

Looking for a candidate to fill the job?

When the most talented men and women in the insurance
industry want to make a move, they turn to...

Business

www.businessinsurance.com
Caill: Irais Amleshi at 312-649-5340 for advertising details.

211 King Street, Suite 320
Charleston, SC 29401

Fax: 843-723-8738
lionshthree@aol.com

lBusmess_
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Risk managers have active role in mergers

BY MARK A. HOFMANN

BALTIMORE—The risk manag-
er's role during mergers and acqui-
sitions shouldn’t be limited to iden-
tifying risks.

And for that matter, identifying
the risks presented when one com-
pany takes over another shouldn’t
be seen as a one-shot deal, said
Mike Shelton, senior practice ex-
pert-post-merger management for
McKinsey & Co. in Chicago. In-
stead, risks must be pinpointed and
monitored throughout the process,
Mr. Shelton said during a presenta-
tion at Liberty Mutual Insurance
Co.'s ninth annual risk manage-
ment forum, held last week in Bal-
timore.

The current business environ-
ment that’s encouraging increased
merger and acquisition activity
could mean a “golden age of risk
management,” said Geoffrey E.
Hunt, executive vp and manager-
business market at Liberty Mutual,

before Mr. Shelton took the podi-
um. Increased global competition,
shareholder activism, moves to-
ward deregulation and a sense that
speed is more important than accu-
racy all play roles in that environ-
ment.

“You have more

critics than

you ever had and more exposures
than you ever had, and your expo-
sures are multiplying,” said Mr.
Hunt.

“What's going to keep CEOs
awake at night? The things they
don’t know,” he said.

And that is the opening for the
risk manager—to identify and
quantify risks and then develop
plans to mitigate those risks, he
said. He suggested a number of

Business continui

BY MARK A. HOFMANN

BALTIMORE—A  successful
contingency plan is not a static
document.

“You constantly need to refine
it, because your business changes
on a continuous basis,” says
Richard Wnek, president of Crisis
Management International in At-
lanta. That’s particularly true giv-
en the emerging challenges facing
risk managers, he adds.

Mr. Wnek addressed the issue of
business continuity planning and
contingency planning during the
ninth annual Risk Management
Forum sponsored by Liberty Mu-
tual Insurance Co. The forum took
place in Baltimore last week.

Mr. Wnek noted that the idea of

business continuity planning
“should be familiar to most risk
managers.” The idea emerged
from the financial services indus-
try and gained impetus with con-
cerns about the Year
2000 computer

problem. “The Y2K issue forced
everyone to look at least at data”
and vendor vulnerabilities, he
said. The issue has continued to
stir interest as more companies
have moved into the international
arena.

According to Mr. Wnek, a busi-
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ways in which risk managers can
get involved in the merger process.
These include conducting post-
mortems of other transactions to
determine ideas that might have
worked, reviewing deal documents
and examining how valuation was
done. He also stressed the impor-
tance of maintaining separate
checklists related to the various
stages of a merger—pre-deal, dur-
ing the deal and post-deal—and
updating them regularly.

Talking to other risk managers
who have been involved in M&A
deals also is crucial, said Mr. Hunt.

“There are a lot of battle scars
people out there have endured,” he
said.

“Speed counts more than accu-
racy—that must be something that
makes any risk manager cringe,”
said Mr. Shelton. He then outlined
the role of risk management in the
process.

Mr. Shelton first noted that while
the number of mergers has sky-

rocketed in recent years, “the aver-
age merger fails.” He pointed to
several studies that have found that
anywhere between 57% and 89%
of all mergers eventually fail. A
lack of a clear vision of what the
merger should accomplish, vague
targets and unresolved cultural is-
sues are among the reasons for fail-
ure.

For risk managers, the task be-
gins with identifying all of the risks
involved, he said. “Most organiza-
tions actually stop there,” he said.
“That’s really not enough.”

Instead, risk management should
continue with a mitigation and
contingency plan, the formation of
a risk group to oversee the process,
and continual monitoring and re-
identification of risks throughout
the merger, he said.

He stressed that the risks come in
many forms. Some are organiza-
tional, but others could be more
unusual, such as the emergence of
morale problems when standardiz-

ing benefits. There is also the risk
that customers will defect as a re-
sult of the merger.

Companies should consider all
the risks, including the risk of de-
laying the merger, and quantify
them, he said. This includes deter-
mining probability of occurrence,
impact and “appreciating that this
changes over time,” said Mr. Shel-
ton. A company should then target
the top five risks and deal with
them, he said.

He also ticked off a list of pitfalls
that must be avoided. These in-
clude managing risks in a frag-
mented fashion, failing to manage
intangible risks, designing an inap-
propriate risk management process
for the project and basing a risk
management plan on the manifes-
tation of risk, rather than what’s
actually driving it, he said.

He again stressed that managing
risks in M&A deals is not a one-
time action but rather a process
that needs to be re-examined

plans need constant refining

ness continuity plan has five ob-
jectives:

® To ensure continuous avail-
ability of your business. This is
achieved, he said, “by the imple-
mentation of a formal holistic pro-
gram, which addresses the entire
organization, not just data pro-
cessing.”

® To protect assets and profit-
earning ability.

® To maintain customer confi-
dence.

® To identify exposures and cor-
porate risks:

® To develop recovery strategies
and priorities.

A business continuity program
helps to assure organizational sur-
vival after a disaster; expedite
restoration of services; minimize
financial loss and embarrassment;
maintain or gain a competitive
edge; and meet ethical and legal
obligations to employees, clients,
suppliers, shareholders and the
community, he said.

It also helps to identify both
process inefficiencies and single
points of failure, maintain a posi-
tive image of the corporation and
protect jobs, he said.

Getting a continuing plan in
place is a complex process involv-
ing vulnerability analysis, threat/
risk analysis and business impact
analysis. Threat/risk analysis
alone requires plugging variables
into an equation to determine the

nature of the exposure facing the
organization.

Mr. Wnek also mentioned crisis
management programs. These in-
volve both plans and procedures—
such as public relations efforts
and employee communications—
and what he called the “human
side of crisis.” The human side,
which involves training teams to
respond to the crisis and having
outside resources available, is
“probably one of the areas that is
most frequently overlooked,” said
Mr. Wnek. A comprehensive crisis
program includes practice and
simulations of crisis situations and
“regular review and update,” he
said.

Contingency plans involve re-
sponse, recovery, resumption and
restoration, Plans and procedures
look at business units and process-
es and identify interdependencies,
he said.

Mr. Wnek pointed to four criti-
cal success factors in implement-
ing plans: top management com-
mitment, regular exercises, docu-
mentation that shows why certain
decisions were made, and re-
sources allocation. The plan’s
components consist of assessments
using such techniques as vulnera-
bility and threat/risk analyses;
program initiation, implementa-
tion and planning; and ongoing
management, exercise and main-
tenance.

Planning involves prioritizing
critical elements and recovery ob-
jectives, he said. In fact, lack of
prioritization has doomed some
organizations in crisis, he said.

He repeatedly stressed the im-
portance of keeping plans up to
date. Plans must be tested and re-
evaluated again and again.

Mr. Wnek said risk managers
face new challenges as they seek to
implement their plans. For exam-
ple, increased reliance on technol-
ogy has created some vulnerabili-
ties that aren’t easy to quantify, he
said. Customers are growing in-
creasingly intolerant of downtime.
And, of course, corporations have
grown increasingly dependent on
their “knowledge assets.”

“How do you assess the knowl-
edge assets of an organization?” he
asked. Quantifying those assets is
extremely difficult, he said.

Scott R. Goodby, chief operating
officer-specialty risks market for
Liberty Mutual, also spoke briefly
during the session.

In an interview after the presen-
tation, Mr. Wnek explained that
there is no technical difference be-
tween contingency planning and
business continuity planning.
Some people consider a contingen-
cy plan as applying specifically to
a particular process—such as what
to do when a server crashes—he
said. Business continuity planning
is often used in reference to an =N

New England HMOs fall below
NAIC solvency standards

KENNEBUNK, Maine—Forty
percent of the licensed New Eng-
land HMOs that reported risk-
based capital data at the end of
1999, would have failed to meet
new solvency standards set by
the National Assn. of Insurance
Commissioners, according to the
New England HMO Monitor, a
quarterly publication that ana-
lyzes local and regional perfor-
mance of all New England health
maintenance organizations.

The NAIC’s 1998 requirements
mandate various levels of regula-
tory action if an HMO does not
meet a 200% minimum ratio of
adjusted net worth to risk-based
capital, which measures the de-

gree to which an HMO’s capital
is at risk. When an RBC solvency
ratio falls below 70%, the insur-
ance commissioner is required to
seize control of the HMO.

Since 1999, four of the six New
England states have enacted the
NAIC’s risk-based capital re-
quirements for HMOs, according
to the report.

According to Mark Farrah As-
sociates, the Kennebunk, Maine,
market research firm that pub-
lishes the HMO Monitor and that
conducted the analysis, 40% of
the HMOs in Connecticut, Mas-
sachusetts, Rhode Island, Maine,
New Hampshire and Vermont
failed to meet the 200% mini-

mum requirement in 1999,
Specifically, the research firm
found that solvency ratios for the
30 HMOs in that region varied
from 34% to 1,075%.

As the RBC solvency test be-
comes a requirement in every
state, HMOs likely will divest
themselves of less profitable lines
of business and take fewer ex-
pansion risks to improve their
capital positions, the marketing
research firm predicted in a
statement. It also forecast further
consolidation in the HMO mar-
ketplace as a result of HMOs
wanting to avoid the conse-
quences of falling below the RBC
standards.



Reaching your insurance and financial goals requires more
than good planning and luck. It also requires a financially
strong and stable alternative market partner. The
resulting peace of mind in finding the right
partner enables you to devote more time and
energy to your other priorities.
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www.orrm.com or call
262/797-3400.
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Honoring those
who lead the way

It’s the countdown to the deadline for submitting
nominations for the 2001 Risk Manager of the Year and Risk
Management Honor Roll awards.

I can't wait to see who is selected for the 2001 awards.

I know they will be special men and women, because I have
met the most fascinating and talented people since Business
Insurance started this awards program in 1977.

I had just joined BI when, for the 10th anniversary of its first
issue, then Publisher Al Malecki decided that we should create
the Risk Manager of the Year award to give something back to
the risk management community that had made us a success
during a decade of publishing.

I'was fortunate to be assigned the job of reporting on our
first Risk Manager of the Year, named in 1978: Howard
Weber, director of insurance at Minnesota Mining &
Manufacturing Co. He was a true pioneer in risk financing and
a leader in the emerging discipline of risk management. He
also was generous with his time and talent, sharing it with
colleagues who called on him for advice. He also was -
incredibly patient with cub reporters seeking his counsel and
insights.

For the next 13 years, I had the privilege of reporting the
accomplishments of 12 of our Risk Managers of the Year. I
finally had to give up my favorite
reporting assignment when I became
| publisher of Business Insurance in 1992.

Although I am no longer the reporter on
this great assignment, I still host my
favorite event of the year: The Risk
Manager of the Year luncheon, at which
we present the award. We host this
luncheon in the hometown of our award
winner, to make it as convenient as
possible for his or her management and
staff to attend the gala event.

Each year, I am overwhelmed by the
deep pride that the honoree’s staff and
management take in their award winner and by the humility
of the honoree,

We also host a luncheon during the annual Risk & Insurance
Management Society Inc. annual meeting at which we present
the Risk Management Honor Roll awards for the current year
and gather our former Risk Managers of the Year for a
reunion. It’s a very close second to my favorite event of the
year.

We created the Risk Management Honor Roll awards in
1981 after three years of awarding the Risk Manager of the
Year award to risk managers of giant corporations. We
realized that we had many worthy nominations from public
entities and smaller companies who, at that point in time, we
feared would not be recognized because their challenges were
different from those of large corporations. The new awards
allowed us to recognize outstanding risk management in
different employment settings.

Interestingly, we have since also named risk managers from
public entities and a small company as Risk Manager of the
Year.

There’s just one month left to submit the written nomination
of a risk manager whom you think deserves recognition for
practicing the art and science of risk management with
outstanding skill and results.

It's not too late to begin a nomination, now that we are all
living at Internet speed. You can log onto our Web site—
www,busz'nessinsumnce.comjbi_smz‘ces/bz‘_events.php&?—to
download the nominating form. You also can e-mail me, and
we will fax or send you a nominating form.

Others around the globe have started their own Risk
Manager of the Year awards, and we are flattered by their
emulation of our award. But I must note that risk managers
from all around the world are eligible for our awards. We have
already named three Canadians as honorees and welcome
nominations from anywhere in the world.

I use the term “we” in the editorial sense. A diverse panel of
10 independent judges selects the honorees from the written
nominations. The judges come from the insurance
underwriting and brokerage communities, academia,
consulting and risk management.

I can add only one more observation: From what I have seen
over the years, the next best experience to receiving a Business
Insurance Risk Manager of the Year or Risk Management
Honor Roll award is having nominated the honoree.

Kathryn J. Mcintyre

Publisher and Editorial Director Kathryn J. MeIntyre’s
commentary appears fortnightly and on www business
insurance.com. She can be reached at kmcintyre@crain.com.

HCFA

Continued from page 2
tions for up to 12 months.

This period, however, must be
offset by prior coverage. For exam-
ple, if an employee joined a compa-
ny after being covered under a pri-
or plan for eight months, the maxi-
mum exclusion for a pre-existing
condition under the new plan
would be four months. If the em-
ployee had 12 months of coverage
under the prior employer’s plan,
the new emplayer could not impose
a pre-existing condition exclusion.

The latest memorandum deals
with the interplay of HIPAA and
so-called state insurance succeed-
ing carrier laws. These laws ad-
dress situations in which an em-
ployer switches its group health
care coverage from one insurer to
another. The laws detail the obli-
gations of the prior and succeeding
carriers to provide coverage to in-
dividuals who are in the hospital

or disabled at the time of the

change.
HCFA says such laws are pre-
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empted to the extent they would
allow the succeeding carrier to
deny coverage to an individual
who is disabled when coverage un-
der the previcus insurer ended.

HIPAA “contains an absolute le-
gal prohibition against a carrier’s
refusal to enroll an otherwise eligi-
ble individual based on a disability
or other health factor,” the memo
says.

“If the state law purported to re-
lieve a succeeding carrier of legal
responsibility for enrolling an in-
dividual on the basis that the indi-
vidual was covered by a prior car-
rier under a state extension of ben-
efits requirement, the state law
would not apply,” according to the
HCFA memo.,

However, state laws that protect
disabled employees when their em-
ployers change insurers would not
be pre-empted. Take the situation
of an employee whose employer
changed carriers. At the time of the
change, an employee was disabled,
and the new insurer was legally al-
lowed to exelude coverage for the
condition because the employee
had prior coverage for only one

month. The new insurer could, un-
der federal law, deny coverage for
11 months.

In that situation, HIPAA would
not pre-empt a state law requiring
the prior insurer to continue to
provide coverage for that condi-
tion. If HIPAA “permitted the suc-
ceeding carrier to impose a pre-ex-
isting condition exclusion on an
individual’s disabling condition,
the prior carrier’s extension of
benefits obligation would presum-
ably require it to provide coverage
under state law,” the HCFA memo
says.

For example, some state laws re-
quire health insurance policies to
provide a reasonable provision for
the extension of benefits in the
event of total disability at the time
a group poliey is discontinued.
Such laws, HCFA says are not pre-
empted by HIPAA.

“States are free to implement
state requirements in a way that
protects the interests of disabled
individuals without preventing the
application of state authority,”
HCFA said.

| Bl |

Testing

Continued from page 1

was conducted was defective, and,
therefore, you terminated me with-
out having a strong basis in fact
for doing so.’ Then they end up su-
ing for wrongful termination and
sometimes defamation,” he said.

Mr. Maatman said he is currently
involved in a case in which a senior
management executive showed up
late for a test, was suspended and
sued the company, claiming that
he had been defamed.

“He said other people at the
company said he avoided the test
because he was a drug user..He
claimed that he lost the ability to
receive a promotion in the compa-
ny and wasn’t treated fairly be-

cause of the way the test was ad-.

ministered,” he said.

A major problem, Mr. Maatman
said, is that laws regarding privacy
vary from state to state.

“It’s a real tough nut to crack for
employers with sites in multiple
states, because you end up having
to tailor the intrusiveness of your
policy depending on the state in
which you're doing your testing.
Illinois, for example, is a state that
is very pro-employer, whereas Cal-
ifornia is a state that is very pro-
employee on the issue of privacy.
Because there is no federal law
that governs the privacy issue, you,
in essence, have employers subject
to very much a patchwork quilt of
common law claims,” he said.

Layne Thome, director of associ-
ate services at The Home Depot
Inc. of Atlanta, handles the drug
testing and rehabilitation program
for the chain of home improvement
stores. )

“Where we run into problems
are in the differences between
state laws. We have a consistent
policy that we follow, and wherev-
er the state differs, we try to ac-
commodate our policy to match
what the state requirements are.
But sometimes we feel that the
state requirements leave a bit of a
vague interpretation,” Ms. Thome
said.

In one case that led to litigation,
Ms. Thome said the dispute was
more about interpretation of a
state policy than about Home De-
pot's drug testing practices.

“In that case, it was a post-acci-
dent stipulation in the state of
Connecticut. However, most of the
times, we've been challenged not
on our policy itself but on how it
applies to the state,” Ms. Thome
said. .

Home Depot policy stipulates
the testing for drugs of all job ap-
plicants and, in accordance with
state laws, of current associates
under certain conditions.

“For example, we often test
post-accident and if there’s rea-
sonable suspicion, if the person is
showing obvious signs of impair-
ment. Also, we test for post-reha-
bilitation—anytime somebody’s
gone through rehab while being
employed with home detail once
they've returned to work,” Ms,
Thome said.

Additionally, Home Depot tests
any employee who receives a pro-
motion, which it defines as an in-
crease in pay, responsibilities, or
both.

“This is for everyone,” Ms.
Thome said, noting that when
Home Depot Chief Executive Offi-
cer Arthur M. Blank was promot-
ed, he was tested, too.

Ms. Thome said that Home De-
pot has been testing for drugs since
1989; the company maintains that
testing is the reason it has seen a
decrease in the number of work-
related accidents.

“The expectation is that, by drug
testing, you keep your workforce
safer, because, with company drug
tests, people are less likely to do
drugs. We started the policy be-
cause we felt it was important to
maintain the safety of our work-
place for both our customers and
our associates,” Ms. Thome said.

Mike Jank is vp of risk manage-
ment for Advantica Restaurant
Group Inc. in Spartanburg, S.C.,
the owner of the Denny’s tamily
restaurant chain,

Mr. Jank said that when Advan-
tica decided to implement its drug-
testing program, it was done to at-
tract the “right” type of employees
to run the Denny's restaurants.

“We looked at it and realized
that we're entrusting a multimil-
lion-dollar business with an indi-
vidual that potentially has a drug
problem. If an individual is willing
to go to the length of involving
themselves in an illegal activity,
what'’s to stop them from taking
the next step, which is taking mon-
ey out of our business or adversely
affecting personnel within that
business?” Mr. Jank asked.

Dominic A. Taurone, director of
labor and trust for PacifiCare &
Behavioral Health, an employee
assistance program provider in La-
guna Hills, Calif., said that an em-
ployer has an absolute right to test
prior to employment. But Mr. Tau-
rone called pre-employment test-
ing an “IQ test.”

“If I've got a cocaine addict
that’s going to go for a job down at
the local grocery chain, he’ll elean
up for the 36 hours it takes to clean
up his system. He knows better
than some of the therapists and
counselors out there,” he said.

One potential problem, Mr. Tau-
rone said, is random drug testing.

“I've seen it to be effective, but
at what cost? Employers need to
know that if they're going to ran-
domly test an individual, they are
violating a constitutional right and
they may get sued.. And they will
lose the suit,” he said.

Mr. Taurone said that the exis-
tence of a drug policy most effec-
tively reduces risk. In drug testing,
he said, all must be treated equally
and monitored consistently.

Mark A. de Bernardo, executive
director of the Institute for a Drug-
Free Workplace and a senior part-
ner at the Washington law firm of
Littler Mendelson, said drug test-
ing is done for two reasons—deter-
rence and detection.

“Employers have the most-effec-
tive weapon in the war on drugs—
the paycheck. If you and I believe
that our jobs are contingent on be-
ing drug-free, that is a very power-
ful incentive to get people to stay
off drugs,” Mr. de Bernardo said.

But, Mr. de Bernardo said, it is
an unfortunate truth that many
employees choose to abuse drugs,
which, he said, not only costs em-
ployers time and money but puts
co-workers and customers at risk.

“The government tells us that
three-fourths of the people that
engage in illicit drug use are em-
ployed. People who use drugs are
one-third less productive and are
2.5 times more likely to have ab-
sences of eight days or more, Peo-
ple who use drugs are 3.6 times
more likely to injure themselves or
another person in a workplace ac-
cident and are five times more
likely to be injured in an accident
off the job, which, in turn, affects
attendance or job performance.
Also, people who use drugs are five
times more likely to file a workers
comp claim,” he said.

Mr. de Bernardo said most em-
ployers are convinced that drug
testing works, helping to prevent
many problems in the workplace.

To do it right, Mr. de Bernardo
said, employers need to be pre-
pared to pay. Initial tests can cost
about $15, with confirmatory tests
costing around $60.

“The question is not whether you
can afford to do drug testing; the
question is whether you can afford
not to do drug testing,” he said IEIl
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Third-quarter cat losses down

Continued from page 2
Michigan, $40 million; and Illinois, $16 million.

For the first nine months, cat losses totaled $3.48 billion, less
than half the $8.06 billion recorded in the first nine months of last
year and well below the $9.59 billion recorded in 1998°s first nine
months. Insurers received 1.2 million business and personal prop-
erty and auto damage claims through Sept. 30 of this year, half the
number received during the same period last year, according to
the ISO.

This year’s nine-month period ranks as the fourth best in total
losses since 1990 and produced the smallest number of catastro-
phes. ISO’s Property Claim Services unit defines a catastrophe as
any event that causes $25 million or more in insured property
losses. ‘

Gallagher hires McCaffrey

ITASCA, Ill.—Arthur J. Gallagher & Co. has appointed a veter-
an insurance broker as its vp-market relations.

John F. McCaffrey, who has held executive positions at both
Willis Corroon Group and Aon Corp., will help Itasca, I11.-based
Gallagher enhance and develop relationships with insurers, said
Gallagher Executive Vp Michael J. Cloherty.

Mr. McCaffrey’s “unigue blend of brokering and management
talent will add significantly to our existing insurance market rela-
tionships as well as add depth to our executive sales team. I'm
confident he will be a significant contributoer to our future success
and development,” Mr. Cloherty said in a statement.

During his 35-year career in the insurance industry, Mr. McCaf-
frey rose to the rank of chief executive officer at Frank B. Hall &
Co. Inc., which is now part of Aon.

PartnerRe U.S. names officer

PEMBROKE, Bermuda—PartnerRe Ltd. has appointed Robin
Williams chief underwriting officer of the reinsurer’s U.S. unit.

PartnerRe earlier this month announced that Patrick Thiele will
become president and chief executive officer, succeeding Herbert
N. Haag, who is retiring Dec. 1. Mr. Thiele joined PartnerRe this
year, after serving as group director of CGU P.L.C. in London and
executive vp of The St. Paul Cos. Inc. in St. Paul, Minn.

Ms, Williams came to PartnerRe U.S. from Odyssey American
Reinsurance Corp. in Stamford, Conn., where she was senior vp in
charge of Odyssey's book of specialty casualty treaty business. Be-
fore that, she spent 15 years in a senior actuarial post at Fireman's
Fund Insurance Co. Earlier this month, Ms. Williams was named
one of Business Insurance’s 100 Leading Women in the insurance
industry.

PartnerRe U.5., based in New York, wrote $240.3 million in net
property/casualty reinsurance premiums in 1999.

APA sells captive to Mutual Risk

HAMILTON, Bermuda—The American Psychiatric Assn. has
sold its professional liability captive insurance operations to
Bermuda-based Mutual Risk Management Ltd., which has provid-
ed fronting and management services to the organization since
1988.

Mutual Risk has acquired Professional Risk Management Ser-
vices Inc,, the association’s Arlington, Va.-based managing gener-
al agency unit, along with Tennessee-domiciled Psychiatrists’
Risk Retention Group Inc., and Barbados-domiciled Psychiatrists’
Mutual Insurance Co., which Mutual Risk managed.

The RRG and the Barbados insurer will be merged into Mutual
Risk’s Legion Insurance Co. subsidiary, which had acted as
fronting insurer for the program and which will continue to write
its professional liability policies, said Robert Mulderig, Mutual
Risk chairman and chief executive officer.

PRMS will continue to provide marketing, underwriting and
claims administration to psychiatric association members, he said.
The program covers about 6,000 individual psychiatrists and 55
behavioral health care groups and clinics.

Briefly noted

Arthur J. Gallagher & Co. has launched a new online marketplace
for property/casualty insurance agents and brokers. Cover-
agefirst.com, a division of Gallagher’s wholesaler Risk Placement
Services Inc., offers independent agents and brokers online access to
a large and growing pool of specialized products and services to help
address their clients’ specific insurance needs.... Kemper Insurance
Cos.” Financial Insurance Solutions division has unveiled a new Web
site that gives agents and brokers access to sample policies and online
applications. Based in Berkeley Heights, N.J., Kemper FIS specializes
in providing corporate and executive protection insurance coverage
for commercial enterprises, financial institutions and nonprofit orga-
nizations... Marsh & McLennan Cos. Inc.’s revenues for the first nine
months of 2000 rose to $7.68 billion, a 13% increase over the same pe-

riod last year, Profits for New York-based Marsh & McLennan in-

creased 22% to $895 million....California Public Employees’ Retire-
ment System directors voted to sell the system’s primary tobacco
company investments, which total more than $525 million. The deci-
sion was based on financial rather than social considerations, said a
spokesman....Kyoei Life Insurance Co. of Tokyo filed for protection
from creditors Friday, saying its 4.53 trillion yen ($41.88 billion) in li-
abilities was almost equal to its available assets. The bankruptey is
the largest in Japan's postwar history, beating the 2.9 trillion yen
($26.81 billion) debts of Tokyo-based Chiyoda Mutual Life Insurance
Co., which filed for court protection earlier this month.

Mergers

Continued from page 1
ated with Bank of America.

In 1999, Acordia’s equity owner-
ship breakdown was as follows:
Wand Partners Inc. owned 36.6%:;
High Ridge Capital owned 34.8%,
Bank of America owned 20.8%,
Acordia’s management owned
5.8%; and Royal SunAlliance USA
owned 2% (BI, July 19, 1999). .

Just as Wells Fargo would an-
swer Acordia’s need for a buyer,
the broker would fulfill Wells Far-
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go’s desire to beef up its insurance
operations.

According to several press re-
ports, Mr. Kovacevich has said
that he wants to reinvent Wells
Fargo, the nation’s seventh-largest
bank, into a financial services gi-
ant. To do this, Mr. Kovacevich has
said he would be interested in the
possibility of making a major ac-
quisition in the insurance or secu-
rities field if the right deal came
along.

The passage of the Gramm-
Leach-Bliley Financial Services
Modernization Act, which was

signed into law in late 1999, re-
moves many of the barriers that
have prevented banks, insurers
and securities firms from affiliat-
ing with one another and being in-
volved in each other’s business.

Faced with the removal of these
Depression-era prohibitions and
such mega deals as Citicorp’s 1998
merger with insurer Travelers
Group and Chase Manhattan
Corp.’s recent merger with invest-
ment brokerage J.P. Morgan & Co.
Inc, banks have been under pres-
sure to offer more financial prod-
ucts and services.

COLI

Continued from page 1
a trial that took place earlier this
year.
owned by Hartford Life Insurance
Co. in Simsbury, Cenn,

The court sided with the IRS
and said that the policies provide
no economic benefits to Camelot
Music aside from the tax deduc-
tions.

“Stated succinetly and bluntly,
Camelot’s COLI policy loans had
no practical economic effect other
than to generate income tax de-
ductions,” Judge Schwartz wrote
in the decision.

Therefore, the court stated, the
transaction is a sham and the de-
ductions are disallowed. In addi-
tion, penalties against the compa-
ny are warranted.

Ken Kirk, president of Vinings
Management Corp., a consulting
firm specializing in COLI audits
and litigation support in Atlanta,
said a key piece of evidence
against the employers is the inter-
est rate they selected. In these
programs, the employer is given a

Mutual Benefit is now

choice of what interest payment
to make on the loan from the in-
surer. In a normal situation, a
lower rate of interest would be
chosen to minimize the cost of the
loan. But Camelot, like most other
companies using these COLI pro-
grams, chose the highest interest
rate to gain the largest tax deduc-
tion possible, he said.

T
The coul...said the
policies provide no
economic benefits to
Camelot Music aside
from the tax deductions.

About 700 to 800 employers
have bought leveraged COLI poli-
cies, Mr. Kirk said. Of those,
about 200 were of “the very ag-
gressive type,” such as the one at
issue in the suit, he said. While
COLI programs are still sold,
leveraged programs stop being
sold after the interest deduction
was eliminated starting in 1996,

he said.

According to Mr. Kirk, the
Camelot decision is the second
one where employers have had the
interest deduction disallowed.
Last year, a U.S. Tax Court ruled
against Winn-Dixie Stores Inc.
over its COLI program, costing
the company $19.7 million in back
taxes and penalties.

The Camelot decision could in-
fluence a trial scheduled to start
next month in Ohio federal court
involving American Electric Pow-
er Co., a utility in Columbus,
Ohio, Mr. Kirk said. The company
said that if it lost its suit against
the IRS, it could wipe out over
$300 million in the company’s
earnings.

Mr. Kirk also said, “a number of
companies are contemplating
whether to take legal action,”
against the insurer or broker that
sold the COLI program, with some
class action suits being consid-
ered.

(]

Internal Revenue Service vs. CM
Holdings Inc., U.S. District Court
for the District of Delaware, No.
97-695.

Forum

Continued from page 2
management-directed merger and
acquisition activity than he has in
recent times.

“If you look in a more global sense
and even within the mid-tier, there's
still an awful lot of activity left to go.
Not only for the financial services
underwriters, but also for brokers’
balance sheets—it’s going to be key
to their success in the future,” Mr.
Bolinder said.

Siri Gadbois, vp for risk manage-
ment for Educational & Institutional
Insurance Administrators Inc. in
Chicago, said that from a client’s
perspective, “we would look for
some relief from consolidation, so
that we would have an opportunity
to adapt to the changes.”

“I think there is a lack of continu-
ation of the level of service during
the transition time,” after a big
merger or acquisition, Ms. Gadbois
said. She added that buyers would
welcome increased strength and
scale among regional and boutique
brokers.

Mr. Bolinder agreed that the needs
of member clients and customers
cannot be forgotten in developing
M&A strategies.

“We better do it in a way that ben-
efits our clients, or we're really kid-
ding ourselves,” Mr. Bolinder said.

Christopher Migel, executive vp of
GeneralCologne Re in Stamford,
Conn., said that for reinsurers, it's
extremely important to build on re-
lationships and to work together
with customers. “We need to push
transparency, so clients know where
we're coming from,” Mr. Migel said.
GeneralCologne Re is the brand
name for the combined General
Reinsurance Co. and Cologne Rein-
surance Co.

According to Cary McMillan, ex-
ecutive vp and chief financial and

administrative officer at Chicago-
based Sara Lee Corp., some impor-
tant aspects often are missing after
the deals are completed.

Buyers are “not seeing lower costs,
and we're seeing less capacity in the
industry, not more. I think, in the
end, we're very much for consolida-
tion, but with the reduction of ca-

an insurer mistakenly believe they
are buying coverage for all of their
risks, which few underwriters would
be contemplating.

“The exclusions are so deep and
vague that there may be misunder-
standings about what's covered. We
must have something that evolves
and carefully build it out,” he said.

‘I think there is a lack of continuation of
the level of service during the transition
time’ after a big merger or acquisition,
says Siri Gadbois of the ElIA.

pacity and no transaction-cost re-
duction, it’s hard to see in the short
term how we benefit,” Mr. McMillan
said.

The panel also discussed the trend
toward enterprise risk management.

Ms. Gadbois noted that, as a result
of this broader approach to manag-
ing risks, “chief risk officer” as a job
title is likely tc grow within organi-
zations. She said the shift from risk
management's current focus on in-
surable risk to a broader enterprise
risk management approach is a wel-
come move. She urged risk man-
agers not to look at enterprise risk
management merely as a broader
risk financing option. Instead, she
said, they should regard the ap-
proach as way to improve risk con-
trol, transferring or financing only
those risks that ultimately cannot be
managed or retained.

Mr. Bolinder agreed that the em-
phasis should be on risk control,
rather than risk financing. The la-
bels given to insurance policies de-
signed to finance these expanded
risks can be misleading, he said. Too
often, he said, companies coming to

Mr. Pinkston stressed that for an
enterprise risk management ap-
proach to succeed, the executives of
a company advocate managing risks
throughout the organization and set
an example.

“For it to really become a fabric of
a company, the CEO has got to buy
into it and say, ‘This is what we're
going to do—we're going to protect
our reputation, and this is how we're
going to do it,” " Mr. Pinkston said.

The panel unanimously agreed -
that the Internet is continually
changing the way all aspects of the
commercial insurance business are
conducted.

“Anyone who ignores the power of
the Internet does it at their own peril
and the peril of their company,” said
Mr. Bolinder, noting that the Inter-
net will drive the way companies do
business.

Ms. Gadbois, however, urged at-
tendees to protect relationships in
the face of greater reliance on tech-
nology.

Moderating the panel discussion
was Paul D. Winston, editor of Busi-
ness Insurance.
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P> VENTURE GAPITAL New York-based Securitas
Capital L.L.C., a global equity investment firm,
has formed a $100 million global private equity
fund that will invest in newly formed insurance
companies that follow innovative business mod-
els, including e-business approaches. Securitas
Ventures L.P. will provide funding to companies
that are early in their development, from those
needing seed money to start-ups that are in their
second round of seeking institutional investors,
said a spokeswoman. “It depends very much on
the opportunity,” she said. Securitas Capital also
manages the $500 million Securitas Fund, which
makes investments in insurance and related firms
that are further along in their development, the
spokeswoman said. Swiss Reinsurance Co. and
Credit Suisse Group are limited partners in both
funds, she said.

PH[ﬁ‘O: AF
A passenger on this American Airlines
jet won a claim for post-traumatic stress.

> AIR CRASH AWARD A federal district court
jury in Arkansas has awarded an American Air-
lines passenger $6.5 million in compensatory
damages for a claim stemming from a 1999 air-
line disaster. Anna Lloyd sued the airline, claim-
ing that she suffers from post-traumatic stress dis-
order related to the crash of American Airlines
Flight 1420. The flight crashed June 1, 1999, at
Arkansas’ Little Rock National Airport while
landing during a severe thunderstorm. The near-
ly 16-year-old MD-82 jet was carrying 139 pas-
sengers and six crew members. The pilot and 10
passengers were killed when the MD-82
smashed into light standards and erupted in
flames before coming to rest. American Airline’s
hull and liability coverage at the time of the acci-
dent was led by Short Hills, N.].-based Associat-
ed Aviation Underwniters (BI, June 7, 1999). An
AAU spokesman said he was unable to comment
on the award.

> EBUCATION VENTURE A joint venture berween
the Austin, Texas-based National Alliance for In-
surance Education & Research and the Mas-
sachusetts Assn. of Insurance Agents aims to pro-
vide professional education programs to agents
in five New England states. The recently an-
nounced collaboration, called The Northeast Al-
liance, will acminister courses beginning in Jan-
uary 2001 in the following Natonal Alliance
professional designation programs: Certified In-
surance Counselors, Certified Insurance Service
Representatives, and Certified Risk Managers. In
addition, the Northeast Alliance will offer the
National Alliance’s James K. Ruble seminars and
other educational programs. MAIA leaders, in-
cluding President Glenn Niinimaki, Executive Vp
Francis Mancini and Director of Education
Heather Kramer, will direct the new alliance. For
more information, visit irew.scic.com.

> ONLINE ADMINISTRATION BenefitPoint Inc.,
which provides Internet-based tools and services
for managing employee benefit transactions, has
added Aon Consulting Inc. to its field of clients.

BenefitPoint.
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San Francisco-based BenefitPoint provides an
online infrastructure that links insurers, brokers,
employers and employees, allowing them to ac-
cess and exchange group insurance and employ-
ee benefits information. The service aims to im-
prove efficiencies and lower costs by enabling all
parties to work from the same basic data, thus
avoiding paper-based processes and redundant
data entry. BenefitPoint’s software offers clients
such functions as online benefits administration
and enrollment, procurement of employee bene-
fir and financial products, workplace marketing
of coverages, analysis and data mining tools, con-
solidated billing and client management applica-
tions, among other things. BenehtPoint’s system
is configured to handle more than 250 insurance
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companies’ policies, reflecting more than 3,500
different benefit products, the company said in a
statemnent. More than 120 brokerage and con-
sulting firms are already committed to using the
BenefitPeint service. Orther large brokers already
contracting for the BenefitPoint online platform
include Arthur J. Gallagher & Co., which is also
an investor in the company, and Willis Group
Ltd. Altogether, about 120 brokers and consul-
tants have committed to using BenefitPoint, of
which 35 are also investors. More information is
available at www .benefitpoint.com.

P> STOP-LOSS COVER Self-insured employers
have a new stop-loss health insurance opnon un-
der a program unveiled last week by Caimstone
Re. The Miami-based managing general under-
writer of stop-loss coverage is offering a program
called OmniRisk for self-insured employers with
150 or more employees. The standard maxi-
mum coverage is $1 million, though up to $5
million is available, according to Cairnstone. At-
tachment points for OmniRisk will vary based
on an employe-’s loss experience, but Cairnstone
offers monthly accommodation, in which all
claims count toward an aggregate artachment
point. Issuing insurers for Cairnstone’s stop-loss
programs include Kemper Insurance Cos. and
PFL Life Insurance Co. Initally, OmniRisk cov-
erage will be underwritten by PFL and will be
available in all states except New York, Cairn-
stone said. The program will be marketed
through third-party administrators and brokers.
More information is available from Cairnstone
by calling 305-265-1422.

P> AMBAC GAINS Financial guarantee insurer
Ambac Financial Group Inc. reported a 20.2%
increase in net income, to $269.2 million, for the
nine months ended Sept. 30. For the third quar-
tet, the New York-based
msurer reported $90.9
million in net income, a
13.9% increase. Gross
premiums written for the
first nine months rose
nearly 15%, to $339.0
million. Growth in inter-
national business and a
single large municipal
transaction helped boost
results, according to Ambac. Ambac Chairman
and Chief Executive Officer Philip B. Lassiter

saic in a statement; “It was another in a long line
of solid quarters for both business production
anc battom-line results. The outlook remains up-
beat as all of our markets continue to provide
ver attractive business opportunities.” Also this
month, Ambac directors approved a three-for-
two stock split, payable Dec. 12 to shareholders
of record on Nov. 27.

P> HEALTH COST SURVEY Prescription drug
costs, which are increasing at a rate double that
of all other medical services, will help to boost to-
tal health plan costs, a new survey predicts. The
cost of non-network fee for service, preferred
provider organizations, point-of-service and
health maintenance organization plans are pro-
jected to increase 15.1%, 12.5%, 11.4% and
9.%%, respectively, according to The 2001 Segal
Health Plan Cost Trend Survey. Meanwhile, pre-
scription drug benefit plan costs are expected to
grow 19.7% for active employees and retirees
under age 65 and 20.9% for retirees age 65 and
older, the survey by New York-based benefit
coasultant The Segal Co. found. Among the fac-
toss contributing to higher prescription drug
costs are increased patient demand as a result of
dizecr-to-consumer advertising, the advent of
new and expensive drug therapies and greater re-
liznce on drug therapy by physicians. Overall
health plan cost increases are being buoyed by
censumer backlash against managed care, which

zs eased cost control efforts by insurers and
plan sponsors, according to the survey. Also con-
tcbunng to higher health plan costs are the aging
U'S. population, expensive new technologies and
cost shifting to the private sector resulting from
cutbacks in Medicare and Medicaid, according
tc the survey, which included responses from 45
major insurers, pharmacy benefit managers,
third-party administrators and managed care or-
ganizations natonwide. An electronic version of
the 2001 Segal Health Plan Cost Trend Survey is
available on the consultant’s Web site,
wune.segalco.com, (B |

B> To get breaking news as it occurs, visit Busk-
ness Insurance's Iree onling Updates at www.
businessinsurance.com. All of the material in the
For The Record column, as well as other content
in this week's issus, is generated Irom daily
news postings that appeared on the Web site in
the previous wesk.
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BROKEHS Price % change % change
Aon Corp. NYS 37.63 186 54
Brovm & Brown NYS a0 6,18 8411
Bardes Holdings NDQ 10.75 238 25.22
EW. Blanch Holdings Inc. NYS 1875 -1.32 939
Gaflagher At J. & Co. NYS 5463 343 65873
Hilb, Rogal & Hamifton™ NYS 3863 032 36.73
Kaye Group Inc. NDC 656 2% 2184
Marsh & Mclennan NYS 12344 35 2000
BROKERS AVERAGE 035 1792
INSURERS/REINSURERS
ACE Lidt NYS 3794 1038 12734
Accel Intemational Cop NOQ 0.44 000 -56.30
Acceptancs Insurance Cos. NYS 569 460 -108
AEGON NV NYS 3763 135 2120
Agtna Ufe 8 Casually NYS 59.94 573 739
ARLAC Inc NYS 8389 324 3497
Alimerica Financial Corp. NYS 6194 143 135
Alistata Corp. NYS 3450 677 4338
Ambac Financial Group NYS 7388 084 4156
Arerican Financial Group NYS 2013 0 -2370
Amencan General NYS r6.88 424 132
Amesncan Inil Group NYS 95.06 256 3188
Amancan Safety Insurance NYS 394 1053 -39.42
Argonaut Group NDQ 1966 997 -1.10
AXALIAP Group. NYS 8363 423 -10.39
Baldwin & Lyons Inc NDQ 1888 163 1468
Berkiey W.R. Cop NDQ 3375 266 6168
Berkshire Hathaway Inc. NYS 59400.00 24 588
Capitol Transamenca Corp. NAS 1063 116 559
Chubb Corp: NYS 7844 520 3929
CIGNA Carp. NYS 11390 1.02 41.38
Cincinnati Fnancial Com. NYS 3494 an 961
Citigroup NYS 5094 239 2166
CNA Financial Corp, NYS 3438 280 172
CNA Surety NYS 11.75 -1.57 862
EMC Insurance Group Inc, NDQ 969 313 616
ESG Re Limaed NDQ 3.00 000 -56.76
Enhance Fnancial Senices NYS 1200 400 -26.15
Everest Reinsurance NYS 4825 5.8 11825
Fremont General Corp. MNYS 308 000 54.24
Frontier Insurance Group NYS 0% -21.43 -90.00

Year to date

High Low Yo.(000) Price
4275 2069 4367 Gainsco Inc. NYS s
3481 15.38 98Ctark Harteysvite Group NOQ 2075
2063 850 82 HSB Group Inc. MYS 3994
65.00 1656 906 HCC Insurance Holdings MYS 18,75
6050 206 7 ING Groep M.V, HYS 8413
4213 2425 72 IPC Holdings Ltd HDQ 1963
1168 500 10 Hartlord Financial Sernvices HYS T
13569 6438 5259 John Hancock Francial Senvices  1FYS 2763
LaSahe Re Holdings Ltd. NYS 1888
Lincoln National HYS 44.50
MAIC Holdings Inc NYS 1306
Markel Corp, NYS 13988
4018 1406 5558 MBIA Insurance Group NYS 68,13
1.19 044 47 Meacowbrook Insur, Group NYS 419
1513 275 B0 Metlie NYS 2443
4933 3150 574 Muiual Risk Momt. Ltd. WS 1650
7368 3850 3157 Navigators Group NDQ 1028
68.00 3356 Ss37 NYMagic Inc. NYS 1550
87.19 3506 1165 Ohio Casualty Cormp, NDQ 7.15
36.00 17.18 15366 Oid Repubiic Intt NYS 2313
7750 3Bes 202 Partner Re Lid, NYS 50.00
3025 1838 280 Pann-America Group Inc. NYS a8t
8219 4563 3830 PiA Capital Carporation NDQ 16,75
97,50 5238 15519 Philadelphia Cons. Holding NDQ 2088
784 325 166 PXRE Corp, NYS 1425
2600 1444 13 Raliance Group Hoidings MNYS 013
B150 5825 5990 RefiaStar Fnancial Corp NYS 834
2384 1525 14 RenaissanceRe Holdings Lid. NYS 65.94
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Base=100 on Dec. 29, 1378

Top advanding issues: Renaissancefie Holdings Ltd., American Safaty Insurance, ACE Lid. Leading deciners: Mutual Pisk Mgmt. Lid., Frontier Insurance Group Reliance Group Holdings. Most active issue: Citigroup. The Bl index rmsa 2.2%; The Dow Jones 30 Industrials increased 0.3%; the S&P 500
went up 1.6%, and the NYSE Composite ross 0.7%.: Average P/E: Brokers, 21.4; Insurersireinsurers, 24.1; and HMOs, 14.3.

Source: CNET Investor (investor.cnet.com) Boulder, Colo.



How can yoclave
solutions without
expertise?

-

Our technical excellence provides expert solutions to your
complex problems, as well as the type of thinking you'd expect

from a leader. To discover how we can help you succeed, contact
us today.

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




Long-Awaited Mystery Sequel.

Worldwide Book-Signing Tour.
Location Of Book Shipment Also A Mystery.

Your Business. Your Risk. Understood.

Sometimes one logistical error can cause major corporzte nightmares. Which s why you want an
insurance partner who knows your needs inside and out. One who has via ked a mile in your

shoes. And cne who can protect you and help you manage r:sk in 130 count-ies around the world. p SU NALLIANCE

End of story. "
You Have Our Attention’

Providing Commercial, Personal and Specialty Insurance Soluticns.
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