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Are you ready to navigate your business
through a major property loss?

Ask Aon.

A 4

When faced with a corrplex property

loss, every minute counts. Rapid Response

is Aon' s innovative offering that ensures

that tie expertise you need - property

claims consultants, forensic accountants,

attorneys, estimators anc engineers - is

immediately working on your behalf to

initiate emergency procedures, expedite

the claim process. mitigate your loss and

maximize your recovery.

Go to www.aon.com/ask end get ready

to respond.

Download our full perspective
at www.aon.com/ask to learn

more abou. r'nanaging a major

property loss.

AON
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LOWER INSURANCE PREMIUMS

IN THIRD QUARTER / PAGE 3

In Brief
Hurricane forecast
sees fewer storms

Hurricane forecasters at

Colorado State University have
downgraded predictions for this
year, saying they expect four
named storms in the Atlantic the

rest ef the season. The

forecasters earlier had predicted
five named storms for the period,
though October and November
still are expected to see above-
average activity. Two of the four
named storms predicted for the
rest of the season are expected
to become hurricanes. In April,
CSU forecasters said they
expected 17 named storms for

the season. As of Oct. 1, there

had been 13, including four
hurricanes. La NiAa conditions

are expected to extend this

year's hurricane season.

High court declines
birth control case

The U.S. Supreme Court has

declined to hear an appeal filed

by social service organizations
operated by the Roman Catholic

Church and other religious
groups that sought an exemption
from a New York law requiring
them to provide birth control

coverage to their employees.
Catholic Charities and nine other

church-affiliated groups filed suit
in 2005, arguing they should be
exempt from the Women's

Health and Wellness Act of 2002,

which expanded women's health

care coverage to include

contraception, among other
things. The law provides

exceptions for churches,
seminaries and other institutions

with mainly religious missions
that serve primarily followers of

See IN BRIEF page 67
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INSURERS FIGHT FEDERAL-MOGUL

OVER ASBESTOS FUND MEASURE

IN CHAPTER 11 PLAN / PAGE 3

GETTY IMAGES

Sen. Chuck Grassley, R-Iowa, center, speaks about the State Children's Health
Insurance Program. He is flanked by Sen. Max Baucus D-Mont., left, and Sen.
Jay Rockefeller D-W.Va. President Bush vetoed its reauthorization last week.

More burdens se

for benefits plans
SCHIP still worries sponsors despite veto

By GLORIA GONZALEZ

WASHINGTON-Health plan spon-
sors would face significant adminis-
trative challenges if a bill that
would expand the government
health insurance program for chil-
dren becomes law despite having
been vetoed last week.

Of particular concern for employ-
ers are provisions of the bill that
would increase notification and dis-

closure requirements and extend
the Family and Medical Leave Act
for employees with family members
injured during military service.

The Children's Health Insurance

Program Reauthorization Act of
2007 was passed by Congress in late
September in an attempt to allow
millions of uninsured children to

enroll in the government health
care program. President Bush
vetoed the billlast week, citing con-
cerns about income eligibility levels
for the program used by various
states and the possibility of moving
millions of children with private
health insurance into the govern-
ment health care system. Democrat-
ic congressional leaders have vowed
to attempt to override the veto.

There are enough votes in the
Senate to override the veto, as the

measure passed the Senate by a 67-
29 vote. The House of Representa-
tives is at least 20 votes short for a

veto override, but the Democratic
leadership has launched an inten-

sive lobbying effort to persuade

See SCHIP page 66

SCHIP PROVISIONS

A bill to reauthorize the State Children's

Health insurance Program has key pro-
visions that would ajfect employee bene-
fit plans. which include:

• Allowing states to provide premium
subsidies for qualified employer-
sponsored coverage to low-income
employees with children eligible for
both the government program and

employee benefit plans.

• Requiring employers to notify
employees about their ability to

enroll in state health care programs
and provide information on premium
assistance to employees living in
states that offer such assistance.

• Creating special enrollment periods

for employees or dependents who
lose eligibility for the government
program or become eligible for
premium assistance to join their
company health plans.

• Requiring plan sponsors to
disclose information about their

benefit plans to states upon request.

• Amending the Family and Medical
Leave Act to provide for extended
leave of up to 26 weeks in a one-year

period for an employee to care for an
injured member of the armed
services.

• Banning employers from denying
family members caring for injured
service members promotions,

employment or benefits for a one-
year period.

h

Employers fear fallout
from no-match' rules
Illegal immigmtion crackdown may spark suits

By DAVE LENCKUS

SAN FRANCISCO-Employers fear
that they will face greater employ-
ment discrimination risks if a feder-

al judge this week upholds expand-
ed employment authorization regu-
lations that are part of the Bush
administration's effort against ille-
gal immigration.

Employers, labor unions and civ-
il liberties groups hope that U.S.
District Judge Charles Breyer in San
Francisco will render the issue moot

later this week, when the judge is
expected to decide whether the U.S.
Department of Homeland Security
can implement its new regulations,
"Safe-Harbor Procedures for

Employers Who Receive a No-
Match Letter."

The AFL-CIO and other San Fran-

cisco-area labor and employer
groups filed a lawsuit challenging
the regulations on Aug. 28 in feder-
al court in San Francisco. The suit

names as defendants DHS, the U.S.

Immigration and Customs Enforce-
ment agency and the U.S. Social
Security Administration

Judge Breyer issued a temporary
restraining order against the regula-
tions on Aug. 31. On Oct. 1, the
judge indicated he needed 10 more
days to rule in the case.

The labor and employer groups
assert-among other things-that
the regulations would impose
unreasonable procedures and dead-
lines for reconciling discrepancies
in employees' Social Security infor-
mation to avoid facing possible gov-
ernment sanctions for employing
unauthorized workers.

Under the rules, employers would
have to take prescribed steps after
receiving so-called "no-match" let-
ters from Social Security. The letters
identify employees whose informa-
tion on file with the agency does
not match their information on

their W-2 Forms.

See NO-MATCH page 6

N.Y. plans to mandate
natural cat reserves
Insurers voice concerns over tax imphcations

By MARK A. HOFMANN

NEW YORK-Insurers remain con-

cemed about the tax implications of
a proposal that would require com-
panies underwriting property poli-
cies of all kinds in New York state to

create catastrophe reserve funds to
help pay claims caused by hurri-
canes and other natural disasters.

Under the proposal announced
by the state insurance superinten-
dent last week, the reserve require-
ment-which would be the first of

its kind adopted by any U.S. state-
would cover losses related to natural

catastrophes such as hurricanes,
wind storms, hail, earthquakes,
winter storms or tsunarnis, accord-

ing to the department. The regula-
tion would require companies to

reserve the amount they now
charge policyholders for catastro-
phe protection, less any taxes paid
and the cost of reinsurance.

"There are many proposals to
have government take over or sub-
sidize hurricane insurance, as it
does with flood insurance," New

York Insurance Superintendent Eric
Dinallo said in a statement. "I

believe it is better to find a private-
sector solution. That's why we are
proposing a new state regulation
requiring insurance companies to
set aside the portion of the premi-
um they now collect for catastrophe
protection. This reserve fund will
help pay the claims if and when
hurricanes and other disasters do

See RESERVES page 66
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Risk retention groups criticize overzealous states
Some back penalties for violating the Liability Risk Retention Aa while othersfavor creatingafedeml regulator

By MARK A. HOFMANN

WASHINGTON-The Liability Risk
Retention Act should be amended

to punish states that ignore it by
subjecting risk retention groups to
abusive and illegal regulation,
according to some state regulators.

Under federal law, risk retention

groups that meet the licensing
requirements of one state do not
have to meet the licensing require-
ments or other regulations of other
states in which they operate. But as
several participants noted during a
panel discussion of regulatory issues
at the National Risk Retention

Assn.'s annual meeting late last
month in Washington, some states
attempt to get around the law.

To deal with those states, the risk

retention statute should be amend-

ed to allow punitive damages to be
levied against states that break the
law, said Dana Sheppard, associate
commissioner in the District of

Columbia's Department of Insur-
ance, Securities and Banking.
Congress should "give the act
teeth" that he said "would give
those states pause" before ignoring
the law.

"Probably the best solution
would be to sue those states, but

very few risk retention groups have
that kind of money," said Jeffrey
Kehler, program manager for the
South Carolina Department of
Insurance's alternative risk transfer

services area. Like Mr. Sheppard,

WelIPoint separates
commercial, consumer
Revamp extends to the executive mnks

By GLORIA GONZALEZ ing the leadership reins from Larry
Glasscock on June 1, said Bradley
Ellis, director at Fitch Ratings in
Chicago.

The separation of the company's
business operations into two dis-
tinct units could position WellPoint
to take advantage of growth oppor-
tunities in the government segment

by refining its focus
on that business, said

Joseph Marinucci,
credit analyst with
New York-based

Standard & Poor's

Several WellPoint

executives, including
John S. Watts Jr.,
president and CEO of
the combined com-

mercial and con-

sumer unit, Will

resign from the com-
pany in the next 15

months, the compa-
ny also announced.

Each new segment will have a
new president and CEO leading the
division, all of whom were hired

internally, which is a good sign
because "they are people who know
the organization," said Sally Rosen,
a senior financial analyst with Old-
wick, N.J.-based A.M. Best Co. Inc.

The changes will not affect the
day-to-day operations of the com-
pany that have the most impact on
buyers, such as pricing and claims
processing, analysts say.

"I don't see it as a drastic

change," Mr. Zaharuk said. "I don't
think anyone should be nervous
about it."

INDIANAPOLIS-WellPoint Inc.'s

decision to realign its business oper-
ations and make numerous execu-

tive-level changes is not a cause for
concern for employers, analysts say.

The Indianapolis-based health
insurer last week announced a reor-

ganization of the com-
pany to create two sep-
arate units focused on

the commercial and
. 4.

consumer health i

insurance sectors and 11/ Y >rthe creation of a new I 04 A.-

health solutions divi- |  'Fk- 1
sion focused on opti-   .*-· 4
mizing the quality of I\* 04
health care and the 1*k-  .-
cost of care manage-  1
ment, effective Oct.
15. F-

The commercial Angela Braly took over as

business unit Will president and CEO of

include srnall and
WellPoint Inc. in June.

large local group cus-
tomers, national accounts, UniCare

and the specialty products division.
A separate consumer business unit
will include the senior and state-

sponsored-namely state Medicaid
programs-division and the indi-

viduals-under-65 segment.
"It's nothing revolutionary,"

Stephen Zaharuk, vp and senior
analyst for Moody's Investors Ser-
vice Inc. in New York, said of the

company's decision to create the
two separate business units.

In making the changes, Angela
Braly, president and chief executive
officer of WellPoint, is "putting her
stamp on the company" after tak-

Errors and Omissions

A story in the Oct. 1 edition, "Capacity not Available for Megacatas-
trophes," contained an out-of-date title for Kristian Moor of American Inter-
national Group Inc. Mr. Moor is AIG's is executive vp, domestic general
insurance.

Mr. Kehler said, "Now would be a

great time to put some teeth into
the act."

"Throw them in jail," said Rod
Morris, Arizona administrator of

captive insurance, to the audience's
laughter.

William White, administrator of

the Delaware Department of Insur-
ance's captive insurance program;
Craig Watanabe, Hawaii's captive
insurance administrator; and Gary
Cooper, deputy commissioner of
captive programs in Nevada's Divi-
sion of Insurance, advocated getting
the National Assn. of Insurance

Commissioners involved in the

issue. One idea was to tie NAIC

accreditation to states' willingness
to abide by national risk retention

group rules. Another would be to
have the NAIC serve as arbitrator in

disputes between RRGs and the
states. But Mr. Morris said he was

not sure that the NAIC would have

the authority to enforce decisions
made through arbitration in such
disputes.

States need to be educated that

"these things aren't going away,"
said Mr. Cooper.

"I agree it's an educational pro-
cess," said Peter Raymond, director
of examinations for the Vermont

Captive Insurance Division.
But regulators on the panel said

that some states simply do not like
risk retention groups and captive
insurers. The majority of states that
don't have captives are unhappy

with their limited authority to regu-
late them. They believe "risk reten-
tion groups should be regulated like
traditional companies." Mr. Cooper
said that some states "don't like the

concept" of risk retention groups,
adding that only a few states fell
into that category.

There's a camp within insurance
regulators that does not like "limit-
ed regulation-they believe in
unbridled regulation," said Mr.
Kehler, who cited Florida as an

example of that approach. In fact,
both Florida and California came

up repeatedly as examples of states
that subject RRGs to regulation
beyond that provided by federal

See RRGs page 67

Unusual tactics back captive success
Energy company expands covered benejits; automaker builds its bmnd

By JERRY GEISEL

SOUTHAMPTON, Bermuda-A cap-
tive that pioneered funding
employee benefit risks is taking on
more of them.

Seven years ago, Columbia Ener-
gy Group broke new ground when
the Labor Department approved its
proposal to fund long-term disabili-
ty risks through the Vermont
branch of its Bermuda-domiciled

insurance subsidiary, Columbia
Insurance Group Ltd.

Columbia Energy, then of Hern-
don, Va., was not the first U.S.

employer to fund benefits through
a captive. But Labor Department
rules-chiefly one that required
50% of a captive's business to be
third-party risks-were a near-
impermeable barrier to funding

MORE BERMUDA

COVERAGE: The island remains

captive sponsors . a.domicle of

choice," but Vermont is a strong
competitor. This story is ,
online at www.busi-

nessinsurance.com/
conferenceextra.

benefits through a captive since few
employers would want to take on so
much thiId-party business.

While the Labor Department
never abandoned its 50% test, it
gave employers an alternative way
of winning departmental approval
to fund benefits through their cap-
tives when it approved Columbia
Energy's application.

To gain approval, an employer
has to use a highly-rated insurer to
write the policies, increase benefits
for plan participants and use an

See BENEFITS page 63

Consumer-driven health care debated
Employer, insurer adoption mtes of CDHPs fall short ofexpectations

By JOANNE WOJCIK

WASHINGTON-Is consumer-driven

healthcare just getting started or is
it already on its way out? The
answer depends on whom you ask.

Both perspectives were presented
last month at the National Con-

sumer Driven Healthcare Summit in

Washington, ruffling more than a
few feathers.

Unlike many health insurance
industry events that generally
"preach to the choir," the summit
featured presentations from two
Washington-based groups that have
been highly critical of the con-
sumer-driven health movement:

the New York-based Common-

wealth Fund and the Yonkers, N.Y.-
based Consumers Union.

Sara Collins, assistant vp at the
Commonwealth Fund, presented
findings of the 2nd Annual
EBRI/Commonwealth Fund Con-

sumerism in Health Care Survey,
which found that enrollment in

CDHPs has been virtually static
since 2005.

Jim Guest, president and chief
executive officer of the Consumers

Union, offered his impressions of
the study.

"Consumers did not drive HSAs,"
Mr. Guest insisted. "They may be
good for the wealthy and the
healthy," but HSAs are mostly driv-
en by "employers trying to save
money and insurers trying to
increase profits," Mr. Guest said.

James Robinson, newly named
editor-in-chief of Bethesda, Md.-

based health care industry journal
Health Affairs and a former eco-

nomics professor from the Universi-
ty of California-Berkeley, said the
death knell is already sounding for
the health plan model just six years

MORE NCDHS COVERAGE: Walk-in

clinics with a customer focus

and "information therapy" pro-
grams bring surprising cost
drops. These stories are
online at www.business

f
insurance.com/

conferenceextra. 
'

after it was introduced.

"The vision of self-directed care

has faded" and is being replaced
with population-based health man-
agement approaches, he said during
another panel discussion held dur-
ing the three-day summit.

In addition, employers and insur-
ers are not adopting consumer-driv-
en plans at the rate that had been
expected, and the individual market
is not developing to allow employ-
ers to get out of the health care busi-
ness, Mr. Robinson said.

Contrary to the original objective
of consumer-driven health care-

that plan members be given the
freedom to choose providers-most
CDHP members are choosing
providers that are linked to man-
aged care networks, "demonstrating
that they value the role of the
health plans in negotiating unit
prices and providing utilization
management," Mr. Robinson said.

In fact, many early CDHP compa-
nies have "been swallowed up by

See CDHP page 65
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You'd be nowhere without customers. Liberty Mutual can help you protect them. We can work with you to identify potential risks
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"Management wanted the big picture.
The insurer wanted the documentation.

Dempsey, Myers delivered both."

e

Risk Manager
OF THE YEAR® -

2008 V@I) Rl
Risk Management -

HONOR ROLL®

Honorees are announced and profiled in the

annual Risk Manager of the Year. feature
published by»Business /nsurance which is

distributed at the RIMS annual Conference and

Exhibition each spring. Awards will be
presented at a special luncheon

honoring these risk managers.

DEADLINE FOR NOMINATIONS:

November 1,2007

For nominating
forms and instructions.

call 312-649-5274

or e-mail:

rcoccia@Businesslnsurance.com

or visit

Businesslnsurance.com/RMOY

: aM@OBS

Nominations for the Risk Manager of the Year® and
Risk Management Honor Roll® are now being accepted by
Business Insurance.

The Risk Manager of the Year® Award was created in 1977
by Business /nsurance to increase recognition of the risk
management profession and to recognize outstanding
performance in the practice of risk management. The
Risk Management Honor Roll® was added in 1980 as a way
to recognize worthy risk managers and risk management
programs in industries not represented by the annual
Risk Manager of the Year® award winner.

Executives anywhere in the world who are involved in risk
management for a corporation, not-for-profit institution or
government entity can be nominated.

The nominations will be judged by a panel of executives
representing all aspects of risk management and the /
commercial insurance industry.

www.Businessinsurance.com

Business Insurance
Risk Manager of the Year® and Risk Management Honor Roll® are Registered Trademarks of

Business /nsurance and Crain Communications Inc.

No-match: Employers fear
rules may add to liabilities

CONTINUED FROM PAGE 

As in the past, a no-match letter
does not authorize an employer to
terminate those workers.

But unlike before, employers and
employees would have to reconcile
the discrepancy within 93 days.
Problems can be corrected within

90 days by employers or employees
detailing how the no-match
occurred, such as through a clerical
error or because an employee
changed names after marrying.

If the no-match cannot be recti-

fied within 90 days, employees
would have three more days to ver-
ify that they are authorized to work.
They would have to do that by
completing the federal I-9 employ-
ment verification form and present-
ing documents-except those con-
taining the questioned Sodal Secu-
rity number and lacking a photo--
that all prospective authorized
workers are required to produce
before an employer is permitted to
hire them.

Despite a contrary assertion in
the AFL-CIO lawsuit, the DHS regu-
lations do not state that employers
must terminate employees who fail
to resolve the problem. Employers
that retain those employees, how-
ever, would risk exposing them-
selves to civil and criminal prosecu-
tion for having "con structive
knowledge"-or a substantial
amount of circumstantial evi-

dence-that they were employing
unauthorized workers.

Among the problems with the
regulations is that the Social Securi-
ty database is fraught with errors,
the AFL-CIO says in its lawsuit. For
example, a December 2006 report
by Social Security's Inspector Gener-
al points out that an agency file
containing information on all new
and replacement Social Security
cards contains more than 17.7 mil-

lion records with information dis-

crepancies and that almost 12.7
million of those records pertain to
native-bom U.S. citizens.

If Judge Breyer upholds the new
regulations, Social Security is ready
to send no-match letters to 140,000

employers with at least 10 employ-
ees for whom discrepancies have
been identified, according to an
agency spokeswoman. She could
not say how many employees
would be affected at those compa-
nies, but she noted that tne agency
also is ready to send no-match let-
ters to 8.6 million individuals.

Given the number of Social Secu-

rity errors and the limited time to
resolve them, employer attorneys
and officials for emplo¥er groups
say some authorized workers of par-
ticular national origins likely will be
terminated mistakenly.

In its information insert, Immi-

gration and Customs Enforcement
assures employers that tile U.S. gov-
ernment would not prosecute them
for mistakenly terminating autho-
rized employees if the new rules
were followed and appLed consis-
tently in all cases.

The problem with that assurance
is that the U.S. Department of JUS-
tice and the U.S. Equal Employment

Opportunity Commission have not
publicly stated whether the govern-
ment would honor it, said Heath

Weems, director of education and

workforce policy at Washington-
based National Assn. of Manufac-

turers. Mr. Weems said Immigration
and Customs Enforcement is not

authorized to unilaterally issue that
guarantee.

The Justice Department did not
respond to requests about the guar-
antee.

Even if the government does not
prosecute an employer, nothing in
the new regulations would prevent
mistakenly terminated workers
from filing suit, Mr. Weems said.

Employer attorney Gerald L.
Maatman, a partner at Seyfarth
Shaw L.L.P., agrees.

But while the Safe Harbor regula-
tions create "many hoops to jump
through," they also establish "a
pretty darn good defense" for
employers that comply with them,
Mr. Maatman said.

The key for employers would be
handling all no-match cases "exact-
ly the same way," regardless of an

While the Safe Harbor

regulations create 'many
hoops to jump through,'
they also establish 'a
pretty darn good defense'
for employers that comply.
Gerald L. Maatman,
Seyfarth Shaw L.L.P.

employee's national origin, said
employer attorney Clare Draper, a
partner at Alston & Bird L.L.P. of
Atlanta.

But the appropriate response if a
no-match issue cannot be resolved

within 93 days is a troubling issue
for employers, because the DHS reg-
ulations do not provide clear direc-
tions, said Shawn McBumey, senior
vp of governmental affairs for the
Washington-based American Hotel
& Lodging Assn.

That lack of guidance suggests
that DHS expects its rules would be
"self-enforcing" by scaring away
unauthorized workers, he said.

An Immigration and Customs
Enforcement spokeswoman scoffed
at the prospect that employers
would face any discrimination
claims from terminated workers.

She noted that authorized work-

ers who are identified in Social

Security no-match letters and can-
not rectify the problem in time
still would be allowed to produce a
few of about 30 different docu-

ments that would demonstrate

they may work legally in the coun-
try. Their inability to produce any
of those documents strongly sug-
gests they are unauthorized work-
ers, she said.

AFL-CIO, et al. vs. Chertoff, et al., U.S.
District Court for the Northern District
of California, No. 07-CV-4472 CRB.
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BIhas witnessed 40 years
of an industry's evolution

In the 40 years since
Business Insurance

began publishing,
we've devoted a lot of

time and ink to

chronicling change.
How many issues

have we produced
since our first one in

1967? Give or take a

few, I estimate that BI

has published 1,737
regular issues as a
biweekly from '67 to

'81 and as a weekly magazine since then.
Two of the hallmarks of BI are the talent and

longevity of our staff. I have been privileged to work
at BI for the past 15 years, though many of my
colleagues have been here even longer. One of them,
our Editor-at-Large Jerry Geisel, has been with the
magazine for more than 30 years.

I could not be more proud of our staff, who strive
daily to help our readers understand the complex
issues facing risk managers and benefit managers, and
the legacy of my predecessor editors, who all helped
to make BI a must-read.

Anniversary issues such as this one are an
opportunity for self-congratulation, but we
thought it would be more important-and more

interesting-to reflect the industry we cover. As a
result, this edition looks at the major developments in
commercial insurance, risk management and benefits
since 1967. We traced the evolution of major lines of
coverage, such as directors and officers liability
insurance, as well as health care benefits.

Because insurance is a people business, we've
profiled several iconic leaders whose vision shaped
the industry over the last four decades.

This issue also contains columns by several astute
observers of the industry. Regular columnists John J.
Hampton and Myron Picoult are joined by Gordon
Stewart, past president of the Insurance Information
Institute, who will be writing a periodic column on
the intersection of insurance and social policy. Paul
Winston, our editorial director and associate

publisher-who has been at BI nearly 25 years
himself-and Jerry Geisel offer their perspectives on
the past 40 years, too.

Online, readers will find additional features,

including a slide show of editorial cartoons by Roger
Schillerstrom, who has been sketching for us since the
mid-19805.

We don't know what the next 40 years will bring,
but BI will be there to cover those events.
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Getting ready to cover the next 40 years of changes
By PAUL WINSTON

On the 40th anniversary of Business
Insumnce, I have an opportunity to
reflect on the changes affecting our
readers over the previous four
decades and consider what the future

might hold.
The biggest change can be found

in our title. Business Insurance was an

apt description of the market we
served in 1967: The buyer of
commercial insurance, including
both property/casualty and
life/health coverages.

Not long after our launch,
however, the risk manager arrived on
the scene, exploring ways not only to
buy insurance more cheaply but also
to analyze and control the risks that
insurance covered.

While the original motivation of
this professional manager often was
simply to better understand insured
exposures, today, with the growing
focus on enterprise risk
management, the goal also is to
analyze, control and communicate
risks that cannot yet be transferred.
Risk managers today also have

Some sureties will do everything they can to sidestep a case that isn't "perfect." We, however, look at everything.
From day one, we've handled the most difficult cases with the same consistent standards and without minimum
requirements. Why leave your client feeling stuck? Call ACSTAR first: 860.224.2000.

greater attention from the board, due
to new corporate governance

regulations on the public disclosure
of risk as well as the ever-present
threat of liability and litigation.

Another change for risk managers
is that insurance today is not
automatically the ultimate solution
to finance or transfer risks, first with

the advent of captive programs and
later with other financial tools, such
as securitization.

On the benefits side, we have seen

a similar development of a
professional manager of these

Surety Bonding · Treasury Listed · Rated A by AM. Best · Licensed Nationwide · Fax: 860.229.1111 · 233 Main Street, New Britain, CT 06050-2350 · acstarins.com

programs from the humble origins of
a business insurance buyer.

With the health care cost inflation

witnessed over 40 years, the value of
benefit managers' efforts to control
those costs has also grown in
importance. Benefit managers have
striven to combat inflation through
analysis of health care cost drivers;

creative and varied plan designs; and
introduction of programs to manage
costs on the front end, such as
preventive wellness care, and on the
back end, through case management
of high-cost procedures.

For benefit managers, the effort to
gain in prestige and be recognized for
their efforts has been a challenge
because the key metric of success is
the cost of health care that, despite
their best efforts, remains largely
beyond their control. Consider that
it is the plan participant's health and
behavior that has the greatest impact
on health care costs; less so the

benefit manager's programs and plan
designs. Similarly, the effectiveness of
the medical system has traditionally
been a take-it-or-leave-it

arrangement, beyond the influence
of the employer. Both elements must
be addressed in order for the benefit

manager to gain a grasp of health
care inflation.

What about the future?

For risk managers, a glimpse can
be seen in current developments:
major losses from unmanaged supply
chains, reputational risks caused by
outsourcing operations to countries
with poor regulation, global
infrastructure facilitating the spread
of pandemics, ideological conflicts
giving rise to security and terrorism
exposures, inefficient markets and
regulatory models, volatility in the
supply of natural resources,
abandonment of traditional

insurance structures and players, and
more severe catastrophe losses caused
by the higlier property values and
lives at risk. The key for risk
managers will be helping to view the
big picture of risks-not try to
identify every possible risk and
adverse outcome.

On the benefits side: more

aggressive wellness programs,
including smoking cessation and
fitness; more direct employer
involvement in delivering basic care,
including onsite nursing care; more
advanced benefit financing models
in the private sector; development of
a benefits manager organization to
advance the profession and provide
much-needed advocacy; and
growing political pressure to make
government the primary payer for
basic medical care, with employers
providing additional care and
options as a benefit. For benefit
managers, the big change will be the
need to influence health care at a

fundamental level-both in the well-

being of employees participating in
their plans and in shaping the health
care system itself that cares for them.

Business Insumnce looks forward to

covering these developments for the
next 40 years.

Paul Winston is associate pub/isher
and editorial director of Business
Insurance, which he joined in 1985.
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Risk pioneer advanced profession
Douglas Barlow, who createdjirst risk managementprogram, was a mentor to many

By DAVE LENCKUS it, Mr Barlow received the title of risk professor at Temple University Mr Barlow
manager in 1963 began implementing the risk management

Douglas Barlow Douglas Barlow stood erect-regally, some Marc Darby, a fellow Canadian whose risk concept at Massey-Ferguson in the early
say-and spoke professonally. management career was beginning as Mr 1960s.

It seemed fitting for the man considered Barlow's was ending and who occasionally The distinction between the concept's
the father of rlsk management, according to sought advice from the Rhodes scholar, creation and its introduction to the risk

those who knew Mr Barlow marveled at his mentor's achievement management community is lost on many
100 It also seemed remarkable, according to "So many years back, risk management observers, however

one observer who was influenced by him, was not even known, but he was able to "Any professor in any univerity can think
because of the illness that the Canadian had instill risk management within his of any concept, but somebody has to
to overcome as a young man organization," said the former president of implement that concept somewhere" and

Ironically, it was his battle Mth the Risk & Insurance Management Society then "sell the concept to his peers," Mr
1 tuberculosis that led the bespectacled Mr Inc, who is retired Darby said "Doug is the soul of this

Barlow, who sported a David Niven-style Mr Barlow's profession would never be concept "

\ 15,- 1 /7, moustache and spoke with a light British the same But he never thought it was something
,$*,44

accent, to the risk management profession. "It's had an impact on organizations ever that risk managers should use to benchmark
But Mr. Barlow took the lead from there. since," said Nowell Seaman, manager-nsk their organizations against others, because

\
He exhorted that all management is risk management and Insurance services at the every organization's rlsk is unique, Ms.
management and was named the ftrst nsk University of Saskatchewan in Saskatoon and Meltzer said
manager in 1963 He stressed the importance the immediate past president of the Mr Barlow also is remembered for his

of understanding the full cost of nsk, not lust Canadian Risk & Insurance Management mentonng of and influence on young risk
the insurance expense piece He advanced Society Inc management professionals.
new ideas about risk until he died He The recognition of the need for someone "Everything that was new was of interest

t willingly gave advice when sought out by "to captain the function of risk" is to him," Ms Brennick said "That's why he

younger risk managers And he truly enjoyed understood today, but in the 19505, 19605 so enjoyed the company of younger people,"

- A//2: / mentoring and 19705, "this wasn't spoken of explicitly," ranging from the neighborhood youth he
Despite his distinguished demeanor, the Mr. Seaman said taught to handle power tools effectively and

highly educated Mr Barlow was a kid at Mr Barlow championed his concept of safely, to the college students he encouraged5_1 heart, said Shirley Brennick, who was his life risk management through his long to pursue careers in nsk management, to rtsk
partner his last 26 years and who

Circa 1970
involvement m RIMS, which was named the managers who asked for his advice

emphasized their 40-year age difference Amencan Society of Insurance Management "He was the early version of the Spencer
It was that attitude that energized him Inc when it was created in 1950 Foundation, the RIMS educational support

until his death in 1998 at age 91 to continue But Mr Barlow did not stop at that, nor program for college students, said Walter S
investigating new ideas-in risk did he stop after retinng In his ftnal years at Tomenson, a managing pnncipal and the
management and other areas of personal Massey-Ferguson, Mr Barlow headed ASIM senior client adviser at New York-based

interest, such as technology, she said as its president During his 1971-1972 term, Integro Insurance Brokers Ltd
Indeed, "he was editing his last article in he was appointed chairman of a committee When Mr Tomenson was in college, his

his hospital bed" two weeks before he died at charged with determining whether to father--a principal of a Canadian insurance
t

$ ' home of pneumonia and congestive heart rename the organization In 1975, the brokerage for which Mr Barlow later became

i f -D&'ll <161 1 failure, Ms. Brennick recalled committee chose the organization's current corporate secretary--arranged for Mr Barlow
# Mr. Barlow, who was born in 1907, had no name to review the younger Mr Tomenson's thesis

*'. 1 aspirations as a young man to build a career "This change represented more than a companng insurance regulation in Canada
in insurance. He earned a bachelor's degree name change since it permitted members to and the United States

in math and a master's degree in emphasize that we were doing more than Mr Barlow "was really supportive and
astrophysics in the 19205. Then he headed to purchasing insurance (e g loss prevention, encouraged me to continue my writings,"
the University of Oxford in England where, transfer, avoidance, etc ) even though Mr Tomenson said

as a Rhodes Scholar, he earned two law effective negotiation of insurance was still an Ms Meltzer said Mr Barlow mentored her

degrees. Upon his return to Canada, he important task," retired risk manager Lloyd for years She met him a month after she
earned another civil law degree that Hackett said in a statement Mr Hackett was began her risk management career in 1983,
familiarized him with the Napoleonic Code. the risk manager for Toronto-based T Eaton but their relationship "stepped up"

But with his education concluding at the Co Ltd, once Canada's largest department tremendously when she joined the RIMS
height of the Great Depression, he had store chain before folding m 1999 Execubve Committee m 1994, she recalled

difficulty finding work m the field of law He "I think he really raised the " I would get these amazing phone calls

..4 eventually took a position as general counsel professionalism of the organization," said from him. He'd say, 'Here's a concept, but I
with an insurance broker in Quebec City Susan Meltzer, a protage of Mr. Barlow and don't want to think about it anymore' That

Mr Barlow also became a professor of the 1999-2000 president of RIMS was his way of mentoring me," she said,
1992 Insurance at Laval University in Quebec and He "tried to lead or push RIMS to lead the adding that he sometimes would deliver his

bnelly opened his own law office way" on many issues of importance for risk ideas in a handwntten note In the mid-

But after he contracted tuberculosis-the managers, including the organization's 19905, he was theonzing about what is now
second time he had fallen ill with the image, its role m aiding members with their known as enterpnse osk management, she
disease-he had to abandon his law career education and encouraging members to recalled

for something less taxing on his system, Ms. broaden their overall business knowledge, Others fondly remembered how Mr
Brennick said said Ms Meltzer, assistant vp ot risk Barlow gladly and robustly shared his

Given his insurance background, Mr. management for Aviva Canada Inc of thoughts on risk management one-on-one
Barlow in 1959 landed a position as Scarborough, Ontario with rtsk managers who sought his advice
insurance manager for Toronto-based Mr Barlow also is widely credited for "My feeling was that he was pleased that I
agricultural equipment manufacturer devising the concept that an organization's called him," recalled Mr Darby, a member of
Massey-Ferguson Ltd, which eventually total cost of nsk extends far beyond the the Business Insurance Risk Management
disappeared as a corporate entity but remains insurance premiums it has paid and Includes Honor Roll in 1992. 'Needless to say, he was
an equipment brand for AGCO Corp. of factors such as its investment m loss a good consultant of mme," said Mr. Darby,
Duluth, Ga. prevention, unreimbursed loss expenses and who retired from Montreal-based

At Massey-Ferguson, he was credited with administration expenses Bombardier Inc. in 1998.

creatIng the first global insurance and risk "This is really the concept that started Mr Barlow also held court for groups of
management program that encompassed all getting people to think that they need to risk managers in hotel suites during RIMS
of the company's exposures worldwide. In control nsk," Ms Meltzer said. conferences and at his own residence near

1965, he launched one of the earliest captive While Mr Barlow was a pioneer m Toronto when he was involved in industry
insurers to write the company's primary adopting and strongly advocating the groups

property and liability coverages. concept, he was troubled when credited with "Douglas liked nothing better than to find
After years of exhorting that all developing it, Ms Meltzer and Mr Hackett somebody who was willing to listen to his

management is risk management and that noted The concept was developed in the late theories about risk management," Ms
Insurance procurement is just one aspect of 19505 by the late H Wayne Snider, a Meltzer said
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Risk management's role in property loss control matures
Managers take advanmge ofadvances in computer technology, catastrophe modeling

By MARK A. HOFMANN

Property loss control has evolved
with the risk management profes-
sion itself.

Forty years ago, fire was the peril
that received the most focus, and
that focus tended to come in the

form of one particular type of sprin-
kler system used almost exdusively
for manufacturing facilities, experts
say. Computer catastrophe model-
ing didn't exist, because the ubiqui-

travelers.com

tous electronic data processing sys-
tems and networks of today didn't
exist. And terrorism simply wasn't
part of the picture.

But as risk management has
matured, so has loss control and risk

managers' role in loss control, said
Steven Sachs, senior vp in Hilb Rogal
& Hobbs Co.'s Columbia, Md.,
office.

Mr. Sachs said that when he en-

tered risk management nearly 40
years ago, "risk management was

Y

somewhat in its infancy-risk man-
agers were thought of as insurance
buyers." Building codes didn't even
require sprinklers for shopping cen-
ters, said Mr. Sachs, who spent much
of his career as risk manager for the
Rouse Co., a shopping center owner
and manager that has since been

acquired by Chicago-based General
Growth Properties Inc.

"Now, it's a different world," with

risk managers being involved in the
design of the structures it is their

Somewhere, there's a science major working

furiously to make insurance agents' lives miserable.

New technologies. New inventions. New risks popping up every minute.

At Travelers, we understand that today's independent agents handle the

impossible on a daily basis. That's why we proudly give agents the options

they need to go beyond yesterday's solutions. Because that's one thing tha.

isn't changing ifyour customers need insurance that stays in-synch with

their business, a good agent makes all the difference. Contact Travelers today.

©2007 The Travelers Companies, Inc. Alt rights reserved. The Travelers Indemnity Company and Its property casuitty affiliates. One Tower Square, Har¢ford. CT c 6,83

responsibility to protect, he said.
"The key thing is risk managers

getting involved on the front end,"
Mr. Sachs said. *It's a lot less expen-

sive to look at those things before
you put the first shovel in the
ground" than to try to build in loss
control after a structure is ready for
occupancy

In addition, loss control has gone
beyond simply protecting a piece of
property.

"It's not only objects any more,

/1

TRAVELERIN
Insurance. in-synch-

it's whole processes and systems,"
said Mike Petruzzello, executive vp

and chief underwriting officer for
Hartford Steam Boiler Inspection &
Insurance Co., a Hartford, Conn.-
based unit of American Internation-

al Group Inc. "We talk about systems
today more than specific objects."

One of the biggest changes over
the past decade or so is that risk
managers are demanding ownership
of their loss data, whereas they had
once left that under control of their

underwriters, said John Durante,

president of Risk Logic Inc. in Wood-
cliff Lake, NJ. As a result, they've

turned to third-party vendors to help
them make the best use of the data.

The expansion of computer tech-
nology has been a critical compo-
nent of loss control, said Bob Esen-

berg, former risk manager for the city
of Virginia Beach, Va., and now the
Virginia Beach-based president of
States Self-Insurers Risk Retention

Group Inc. in Minneapolis. In the
1970s, all loss control information

had to be updated using key-punch
computer cards, and catastrophe
modeling "was unheard of," he said.

Now, both risk managers and insur-
ers are using cat modeling "very
extensively," he said.

"A lot of loss control techniques
now are available at the press of a
finger," Mr: Esenberg said. "Before, it
took a lot of energy and effort to
learn a lot of things about loss con-
trol."

"The biggest changes are the influ-
ence of science and technology in
loss control," said Terry Fleming,
director-division of risk manage-
ment for Montgomery County, Md.
in Rockville. This includes better

sprinkler systems, better compart-
mentability in buildings and better
building materials, he said.

Another major change has been
"engineering loss control at the
developmental" stages of a project,
he said. "For example, having your
loss control engineer work with the
architect" and integrate loss control
options in the actual plans versus
jury-rigging something after the
building's already been built is the
preferable approach, he said.

Fire control

Given the long emphasis on fire
peril, perhaps it's not surprising that
improvements in sprinkler systems
have been a hallmark of the past 40
years.

"The single most impressive inno-
vation as it relates to fire has been

the advent of the suppression mode
sprinkler," said Tom Lawson, senior
vp-engineering and research for
Johnston, R.1.-based Factory Mutual
Insurance Co., which does business

as FM Global. Standard sprinklers
were control mode sprinklers, which
controlled the fire until someone

arrived to put it out, he said. The fire
could grow and produce a lot of
smoke.

As products became more suscep-
tible to smoke and water damage,
the desire was to suppress the fire,

Continued on next page



CONTINUED FROM PREVIOUS PAGE

"not just control it," he said. The
new sprinklers resulted in smaller
areas affected by fire, less smoke and
less damage, he said.

"Sprinkler technology has evolved
significantly," said Joe Stavish,
North American property risk con-
trol practice leader with Willis Group
Holdings Ltd. in New York. "Where
we had a single standard spray sprin-
kler head, we now have extra large
orifice heads and early suppression,
fast-response sprinkler heads."

The use of sprinkler systems also
has spread into light-hazard expo-
sures such as offices and nursing
homes from more traditional manu-

facturing facilities, he said.
Corporations became more deeply

involved in loss control efforts. For

example, Bethesda, Md.-based Mar-
riott International Inc. carried out

two initiatives in the early 19805
using controlled fires to prove the
efficacy of plastic piping in hotel
room sprinkler systems. Before the
successful Marriott tests, sprinklers
relied on iron piping, which was
more difficult to install than plastic
and which took rooms out of service

for days during a retrofit.

Disaster mitigation
With the advent of computer

models for both earthquake and
windstorm exposure, it is possible to
predict the probable maximum loss
assodated with a facility or multiple
facilities in a single zone of influ-
ence, said Mr. Stavish.

Engineering has played a key role

/

'It's a lot less pensive to look at
those things before you put the
first shovel in the ground' than to
try to build in loss control after a

- - -strufture is ready for occupancy.
Steven Sachs, Hilb Rogal & Hobbs Co.

CO /

in mitigating both perils as well, he
said. Buildings now contain ele-
ments such as quake-actuated safety
shutoff valves, which cut off natural
gas automatically to prevent fire fol-
lowing a quake.

For windstorm, roof systems have
been reinforced, with the insurance
industry increasing its resistance
requirements, he said. Roofs that
have a wind resistance of 145 to 175

mph are replacing those with 90
mph resistance, said Mr. Stavish.

FM Global "spent a lot of time
studying Hurricane Katrina," said
Mr. Lawson. After looking into issues
involving building material and
wind speeds, "we determined there
were some pretty basic fixes."

Most windstorm protection can
be done for $10,000 or less at a fadl-
ity, said Mr. Lawson. This can
involve simply nailing down the

flashing around the perimeter,
adding more fasteners and improv-
ing roofing systems, he said.

Structures also are being made
more resistant to terrorist attacks,
said Mr. Stavish. Designs incorporate
blast-resistant and projectile resistant
glass, and there is a renewed empha-
sis on stair tower construction.

Masonry reinforced concrete stair-
wells can act as "shelter in place" for
employees, he said.

Electronic advances

Increasing electronic interconnec-
tivity has also driven advances in
loss control.

Electronic data processing as it
now functions "didn't exist" 40

years ago, said Fletcher MacGregor,
managing director-global natural
hazards specialty practice and emer-
gency management specialty prac-

tice for Marsh Inc. in Detroit. He

noted that "we've gone through the
whole Halon period (for protecting
data processing systems against fire),
which worked very effectively and
was not deemed to be hazardous

until the issues with ozone" arose

and resulted in the Montreal Proto-

col of 1987, which banned the use of
the fire-suppressing substance. Elec-
tronic data processing loss control
issues are being addressed through
housekeeping, extinguishment and
a "pretty rigid set of protocols associ-
ated with backup" of data, he said.

Concern that computers would
cease to function on Jan. 1, 2000-
the so-called "Y21<" bug-also played
a role in enhancing EDP-related loss
control, he said. "In a lot of ways, the
Y2K experience allowed the (infor-
mation technology) community to
lead the way on the business conti-
nuity aspects front. They had to go
through a lot of soul-searching as we
approached the turn of the century."

Global positioning satellite tech-
nology has proved valuable in earth-
quake and flood analysis, said Ken
Travers, senior vp in the Wilming-
ton, Del., office of Houston-based
ABSG Consulting Inc. It is "being
widely used and embedded in the
software for cat modeling," he said,
indu(ling soil information, which is
critical for quake and flood analysis.

Applying computer modeling to
determining blast and explosion risk
has been used in terrorism impact
analysis, said Mr. Travers. The mod-
els allow their users to test contain-

ment technologies, and ABSG has
internally developed a model that
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deals with the dispersion of gaseous
agents, he said.

Modeling has its limits, though,
said Bruce Conrad, Zurich property
line of business director for risk engi-
neering at Zurich North America in
Schaumburg, Ill. There's a lot of
potential with both fire and smoke
modeling, "but we haven't gone to
the brave new world" where we

would base design criteria solely on
modeling, he said. Test-based stan-
dards are still necessary, he said.

Global Risk Consultants Corp.
and Miyamoto International recent-
ly created a new company called
Global Risk Miyamoto to offer "site
specific hurricane, windstorm and
flood reviews using structural engi-
neers," said Bill Ramonas, chairman
and chief executive officer of Global

Risk Consultants in Clark, NJ. He
said that when firms began using
computer modeling in the 19804
the process was 80% engineering
and 20% modeling. "Now it's proba-
bly 80% modeling, and you're lucky
if it's 20% engineering," he said.
Nonengineers use the tools and try
to determine structure characteristics

"without leaving their office." While
that might work for an insurer with
thousands of structures, "for a risk
manager who's looking to protect
the top 10 most valued properties,
it's the misuse of a tool."

"It would be somewhat akin to

trying to cut down a tree with a pair
of scissors or cut a piece of paper
with a chainsaw; he said. "So we're

going back to basics, and we have
site specific services-it's kind of
back to the future."

As business has changed, so has coverage for business interruption losses
By MARK A. HOFMANN , were before a

As the economy has grown over the past 40
years, so has the reach of business interrup-
tion coverage.

What was once a matter of replacing
income from a temporarily shut down
domestic operation has grown into a com-
plex enterprise as risk managers deal with
issues related to globalization, bare bones
inventories and supply chain questions.

Exposures that were not considered four
decades ago-such as pandemics that may
leave physical plants untouched but unus-
able-must now be taken into account in

determining business interruption expo-
sures.

One critical issue has been the develop-
ment of business continuity planning.

Business continuity planning evolved
with electronic data processing rooms,
"where the (information technology)
became such a critical part of the business,"
said Joe Stavish, North American property
risk control practice leader for Willis Group
Holdings Ltd. in New York. Disaster recovery
plans evolved into business continuity man-
agement, and property insurers want to see
evidence of continuity planning, he said.

"There's been a lot greater focus on not
just basic loss control engineering, but more
around business continuity planning," said
Robert Howe, global property practice leader
at Marsh Inc. in New York.

But business interruption insurance does
not always fully cover market share that
might be lost during a down period of time,
he said. "Smart companies need to have

good business continu- FLV
ity plans." 915=

"I think what's .6changed is the whole ' ia- 
supply chain, with - -- 1.just-in-time manufac-
turing and increasing &»4 iIi i
of outsourcing and

third-party suppliers," a 1 11 @1 1 1]
leading to a supply  ; 01-
chain that "is really :
getting stretched," said
Tom Lawson, senior

vp-engineering and research for Johnston,
R.I.-based Factory Mutual Insurance Co.,
which does business as FM Global.

"It's not that easy nowadays to replace
that third-party supplier," he said.

He said risk managers need to have spe-
cialists such as forensic accountants-whose

practice has come into its own over the past
decade or so, according to Mr. Lawson-
who can analyze financial exposure. That's
married to property risk assessments to
determine where the supply chain is the
most exposed, he said.

Some changes have been more prosaic.
"The forms have changed a little bit," said

Marsh's Mr. Howe. "If you look back 20
years ago, most of our large commercial
clients were using a gross earnings form and
that still carries forward today," he said.

In the late 19805, there was a movement
to get away from gross earning terminology,
and the Insurance Services Office Inc. came

out with business income forms, he said.
"But essentially, they try to get you to the
same place-which is restoring you to where

law

YOU
- loss."

. The more critical

- - - changes have come in
the nature of the

« exposure, said Mr.
Howe. The risk sur-

rounding suppliers, i,Alt6 "has changed pretty

 dynamically" during
the past 15 or so years,
he said.

For example, a U.S.-
based manufacturer might have made all of
its own components just a few years ago,
and now that same manufacturer may out-
source manufacturing of those components,
he said. Meanwhile, technology has made it
possible to carry out more production in a
"smaller footprint," said Mr. Howe.

As a result, all of the products might be
manufactured at one site rather than five,
and "that creates a magnification of the
business interruption risk." With multiple
plants, a shutdown of one simply meant
switching operations to another, he said.
With one plant, that cushion disappears.

The changes in exposure have led to
changes in the period a business interrup-
tion policy will provide indemnification,
experts say.

"One of the biggest things is extended
period of indemnity," said Steven Sachs,
senior vp in the Columbia, Md., office of
Hilb Rogal & Hobbs Co. That covers the gap
between when, say, a store reopens and
when it is resumes full business.

Before the terrorist attacks of Sept. 11,

2001, "some people would get 365 days of
EPOI," he said. The coverage, which had
usually applied to only about 30 days 40
years ago, had been gradually expanded dur-
ing soft market periods, he said. Although
available EPOI capacity shrank after 9/11,
"it's getting back up," he said.

"As the need has increased, so has the
coverage," said Dan Loris, senior vp at
Zurich North America in Schaumburg, Ill.

Along with the EPOI, business interrup-
tion coverage has responded to the econom-
ic changes of the past four decades in myri-
ad ways, noted Mr. Loris. For example, cov-
erage can be triggered when the policyhold-
er cannot get products in or out of its fadli-
ty. There is contingent business interruption
extended to "anchor store coverage" that
responds to the needs of small businesses
that suffer loss when a mall's anchor store

shuts down, leaving fewer shoppers to
patronize other businesses, he said.

Historically, business interruption cover-
age has been triggered by actual physical
loss, said Mr. Loris. But there is a form of
infectious disease coverage that extends to
health care and hospitality industries whose
fadlities could be shut down, but not physi-
cally damaged, by a disease outbreak.

All-premises service interruption has been
expanded to include Internet, telephone
and satellite problems, he said.

"Today, there's a much greater recogni-
tion that BI has potential to be a much larg-
er component of loss than previously" was
the case, said Mr. Loris. "The larger the loss,
the larger the proportional component of
the business income is to the total."
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Fewer insurer insolvencies expected
Insurer consolidation trend

Company management and regulation make positive changes
follows market's fortunes By JUDY GREENWALD

overextended your capital and your regulatory action taken by an insur-
By JUDY GREENWALD based Travelers Cos. Inc. The Some big-name companies, includ- reserves were way short, and it took ance department

key issue is how the acquired ing Kemper Insurance Cos, Reliance a long time to figure it out or own up The Best survey indicates the pri-
Merger and acqumtion activity business can be leveraged in Insurance Group and Home Insur- to it," said James B Auden, senior mary cause of a company's insolven-
in the commercial prop- expenses, distribution and ance Group, among many others, director at Fitch Investors Service in cy, said John Williams, a Best senior
erty/casualty insurance indus- product creation, he said. have left the insurance industry Chicago business analyst, but "there are often

try over the past 40 years has m Travelers has had a part m scene over the past 40 years But many believe company man- multiple causes that will take a com-
some respects been a stepchild both trends-Travelers Proper- While there are reasons particular agement and regulation will mean pany under " A common pattern is
of the pricing cycle, many ty Casualty Corp, which Citi- to each company, there are some fewer insolvencies m the future for an already ftnancially weakened
observers say. group spun off m 2002 and common factors that explain their According to studies ty Oldwick, company to be "hit by some shock

As a hard market leaves which merged rvith St. Paul disappearance as active insurers, N J -based A M. Best Co. Inc. of the to the system," such as a hurricane,
insurers flush with capital, Cos. Inc. m 2004 includtng inadequate loss reserves, 1,013 financially impaired compa- and then fall Into insolvency
M&A activity has often been A desire to add terntory also poor underwriting, weak pricing, nies in the property/castal-y indus- While some large companies have
a good way to make use of has been an M&A factor, too-rapid growth, mismanagement, try between 1969 and 2006, 53 3% failed, Mr Williams said most tend
that extra cash. But there have observers say. unreliable reinsurance and unfore- were caused by a combination of to be smaller, relatively young com-
been other drivmg factors as "A lot of the M&A activity seen liabilities, such as asbestos, deficient loss reserves, inadequate panies that "lack the experience, the
well, Including the desire for has been driven by foreign observers say pricing and rapid growth Best desig- history of going through hard and
geographical and product insurers trying to diversify In many cases, it is a matter of nates an insurer as financially
diversity, economies of scale geographically by getting you underpriced your business, you impaired following the first official See INSOLVENCY page 20
and increased market share Into the U S market," said

Negative factors, such as finan- John Iten, director at New
cial pressure and poor under- York-based Standard & Poor's

writing results, have also Corp.
played a role in industry Examples mclude Royal & M&As benefit insurers, not buyers
M&As. SunAlliance Group P.L.C.,

Another more ephemeral Zurich Financial Services Acquiring companies grow, but buyers often see neutml e#ect
trend has been building finan- Group; and Munich, Germany-
cial "supermarkets," which is based Allianz S.E., which By JUDY GREENWALD of the business, such as getting pre- Meanwhile, many observers say
best exemplified by Citicorp's acquired Fireman's Fund Insur- mium notices out and paying loss- the M&A activity has had a neutral
1998 acquisition of Travelers ance Co in 1991 Have mergers and acquisitions been es, went smoothly. impact on risk managers.
Group Inc and renaming the The weak dollar could lead good or bad for insurers and risk "It's a tough process to go "I don't think there's been an

combined operation Citigroup to more of this, said Mark managers? through. You learn a lot," Mr Benet appreciable effect from a buyer's
Inc Charron, a principal and Observers agree that, despite said perspective just because there are so

Observers point out, howev- national actuanal and insur- some falures, M&As generally have "In some ways, when you have many competitive alternatives,"
er, that the insurance Industry ance solutions leader for been beneficial for insurers and the bigger companies, y,u end up said Mark Lane, an analyst with
has tagged consolidation in Deloitte Consulting LLP in reinsurers, creating bigger, stronger having better management in terms William Blair & Co. in Chicago
many other industries and Hartford, Conn. "Because of entities of risk management or e>.pense effi- .

There may be an acquisition from
remains highly fragmented. the currency differences right But observers disagree on how ciency," said Cliff Gallant, an ana- tlme to time that creates dislocation

M&As that have occurred, now, the value of the dollar vs consolidation has affected nsk man- lyst with Keefe, Bruyette & Woods in certain product categones, but all
though, have been largely ben- other world currencies clearly agers, who have been left with few- Inc. in New York in all, it's a pretty competltive mar-
eficial to the industry m creat- is at a low point here, which er choices but often stronger "When General Re, for example, ket "
ing economies of scale, makes many of our domestic providers came under Berkshire, there were a James D Hinton, vp-risk and
although observers disagree on insurance companies more M&A is good for the industry, lot of charges that had to be taken, insurance at Nashville, Tenn -based
its effecton nsk managers, who attractive." "but I don't think there's been but they certainly have p.oped their HCA Inc, said while there have
generally have fewer choices Observers say the M&A enough of it to make a whole heck underwriting ability and improved been some consolidations, new
among larger-scale operations activity has largelv been dnven of a difference m terms of moderat- their risk discipline," Mr. Gallant companies, including those in
(see related story) by multiple trends rather than ing the underwriting cycle," said said There were also charges that Bermuda have also loined the field

MRA activity has to a large individual personalities. John Iten, director at New York- came out of the Travelers and St "We've got a big property pro-
extent reflected the cycle, "Within the P/C sector, based Standard & Poor's Corp Paul merger, such as the merged gram with a lot of windstorm activ-
many observers say there's no personality that Insurance is "still a very uncon- entity's $1.01 billion addition to 1ty, and we have almost 40 insurers

"Historically, we've tended lumps to mind that was really a centrated industry relative to other asbestos and environmental liabili- on it I don't know how many you
to see consolidation pick up m dnvmg force that has a long- industries, including banking," Mr ty reserves m 2005 that affected need," Mr Hinton said
the P/C business as top line term impact on the Industry," Iten said fourth-quarter 2004 earn_ngs How- Mr Benet said M&A activity can
progress gets more difficult to said Mr. Iten. "There have been some benehts" ever, "the combined entity is proba- be beneficial to the insurance buyer
achieve, and that usually . Observers also note that the to individual insurers, said Mr Iten bly healthier than the two indepen- "I think to the extent that insur-
occurs m a soft market envi- Industry has lagged others on In the 2004 St Paul Cos. Inc and dent companies were," he said ance companies are able to use their
ronment, obviously," saidjohn the M&A front, including the Travelers Property Casualty Corp John L Ward, chief executive larger databases to fine-tune what
Gwynn, managing director at banking industry deal, for instance, "Clearly there officer of Cincinnati-based Cincin- products they should be offering,
Memphis, Tenn -based Morgan

.

The (insurance) industry were synergies there m terms of natus Partners LLC, said recent and have a better understanding of
Keegan & Co structure is not that conducive reducing expenses," he said. mergers have been different from what the underlying dynamics are

"It kind of goes m waves," to a lot of consolidation activt- "I think that was probably the those in the past in which compa- that are dmnng the cost of the prod-
said James B Auden, senior ty," said John L Ward, chief driver" in the 1995 merger of Con- mes may have merged from a posi- uct, that could certainly be translat-
director at Chicago-based Fitch executive officer of Cmcinnati- tinental Corp. and CNA Financial tion of weakness. ed into better products to whoever's
Ratings, about M&A activity. based Cincinnatus Partners Corp as well, although "what made "I do see a bit of a change in per- purchasing them, whether it's an
"You had a period where con- LLC "The ownership struc- that one less than ideal was the spective on that front," Mr Ward individual or a buslness," Mr. Hin-
glomerates were more in ture m many ways tends to be emergence of asbestos and other said "Several of the fairly good- ton said
vogue, and you had noninsur- an impediment, with a number issues" that made it a "fairly expen- sized transactions announced in the But Ellen Vinck, vp of risk man-
ance entities buying insurance of big mutual companies m the sive acquisition for CNA," said Mr last couple of years have been agement, beneftts and safety for
companies," he said These industry " Iten. among two very strong compa- BAE Systems Ship Repair Inc. in San
have included Citigroup, ITT Nor is this situation likely to "I think you have to look at indi- nies," where both felt the deal could Diego, said, "I think possibly in the
Corp, Xerox Corp and Gener- change, observers say. vidual transactions," said Jay S move their business plan forward. larger picture many people nught
al Electric Co. There will not be massive Benet, vice chairman and chief This includes Liberty Mutual Group perceive it as bemg neutral Person-

"I think there are times consolidation in the future, financial officer of St Paul, Minn - Inc 's $2 7 billion acquisition of ally, I think whenever the field of
when having broader capabili- said Oren Linden, Watson based Travelers Cos Inc "In any Fairfield, Ohio-based Ohio Casualty choices shrinks, that's not necessar-
ties seem to be in vogue, and Wyatt Worldwide's New York- merger, it's the ability to execute Corp, which was completed m ily positiVe ICS always nice to have
there are times when being based practice leader for U.S. that really separates successful ones August. a lot of different choices as far as

very, very focused seems to be Property & Casualty Actuanal from unsuccessful ones " "I think it's a positive shift in that who's there," she said
in vogue," said Jay S. Benet, Services. "I think you'll see the The St Paul-Travelers merger, for lt'S a sign that companies are taking "I certainly wouldn't look at it as
vice chairman and chief ftnan- occasional large deal and a lot instance, involved the efforts of charge of their future, and not look- a box of Crayolas anymore My 64-
cial officer of St. Paul, Mmn.- of little deals." thousands of people to make sure ing to M&A activity as the way out choice Crayola box is now down

there was no disruption in the mar- of a problem or set of problems," to the primary colors," Ms Vinck
ketplace and that the fundamentals said Mr. Ward said
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WHY DO PROPERTY/CASUALTY INSURERS FAIL?
Reasons for impairments from 1969-2006

Affiliate problems 7.2%

Catastrophe losses 7.7%

Reinsurance failure 3.3% 
Significant changes 4.4% /

Miscellaneous other 9.0%

Investment problems 6.9%

Alleged fraud 8.2%

Source: A.M. Best Co. Inc.
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Insolvency: Rating agencies ease concerns
CONTINUED FROM PAGE 18

soft markets."

In soft markets, "you've got price
drops, while loss costs are going the
other way," said Mark Charron, a

principal and national actuarial and
insurance solutions leader for

Deloitte Consulting L.L.P. in Hart-
ford, Conn. "There's been a number

of companies that have gotten
caught in that upside-down situa-
tion."

Furthermore, "It's one thing to see
those loss costs increasing, and it's
one thing to watch prices conne

IT'S WHAT ALLOWS US TO MAINTAIN BALANCE

WITHOUT EVER LOSING SIGHT OF OUR GOALS.

41

down, but recognizing that quickly
enough to turn it around so you, in
fact, can recover is actually absolute-
ly critical," Mr. Charron said.

There is a tendency in a cyclical
market "to be overly optimistic, and
even when everyone knows that
rates are too low, there's always this
kind of thinking (that) you can write
yourself out of the problem by gen-
erating more premium," said
Jonathan Bank, an attorney with
Lord Bissell & Brook L.L.P. in Los

Angeles.
Unreliable reinsurance has been a

factor in insurer failures as well, said

At Discover Re, Alternative Risk Transfer is our only business.

This singular focus is unique to commercial insurance and sets us
apart with customers. It allows us to take a highly knowledgeable
look at the risks inherent to their businesses. And it enables us to

*vork in close partnership with dients to design and underwrite
truly"unbundled" structures. This provides maximum flexibility
and control rather than simple variations on conventional insurance.

To learn more about the benefits of working with the ART provider
whose focus never wavers, visit www.discover-re.com.

UnbundledART: captives/deductibles/sin/fronts
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Mr. Charron. Insurers "always need
to be diligent and attentive to what

reinsurance is really being put in
place and its stability."

Societal changes have also played
a role, "particularly in terms of
where the law has gone in assessing
liability in the states," said Mr. Bank.
"I think the insurers have largely
been in the wrong place at the
wrong time in tenns of being the
party with deep pockets who sud-
denly finds itself liable for so many
things that other countries have not
put on the shoulder-or on the back,
really--of insurance companies."

"It would be pretty simple to say
there was significant underreserving,
(but) it was pretty hard to predict"
the way claims would develop, said
Mr. Bank. "No one got asbestos
right," he said.

There are likely to be fewer insol-
vencies in the future, though, say
some observers.

"As the influence of the rating
agencies has increased over the
years, solvency concerns have
ditninished somewhat," said John L.
Ward, chief executive officer of
Cincinnati-based Cincinnatus Part-

ners L.L.C. State regulators have also
directed "substantial resources

toward solvency issues," he said.
In addition, the evolution of risk-

based capital "has played an impor-
tant role both from a rating agency
and a regulatory perspective in terms
of measuring the financial strength
of a company" and in helping to
prevent insolvencies, Mr. Ward said.

"When I came into the business,

you had individuals who could get
away with murder in terms of under-
writing," because there was little
oversight, said John Wicher, princi-
pal at John Wicher & Associates in
San Francisco.

"A very positive change has been
the adoption of a disciplined, mod-
ern approach, where you have
safeguards in place" so underwriters
no longer have the "unfettered abili-
ty to write business," he said.

Those organizations still in the
managing general agency business
have "really proven themselves,"
said Mr. Wicher. "You don't see any
longer an MGA bringing down a
company because they were given
the pen."

In recent years, the insurance
industry has had an influx of former
banking executives and manage-
ment consultants, said Chris

M(Shea, a principal with Ernst &
Young L.L.P.'s insurance advisory
practice in Chicago.

Such executives will monitor their

firms in a different way than prior
generations of management "and
probably in a manner that would be
more likely to generate a sale of the
company than to compete hard
until it's too late for a sale," Mr.
Mdhea said.

"There will always be companies
that get in over their heads, but I
don't see it as a near-term issue, just
because the profitability of the busi-
ness has been so good and the mar-
ket has made a lot of companies look
very smart," said Mark Lane, an ana-
lyst with William Blair & Co. in
Chicago. "That'11 change, but it'11
take a couple of years..
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Patrick G. Ryan
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RISK & BENEFITS REDEFINED

Industly tenns no one used 40 years ago

401(K) PLANS Before the 1978 amendment to

the tax code that gave these plans their name,
401(k) was just a meaningless jumble of charac-
ters, but now the plan is the primary retirement
savings vehicle for millions of employees.

AUTOMATIC 401(K) PLAN ENROLLMENT With the

decline of defined benefit pension plans,
employers are looking for ways to increase the
likelihood that employees have enough saw
ings for retirement. One way, whose popularity
has soared since Congress in 2006 gave its seal
of approval, is to automatically enroll employ-
ees-unless they specifically object-in 401(10
plans, with a stipulated and typically increas-

/

Building on a vision of a broker
Founder's beliefin value ofintermediaries shapes development ofindustry giant

By REGIS COCCIA

When people speak of Aon Corp. founder
Patrick G. Ryan, a word many use is
"vision."

Aon's remarkable growth from a tiny
managing general agency in 1964 into a
global professional services company
reflects Mr. Ryan's view that advisers
would be more valued over time.

In the early years, however, not

everyone shared that vision, he admits.
"Over the years, the general belief,

from the mid-'7Os on through the'8Os
and all the way up to the end of the '904
was that brokers were in secular decline,

it was a commodity product, it would be
disintermediated. It was seen as a

business that didn't have that great a

future," Mr. Ryan said.
In 2000, the Risk & Insurance

Management Society Inc. surveyed its
members on whether they would use a
broker more or less in the future, and "a

dramatic number of responses" indicated
risk managers would rely on brokers less
or significantly less, Mr. Ryan said.

"History has proven that the broker,
i.e. the adviser, the advocate, is much

more important in buyers' minds," he

said. Today, "the issue is 'I want more
creativity, I want more from you, in
helping me think through how to
manage these risks.'"

At a time when investment banks and

even some insurance company executives
were predicting brokers' demise, Mr. Ryan
stuck to his belief that brokers would play
an ever-greater role. That belief led Aon
to acquire other firms and build a
footprint that today spans more than 120
countries. In Bfs annual ranking, Aon has
been the world's second-largest broker by
revenue in every year since 1996.

As executive chairman, a role he has

held at Aon since 1990, Mr. Ryan meets
with clients and is one of Chicago's most
visible businessmen. Mayor Richard M.
Daley tapped him to head the city's
committee for the 2016 Olympic Games,

and Mr. Ryan has been honored many
times for his leadership and integrity in
business.

Aon is the name under which the

holding company has traded since 1987,
though its history of acquiring brokerage
operations dates to 1977. A turning point
came in 1982, when the Ryan Insurance
Group merged with Combined
International Corp. That enabled Mr.
Ryan to begin the series of deals that
brought his vision of building a global
firm into focus.

"We had a dream and no money, or

very little money. When given the
opportunity to take over Combined...that
gave us access to capital and so within a
month, we bought Rollins Burdick
Hunter, which was the seventh-largest
broker," he said. "That was clearly a
defining moment in the ability to execute
the vision. We were basically a U.S.
business up to 1991, when we were ready
and had the opportunity to purchase
Hudig-Langeveldt, which gave us position
in Europe and Asia."

In 1992, the company acquired Frank
B. Hall & Co. Inc. and became known as

Rollins Hudig Hall Group. It adopted the
name Aon Group in 1995 as it continued

to make other large acquisitions, and its
largest was the $1.2 billion purchase of
Alexander & Alexander Services in 1997.

Things have not all been smooth
sailing for Aon, however. When then-
New York Attorney General Eliot Spitzer
launched investigations of industry
practices, including suing Marsh for
fraud, Aon was drawn into probes of bid
rigging and steering business. No Aon
employees were found guilty or pleaded
guilty to wrongdoing, however, and Aon
agreed to a $190 million settlement in
early 2005. Mr. Ryan says he is

enormously proud that Aon's people and
its culture of integrity "withstood a lot of
scrutiny from internal and external
forces."

One person who has a strong
perspective on Aon's growth under Mr.

ing percentage of employee salary contributed
to the plan and funneled to an investment
option offered by the plan.

BID RIGGING Former New York Attorney Gener-
al Eliot Spitzer's 2004 investigation into the
insurance industry revealed several now-infa-
mous industry terms, but perhaps this is the
one that is most readily identified with the
saga.

CASH BALANCE PENSION PLANS The plans, the
first of which was launched in 1985, get their
names from their basic design in which bene-
fits are, like a 401(k) plan, expressed as a cash
lump sum. The benefit formulas are easy to
understand, with participants receiving credits
equal to a percentage of salary. Accounts bal-
ances are credited with interest, such as the

Ryan is the man who succeeded him as
president and CEO, Greg Case. Before
joining Aon in 2005, Mr. Case led the

global insurance and financial services
practice at McI<insey & Co. in Chicago.

"I observed the industry for the better
part of 20 years. I watched with
tremendous admiration what Pat Ryan
was building. It looked like he had a
vision that very few could've come up
with and fewer still could've executed,"

said Mr. Case. "He was building a global
professional services firm, the likes of
which had never been seen before. It's a

strong commentary on the capabilities of
the man, and that's what I saw on the
outside.

"Having spent time inside Aon, I am
stunned at the capabilities that Pat Ryan
was able to pull together. I've had the
fortune to be inside many professional
services firms, and I believe this man-

through force of will and insight and
vision-was able to pull together one of
the finest professional services businesses
in our space," Mr. Case said.

Tim Cunningham, a principal at OPTIS
Partners L.L.C. in Chicago, said Aon's
emergence as a global brokerage and
largest competitor of Marsh & McLennan
Sos. Inc. has helped give insurance
buyers options.

"Aon clearly is reflective of Pat Ryan.
He built a formidable competitor to
Marsh, which historically was the 800-
pound gorilla," Mr. Cunningham said.
"When Pat began building Aon, there was
a significant gap between Marsh and Aon
in revenue. From the buyer standpoint,
Aon gave buyers another broker of
choice."

Mr. Ryan's involvement in the deals
chat built Aon is a testament to his skill as

a salesman, he said. "He makes things
nappen."

"He continues to be the ultimate client

guy. Pat continues to be the ultimate
closer," said Mr. Case. "I consider it a

pure joy to be able to work alongside a
man with his passion."

prevailing rate on the one-year U.S. Treasury
bill, plus one percentage point.

CATASTROPHE BONDS While insurers and rein-

surers have been reinsuring or retroceding
their risks for many years, it wasn't until the
1990s that they found ways of doing so that
directly accessed the capital markets.

CATASTROPHE MODELING Before the late 1980s,
insurers and reinsurers relied on traditional

underwriting methods to analyze their expo-
sure to natural catastrophe risks. The introduc-
tion of computer-based probabilistic models
revolutionized the underwriting process.

FIND MORE RISK & BENEFITS REDEFINED AT

WWW.BUSINESSINSURANCE.COM/40TH
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Market took off after directors, officers found personally liable
Two court rulings in 1968 brought risk to attention of executives; 1976 ruling opened the spigots ofsecurities class actions

By DAVE LENCKUS

Insurers first offered directors and

officers liability insurance 70 years
ago, but the coverage did not draw
insurance buyers on a large scale
until the late 1960s, when courts

began handing investors victories in
securities litigation.

The first D&0 policy, written by
Lloyd's of London underwriters,
appeared in the United States in the
mid- to late 19305 after the enact-

ment of the first federal securities

laws, according to market experts.
"For the first time, you, as a direc-

tor or officer, faced exposure" over
investors' losses, said policyholder
attorney William Passannante, a
partner with Anderson Kill & Olick
P.C. of New York.

Federated Department Stores Inc.,
now known as Macy's Inc., is widely
considered the first buyer of the cov-
erage.

Market experts disagree over
whether the earliest Lloyd's policies
consisted of what came to be the

coverage's traditional A and B sides.
Side A covers executives directly
when corporate indemnification is
preduded; Side B reimburses the cor-
porate entity after it has indemnified
its executives.

But Carol A.N. Zacharias, senior vp
and underwriting counsel for ACE
USA in New York, maintains that the

Lloyd's policy contained both sides.
There was little demand for the cov-

erage, however, because organiza-
tions were not yet allowed to indem-
nify their executives, and most exec-
utives did not perceive that they
faced a great risk, she said.

That perception changed in 1968,
when the 2nd U.S. Circuit Court of

Appeals ruled in Escott vs. BarChris
Construction Corp. that the defendant
company's directors and officers
were personally liable to investors
who relied on misleading financial
figures developed by an outside
accounting firm. The court ruled
that the executives failed to exercise

due diligence by not substantiating
the figures.

"This jolted Ds and Os," said
insurer attorney Dan A. Bailey, a
partner with Bailey Cavalieri L.L.C.
of Columbus, Ohio. "It led to a lot of

companies buying this product."
Another ruling by the 2nd Circuit

that year also startled executives, Mr.
Passannante noted. In S£C vs. Texas

GulfSulphur Co., the court ruled that
executives could be held liable for

investors' losses even when the

defendants did not personally profit
from their actions.

While those cases got directors'
and officers' attention, they did not
drive up claim frequency significant-
ly.

But the U.S. Supreme Court's 1976
mling in Ernst & Ernst vs. Hochfelder
did. In that case, the court ruled that

plaintiffs did not have to prove they
were intentionally deceived but only
that corporate officials were reckless.

"That starts the spigot" of securi-
ties dass action claims and fuels the

growth of powerful plaintiff law
firms, Mr. Bailey said.

Meanwhile, a 1972 Pennsylvania
federal ccurt case, Bird vs. Penn Cen-

trat Co., sent a warning to buyers that
insurers wculd not tolerate misrepre-
sentations n coverage applications.

The co-lrt confirmed that Lloyd's
underwriters could rescind their pol-
icy coversg the directors of Penn
Central, which at that time was the

biggest company in U.S. history to
file for bankruptcy. Underwriters
sought the rescission after investiga-
tions into the company's demise
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unveiled that some top corporate
offidals were involved in an illegal
scheme to profit from the company's
employee pension plan investments.

At the time, D&0 policies did not
have severability provisions, so inno-
cent as well as culpable executives
could have lost their coverage.

Lloyd's underwriters later settled the
dispute for a small fracticn of policy
limits, according to insurer attorney

Stu Ross, who represented Lloyd's.
Mr. Ross is now a partner with Ross,

r
%13
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Dixon & Bell L.L.P. in Washington.

[nsurer attorney Richard J. Bort-
nick, a partner with Cozen O'Con-
ncr P.C. in Philadelphia, says that
the case highlighted -he value of
D&0 insurance.

It also demonstrated an important

concept in coverage litigation, Mr.
Ross said: "Insurers have some rights,
too."

Over the r.ext decade, corporate
America's merger and acquisition
binge compounded claim problems

for buyers and insurers. Mergers that
did not fare well led to state court

lawsuits in which investors claimed

that top management breached their
fiduciary duties. In three decisions in
1985, the Delaware Supreme Court
agreed.

"That was a huge wakeup call" for
executives who had relied on the

business judgment rule to protect
them from such claims, Mr. Bailey

Continued on next page
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said. The rule guards executives from
liability for poor business results if
the executives had used sound rea-

soning in making their business deci-
sions.

The resulting crush of losses exac-
erbated the already tightening insur-
ance market. Many buyers could not
find coverage after many D&Oinsur-
ers exited the market, and buyers
that did find coverage could not find
enough. Plus, the cost of coverage
shot up from five or six figures to
seven figures, recalled broker Lou
Ann Layton, a managing director
and the national D&0 practice lead-
er for Marsh Inc. of New York.

m
Those market conditions drove

buyers to set up their own Bennuda-
based excess liability facilities,
induding what are now known as
ACE Ltd. and XL Capital Ltd.

When the market began softening
in the late 19805, policy terms and
conditions began broadening to
extend defense costs to executives

facing criminal charges.
That is an indication that policy

enhancements have gone to insiders
more than independent directors,
noted Evan Rosenberg, a senior vp
with Chubb Corp. unit Chubb Spe-
cialty Insurance of Warren, N.J.

At the same time, the Supreme
Court knocked down a litigation bar-
rier for class action plaintiffs. In its

On July E, 2006, a powerful tornado tore through Atlanta, leveling everything in its path. When it

reached the multimillion-dollar Atlanta Motor Speedway, entire sections of the track vanished.

Three-and-a-half months later, the fall race weekend opened as planned. To make this happen, the

people at the speedway worked in tight partnership with their FM Global client service team.

BE4*16

1988 ruling in Basic Inc. vs. Levinson,
the court ruled that every member of
a class action does not have to prove
they relied on misleading financial
material, as long as the material was
absorbed into the investor commu-

nitv and affected the defendant com-

pany's share price.
"The securities class action arena

really starts taking off," Mr. Bailey
said.

But buyers hoped to see a reduc-
tion of frivolous claims with the

enactment of the Private Securities

Litigation Reform Act of 1995. Claim
frequency did drop below 1995
claim levels for two years but then
went up sharply until 2005, largely
because of an unstable stock market

The extensive damage was quickly repaired, thanks to their FM Global insurance policy. So on race
1 1

day, the only wind the fans were aware of came from the cars flying by at 170 mph. ,

To read more true stories about how FM Global's unique approach keeps small problems 
from becoming maior headaches for businesses, visit www.fmglobal.com/insuranceevolved.
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and a rash of corporate fraud in the
early part of this decade.

That wave of corporate scandal led
to the Sarbanes-Oxley Act, the 2002
federal statute designed to improve
corporate governance and hold cor-
porate offidals accountable for the
accuracy of financial statements.

While securities dass action daim

frequency has fallen for a few years,
loss severity is rising. And many mar-
ket experts contend that the frequen-
cy figure is misleading, because it
doesn't take into account a number

of derivative action lawsuits.

The mid-1990s also marked the

zenith of coverage allocation dis-
putes between insurers and policy-
holders.

Insurers did not want to cover the

portion of losses attributable to the
actions of the uninsured organiza-
tions. That meant policyholders
could expect only partial coverage of
their losses, even though they con-
tended that a corporation's and indi-
viduals' actions were inseparable and
that settlements were not any larger
because of a corporate entity's
actions.

The issue "was an evolving train
wreck," as alleged damages, and
therefore the amount of coverage at
stake, grew larger, said Steve Shap-
pell, managing director of the legal
and claims practice for Aon Corp.
unit Aon Finandal Services Group in
Denver.

Three federal appellate courts
returned pro-policyholder decisions
in the dispute in 1995, prompting
underwriters to modify D&0 policy
forms. Eventually, the market
responded to policyholders' de-
mands for full entity, or Side C cow
erage, rather than the alternative
option of a preset allocation.

But that decision eventually hurt
corporate executives sued over their
organizations' bankruptcies. Because
their polides now included entity
coverage, the policies were corporate
assets that bankruptcy courts froze
along with all other corporate assets.

The spate of corporate corruption
and financial problems and the
resulting multibillion dollar class
action settlements this decade has

popularized stand-alone Side A cow
erage for securities claims, which
Bermuda-based C.O.D.A.-later

acquired by ACE-introduced in the
19805. The separate tower of differ-
ence-in-conditions coverage com-
forts directors not only because of
the additional limits it provides but
also because it cannot be frozen or
rescinded.

Market experts foresee other
potentially significant developments
for D&0 insurers and policyholders
over the next five to 10 years.

Aon's Mr. Shappell and Chubb's
Mr. Rosenberg pointed to the brew-
ing coverage allocation debate
involving corporate investigations
by the Securities and Exchange Com-
mission. D&0 policies do not cover
costs related to those investigations,
though they often are intertwined
with covered daims.

Mr. Bailey questioned whether
companies might have to defend
against daims that their operations
contributed to climate change, while
also dealing with the Supreme
Court's ruling that greenhouse gases
are pollutants; D&0 polides typical-
ly contain pollution exdusions.
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John ]. Hampton is t}ie KPMG
Professor of Business and Dean of the
School of Professional and Continuing
Studies and Graduate Business

Programs at St. Peter's College in New
Jersey. He specializes in business
ethics, legal liabilitr and enterprise risk
management. He is a former executive
director of RIMS. To read Mr.
Hampton's columns and interviews,
visit www.BusinessInsumnce.com
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RISK & BENEFITS REDEFINED

Industry terms no one used 40 years ago

40 years of risk management highlights
start with the birth of the profession

By John J. Hampton

As Business Insumnce celebrates 40 years of
publication, it is a time to reflect on key
developments and turning points in risk and
risk management since 1967. Here are some
highlights:

196Os-1970s.

• INSURANCE BUYERS MORPH INTO RISK

MANAGERS. From the late 18005,

organizations recognized the importance of
insurance. Still, it was not until the 1960$
that we learned the lesson of the Hartford

Steam Boiler Inspection & Insurance Co. The
title "inspection" comes before "insurance"
on purpose. A company could not buy boiler
insurance if it did not pay for regular
inspections because when boilers are
inspected and maintained, they rarely
explode. Organizations got serious about risk
management starting in the 1960s after
Massey-Ferguson appointed Douglas Barlow
as the first professional risk manager. In
1975, the American Society of Insurance
Management changed its name to the Risk &
Insurance Management Society.

, CAPTIVES CHALLENGE TRADITIONAL

INSURERS. Since the founding of the first
captive in Bermuda in the 1960s,
organizations have gained a more
sophisticated understanding of insurable risk.
A captive allows the retention of high-
frequency, low-severity exposures such as
vehicle accidents and employee injuries.
Efficiencies are achieved when an

organization controls the processing of
claims using its own captive rather than
dealing with an unrelated insurer. Captives
can be a critical risk management tool when
traditional insurance markets do not offer the

capacity or coverages organizations need.

19805

• EXPANSION OF LIABILITY CONCEPTS. Legal
liability arises in the normal course of
business. By the 1980s, nothing was simple as
the U.S. tort system exploded with new
lawsuits. Contract law changes included
implied warranties, express disclaimers and

CLAIMS-MADE FORM In an attempt to curb long-
tail liability losses, the insurance market intro-
duced this form in 1986 as an alternative to

the traditional occurrence form, where insurers

on the risk at the time of the original loss were
liable for losses. Under claims-made forms,
when the loss is discovered the insurer on the

risk pays the claim.

COBRA CONTINUATION COVERAGE Enacted in

1986, the Consolidated Omnibus Budget Rec-
onciliation Act gives employees who terminate
employment the right to continue their
employer-provided coverage for 18 months;
dependents who lose coverage due to death,
divorce or marital separation also can get

strict liability. Punitive damages became a
tool to compensate for pain and suffering.
Courts awarded judgments for psychic
injuries and even hypothetical damages.
Class action and medical malpractice lawsuits
grew exponentially.

• IGNORANCE OF LONG-TERM RISK VIEWS. In

1986, Roger Smith was named CEO of the
Year by CEO Magazine. Short-tenn
achievements drove the honor. The

magazine did not seem to notice General
Motors' underfunded pension plan or the
impact of expensive lifetime health care for a
growing population of retirees. The
consequences of such myopia by automakers
would hit GM, Ford and Chrysler hard 20
years later.

19905

• DEMISE OF THE LIKELIHOOD OF NUCLEAR

DISASTER. In the early 19905, the breakup of
the Soviet Union left the specter of a
renegade nuclear incident but greatly reduced
the prospect of global destruction. This is a
pleasant reduction of risk in the 40-year
period.
• HURRICANE ANDREW CHALLENGES THE

ACTUARIES. When Hurricane Andrew struck

Florida in 1992, actuarial data was quite
precise in forecasting damages. Past
hurricanes allowed insurance rates to be set

based on losing 10% to 20% of roofs. The
problem was that much of the data was based
on masonry walls and tile roofs. A 1980s
development boom in Florida produced
substandard construction. After Andrew,

many subdivisions had lost every single roof.
Insurers were reminded that actuarial data

has to be examined carefully, assumptions
must be tested and underwriting must be

augmented by qualitative assessments.
Andrew also ushered in the era of catastrophe
modeling, a tool widely used today.

• CEO PERFORMANCE RISK. As

the 19805 ended, corporate boards wanted to
ensure that CEOs were rewarded for

improving the performance of common
stock. Bonuses were tied to stock price.
When the Dow went from 3,500 in the early

COBRA for up to 36 months. Employers can
charge a premium of up to 102% of the group
rate for COBRA coverage.

CONSUMER-DRIVEN HEALTH CARE From its on-

gins less than a decade ago, consumerism in
health care continues to be seen by many as
the next step in making workers take more
responsibility for their health care choices.

CORPORATE MEMBER OF LLOYD'S OF LONDON For

most of its more than 300 years, Lloyd's has
relied on individual members who pledged
their entire wealth to support their underwrit-
ing. After disastrous losses shook the market in
the 19805 and 19905, Lloyd's in 1994 began
allowing corporate members, which now make
up most of its capacity.

1990s to 11,000, the rising tide lifted
all boats and CEO compensation. By the mid-
1990s, mediocre performance was highly
rewarded.

• INTERNET RISK. A broad spectrum of new
words arose in the late 1990s and around

2000 to identify new exposures as a result of
electronic communications. They included
hackers, spam, viruses, phishing, pharming,
illegal downloading, industrial espionage,
spyware and cyber terrorism.

2001-Present

• COMMERCIAL INSURANCE AND WAR RISK. The

terrorist attacks of 9/11 exposed the
insurance industry to almost unimaginable
catastrophic loss. Individuals and small

groups could expose a nation to massive
losses previously associated with wars. A dirty
bomb in New York City, for example, could
cause $800 billion or more in insured losses.

Insurance reserves are only about half that

amount. The world has become a riskier place
for those whose job it is to protect others
from massive loss.

• OUTLAW ENVIRONMENTS. Global sourcing
and distribution cause an expansion of
operations into areas of the world where
corruption permeates governments and the
legal and banking systems. Counterfeit
products, violations of patents and
copyrights, and theft of intellectual property
are rampant. Many companies do not have
effective risk mitigation strategies or remedies
to fight back.

• ENVIRONMENTAL RISKS. Temperatures and
oceans may be rising, natural resources may

be declining, pandemics may be approaching
and governments may be unable to mobilize
resources until after a crisis occurs. As

Hurricane Katrina showed in 2005, the

response to an environmental disruption
may be too little too late.

It is hard to escape a conclusion that, with
the exception of nuclear disaster, the world
has become more risky. We will see what
happens in the second 40 years of Business
Insumnce.

CYBER LIABILITY The development of the Inter-
net has changed the way businesses operate
and the liabilities they face. Starting in the
1990s many businesses that previously did not
have to concern themselves with issues such a

copyright infringement and libel, found them-
selves exposed to the risks simply by establish-
ing a Web site.

DOMESTIC CAPTIVE DOMICILES In the early
1970s, Colorado became the first U.S.-based

captive domicile, but it wasn't until 1981 and
the passage of Vermont's captive legislation
that a domestic domidle was created that

would truly rival offshore domiciles like
Bermuda and the Cayman Islands.

FIND MORE RISK & BENEFITS REDEFINED AT

WWW.BUSINESSINSURANCE.COM/40TH
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Looking back at what we have accomplished in 25 years, it's easy to think forward toward a bright future. Constantly evolving
and changing to match the needs of the industry, we're happy to have you along on our journey into the next 25 years.

CELEBRATING 25 YEARS OF EXCELLENT SERVICE

CRC Insurance Services is proud to celebrate our 25th anniversary. We've built our company on unrivated service,
performance, and expertise. Come to CRC for all of your hard to place accounts in Casualty, Property, and Professional.

CX
Perforrnance

is
the Difference

VISIT OUR NEWLY REDESIGNED WEBSITE AT WWW.CRCINS.COM FOR A LIST OF OFFICE LOCATIONS AND BROKERS
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Consolidation among brokerages builds global capabilities
M6A has long driven intermediaries' growth, but 1980s marked accelemtion Ofdeals

f...

By SALLY ROBERTS

Of the 16 brokers that appeared in
Business Insurance's first broker pro-
file issue in 1972, only one remains
today: Marsh & McLennan Cos. Inc.

With $151 million in commis-

sions and fees, New York-based

MMC was the largest among the 16
U.S.-based firms, which included
names such as Johnson & Higgins,
Alexander & Alexander Services

Inc., Frank B. Hall & Co. Inc., Fred S.

James & Co. Inc. and Corroon &

Black Corp.
While MMC, with more than

$10.0 billion in 2006 brokerage rev-
enues, continues to dominate the
brokerage field, the market is now
global in nature and other brokers
have grown into major players,
including Aon Corp., Willis Group
Holdings Ltd., Arthur J. Gallagher &
Co., Wells Fargo Insurance Services
Inc. and Brown & Brown Inc.

Like other industries, consolida-

tion has played and continues to
play a key role in the insurance bro-
kerage marketplace, which has seen
a number of big-name firms disap-
pear over the years and new firms
emerge.

But it wasn't until the 19705 that

consolidation gained much traction
in the brokerage rnarketplace,
observers say.

Very early in the 19705, the bro-
kerage industry was mainly a vast
distribution network of small and

regional privately held companies
all over the United States, with

MMC and A&A the lone publicly
traded exceptions, said Russell
Miller, who founded San Francisco-

based insurance merger and acquisi-
tions advisory firm Russell Miller
Inc. in 1971.

"People woke up to the fact that
the insurance brokerage business
was one you could take public" and
firms such as Fred S. James and

Frank B. Hall took a spot on the
public scene, Mr. Miller said.

Insurance brokerage stock values
were high during that time and
publidy held brokers began "merg-
ing like mad," using their stock to
acquire other firms around the
country, he said.

As clients were beginning to grow
nationally and internationally, the
thought became, "If I don't have an
office in (a certain city;, I'm going
to lose that client because they will
sign up with the local broker," Mr.
Miller said.

Tumingpoint in 19805

In the early 1980s, firms like Cor-
roon & Black, A&A and Frank B.

Hall "were filling out their score
cards" and "if you were a premium
privately held broker in...one of the
five major metropolitan markets
around the country...often
times...you became A&A's San
Francisco office" as one example,
said John Wicher, a principal with
John Wicher & Associates Inc. .n
San Francisco.

"There were so many deals done"
in the mid-19805 when the new

publicly traded brokers sought to
grow across the United States, he
said. And privately held brokers
were having a tough time with per-
petuation and often "reached the
conclusion that an internal sale was

not practical," Mr. Wicher said. So
they sold their firms to the public
brokers making attractive offers.

It was also during this time that
acquisitions became more global in
nature. Marsh acquired London-

A Complete Third Party Claims Administrator
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• Employee Benefits • Web-based Claim System
• Property / Casualty reporting & management information

Insurance

• Medical Stop Loss • Liability
• Workers Comp • Self Insurance Qualification
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based C.T. Bowring & Co. Ltd. in
1980; A&A, after failing to secure a
deal with London-based Sedgwick
Group P.L.C., acquired London-
based Alexander Howden Group
Ltd. in 1982.

"There was a turning point at
the beginning of the '805 when
you started to see things like
Marsh buy Bowring and A&A
buy Howden. It started a
momentum," said Michael D.
O'Halleran, executive chairman

of Aon Re Global in Chicago.
It was also at this point that bro-

kerage consolidator Bernard H.
Mizel came on the scene with a new

and different strategy: aggregating
smaller, regional agencies into a
national brokerage platform.

"I had a vision of what I wanted to

create, which was an organization
that would be an alternative for very
strong local and regional brokers to
become part of something that"
would serve their need to grow and
expand as well as their clients' needs

»iL,

mid-

dle

for market

various i V.4 firms such as

financial service Bache Insur-

products such as life ance Services in

insurance, employee benefits the early 1980s, Ameri-
and property/casualty insurance. Mr. can Business Insurance Inc. in the

Mizel said. mid-1980s and early 1990s, and USI
In all, Mr. Mizel completed 371 Holdings Corp. in the mid-19905.

acquisitions of middle-market bro-
kers over 25 years as he built up See CONSOLIDATION page 30

Aetna, CIGNA divestitures reshaped P/C market
By SALLY ROBERTS

Insurers in the property/casualty
market have come and gone over
the years, but few market depar-
tures have had as much impact as
those by Aetna Life & Casualty
Co. and CIGNA Corp.

Their unique property/casualty
division divestitures not only
resulted in two major health care

insurers, they also resulted in two
major players in the

property/casualty market-Trav-
elers Corp. and ACE Ltd.

While each deal was unique,
the reasons for selling their prop-
erty/casualty operations in the
19905 were quite similar,
observers say.

Both Aetna and CIGNA had

difficulties building profitable
property/casualty operations and
both decided to shed noncore

businesses and to focus solely on
health care.

And for CIGNA specifically,
the deal allowed it to jettison its

long4ail asbestos and environ-
mental liabilities that it had shift-

ed to a separate runoff company
as part of an extremely con-
tentious reorganization.

Travelers paid $4 billion in
cash in 1996 for Aetna's P/C

operations, while ACE paid $3.5
billion in 1999 to acquire
CIGNA's P/C operations, indud-
ing its long-tail liabilities.

"It was pretty dramatic and
interesting," said John Wicher, a
principal with John Wicher &
Associates Inc. in San Francisco.

"You had two of the largest prop-
erty/casualty players throwing in
the towel."

"There have been larger trans-

actions in the industry over the
last 40 years, but there have been
none as market changing as the
CIGNA and Aetna divestitures,"

said John L. Ward, chief execu-
tive officer at Cincinnatus Part-

ners L.L.C., an insurance industry
advisory finn.

In addition to Aetna and

CIGNA then becoming health
care giants, CIGNA's P/C opera-
tions gave ACE, which at the
time was a specialty insurer and
reinsurer with operations based
largely in Bennuda and London,
a worldwide insurance franchise

that included a significant pres-
ence in the U.S. market. And Aet-

na's operations gave Travelers
needed scale and "set the stage
for what would ultimately be a
couple of years down the road
the megatransaction between
Travelers and Citigroup," Mr.
Ward said.

While the deals made sense for

all the players, they specifically
allowed CIGNA and Aetna to

take advantage of the opportuni-
ties occurring in the health insur-
ance market.

"Aetna, like CIGNA, had devel-

oped a leading position in nan-
aged care where they had some
control and...they recognized
the favorable demographics and
wonderful growth opportunities
in the health care business," said

Mark Puccia, a managing director
of Standard & Poor's Corp. in
New York. "It was a logical shift
for them to leverage the business
they had better control of
and...saw wonderful profit
potential."
«Aetna was a company that

(had) tried to be all things to all

people," said Myron M. Picoult,
an independent insurance con-
sultant who spent 38 years as an
insurance analyst. "Clearly there
were service problems and ineffi-
ciencies." That, in addition to

management's belief that "the
health care business would prob-
ably afford them better returns
going forward," ultimately led to
the divestiture, he said.

Similarly, CIGNA "decided to
make a bet on the health care

business, They believed that was
a better business to be in," Mr.
Picoult said. "It seemed to be a

much easier decision for

(CIGNA) than for Aetna."
Indeed, in an effort to main-

tain its A- rating with A.M. Best
Co. Inc. for its active operations,
CIGNA shifted its long-tail
asbestos and environmental lia-

bilities in 1995 into a separately
capitalized runoff company,
Brandywine Holdings Corp.

The so-called "good book/bad
book" reorganization was

extremely contentious and

resulted in years of bitter litiga-
tion that extended to July 2006
when ACE sold the runoff opera-
tions to a London investment

firm.

Both the separation of the
good book/bad book operations
of CIGNA and the sale of its P/C

operations were "excellent strate-
gic moves" for CIGNA, Mr. Ward
said, but "the divestiture was not
in and of itself due to its asbestos

and environmental exposures. It
was one in a series of divestitures,

several of which already occurred
leading up to the transformation
into a managed care health care-
oriented business."
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Consolidation: Urge to go global began to pick up steam in 1980s
CONTINUED FROM PAGE 28

During the time USI and other
aggregators-Poe & Brown Inc.,
Hilb, Rogal & Hamilton Co. and
Acordia Inc., among them-were
acquiring a number of smaller agen-
des around the country, consolida-
tion among the nation's largest bro-
kers went into overdrive.

A number of well-known and

established firms disappeared over
the years, including Fred S. James,
which Sedgwick acquired in 1985;
Corroon & Black, which merged
with Willis Faber P.L.C. in 1990;

and Frank B. Hall, which Aon

acquired in 1992. But that was
nothing compared with the frenetic
pace with which Marsh and Aon
attacked the market.

Marsh and Aon were responsible
for the disappearance of eight of the
world's 20 largest brokers from BI's
1995 rankings. From 1996 through
1998, Aon acquired such top-tier
brokers as A&A, Bain Hogg Group
P.L.C., Group le Blanc de Nicolay,
Jauch & Huebener KGaA and the

Minet Group. During the same peri-
od, Marsh acquired Cie. Europeenee
de Courtage d'Assurances et de

'There's more

competition, maybe not in
pure numbers, but I see

more competition today
than I have ever before.'

Miciael O'Halleran, Aon Global Re

Reassurances, J&H and Sedgwick.
"What started the momentum

customization. Ycu demand and deserve an insurance

program that fits your ever-changing risk profile. Our response at Old Republic R sk Management

is to listen to you with a firm understanding that no two insureds are alike, End that their needs

change over time. We approach each opportunity with the commitment to build a risk management

program that is sustainable, allowing you to concentrate on safety and loss control. as well as

mitigating losses that have occurred.

We know this is important to you.

* OLD REPIBLIC
* Risk Management, Inc.

www.orrm.com

OLD REPUBUC INSURANCE COMPANY FINANCIAL RAnNGS

A.M. Best A+X(Supertor). Moody's Aa2(Excellent), Standard & Poor's AA(Excellent)

was a growing recognition that
clients wen in need of global capa-
bilities" and the need to improve the
distribuion of products and
enhance servia offerings for those
clients, said Mr. O'Halleran, who at

the tme vas president and chief
operasing offizer of Aon Corp. and
president of its r·rokeage ope.ations.
"We were in e very soft market back

then and were all looking to grow."
In addi.ion, "tte supply and

demand Cune was out of synch,"
Mr. O'HaLeran said. "The ineffi-

ciencies were everywhere and the
idea was bl tringing one plus one

together, you'd get at least two-and-
a-half if not three in terms of a

return" with a better, bigger compa-
ny with global scale.

While concerns were raised that

the mass consolidation at the top of
the brokerage ranks resulted in just
two megabrokers from which buy-
ers could choose, observers say that
fear never really came to fruition.

"There's more competition,
maybe not in pure numbers, but I
see more competition today than I
have ever before," Mr. O'Halleran

said. "If you look back at what we

did over that period of time and
subsequently...and say, 'Who
won?' I think all day long the client
won."

"I would contend that the con-

solidation at the top did not result
in a shrinking of the marketplace"
but rather resulted in "a broadening
opportunity for buyers," said John
L. Lumelleau, president and CEO of
Kansas City, Mo.-based Lockton
Cos., which joined BI's top 10 list of
the world's largest brokers for the
first time this year.

"The dislocation of talent as a

result of the consolidation had the

most dramatic impact on the
growth of other brokers and large
agencies. I am, like so many other
folks, an example of that," said Mr.
Lumelleau, who joined A&A in
1976 and resigned in July 1997, six
months after Aon completed its
acquisition.

"It was not that the other firms

are not fine firms. We thought there
were other opportunities to make
an impact in the marketplace and
took advantage of them," Mr.
Lumelleau said.

"The rumors of consolidation in

the '90; causing a monopoly in the
industry just didn't happen," said
Ken Crerar, president of the Council
of Insurance Agents & Brokers in
Washington. "It's a highly compet-
itive market today and provides a
lot of choice for customers."

The fact of the matter is "consoli-

dation is a natural byproduct of any
industry as it ages," Mr. Crerar said.

Indeed, 10 years after mass con-
solidation shook up the brokerage
market, it continues to occur, albeit

not as dramatically.
While brokerages such as Arthur

J. Gallagher & Co., Brown & Brown
and Hilb Rogal & Hobbs Co. contin-
ue to acquire smaller agencies, larg-
er deals such as Lockton's $170 mil-

lion acquisition of Alexander Forbes
International Risk Services last year,
continue to occur and change the
brokerage market landscape.

More recently, though, banks
and private equity firms have dom-
inated the consolidation trends.

Today, two of the world's largest
brokers in BI's rankings, Wells Fargo
Insurance Services and BB&T Insur-

ance Services, are owned by banks,
as well as a number of brokers listed

among Bfs rankings of the 100
largest brokers of U.S. business.

Private equity firms have taken
an interest in the brokerage market
as evidenced by the $1.4 billion
buyout last year of USI, the $1.9 bil-
lion buyout of Hub International
Ltd. and the $1.1 billion buyout of
Alliant Insurance Services Inc.
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Inc. launches Business

Insurance.

Delaware enacts law

allowing corporations to buy
directors and officers

liability insurance and
indemnify directors and
officers for certain acts. The

legislative approval led to
widespread popularity of
D&0 coverage.

A-Mill'll

The St. Paul Cos. offers the

first electronic data

processing policy to protect
computer equipment that

businesses are increasingly
using.

Lloyd's of London reports
the first operating loss for

the market in its 280-year
history. Under Lloyd's three-
year accounting, much of
the loss came in the form of

claims from Hurricane Betsy
in 1965.

Capacity shortage prompts

Lloyd's to seek investors
outside the United Kingdom
for the first time.

Cium. C#It[!8 Smiling
M* 80 Hdous

To Yow Hedth

* A federal judge rules that federally mandated
warnings on cigarette packages do not shield tobacco
companies from lawsuits by smokers.

1984

At least 3,000 die following a poisonous gas leak from
a Union Carbide plant in Bhopal, India, one of the
worst-ever industrial accidents. 0

1995

CIGNA Corp.'s plan to place

its long-tail liabilities into a

separately capitalized
runoff unit draws criticism

from policyholders and
other insurers.

Photos: AP PHOTOS, GETTY IMAGES

Aon Group's $1.23
billion acquisition of
Alexander &

Alexander Services

makes Aon the

world's largest retail

brokerage as well as
the world's largest
reinsurance

intermediary.

1996

.
40 YEARSYOF}RISK MANAGEMENT EVENTS

Hurricane Camille, called the

most violent storm in U.S.

history, devastates the Gulf
Coast, but insured losses do

not rival those of Betsy four
years earlier.-

5

F
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1986

* President Ronald Reagan signs
an expansion of the Risk Retention
Act, allowing RRGs to directly
write all commercial liability risks

except workers compensation.

A majority of states adopt ISO's
revised claims-made general
liability policy form. Insurers use

the form for primary coverage
mainly on the largest and most
hazardous exposures.

1997

. The tobacco industry agrees to pay
more than $360 billion to settle a class

action lawsuit brought by a group of states.
The settlement is later reduced to $206

billion but does not shield cigarette makers
from individual suits.

Marsh & McLennan Cos. buys Johnson &
Higgins in a $1.8 billion deal, reclaiming
Marsh's spot as the world's largest broker.

7

*President Richard Nixon

signs the Occupational
Safety and Health Act, which
created dozens of new

workplace health and safety

regulations and formed a
federal agency to enforce
them.

The California Insurance

Department is permitted
to liquidate Mission
Insurance Co., one of the

biggest insolvencies
ever.

1987

Lloyd's of London admits
women to work in the

underwriting room.

ln Borel vs. Fiereboard, the
5th U.S. Circuit Court of

Appeals rules in asbestos
manufacturer has a duty to
warn insulatiol workers of

the hazards of asbestos. The

case is the first to extend

strict liability for the failure
to warn end users of a

product's possible hazards.

California voters approve Proposition
103, which mandates rollback of

property/casualty rates and makes the .,
state insurance commissioner's post an
elected office.

The Piper Alpha oil rig explodes in the

North Sea, killing 166 and resulting in
more than $2 billion in insured losses.

It remains one of the largest man-made
disasters in history. -

The crash of a Swiss MD-11 off the coast of

Nova Scotia kills all 229 aboard and results

in one of the largest-ever insured hull
losses, more than $125 million. -

1998

1988

* Five securities suits against
Matel Inc. are settled for $30

million in what is the largest
dire:tors and officers

sett ement to date.

f

* Pan Am Fligh: 103 explodes over

Lockerbie, Scotland, killing a11269 aboard.
The crash changes aviation and security
procedures worldwide.

State attorneys ,eneral launch antitrust
litigation against insurers, reinsurers and
insurance trade groups, alleging they
conspired to maripulate prices in the
commercial liability insurance market. The
case is settled ini1994.

2000

* The millennium computer
bug, dubbed Y2K, fails to cause
the widespread losses that

many computer experts had

forecast. The bug was rooted in
internal clocks containing only
two digits for the year,

suggesting that the year 2000
would make computers assume
the year had reverted to 1900.

In the worst terrorist attack

in history, four planes are
hijacked and two are
crashed into the World Trade

Center. Nearly three
thousand are killed and the

WlC complex is destroyed,
geterating claims across
meny lines of coverage. -

2001
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Two Boeing 747s collide on a
runway in the Canary
Islands, killing nearly 600
people and causing one of
the biggest-ever insured
aviation losses. -
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* Howard T.

Weber, director of
insurance at

Minnesota Mining &
Manufacturing Co.,
is B/'s first Risk

Manager of the
Year.

Insured losses from Hurricane Hugo reach $4 billion, making
it the costliest storm to date.

A 7.1 magnitude earthquake jolts San Francisco, causing an
estimated $1 billion in damage.

Oil tanker Exxon Valdez runs aground in Alaska's Prince
William Sound. Litigation leads to a multibillion-dollar
punitive damages award. -

2002

* Scandals at Enron,
WorldCom and other

companies lead Congress to
pass the Sarbanes-Oxley
Act, ushering in a new era of
corporate governance and
regulatory compliance.

The Terrorism Risk

Insurance Act created a

federal backstop that was
designed to stabilize the
market for terrorism insur-

ance, but few purchase it.

1989

f

An undersea earthquake off
of Sumatra triggers a rare
tsunami in the Indian Ocean.

More than 200,000 are killed in
the disaster.

New York Attorney General
Eliot Spitzer sues Marsh &
Mclennan alleging fraud and
bid rigging, triggering a wave
of investigations into insurance
industry practices. *

2004

/
40 YEARS OF RISK MANAGEMENT EVENTS

President Jimmy Carter
creates the Federal

Emergency Management
Agency to centralize federal
disaster relief efforts. +

1991

The Persian Gulf War creates chaos

for insurance buyers with war-risk
policies, whose prices rise sharply.

Four major hurricanes strike Florida, during an urusually
active season in which hurricane forecasters ran out of
names for storms. -

ERSOR
W TB

111Rki AN E ssis
Business Insurance 40th Anniversary issue

« - 1 NO  '
- - 1 TRESPASSING - 1 -:
r -  DANGEROUS . 1 31
- r * AREA r

-+tfl*i·:T-li-1+1 1 '1.- =/

- Congress passes the Superfund law in
response to the Love Canal iolluticn
scandal. The law permits the
Environmental Protection Agency to
clean up sites and seek reccvery from
potentially responsible part es.

In a case involving the drug DES, the
Supreme Court rules that manufacturers
can be held liable based on their market
share.

Business Insurance October 8,20071 33

Congress passes the Risk
Retention Act to allow risk

retention groups to write
product liability coverage
for members across the

country after meeting the
licensing requirement in one
state.

A federal appeals court rules
that a triple trigger exists
for asbestos-related

diseases, expanding
policyholders' ability to tap
multiple policies for long-tail
claims.

Hurricane Andrew hits south

Florida, causing a record $15.5

billion in insured losses. Later ,
upgraded to category 5, it renains
the second-worst hurricane Icss

ever.*

Los Angeles riots following the ,- _.2**
acquittal of police officers in:he .1.1:ILL-adse--
beating of motorist Rodney King verdict result in
$775 million in insured property damage. It sets
the record for any single U.S. civil disorder. -

Major brokers pay more than
$1 billion to settle

investigations by attorneys
general in New York and
other states. Several

brokers agree to cease
accepting contingent
commissions.

Longtime American
International Group Inc.
Chairman Maurice R.

Greenberg resigns following
investigations by Eliot
Spitzer, who also brings civil
fraud charges against him. *

Hurricane Katrina

devastates the Gulf Coast

and triggers massive
flooding in New Orleans,
creating the largest-ever
insured catastrophe. Losses
are estimated at more than

$30 billion. *

2005

1992 1993

Lloyd's unveils a radical
"reconstruction and

renewal" plan of reforms
that include corporate
capital.

AIG pays $1.64 billion to
settle the Spitzer
investigations.

Insurers and property
owners get a reprieve in an
unusually calm windstorm
season in which no

hurricanes make landfall in

the United States.

2006

Crain Communications

launches Business /nsurance

Europe. -

nce

Entire contents copyright © 2C07 Crain Communications Inc.
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The Insurance Services
Office Inc. issues a new

comprehensive general
liability form requiring risk
to be written on a claims-
made basis.

4

4

1994

* Northridge, Calif.,
earthquake causes an
estimated $12.5 billion in
insured losses.

Hannover Re Group shifts
$85 million of catastrophe
risk to the capital markets in
one of the first-ever hazard

risk securitizations.

A federal judge approves a
$4.75 billion global
settlement by the makers of
silicone breast implants.

2007

. Insurers settle a six-year
coverage dispute over the
destruction of the World

Trade Center, closing a
contentious chapter after
the Sept. 11, 2001, terrorist
attacks.

Private equity firms take
ownership stakes in several
large brokers.
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WAUSAU PACKAGE AT WORK. Recently, we received

some interesting property claims. Hotel guests, trying to

expand their closet space, enlisted the help of sidewall

sprinkler heads, using them as makeshift coat

racks. The weight of the clothing damaged the fusible

element of the sprinklers, setting them off and causing

more than $200,000 in water damage. When our loss

t.,1 prevention experts located the source of
¥ \\ f
6 -Vil l

 the problem, they quickly advised clients
4**' With 54%

Cause Flooc to place a warning sign next to sidewall

sprinklers to prevent similar damage. Simple, but

effective. That kind of industry knowledge and attention

to detail can be found throughout Wausau, in any of our

areas of expertise - from hospitality to construction. And

with Wausau Package, you can leverage that expertise

to get comprehensive coverage tailored to the specific

needs of your business. It's all part of Wausau

TotalValueM and our commitment PReCE#COCK
- il

to lowering your total cost of risk. A commitment

backed by the financial strength of Liberty Mutual. To

learn more, contact your Wausau Signature Agency

representative or your appointed Wausau producer.
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Wausau Insurance Companies

2000 Westwood Drive, Wausau, WI 54401

www.wausau.corn
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Washington heavyweights have shaped insurance industry
REP. JOHN D. DINGEU, D-Mich., has issue In 1999, when he Joined Sen. commercial insurance industry. Banks effort, and Sen Hollings retired from No one ever accused former SEN.

never been afraid to rock the boat. Bob Bennett, R-Utah, In promoting generally preferred to pursue the Senate in 2004. PAUL SARBANES, D-Md, of being the
And that's Just what he did as legislation that gave businesses personal lines oppolunities, although flashiest member of the world's

chairman of the Energy and protection from hability arising from some did get involved in the Former SEN. ROBERT KASTEN, R- greatest deliberative body during his
Commerce Committee in 1990 when the much-feared "Y2K" computer commercial insurance brokerage Wis., was a man on a mission-to three decades there. In fact, Sen.
he released a report "Failed glitch. The glitch, fortunately, turned business Sen. Gramm retired from reform the nation's patchwork of Sarbanes often seemed to go out of
Promises." That report-and its 1994 out to be of little consequence. the Senatein 2002 product liability statutes. his way to avoid attention.
follow-up, "Wishful Thinking"-gave First elected to the Senate in 1980, But as chairman of the Senate

state insurance regulators heartburn Former REP. JAMES FLORIO, D-N.J., SEN. CHARLES GRASSLEY, R-Iowa, the Badger State lawmaker Banking Committee and primary
as they read of the shortcomings of left a mixed legacy on risk played key roles In both risk repeatedly introduced federal author of the Sarbanes-Oxley Act of

- i state-based management issues. management and pension issues. product liability reform legislation as 2002, the scholarly lawmaker-who
insurance On one hand, he was one of the In 2005, he introduced the Class a member of did not seek re-election in 2006-had

regulation In chief proponents of the Liability Risk Action Fairness Act. which became the Senate an impact about
. - ' dealing with Retention Act of 1986, which the most ambitious piece of federal Commerce, which most

:d interstate expanded the 1981 Product Liability tort reform legislation to become law. Science and colleagues
problems such Risk Retention Act to allow risk Among other things, CAFA aimed to Transportation could only

 as fraud. retention groups to write all types of reduce the impact of forum shopping Committee. And dream.

After the first commercial liability coverage except by allowing either party In certain Sen. Kasten The act

report workers compensation Risk retention class actions repeatedly ran responded to a
appeared, Rep groups write product liability that involve into a legislative series of

Sen. DIngell Dingell coverage for member policyholders in plaintiffs and roadblock in the financial and

introduced a any state after meeting the licensing - defendants Sen. Kasten form of accounting
measure to provide federal insurance requirements of one state. - . from different Committee Sen. Sarbanes scandals that

solvency regulation, but the bill failed On the other hand, he also was the states to have Chairman Ernest Hollings, D-S.C. rocked the

to pass. Nevertheless, Rep. Dingell's author of the the case moved Although President George H.W. economy early in the decade. The
actions helped stir support for a Comprehensive to federal court Bush's administration was outspoken discovery of financial chicanery at
federal role In insurance regulation, Environmental C from state In its support of tort reform, including company after company led to
support that -tow manifests itself t' Response, court. Backers product habllity reform, and although enactment of the Sarbanes-Oxley Act
throughout much of the insurance I 4. 7 * Compensation Sen. Grassley of the bill-which the details of successive product The act required corporations to
Industry as support for an optional and Liability Act numbered liability reform bills differed, not even meet enhanced reporting and
federal charter for insurers of 1980, which virtually all of the business the best efforts of Sen. Kasten could auditing standards By doing so, it

Rep. Dingell-now the longest- created the so- community-had long argued that get a bill through committee. In 1992, also opened corporate directors and
serving memier of Congress and 12 ---1 called defendants and plaintiffs in such he was defeated in this effort to win a officers to new liability exposures.
once again chairman of the Energy Superfund to cases could be more likely to receive third term in the Senate, and retired Sarbanes-Oxley didn't immediately
and Commerze Committee courtesy Rep. Florlo pay for the impartial Justice in a court not subject to private life. restore probity to the marketplace-
of the Democratic congressional cleanup of the to local prejudice. by 2003, scandals wracked the
victories of 2006-has not shled away nation's most polluted sites and On pension reform, Sen. Grassley As the first chairman of the House mutual fund industry. Yet five years
from health insurance issues either. subJected corporations to liability for was the lead in winning passage of Financial Services Committee, former after Its enactment, and despite
The longtime proponent of what he m acts that were legal when they legislation that requires employers REP. MICHAEL OXLEY, R-Ohio, efforts to scale back its reach, the
a 1997 Business Insurance interview occurred. Repeated efforts to reform that match employees' 401(k) increasingly brought insurance issues Sarbanes-Oxley Act Is credited with
called an intelligent single-payer" Superfund's liability system failed contributions with company stock to under the Jurisdiction of what had having enhanced corporate
health insurance system seems likely during the early 1990s. allow employees to divest those previously been called the House accountability, albeit at a cost.
to be a major player in any future By that time, though, Rep. Florio contributions after three years. The Banking Committee.
health care debates. had left Congress to become measure came In reaction to the Of course, his name is most closely Although certainly a conservative,

governor of New Jersey. He served collapse of Enron Corp. in 2001. associated-along with that of former SEN. JOHN SUNUNU, R-N H. isn't afraid
Senate Banking, Housing and one term before being defeated by Sen. Paul Sarbanes, D-Md -with the to tackle the notion that the states do

Urban Affairs Chairman CHRISTOPHER Christine Whitman. Ironically, As chairman of the Senate Sarbanes-Oxley Act of 2002, a law it best when it comes to insurance

J. DODD, D-Conn., has been a crucial President George W. Bush named Commerce, Science and that created new financial reporting regulation.
player in efforts to create and Gov. Whitman head of the Transportation Committee from 1987 standards for U.S. businesses. But During the past two sessions of
maintain a federal government Environmental Protection Agency in to 1995, former SEN. ERNEST Rep. Oxley's influence extended far Congress, the senator has joined
terrorism Insurance backstop ever 2001, which administers Superfund. HOUINGS, D-S.C., wielded beyond that landmark piece of forces with Sen Tim Johnson, D-S.D,
since the idea first emerged in the considerable power, which he never legislation. in sponsoring legislation that would
aftermath of the Sept. 11,2001, Former SEN. PHIL GRAMM, R-Texas, failed to use to block tort reform In addition to promoting the federal allow both property/casualty and life
attacks on the World Trade Center prefers the free market to initiatives. terrorism insurance backstop, Rep. insurers and producers to be
and elsewhere. government regulation when It comes The senator, better known as Oxley used his governed by new, optional federal

As an original co-sponsor of the to economic matters. "Fritz" Hollings, was particularly position to draw charters rather than having to be
Terronsm Ask Insurance Act of So perhaps it should come as no opposed to efforts to create a attention to

.-. regulated by the
2002, the surprise that the one-time economics uniform federal product liability code, what he states, as is now
veteran professor emerged as one of the efforts spearheaded on his committee considered the law under
lawmaker prime movers in the deregulation of by Sen. Robert Kasten, R-Wis. shortcomings of 4 the McCarran-
helped the financial services Industry. But Sen. Hollings' interest in risk the state-based Ferguson Act.
shepherd both With former Reps. Jim Leach, R- management insurance Similar

j
TRIA and the Iowa, and Tom Wiley, R-Va. Sen. and insurance regulatory legislation was
2005 successor Gramm drafted the Gramm-Leach- issues went system. IL recently
bill that Bliley Financial Services beyond fooling Rep. Oxley In 2004, he
extended the Modernization Act that became law in

. and colleague the House.product liability

introduced In

program 1999. reform. He Rep. Richard Baker, R-La., circulated a Sen. Sununu Sen. Sununu
Sen. Dodd through the end Thelaw opposed efforts draft State Modernization and and allies have

of 2007 repealed the to give Regulatory Transparency Act. The presented the proposal as a matter of
through the committee and the Glass-Steagall businesses draft, which represented the most economic security that would allow
Senate floor. Only days after the Act, a some liability comprehensive proposal to Insurers to better compete
2006 Democratic congressional Depression-era Sen. Hollings protection for modernize insurance regulation internationally.
victories made him the likely Banking measure that problems in 60 years, called for pre-empting But he also has made it clear that
Committee chairman, Sen. Dodd said had prohibited emerging from the so-called Y2K state rating laws for commercial and he's under no illusion that radically
that extending the program-perhaps banks from computer glitch that caused personal lines coverages, and changing the nature ofinsurance
permanently-would be high on the offering considerable concern In the late creating a seven-member federal regulation will be easy. Despite the
panel's agenda. Sen. Gramm insurance and 19905. body that would seek to resolve growth of pro-optional federal charter

The committee has yet to move on investment And as a member of the senatorial conflicts among state laws. sentiment in recent years, the
the issue, but the senator has given services. minority, Sen. Hollings sought to But the so-called SMART bill never property/casualty industry itself
no indication that he's lost his Under the 1999 law, the same subject multistate Insurers to progressed before Rep. Oxley remains divided on the issue. The

enthusiasm for the program, despite financial services company can be regulation from a powerful new retired from Congress in 2006 and effort to enact optional federal
the demands of his presidential Iinvolved in commercial banking, federal Insurance Commission that his successor as committee charter legislation appears likely to be
campaign. insurance and Investment products. would have had the power to set chairman-Rep. Barney Frank, one that will engage Congress for

Sen. Dodd Non plaudits for his The measure did not, however, lead rates, issue licenses and investigate D-Mass.-has focused on other some time to come.
work on another risk management to wholesale changes in the market conduct. Nothing came of that issues. -By Mark A. Hofmann

PHOTOS ASSOCIATED PRESS. GETTY IMAGES
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Major Washington players in the employee benefits arena
If there were Just one person beneficiary associations, as a tax- in the development and passage of employee benefit plan issues slip from time to time, Including

considered the father of the Pension effective way to fund employee the Employee Retirement Income Yet Mr. Rostenkowski's influence describing a Ways and Means

Protection Act, most Washington benefit programs Security Act, but JACOB JAVITS on the design of benefit plans was Committee member as a "fruitcake"

pension observers agree it would be First elected to the Senate in 1968, deserves much of the credit. immeasurable. As chairman of the and charging that another panel

REP. JOHN BOEHNER, R-Ohio. he resigned an 1996 to focus on his Moved by the impact on retirees House Ways and Means Comm ttee member got her health care issue

As chairman of the U.S House unsuccessful presidential campaign when Studebaker Corp. collapsed in from 1981 through 1994 and th,ough knowledge through "pillow talk" from
Education and the Workforce the early 1960s and failed to adroit deal-making he presidec over her husband, a physician
Committee, the Ohio Republican For more than a decade, SEN. PETE adequately fund its pension plan, passage c f a
launched the reform drive in 2003 DOMENICI, R-N M, has been the Sen. Javits, R-N Y., was the first to series of la>. In describing REP. BILL THOMAS, R-
with hearings on pension plan driving force behind efforts to propose legislation to create a

underfunding require employers to provide the federal agency to guarantee a

J and the threat It same health care coverage in for portion of employees' and retirees

bills with an Calif., who retired in January and
impact or served six years as chairman of the

ii benefit pl 3ns House Ways and Means Committee,

posed to the mental disorders as they do for cther benefits when underfunded plans ' that cannot be few congressional observers would
Pension Benefit medical conditions were terminated. 10, / overstated. disagree with brilliant and mercunal

a45245/VA : In Guaranty Corp. In 1996, Sen Domenici worked Through The thrust of His knowledge of health care law

,-, -,f, in 2005, Rep. closely with Sen. Paul Wellstone, D- sponsoring those tax bills and regulations was unmatched in
1 Boehner Minn., who later died In a plane crash, numerous was as muci recent years by any federal legislator

 spearheaded a to push for passage of legislation that hear ngs in Rep. Rostenkowski about tax policy --- *3*5,®„,s/ or professional
1/f,42/VIJ bill to

Sen. Boehner

which plan as it was tapping new revenue  staff member.
C / 1// strengthen employers to participants laid sources to help ease big budge: - --- But Rep.

pension plan

forced

drop out how deficits. For example, a sweeping tax 4. I Thomas, who

funding in the House of i• discriminatory deficiencies in measure, which originated in Kays *,44 Joined Congress
Representatives, where it picked up , , jr= E= annual and federal law led and Means and passed Congressin J - --- ** in 1979, also
significant bipartisan support. lifetime dollar to their loss of 1986 with huge help from the Illinois 3 -- could be

Sen. Javits

VWhile a loyal Republican, he was limits for expected Democrat, dramatically reducej the temperamental.

not blindly loyal. The funding rules in k=«= mental health benefits, the longtime New York annual contribution limit for 401(k) He once called

his bill, for example, were less care expenses senator helped build public support plans and the maximum beneft:s that in Capitol Hill

stringent than those proposed by the in their plans. for enactment of a pension reform could be funded through defined Rep. Thomas poke during a
Bush administration-a difference

Sen. Domenicl
Since then, law and pressured Congress to enact benefit plans. failed effort to vote on a pension

that was deliberate. he has pushed to end common those reforms But the Chicago native also had his funding reform bill. While
"Make the rules too harsh and you practices of employer health plans, Congress responded in 1974 by failures in the benefit arena. He was Republicans and Democrats

drive employers out," Rep. Boehner such as limiting the number of annual passing ERISA, which set pension slow, for example, to sense emiloyer disagreed on what triggered Rep
warned in 2005 covered visits to mental health funding, vesting and participation backlash about a series of Thomas, he later tearfully apologized

After his elevation to House professionals but not Imposing a rules and established the Pension complicated nondiscrimination rules for his actions.

majority leader in 2006, he comparable limit for other medical Benefit Guaranty Corp. to protect for health care plans containec in the He was the prime sponsor of

continued to play a pivotal role in the providers. benefits. ERISA set the pace for a 1986 tax law and was powerless to legislation that passed in 2003 to add

reform drive. Among other issues, he Now, many believe, Sen. wave of pension laws that followed. stop a drive to repeal those ruus a prescription drug benefit to the

helped iron out differences in House Domenici's long drive for parity has a Sen. Javits left the Senate In 1981 He also had his personal failwres. In Medicare program, the single biggest
and Senate bills concerning how cash good chance of succeeding during after he lost a bid for a fifth term. He 1994, he lost a re-election bid after expansion of Medicare In its history.

balance plans should be protected the current congressional session as cited in 1986 at the age of 86. being indicted on corruption charges. He also fought successfully for
from age discrimination suits His there is broad, bipartisan support for He pleaded guilty In 1996 to mall provisions to create tax-favored

long crusade was successful when the legislation, which passed the Once upon a time, employees fraud and was sentenced to 17 health savings accounts.

conferees agreed on a final bill last Senate last month. changing Jobs had good reason to months In prison. President Bill He continued his support for HSAs

year worry about the impact on their Clinton pardoned him in 2000 during his final weeks as Ways and

The result, said Rep Boehner, who JOHN ERLENBORN was a rare health insurance coverage for pre- Means chairman, horse-trading with

now is the House minority leader, Is a legislator whose accomplishments existing medical conditions Often colorful and occasionally Democrats to add provisions in a so-

law that will protect taxpayers who encompassed both employee bereft Employers, fearful of huge medical outrageous, REP. PETE STARK, D- called tax-extender bill that, among
could have been on the hook for a and risk management issues. bills, typically denied coverage for Calif., has had enormous Influe-ice on other things, allows bigger HSA
multibillion dollar bailout of the PBGC The Illinots Republican, who served newly hired employees' pre-existing employer-sponsored health plans. contributions in many situations

had Congress not acted 10 terms in the House before conditions. That made some It was Rep. Stark who in 1985

deciding not to seek re-election in employees reluctant to change jobs, introduced and successfully attached As chairman of the Senate Labor

ROBERT J. DOLE is a study in 1984, was a key architect of what even when they received better Jobs a health care continuation proposal and Human Resources Committee

contrasts The one-time Senate became the But such worries have been history to a broader budget bill. That from 1971 to 1980, SEN. HARRISON

majority leader and Senate Finance Employee thanks to the efforts more than a continuation measure-known simply WILLIAMS, D-N.J, used that position
Committee chairman was undeniably
brilliant On the other hand, with that

Retirement decade ago of then-SEN. NANCY as COBRA, the acronym for th€ to win passage of legislation that has

Income Security KASSEBAUM, R-Kan As chairman of Consolideted had a huge effect on pension and
brimance came a caustic wit. Act of 1974. In the Senate Labor and Human Omnibus health care plans.

Similarly, his role on employee the mid-'8Cs, he Resources Committee, she worked  Budget Sen. Williams was the top

benefit issues was a mixed one One , p ayed the lead carefully with panel Democrats,
0\ Reconciliation Democratic backer in the Senate of

of his greatest legislative role In the especially Sen. Edward Kennedy, D- - . 6 , Act-requ res all what became the Employee

achievements came In 1983 when he  passage of Mass., to win 1 i but the smallest Retirement Income Security Act of

led the revamp the nation's biggest - legislation to passage of employers to 1974, which set pension funding,
retirement Rep. Erlenborn give states health care .5 * ** extend health vesting and participation rules.

4 program-Social more authority to regulate self- portability 4. f coverage for 18 In 1977, he introduced legislation

Security. funded multiple employer welfare r legislation. months to - that required
Rep. Stark

That arrangements and close loopholes in Simply put, employees who  employers to

legislation federal law that had allowed the

raised payroll proliferation of health insurance
any pre-existing terminate employment and up to 36 - 73 provide the
medical months to dependents who los. ../,1/// same coverage

taxes, required scams. condition coverage due to death, divorce or 1 in their health
#."*"* nonprofit He also championed passage In exclusions marital separation. 1,a. faa fl care plans for

employers that 1984 of reforms of the federal
Sen. Kassebaum

Imposed by a While exact figures are not [",1'ZArfl pregnancy and
had opted out Longshore and Harbor Workers' new employer must be offset by the available, COBRA coverage . · f.*1, childbirth as

Sen. Dole to reJOin Social Compensation Act, which put new period of time an employee undoubtedly has been extended and --'.2/9/ other medical
Security, and prospectively raised the limits on benefits and increased maintains continuous coverage That taken by millions of health plar
age at which employees could retire penalties for fraud and abuse. simple change in law engineered by enrollees in the more than 20 rears

Sen. Williams
passage of the

and collect full Social Security Still, Mr. Erlenborn had his Sen. Kassebaum-her last major the law has been on the books Pregnancy Discrimination Act of 1978

benefits It also assured solvency of disappointments. He pushed hard to legislative initiative before retiring As chairman of the House Ways meant hundreds, if not thousands, of

the program for decades extend ERISA to public pension plans, from Congress in 1996-ended so- and Means Health subcommittee, he employers had to revamp their

By contrast, Sen. Dole for years but his effort failed to generate much called health insurance-driven Job was an early basher of a swee ing health care plans

fought to curb the tax advantages of support in Congress. lock for employees. health care reform package proposed In 1981, he was convicted of bribery

employee benefit plans. He died Oct. 30,2005, at age 78 of by President Bill Clinton, helpirg to charges in an FBI sting operation and

He also came close in 1984 to a neurological disease DAN ROSTENKOWSKI, the one-time assure that the package gained no received a three-year prison

winning passage of legislation that political titan, probably would be the traction in Congress. sentence. He died in 2001 at age 81.

essentially would have gutted special Several U S senators and first to acknowledge that he was not A House member since 1973 Rep. -By Jerry Geisel

trusts, known as voluntary employee representatives playet pivotal roles a heavyweight when it came to Stark has let Intemperate comments PHOTOS ASSOCIATED PRESS
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RISE AND FALL
How dejined benejitpension plans are dedining and dejined contribution plans are
growing among Fortune JOO companies*

1985

1998

2002

2006

¤ Traditional
defined benefit

 plan

49%

67%

 Hybrid defined
benefit

 plan

89%

..1.1!=1.-'11,1.-
31% 27%

*Plans *red to newly hired salaried employees
Source: Watson Wyatt Worldwide

Fl Defined

contribution

plan only

10%

.
Defined benefit plans on the ropes,
but show signs of small comeback
Ajter years of uncertaint,; cash balance design growing in popularity

By JERRY GEISEL

Dow Chemical Co. bucked a trend
At.

in July when it announced that new
1%

employees would be enrolled in a
cash balance pension plan instead

23% 10% of a final average pay plan starting
next year.

As recently as 25 years ago, a
big company moving from one
type of defined benefit plan to

34% 17%
another would not have been

..··5'. ·.**Ak' noteworthy, since defined benefit
plans once dominated the pension
universe. And the most common

type of defined benefit pension
42% was the final average pay plan,

which was so named because the

benefits are based on years of ser-
vice and employees' salary earned
during the last years of employ-
rnent.

In 1985, according to an analysis
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by benefit consultant Watscn
Wyatt Worldwide, 89 of the Fcr-
tune 100 companies offered a traci-
tional defined benefit plan, while
just 10 companies offered only
defined contribution plans, such as
401(k) plans.

In that same year, the Pension
Benefit Guaranty Corp.: the federal
agency that protecs workers' and
retirees' basic benefits, insured more

than 112,000 employer-sponsored
plans. That was up from more than
95,000 plans five years earlier-a
clear sign how companies at the
time were adding defined benefit
plans.

Today, the wheel has turned
almost completely.

These days, many employers-
from the very smallest to corporate
giants such as IBM Corp., Hewlett-
Packard Inc., Mot)rola Inc. and

Sears Holdings Corp.-are freezing
their plans by no longer enrolling
new employees or halting benefit
accruals of current employees.

While the defined benefit plan
system is far from dead, it's a shad-
ow of its former self.

By 2006, Watson Wyatt four-d
that just 31 Fortune 100 companies
offered a traditional defined benefit

plan to newly hired salaried
employees, while 27 offered hybrd
defined benefit plans, typically a
cash balance plan.

By contrast, 42 Fortune 100 com-
panies offered only a defined contri-
bution plan to new salaried employ-
ees, a more than fcur-fold increase
since 1985.

And by last year, the PBGC
insured fewer than 30,000 plans, a
75% fall from the 1985 high-water
mark.

Among reasons why defined ben-
efit plans have fallen from favor are
employer concerns about the
unpredictability of costs, as well as
changing demographics, consul-
tants and employers say.

As the U.S. economy has become
based more on services rather than

manufacturing, employees are far
less likely than they were decades
ago to spend all or most of their

THE RISE OF 401(k)s

Number of plans

Nlillk< of a:tiveparticipants

98,000
B.ill.

30,000

n [i
1985 1990

Source Invesm:ent Company Ins,m,te

201,000

28Ilim

' I
1995

Continued on next page

148,000

40*

careers ar a given company. That
has decreased the appeal of pension
plans, especially final average pay
plans, in which the bulk of benefits
aie earned only after many years of
with the same company.

"The focus, in terms of plan
design, was pretty much on the
career employee," said Larry Sher, a
principal and director of retirement
policy at Buck Consultants L.L.C. in
New York

At the same time, employee
expectaticns have changed.

"Talk b the younger generation
of emplcyees and they do not
expect to be with one employer for
their entire career," said Janet

VanAlster, global benefits director
for Dow Chemical in Midland,
Mich.

The federal government has also
played a significant but very differ-
ent role -n the decline of defined

benefit plans.
On the one hand, Congress

tboughont the 19805 and well into

the mid- 19905 passed legislation
changing defined benefit plan rules
and forced employers to constantly
amend treir plans.

"There were so many rules and
regulations, it became increasingly
difficult 10 administer plans," said
lan Glickstein, a senior consultant

ir. Watson Wyatt's Dallas office.
On the other hand, Congress,

through the passage of legislation in
1978 and the Internal Revenue Ser-

vice, through regulations issued in

1981, gaTe. the green light to a sav-
irgs plan---401(k)s--whose popu-
larity has dwarfed any other type of
retiremer.: plan.

As detned benefit plans began
their freefall, 401(k)s began to blan-
ket the retirement plan landscape,
with the number of plans rising
from 30.000 in 1985 to more

than 400,000 now, with the partici-
pant count now approaching 50
million, a five-fold increase since
1985.

Why the plans became so popu-
lar is easv to understand. From an

2000

417,000
47 mimm

2005
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employer perspective, the plans
offer predictable costs. From an
employee perspective, the plans
allow pretax contributions, employ-
er matching contributions and-
unlike final average pay plans--a
rapid benefit buildup.

Added to that, employee appreci-
ation of the plans was high because
of the visibility of their account bal-
ances and because employees could
take their account balances as a cash

lump sum when they terminate
employment.

"Employees see the money go in
and increase in value. It is very vlsi-
ble. It became front and center on

employees' minds," said Dow
Chemical's Ms. VanAlsten.

The plans' popularity was en-
hanced after many employees'
account balances grew significantly
in the 1990s as the equities' markets
boomed.

'There were so many rules
and regulations, it
became increasingly
difficult to administer'

defined benefit plans.
Alan Glickstein,
Watson Wyatt Worldwide

But not all employers were ready
to give up on defined benefit plans.

Starting with Bank America
Corp. in 1985, more than 1,000
employers have turned to cash
balance plans-a design incorporat-
ing defined contribution plan
features such as an easy-to-under-
stand formula, benefits expressed
as a cash lump sum and portability
of benefits-and the defined benefit

plan feature in which employers
assumed investment risk. Typically,
cash balance plans replaced tradi-
tional final average pay plans.

Cash balance plans provided a
"more user-friendly benefit to the
workforce of the future," said Jer-
rold Levy, a worldwide partner with
Mercer L.L.C. in Chicago.

But by 1999, cash balance plan
formation ground to a halt as law-
suits began to pile up that alleged
that the design discriminated
against older employees. At the
same time, the IRS stopped issuing
so-called determination letters-a

kind of seal of approval-to
employers starting new plans or
converting existing defined benefit
plans to cash balance plans.

Defined benefit plans received
another blow when the Sept. 11,
2001, terrorist attacks triggered a big
decline in the equities markets,
while interest rates plunged. The
two events-often called the per-
cent storm-resulted in pension
plans that had been overfunded for
years becoming hugely underfund-
ed. That resulted in employers-
many for the first time in a
decade-having to make major
pension plan contributions.

For many employers, that was the
final straw as large numbers froze

their defined benefit plans and
beefed up their 401(10 plans.

But, today, however, many
believe the wheel, if only a little bit,
may again be turning with renewed
interest in defined benefit plans.
Employers, like Dow Chemical, are
beginning to add new cash balance
plans, which Congress protected
last year from age discrimination
suits as part of a pension funding
measure, while several appeals
courts dismissed age discrimination
suits against existing plans.

In fact, experts say a rebound-if
only a modest one-of defined
benefit plans is likely, for several
reasons. The plans, for example,
offer a funding flexibility-allowing

m
employers to pump in more money
when they are doing well-
that defined contribution plans do
not.

At the same time, employers are
starting to recognize that an all-
defined contribution plan approach
has its shortcomings. By shifting
investment risk to employees, work-
ers may retire a lot sooner or later
than their employers expected
depending on investment results.
That may make it more difficult to
hold on to talented employees,
while other employers may stay
longer than wanted.

"Managing workforce size and
talent becomes a big issue," said Mr.
Glickstein.
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THE SHRINKING DEFINED BENEFIT UNIVERSE

Number ofplans insured by the Pension Benelit Guaranty Corp. * In thousands.
112.2

95.4

1980 1985

91.9

29.6 28.8"

1990 1995 2000 2005 2006

* Single-employer plans " PBGC estimate
Source: Pension Benejit Guaranty Co,p.
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We think you've earned a break to celebrate.
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to meet the needs of our clients in a changing world.
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Sedgwick CMS salutes Business /nsuronce on forty years of journalistic achievement in service to
the insurance, risk management and employee benefits community. Congratulations and thanks

from Sedgwick CMS. Let the celebration begin!
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Sedgwick CMS
Sedgwick Claims Management Services,Inc - Cost-effective, innovative claims administration, medical management and productivity solutions across
Nonh America. Workers'compensation,disability,other employee absence and liability programs based on proven practices that meet client needs.
800 625-6588 · www.sedgwickcms.com
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Jerry Geisel is editor-at-large of
Business Insumnce, which he joined
in January 1977.
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Well-trod path beaten in Washington
Employee benejits issues that businesses face today ring a tune both familiar and decades-old

By JERRY GEISEL are a few of them: premiums.

As I think back on my 30 years in Washington
covering employee benefit and risk
management issues for Business Insumnce, a
wonderful French saying comes to mind: Plus
ca change, plus c'est la meme chose, which
means the more things change, the more they
stay the same.

I thought of that expression recently when
reporting on legislation to require group
health care plans to provide the same coverage
for mental health disorders as they do for
other medical conditions.

On several occasions, business groups have
described their efforts to work with parity
proponents and legislators to try to reach an
agreement on a compromise bill as a model for
when Congress eventually takes up
comprehensive health care reform legislation.

In fact, working with those on the opposite
side of an issue is not exactly new. When I
came to Washington in 1977, one of the first
pieces of legislation I reported on was a newly
introduced bill mandating that group health
care plans provide the same coverage for
maternity-related expenses as they did for
other medical expenses.

In that era, it was not uncommon for health

care plans to place a dollar cap, say $500, on
hospital expenses related to childbirth, while
paying 80% of expenses for other medical
conditions.

The issue that business groups, which
generally abhor legislative benefit mandates,
faced then was: Did it make more sense to try
to work with legislative staffers to make the
billless objectionable-such as giving
employers more time to comply-or fight and
try to kill the legislation. The pregnancy bill
eventually passed and business group input
did make it more palatable from an employer
perspective.

Now, 30 years later, business groups face the
same dilemma on mental health care benefits

parity legislation that confronted them in the
1970s on the pregnancy bill: Do they work to
improve the bill and increase the chances that
a measure they dislike will pass; or do they
oppose it, with the knowledge that they could
end up with a bill a lot more objectionable
than if they hadn't gotten involved?

Weighing the pros and cons of a legislative
strategy is one of many constants I've observed
over the years. There are many others and here

RISK & BENEFITS REDEFINED
Industry terms no one used 40 years ago

EMPLOYMENT PRACTICES LIABILITY INSURANCE

When employers' liability exposures were
expanded by federal laws, such as the Civil
Rights Act of 1991, the Americans with Dis-
abilities Act and the Family and Medical Leave
Act of 1993, several insurers began offering this
coverage. While it got off to a slow start, it has
since become a routine purchase for many risk
managers.

ENTERPRISE RISK MANAGEMENT This practice,
which is still evolving, first developed in the

One person really ran make a
difference. That hit home for me back in the

mid-1980s when the Senate Finance

Committee was preparing to vote on a
revenue-raising bill. One provision would have
crippled the use of special trusts, which are
known as voluntary employees' beneficiary
associations, to fund employee benefit
programs.

Sen. Robert Dole, R-Kan., then the panel's
chairman, presented the proposal as non-
controversial. Not so fast, countered Sen. Bob

Packwood, R-Ore., another panel member.
Sen. Packwood then read aloud a letter that

was hand-delivered by Ed Davey, then
executive director of the Assn. of Private

Pension & Welfare Plans-now the American

Benefits Council-detailing the damage the
proposal would wreak.

Sen. Dole was forced to delay the vote,
giving opponents time to work to modify the
provision. Without Mr. Davey's fast action,
clearly the anti-VEBA provision would have
sailed through the committee, increasing the
likelihood that it would have become law.

Bad ideas never die, the justification
for them just changes. Take taxing
employees on employer-paid health in5urance
premiums. When 1 came to Washington, the
rationale for this idea was that if premiums
over a certain amount were included in

employees' taxable income, employees would
opt for lower-cost policies with more cost-
sharing and become better consumers of
health care services.

Later, when the Treasury Department
proposed a so-called health care tax cap, the
rationale was simple: raising revenue. More
recently, when Sen. Hillary Clinton, D-N.Y.,
proposed taxing higher-income individuals on
a portion of corporate-paid premiums, the
justification was generating money to help pay
for coverage for the lower-income uninsured.

Of course, none of the proponents has been
able to say how in the real world such a plan
could ever be implemented. How the heck, for
example, would a premium be calculated in a
self-funded plan, where costs aren't known for
many months after a plan year ends, to say
nothing of such issues as how costs such as
consultants' and third-party administrators'
fees would be included in the value of

1990s when some experts advocated that com-
panies should take a broader view of all the
risks that affected them.

ENVIRONMENTAL LIABILITY INSURANCE Follow-

ing the passage of state and federal pollution
legislation in the early 19805, this coverage was
introduced for environmental services organi-
zations, but it has since been purchased by a
wider variety of organizations.

ERISA PRE-EMPTION A provision in the Employ-
ee Retirement Income Security Act of 1974
that pre-empts state and local government
laws and regulations that relate to employee

Smart people can do dumb things. The
prime example was something called Section
89, a part of a 1986 tax law that created non-
discrimination rules for health care plans. The
idea, which congressional and Treasury
Department staffers devised, may not have
been a bad one. But the staffers made it so

comp_icated that the law would have been
impossible to administer, and it was repealed
before it ever took effect.

New administrations come loaded

with conceit. A good example was the
Clinton administration's attempt to enact
comprehensive health care reform legislation.
Led by then-First Lady Hillary Rodham
Clinton, the plan was drafted in secret, was
overly detailed, and no attempts were made to
get input from outsiders, much less Congress.

No sumrise that it was a lousy plan-from a
policy standpoint-and that it flopped.

Finally, the old clichO, "When in doubt,
trust your instincts," really is true. Here is
my example. I was on the job only a few
months when an advertising executive called
me to ask whether I could supply any proof
about a product liability case involving a man
who used a lawn mower as a hedge clipper and
then sued and won a big award from the
manufacturer, presumably for not warning,
"Do not use lawn mower as a hedge clipper."

I asked the ad exec why he wanted to know.
He said that his firm's client, a big insurer, had
used the case in an ad calling for tort reform.
Now, he said, some trial lawyers were asking
questions about the case.

I tcld the advertising exec that while I had
heard the case being bandied about, I couldn't
prove it happened.

After I got off the phone, I said to myself,
"This makes no sense. These guys created an
ad and now they are asking for proof."

So [ checked and, when all was said and

done, neither the insurer norits ad agency
could prove that there was such a successful
suit, much less that such an accident

happened. I wrote a story about this and other
exaggerations in the product liability field
and-whether by coincidence or something
else--the stories about crazy product liability
suits came to an end and insurance rates for

coverage started to come down.

benefit plans.

FINITE RISK For more than 20 years starting in
late 1970s, finite risk was a small but impor-
tant sector of the insurance and reinsurance

markets. Concerns about whether it was really
insurance rather than an accounting tool sur-
faced periodically, but it was not until investi-
gations by former New York Attorney General
Eliot Spitzer and the U.S. Securities Exchange
Commission over the past few years that the
term became discredited.

FIND MORE RISK & BENEFITS REDEFINED AT

WWW.BUSINESSINSURANCE.COM/4OTH



1

Business Insurance
October 8,2007 www.businessinsurance.com

1

p debate whether to pay Oar•- *. I-*a U'- Computer clauns analysis Tax implicati'ons Single global policy U/ted'$t business interruption *  IZ:*..-- -1 helps to cut costs
¢=ir

of seffinsurence outdated for big firm cover wofries

*« insgra,11w- kl®j! insuramEP *9_ins12#ance business_in®!Fancd.. business insurance Dusiness insuran
1

  N•-FW#*46 Industry in turmoil over riot lossis --48-
Detail UAW'st,feandheatth rs g•*„„„m Pan Amei,con ue m„He,sli Colorado captives arelimited opt,dirl 'b•t-o' r-al UAW alk ht fringos1

- benehts n GM og cement r V,spimp M drug Id

**** M-/29 *-- . 1  -,-- 1 1 ,C .M*4 1- 1-- ----- --C- Z _=25 t,ga
- 3

--
--

poi -1.--2-=-*6--4- 4=6*J=Ef L=-*-- =--72 -----
'trri fy*-El fibri="/.4992/9/

d

IMPROVED n·_ -_r

--

tZ-.

-
- -- - - • - S=- - =- reslum,ny maudes d on m*/ ---- E --

,Oihik. K*n h.m Z*7.-Z=L, = 2=525J&2 4-1 -1 =TfnE Fundiwitgot*mutuot, mut.* .=r--9=Suppf=nio,=0 0,kmens ¢0,4 -*Az - _- ------6- Specio ov,obon rilk pod to -)3*wi'ma"IP'*bki 5----- I 4 T $ = .-2-L_n __:- --  - _-*-bdz 91 mmwip«*' 8• w,- S._£ rri_» LE#=4 *2' ----V Zfc SLUCIS iE .-eJ= S-*---->BS 
Ly--3----K=efEE'---

..39--1 =-I.EF4£23*1/fli- k.k..:&./-1-b,WN-mr <uny 23---f =r- JE-22*3552c --6-2272 ESEn=.Z*-BE- :zs= -I---2-1- =C- -2,2*534=Q=& .©
U - ly T A - -2 -=, 'AFF #-3%5 #E F, 4- ,4 53 -11-•.02#m % 5- --

J

'octice'c.sts' pm p otes ederal hearing;l 4- 1 1
Ford sues 50 In:uren

SS_ 7-2 6--C Imil  Tz= .businessl .busine
Spot#ghT-,sm..b.*-- . ....

25¥ Emp,oriiainims< 77*41**IHWII Pig
._bushiess z

sx=insurance maurance »2 ingurnee Jil .bmin*ssr.==.-. _business
msurance ZEPSineSS illsltrance insurance Exchange is bord} Health plan wor,ies Insurers propose The asbestos cns,s

insurance EF-1
new liab my form --

lead 6ay

3j, Drafting Its rules Most bro ers gush Coul's Ming /,0 0 I m:tccverage
lent will oppose no onal healthinsuran:I next ma or hurdlo  bd,.,unm .041 Coud Mipple - :rim ZS*Yz='.- ' New A&A beats M&M in retal brokinS Emshop drought lACE offent67 ' insurance bi

S=1954=%22 & -.- -- -1 pez.*. =---- ... '. ----tz-5.--. ---2:;.:,-2 2----2- t.--- **' -'- -S= 5-22-+0. $65 m ton Iii10.-ZZ-35#M 12*frd:251)*ilitt I.Z.i=. '1 72-16"E

=-=53 435- JJ)£TE#IN P.-RE.-C.r. '- *ZZ- ---* - /-1--*--- j

 gadtiI* 4-2 -21--- 6&-/ri/-fi// 59 : - ,>?Es
Z_-LEZ--2 14-, 2*,--

Eli-T.'1 ,-25*5fE - ,L »--= =Wid
n architect . % -4/z-re- 4

r -- r- - 1 _85' a 3890 m,11, ISO to delay push for defense costhply 01*m liobi ity ming
- ..-..I.--I.-I ./

EE z=z===-1 -5-zr-;
Al .

1 -r-I--/ --- -5.il -Z ./. I./.- f.*1
.

Uniiiess 3436-- BE*55 1* sin 1%*4* Busine.H
lurance 1-2-9 ,=ron«9 EgE Irmice. *1:nsumnce mmei

---

#n*03 e Ra-hikes, restnctions¥ Coping *i:UIDS '4 1 '69-79=*SM E!!2299 -Runaway costs- Court am

fuel eam ngs explosion & Employers out gement PUO 3 TH --r--z =El-55 -
teap 8 Gi ** *2

-=- 1.- grot #
--

---
=--- -23- 3.1- 6.-3-2 --- 1.' 1.r.£=-7 35..

-s< L j
--

E---;.- e*y--
@r Decision maker status ke .5-nr -- - --

-

2335 3%'fEL- 2 - -* CY - -3 S ear in compensation. Survey 1----5.
REZ- Fi27=2.-,IL- -537 ...ft.

-

»es to attract up to m Ilion n capita. - f=; ---=1: P

--

--
--

fof Bex plard Stu*

==--

-

-

EA,&*ds• L -*= 22-1--i- 062-y«dt#®'Z:--
very 11

«E

HEt:22*.*la-#//15'£..... E//id- 1/. Fmlfet.*U/0

Clusigass . : --

snessi dness =El Business I
=SE

Muronce = = insurance m Ironce =s--_ Insurance
-- --11 B

>,ies ground Walbrook,1 Senate probes --·'-E#'5'1. n .

:lest tion to cost bil lons NAics Now the real work beg
fi* New capital sough _1. =I -1 to reinsurance T -Al

bo ng Reform *n to be sltiected
bi moves . Im],of ..ccnd .pnors25 --iver to buoy Weavers 51 P m_ -==Zl of failed insure  13* -1-*29„Inlizumtum rto -==-

able .M:rtz:6 ._ -- 1: ---7 - -- - O -·-13£ F+W

S 52- Z.=3 : ·
===F
---

.-JJJ 6=25 -25-2 8 --

--
----SE  CA¤

er -  SE-T- - 1
s. 6-Eati_: w,0 35#*PE-_

-1.1
:a E-Z.* Ei,ili f Lloyd's 19*

--

-

micetexpected to endum stom . 4 sizyi za_=-
» »-= = --_S nearly $1 '4*9U. US London i rers wi ing to fill ga** --=-* - n.= -

r:zz -- sees tls,0 Mi Fiz 535 9- 2* 4/ *,4;I,too
, 2=Ze- ---- --- e-$9- R dt e,AZ 2555 - I.

AB'\may have Immunity 401( test rig pains 91%%- D D
fire hab lay 4-lh.Es=zsz -:

r*

0 - --

0usmess =32 Bus/,*SS -I.I....- Bloilizialill-imimul; U:*..
.EEE ==- E-

uumnce Insumnce Insurince b - 1 Insur=ce B
-

r-4, c Consolidationcontinues -Benentostddlpi- 1  ACE to buy CG b P/C units] DOLruling opens c
,4. takes stock  ._ ·2..ME= form'ny employem --

-- to benefits in cal,A
devastation ,/*74.lim A timeline of key events lij 555*---------9= -4 r -= 5 --3-=

. -I-.I-..# I.- -I.- -i Reliance 6 34.13
- 249 B j =Em *ry-

= I-- --- - -

.
11,1.*8 rs-- - il 1 114. T=#BE LITP--=V

m employee benefits - State, federalbills * ,*1 MI,lie . - --. - -'

4- attn to res,11 Ylf pr*«1 urged] r-- Mixed bag candi

- . ... C -rg ==19 0. 5:52=_ /1 -emInl z--7£ 1%-=fit-61 539  --- help. hurt orn

mi\L-12. Record quake losses 5-2,Rc
1 41

'275 . m- trrs=95 2- . =.SU= ==. _-; Kg 2 -2 rfg#F T-Sil: -42*ZE -35- --- f
4 4 ·---=-'*-19 r --

--F.- @Er,; 1------ tr--Ii&dq"gpilj#.i ....*Ill......."i=Z-
,41 - - - 5/t-/Ur«Currner 30 -rs,*LA *-9 ing for fi

Mn :'ll'-  i- 1 .*ph.r,4.i l /15 3 twn,4........., / .m.'....i.jar«till
prlet // l / d /0

UOU"l•,0,¢*prn,f,n, ii,r*HNimnerner,drn•40Mndc» 4 MW/0, rvf,"rJnidT. 1 ,rn. f :,info,,Ma# r:irrn, Un. /3 1 61 .,frrd I.-.4 10#,1 r Al,rn, nii,4/ 3 1 .rmnce'ii I m64" 3 - romolf# *I Inm/ 8 . ' - r«,wfid -n

-5- -- sin=a ./.. lllflll/- late News - ¥tz. file,soll
Nm, -

p-4 11"yhdpe¢

Con OKs terror baekstop 35&31 -1.., Marsh faces frai d charges 53 Greenberg out as A G chief 5.-1 5- r-zi2= 5- E==

EgESSE=i*E&M"--9
7=-= .c.0,-- E:lts

Er =

2-66= 5*& 1 -e: 6--2 - i Buyers le '-' - -- -I- I- - - -I--- Z.*.-I. -.-*.". ............lili
-

igedy touches-entid dce -1 for war co ges ,Worker sal'elb - - Idn*·a e 1 10 se im kel, to rbeDeltabnmi Good wrks lielp ng ----i-# ----
-

- - - -=--- _-- - pensio plan fl al)111ta on ellorts for me is top )riorit) - .=.4 of TRIA m it©--= 1 --- setto
--

i-- i.-I .0- lial g I ope. sm
10#D. illti m,tm, - -1 ;-A_- -4-2:Z- -31=-Ffe. .mt,"i &-21 014 t=-1. ir-ir- 2-1_ H-_Ii.-.'-* ·-·- - t

-
big sin *

-

C J- :1-4 -=235 == 7 --=-48
-UZZr-

.

-- -- Legendary boss 1 s stamp 51_,
---- on compan -r=- Allianz figh s s hool

 -- K:wider market - EfEE=E ove d e from Kat

,- ,---r- .6 c  Marine caigo renmmsrise =- =*Dz- 2-52=-2 --,= --9 E5 bib-ELE=S En 1-- - ---- z
-7 6--' 2,-% 52=7t,=--Edftjp-t == 2 7 - -E=_

---



We

wa nt

you to
know The Value of Information

©2007 Aetna Inc. Plans are offered by Aetna Health 01 California Inc., Aetna Life Insurance Company an 1 t:
affiliates. Health benefits and health insurance plans contain ex.lusions and limitations. *Aet-la Performance Tracking
Report (02/07) of medical memJers from 1/06-12/06. MAGIC 8 BALL® and associated tralemarks and trade dresE
are owned by, and used under license from, Mattel, Inc. © 20J)7 Mattel, Inc. All Rights Resened.
200703

There's a smarter

way to make
health care decisions.

People look to a number of sources to

help them make their health care choices.

Some are better than others. At Aetna, we

provide our members with the information

they need to make better dec sions. In

fact, 91% of our members say they're

satisfied that we provide clear and useful

information on health care coverage

and benefits: "We Want You To Know"

is more than a slogan. It's a corrmitment.

Make a smart decision now and contact

your broker, consultant, or Aetia

representative, or visit us at aetna.com.

We want you to know'

YAetna
Health

Dental

Pharmacy

Behavioral Health

Disability

Life
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Myron Al. Picoult is an independent
insumnce consultant An archive of
Mr. Picoult's columns is

available online at

www.BusinessInsumnce.com.
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A fantasy called customer service
Top-level executives have responsibility to keep the customer satisfied

By Myron M. Picoult

Webster's Collegiate Dictionary defines a
customer as "one that purchases a
commodity or service, usually systematically
or frequently." There are numerous ways to
define service, but "the work or action

performed by one that serves" fits. Hence,
"customer service" would connote help,
assistance and/or insight into the needs of
an individual or entity purchasing a product
or service. Whatever the definition is,

customer service today is generally lousy
and getting worse.

There seems to be an in-the-suit attitude

from most corporate entities when it comes
to customer service. There is an unspoken
belief that good service is too costly relative
to the benefits. When a fish rots, it rots from
the head down. The negative attitude
toward any modicum of decent customer
service comes directly from the executive
suite or it comes via default.

Everyone has had numerous horrendous
customer service experiences. They run the
gamut from people in customer service
departments to individuals in stores. The list
involves everything from phone and cable
companies, utilities, airlines, airport
personnel, computer services and, yes,
insurance companies-specifically health,
auto and homeowners insurers.

When you call customer service, don't
you just love the maze of phone prompts?
And when you finally expect to speak to a
human, you hear: "We are experiencing an
unusually heavy level of calls today, please
call back at a later time, leave a message and
we will get back to you or wait for the next
available service representative. Your
approximate wait time is X minutes." Isn't it
amazing that everyone in your
neighborhood, state and region decided to
call the service department at the same
moment. Wouldn't it be refreshing to hear,
"We have reduced our customer service staff

by two-thirds, because we do not think it
helps you or us...so be prepared for an
extended wait"?

There are exceptions. I, too, have had
some wonderful experiences, primarily with
smaller companies that truly understand the
concept and value of service. I have had
exceptional service from Cabinetparts.com
(cabinet hardware), Blum Inc. (cabinet
hinges), the Sub-Zero Freezer Co.
(refrigerators), Costco and Trader Joe's. On
the flip side, entities such as Verizon, the
Hilton Honors reservation operation, the
Mattress Firm, Macfs online and AMC
Entertainment Inc. have driven me crazy at
times.

What starts out as something relatively

FLEXIBLE SPENDING ACCOUNTS FSAs are special
accounts-which large numbers of employers
began to offer starting in the mid 19805-in
which employees make pretax contributions.
The contributions are withdrawn and used to

reimburse employees for uncovered health

minor can quickly become a full-blown
problem because the service representative
does not fully understand your problem or
does not care. It would be easy to blame the
employee. While there is some
accountability on the representative's part,
blame lies with the person's employer. Poor
management decisions and deficient
training dictate low levels of service.

When was the last time the chief

executive officer of the XYZ Corp. actually
listened to some customer service calls to get
a firsthand perspective? If the CEO punts on
that question, then when was the last time
their direct report in charge of that area
listened in? Let's go further. When was the
last time someone on a company's board
asked incisive questions about customer
service and studiously requested follow-up?

Satisfaction vi loyalty
There is a material difference between

customer satisfaction and customer loyalty.
A satisfied customer will shop anywhere. A
loyal customer will remain your customer
and refer business to you. When a customer
has a problem, no matter how small, it's an
opportunity for an enterprise to turn that
situation into a positive experience for both
parties. Refusing to accommodate the
customer exacerbates the entire situation.

Many businesses do not understand the
difference between customer satisfaction

and customer loyalty. Furthermore, they
miss the point that anyone in an
organization touches the customer and each
can make or break a relationship. Customer
service involves issues that are not easily
answered. Clearly, there has to be a much
higher level of responsibility at alllevels to
develop a strong customer service
foundation.

Honesty is the best policy. If a company
cannot satisfy the customer's needs, then a
referral to a competitor might be the most
productive path for both parties. The candor
displayed and the notion that the
customer's needs come first can pay
dividends. What is clearly missing for most
enterprises is the simple fact that the
competitive edge a company has is how it
treats its customers.

Where does the insurance industry fit
into this equation? There are some unusual
facets to contend with, such as unusual

nomenclature, many consumers tend to
lump virtually all phases of insurance into
the same bucket and some consumers view

insurance as an entitlement. Further

complicating the situation is the
intermediary. Specifically, who does the
broker represent-the insurer or the client?
A broker's misstep is ultimately viewed as a

care and dependent care expenses.

GRACE PERIOD FLEXIBLE SPENDING ACCOUNTS

Approved by the Treasury Department in
2005, the modified FSAs allow employees to
draw upon balances remaining at the end of a
plan year to pay for expenses incurred during
the first 10 weeks of the following plan year.

HEAUH MAINTENANCE ORGANIZATIONS While

negative for the insurer. The industry must
do a better job of explaining what it does,
how it does it and the rationale behind

decisions.

In fairness, separate the auto,
homeowners and commercial operations,
notwithstanding the fact that many insurers
write all of these segments. I am focusing
more on personal lines, but the comments I
have heard over the years from commercial
policyholders mirror many of the same
service problems experienced by individuals.

J.D. Power & Associates recently issued its
2007 National Auto Insurance Study. The
study states "Policy retention is critical to
the financial success of auto insurance

carriers, and a customer's experience with
their provider is the most important
element-outweighing brand image-in
generating policy renewals." The study
measured customer satisfaction across five

factors that included (in order of

importance) interaction, policy offerings,
billing and payment, price and claims.

The study showed that for the eighth
consecutive year, Amica Mutual ranked the
highest in customer satisfaction, followed
by Erie, GEICO and State Farm. USAA,
which provides insurance to U.S. military
personnel and their families, was not
included in the rankings, but its score was
actually above Amica's. When one talks to a
USAA

or Amica policyholder, the respondents
laud the quality of the customer service
provided. Likewise, when interfacing with
individuals that have homeowner's policies
with Chubb Corp., they acknowledge the
higher cost (particularly of the Masterpiece
policies), but they quickly underscore the
unbridled belief that Chubb will be there (or
has been there) when they needed them.
Hence, the strong impact of both
customer service and the certainty of
paynnent.

The service and certainty of payment
facet is clearly impacting the amount and
quality of some commercial lines business,
as evidenced by the ongoing shift to
captives and the reluctance of some key
CEOs and CFOs to limit their insurance

exposure or not buy it at all, because of
hassles they've experienced or envision on
claims.

Earlier this year, I wrote that the
property/casualty industry was being
marginalized by its failure to embrace
technological advances, raise the ante on
knowledge, implement change and upgrade
its service capabilities (BI, June 4). One other
factor can be added. Over time, if insurers
do not take care of their customers,
someone else will.

their history can be traced back several
decades, these health plans, which were
designed to help rein-in health care costs, saw
there first significant growth after they were
embraced by the Nixon administration as part
of a national health strategy in 1971.

FIND MORE RISK & BENEFITS REDEFINED AT

WWW.BUSINESSINSURANCE.COM/4OTH
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Employee health care benefits come full circle as costs rise
Consumerism evoives from once tmditional indemnity plans to current consumer-driven health plans

By JOANNE WOJCIK

One continuous theme in employee
health benefits over the years has
been controlling costs. In fact, med-
ical inflation has been behind virtu-

ally every health benefit innovation
that occurred since the late 19605.

And over the past 40 years, health
benefits have come full zircle:

While in 1967, most employers
offered indemnity plans with
deductibles and coinsurance, today

employers increasingly are offering
so-called "consumer-driven health

plans" with-you guessed it-
deductibles and coinsurance.

"I frequently begin speeches by
asking 'Is anyone in the room old
enough to remember the tradition-
al indemnity plan?' Now we have
an indemnity plan again but with a
higher deductible," said Helen Dar-
ling, president of the Washington-
based National Business Group on
Health, who at one time served as

benefit manager for Xerox CorF. in
Stamford, Conn. "The only real dif-

ference is specifically putting in ore-
vention. It's indemnity with ore-
ventive coverage."

"Not only have health care osts
been a problem for decades, but
what we were trying to do to
address the problem hasn't
changed-including consumerign,"
said Joe Martingale, a consultart in
private practice in New York, ·vho
served as benefit manager at retailer

J.c. Penney Co. Inc. in the late
19705. He said that much of the jus-
tification fcr eliminating first-dollar
coverage back in the mid- to late-
19705 was a 10-year RAND study
that found when. people had high
deductibles, their use of health care

was inhibited. Tris same reasoning
is being applied tiday

Mr. Martingale likens the contin-
ual growth -n health care costs to
stepping cff an escalator, letting
two or three step go by, and then
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getting back on. When deductibles
were raised, health care trend for

employers was curbed briefly.
When managed care was intro-
duced, once again, health care trend
slowed. Except for these few brief
interruptions, employers have been
forced to address the escalating cost
of health care as long as they have
been offering benefits.

Even the introduction of flexible

benefits was in response to rising
health care costs, according to Mr.
Martingale.

"One of the reasons cited for cre-

ating choice was to acknowledge
that the workforce was changing. In
the 19605, we were still a society
where women didn't work, and

men were the primary breadwin-

'Not only have health care
costs been a problem for
decades, but what we were

trying to do to address the
problem hasn't changed-
including consumerism.'
Joe Martingale, consultant

ners. By the late 19705, this changed
dramatically," he said.

"But, behind the scenes, what

really drove flexible benefits was ris-
ing health care costs....Flexible
spending accounts...softened the
impact of higher deductibles and
coinsurance by allowing people to
pay for them with pretax dollars,"
Mr. Martingale said. "We also real-
ized we could make premium con-
tributions on a pretax basis."

Coincidentally, "the same is true

of health savings accounts today,
but even better because of the

rollover," he said.

By the mid- to late-1980s, howev-
er, "we were back on that escalator.
Health care costs were not defeated.

That's when we got into managed
care," Mr. Martingale said.

Although the HMO Act of 1973
outlined federal requirements for
the creation of health maintenance

organizations, managed care didn't
really take off until the late 19805.
One event in particular gave a sig-
nificant boost to the fledgling
movement: the introduction of a

national point of service plan by
Allied-Signal Corp., which also
negotiated a multi-year contract
with caps on annual rate increases
with CIGNA Corp. The theory
behind the POS plan was that it
would get employees used to the
idea of using a provider network by
giving them the option of using
doctors outside of the network,

albeit for higher out-of-pocket costs.
"They couldn't introduce a

closed-network health maintenance

organization as the only plan
design; (it) would cause a rebellion,"

See HEALTH CARE page 48
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Health care: Employers embrace consumerism to contain rising costs
CONTINUED FROM PAGE 46

said Mr. Martingile who as a con-
sultant with Towers Perrin helped
broker the deal between Allied Sig-
nal and CIGNA.

lasted about a de·mee--until a back-
The savings from managed care

lash began in the late 1990s.
Providers started the ball rolling
when they won the ear of the media
and lawmakers in some states and

got any-willing-provider laws
passed. These laws required man-
aged care plans to accept all
providers that agplied and met their
requirements into their networks,
said Paul Ginsberg, director of the
Center for Studying Health System
Change in Washington.

Later, plan members demonstrat-
ed their distaste for the plans by
choosing to enrol instead in pre-
ferred provider organizations
instead of HMOs, where doctors

serving as "gatekeepers" could
restrict the amount of care they
could receive.

As a result, PTO: are now the pre-

dominant form of health care plan
design in the Jrited States, with
nearly 60% of the U.S. insured pop-

i ulation enrolled in such plans, fol-
lowed by HMOs, with 21%; POS,
1396; CDHPs, 3*; and traditional

indemnity plans, 3%, according to
the 2007 Kaiser Family Founda-
tion/Health Research and Educa-

tional Trust Empliyer Health Bene-
fits Survey.

"By 2000, we knew that managed
care had seen its day," Mr. Martin-

gale said.
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That's about the time "con-

sumerism" came along with the
introduction of the consumer-driv-

en health plan by Minneapolis-
based Definity Health, now a unit
of Minnet)nka, Minn.-based Unit-

edHealth Group. Initially, CDHPs
were high-deductible indemnity
plans tnat often provided first-dol-
lar coverage for preventive care ser-
vices. In some cases, the plans also
had separate pharmacy benefit
plans :hat provided coverage for
drugs ou-side of the deductible.
They also had health reimburse-
ment arrangements, which are like
FSAs ir. ttat mor_ey can be deposit-
ed _nto an account to pay for
deductibles and zoinsurance. How-

ever, unliKe FSAs, the sums held in
HRAs could be rclled over for use in

fut.ire years.
But with the passage of the Medi-

care I'rescription Drug, Improve-

ment and Modernization Act of

2003, many CDHPs shifted to

health savings accounts, rather
than HRAs, rhich do not allow sep-
arate cove:·age for prescription
drugs. As a result, al[ benefits ir_
CDHPs linked to HEAs, with the

exception of preventive services
identified by the Internal Revenue

Service, are subject to a deductible
that rises every year in step with
inflation.

"It really is what goes around
comes around....WhEre we are with

consumensm today is where we
were at back at J.C. Penney in the

19705," sa.c Mr. Mart_ngale.
The continuously rising cost of

health care also prcmpted many
employers to place greater emphasis
on the benefit function, replacing
so-called "personnel managers,"
who basically enrolled new htes in

their benefit plans, with pmple
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who had experience working with-
in the health care industry itself.

"In the beginning, most benefit
managers were merely gloribed per-
sonnel managers. But the cost of
health care has changed the roles of
benefit managers. They have to
know more about health benefits,"

said John Erb, specialist leader at
Deloitte Consulting L.L.P. in Mia-
mi.

"Corporations learned that if yiu
wanted to manage the industry,
you should hire people who came
from the industry," Ms. Darling
said.

In fact, it was this group of hea ith
care industry experts that led devel-
opment of the Healthcare Effective-
ness Data and Information Set, or
"HEDIS," a tool now used by more
than 90% of America's health plans
to measure performance, according
to Ms. Darling.

"We sat down with the health

plans and said we would measure
their performance," she said. And to
ensure health plan participation,
"we said we would do it without

them if they didn't join the effcrt,"
she said.

Benefits management became
more complex as companies made
every attempt to rein in costs. This
led to a growth in outsourcing and
the use of outside consultants,

according to Jim Crockett, former
manager of risk and benefits at Den-
ver Water, a municipal utility.
Mr. Crockett, who recently retired,
started in the benefits business in

1967.

"Many companies even out-

sourced COBRA administration

because of the liabilities companies
would incur if they didn't comply,"
he said.

The Consolidated Omnibus Bud-

get Reconciliation Act of 1985
required employers with 20 or more
employees to make available con-
tinued health care coverage for a
specified period to employees-and
their qualified dependents-who

terminate employment for reasons
other than gross misconduct, as
well as to dependents due to the
death of an employee or due to
divorce or marital separation.

Even self-funding, which was

stimulated by passage of the
Employee Retirement Income Secu-
rity Act of 1974, is a product of
health care inflation, according to
Virginia Burke, counsel to the law
firm of Edwards, Angell, Palmer &
Dodge L.L.P., in Providence, R.I.

Although the original intent of
ERISA was to protect pension bene-
fits, it also provided pre-emption
from state laws for self-insured wel-

fare plans, including health bene-
fits.

"ERISA pre-emption makes it
cheaper for employers to offer
health coverage," she said, because
self-insured employee benefit plans
are not required to cover all of the
benefits state mandates require
insured plans to provide, such as

chiropractic care or alternative
medicine.

Today more than half (53%) of
employers self-insure their health
benefit programs, according to the
KFF/HRET survey.

Flexible benefits evolve

as workfo rce changes
More employers implement work/life progmms

By TINA EICHNER

The need for flexibility in work
arrangements predates the advent
of flexible benefit programs but
employers have made considerable
strides in both areas during the past
40 years.

"Work/life balance is not new. It

is the magnitude of the concept
that has changed," said Kathie Lin-

gle, director of WorldatWork and
the Alliance for Work-Life Prcgress,
a national nonprofit association
that helps employers with work/life
issues. "The war today is a war for
talent and that has helped bring
about work/life balance."

WorldatWork has chronicled

workplace flexibility since the
19605, with research showing the

resurgence of women in the work-
force was the first modern catalyst
for family-friendly policies.

In the 19705 and 19805, as more

women joined the workforce, the

federal government pioneered
options for flexible work and bene-
fits arrangements, with corporate
America following suit. According
to WorldatWork, employers had to

address a lack of affordable, quality
child care at that time, and some

responded by creating onsite child
care facilities.

The 1990s brought increased

growth in the number of dual-
career households and a redefini-

tion of working fathers. Both par-
ents could commit to working out-
side the home and raise children as

well.

Broader implementation of fami-
ly-friendly policies in the '903
helped validate the needs of
employees beyond basic work
responsibilities. In recent years,
there has been a trend toward

work/life balance-regardless of
gender or family status, according
to WorldatWork.

In a comprehensive, ongoing
study of practices, policies, pro-

grams and benefits to address
changing workforce needs, the
Families and Work Institute con-

ducts its National Study of Employ-
ers every five years.

Of employers surveyed in 2005,
92% offered at least eight work/life

Continued on next page



CONTINUED FROM PREVIOUS PAGE

initiatives, induding flexible sched-
ules, family leave, child care and
elder care assistance. Of these, 47%
provided such initiatives to help
recruit and retain employees, and
25% did so to boost productivity
and commitment.

In addition to flexible schedul-

ing, flex benefit programs typically
offer workers a choice of coverage
options, Ms. Lingle noted. For
example, some employers offer a
pool of credits related to a dollar
value of benefits and let employees
pick the benefits most relevant to
them.

Work/life solutions such as

employee assistance programs,
including dependent care pro-
grams, also are growing rapidly.
Elder care assistance is increasingly
important due to greater longevity
of people overall, with more
employees requiring assistance and
flexibility in taking care of elderly
parents.

'The most desirable

programs include
flexibility and choice.'
Diane Burrus, WFD Consulting

"Elder care can cost employers
$3,500 per year in stress, strain and
absenteeism for an employee taking
care of an elderly parent or family
member," said Ms. Lingle. She
added that some people are even
leaving the workforce to deal with
these responsibilities.

Elder care is not the only family
phenomenon impacting changing
worker needs. The family looks very
different today from even two
decades ago.

"What is a family? Who is a
dependent? Pick a demographic
and it has changed," Ms. Lingle
said. "We have domestic partners,
nonmarried people living together,
male single heads of households,
elder care dependents," she said.
"The family absorbs the responsibil-
ity for all of these situations."

Various studies show health care

insurance is the single most-valued
benefit offered to U.S. workers,
though the percentage of compa-
nies offering health care benefits
has remained stable in recent years.
Families and Work Institute re-

search shows that 95% of compa-
nies with 50 or more employees
offer health insurance coverage for
full-time workers. One change,
according to the institute, is that
25% of employers now provide cov-
erage for all unmarried partners.

Diane Burrus, a senior consultant
with WFD Consulting in Newton,
Mass., said creating an environment
that supports people's abilities to be
engaged through flexible work
options is imperative for meeting
recruitment, retention and satisfac-
tion goals.

"Flexible work arrangements are
increasingly desired and utilized by
both men and women, and give
control over where and when and

how work gets done and keeps
employees happy," said Ms. Burrus.

"The most desirable programs
include flexibility and choice."

Today, all employees, not just
those trying to manage family
issues, desire flexibility. "Younger
workers also want flexibility. It is a
new career paradigm," Ms. Burrus
said. "The younger generation has
different values and ethics, among
them control, interest and opportu-
nity."

Part of this youth mentality is
due to an employee base that has
grown up with technology. "How
we work today is very different. Peo-
ple can work at any time from any-
where. It is a virtual world and tech-

nology is shaping workplace fled-
bility," said Ms. Burrus.

m
Johnson Storage & Moving Co., a

diversified transportation and ware-
housing company based in Denver,
has had success with its flex pro-
grams.

After hearing a speech by Joan
Williams, author of "Unbending
Gender: Why Family and Work
Conflict and What to Do About It,"
owner Jim Johnson implemented a
flex-time program. Today, more
than 30% of Johnson Storage's
workforce utilizes it.

"We're a midsize company with
approximately 225 employees, and
many of our workers have responsi-
bilities at home and to their fami-

lies," Mr. Johnson said. "I felt the
best solution is to allow our workers

to do their jobs from their home
offices and still be eligible for all
company benefits. Since imple-
menting the flex-time program, our
turnover is down, but most impor-
tant, our employees are satisfied.
Our work-at-home and flex-time

programs are a low-cost/no-cost
way for us to offer a benefit that
remains uncommon and distin-

guishes us from those with whom
we compete for talent."

For companies hesitant to intro-
duce flexibility, Ms. Burrus suggests
a business-based approach.

"Employ a process where em-
ployees request flexibility without
putting the reason out there," she
said. An employer does not need to

Business Insurance October 8,2007149

know if the flexible schedule is

requested so a parent can pick up a
child or because an employee wants
to finish early on a given day to
train for a marathon. "Taking the
reason out of the process helps solve
the problem of inequity. All have
access, just the outcomes are differ-
ent. Decisions are not made because

of the reason (that was given), they
are made because of the business

case, because the arrangement
makes sense within the operation of
the company," she said.

"Flexibility is the kingpin of
work/life goals. It is difficult to
implement at first, but it does not
cost anything and the benefits are
great," Ms. Lingle said.
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Maurice R. The enduring house that < Hank' built
Greenberg

Circa 1978

2007

Despite bitter breakup, visionary chairman made AIG into a global powerhouse
By DOUGLAS McLEOD

Maurice R. Greenberg's 2005

departure from American
International Group Inc. may
have tarr_ished his reputation
but it has not obscured his

achievements in nearly 40 years
at the insurer's helm.

Mr. Greenberg, known as
"Hank," took over an insurance

group that produced net income
of $13.4 million in 1969 and

managed it into a financial
services behemoth that generated

$11.1 biHion in income the year
before h. s departure.

AIG's 3henomenal success is

atributable in large part to Mr.
Greenberg's astute strategic
vision fc r the company, and to
his insisrence on setting dear
performance standards for AIG
manages and holding them
accountable for meeting them.

The tough-minded culture that
MI. Greenberg fostered at AIG is
likely to survive in his absence
for some time, former AIG

officials have predicted, ever.
though the insurer and its
longtime leader are now at war.

AIG has sued Mr. Greenberg to
recoup most of its $1.6 billicn
sdement of state and federal

charges that it manipulated its
financial results-the charges
that led to Mr. Greenberg's exit.
The two sides have also

skirmished over C.V. Sta:r & Co.

Inc., a former agency affiliate of
AIG that Mr. Greenberg now
manages.

As chairman and chief

executive ofhcer of C.V. Starr.

though, Mr. Creenbeig continues
to do what he has done his

whole adult life: builc an

insurance enterprise.
As a young lawyer and veteran

of World War II and the Korean

War, Mr. Greenberg worked

briefly at Continental Casualty
Co. before being hired in 1960 by
Cornelius Vander Starr, founder

of the Shanghai insuiance agency
that would become /IG.

At the tme, the company's
main businesses were overseas

life and property/casualty
operations ard American Home
Assurance Cc, a struggling P/C
insurer that Mr. Stan had

acquired in 1952 to expand into
the U.S. domestic market. Mr.

Greenberg was put ill charge of
American Hcme in 1962 and

quickly restructured the
company. scappingits expensive
agency force and turning it nto a
broker market for commercial

lines. In the process, the insurer
gained control of its
underwriting and-by buying
more reinsitrance to back larger
limits-the ability to contrcl
pricing.

Mr. Greenberg then led an

acquisition drive that established
AIG's domestic network and -
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included takeovers of New

Hampshire Insurance Co.,
National Union Fire Insurance

Co. of Pittsburgh, Pa., Lexington
Insurance Co. and Commerce &

Industry Insurance Co.
In 1967, following Mr. Starr's

death, Mr. Greenberg took the

company's reins. AIG, created
that year as a holding company
for the insurance operations,
went public in 1969.

A series offirsts

Most of AIG's stunning growth
stilllay ahead, though. AIG was
among the first insurers to add
risk management services to its
insurance products. The 1980s
brought a rapid expansion into
financial services with the

acquisitions or startup of asset
management, currency and
commodity trading and finance
units. AIG moved into personal
lines in the 19905 with its

acquisition of 20th Century
Industries, and into the

retirement savings business with
the $18 billion acquisition of
SunAmerica Inc. In 2001, it

added life insurance and pension
giant American General Corp. in
a $23.1 billion deal.

Meanwhile, it was expanding
aggressively overseas and was
among the first U.S. companies
to establish insurance operations
in several former Soviet bloc

nations. Its great milestone,
though, came in 1992, when AIG
became the first foreign insurer
granted a license to operate
independently in Shanghai,
where Mr. Starr had launched the

company in 1919. AIG had
closed its offices in China in 1950

after the Communist takeover.

In the decades that Mr.

Greenberg ran AIG as a public
company, its net P/C premiums
expanded from $245.5 million to
$41.9 billion; life premiums grew
from $38 million to $28.4 billion.

AIG's overall revenues in 2004

were $98.6 billion.

From the beginning, Mr.

Greenberg ran AIG with several
guiding strategies in mind.

One of these was insisting that
AIG managers meet performance
goals that included a 15% return
on equity in all business lines, a
combined ratio of less than 100%

and maintaining the company's
AAA credit rating.

Mr. Greenberg often
complained, especially in soft
markets, about competitors'

predilection for "cash-flow
underwriting," the practice of
cutting rates and trying to make
up for the resulting underwritng
losses with investment income.

AIG units generally met Mr.
Greenberg's goals-their
managers could find themselves
on the receiving end of his
famously short temper if they did
not-and AIG's traditionally
heavy use of reinsurance
sometimes helped.

In the 1980s, for example, AIG

units ceded so much of their

business to reinsurers that some

jokingly described the company
as a broker. The huge ceding
commissions that AIG

subsidiaries collected actually
allowed them to report negative
expense ratios, turning
"underwriting expense" into a
profit center and dramatically
reducing the insurers' combined
ratios.

AIG also organized its business

around product-focused profit
centers, a 1999 Harvard Business

School case study of the insurer
noted. This encouraged product
innovation-an AIG hallmark-

and focused managers on their
results.

Another of Mr. Greenberg's
guiding strategies was to expand
AIG, a company born overseas, as
a global business. He carried on
Mr. Starr's tactic of running

overseas operations as local
businesses, hiring local executives
and encouraging the adoption of
local customs.

Mr. Greenberg was also tireless
in building relationships with
foreign leaders. He made several
dozen trips to China, for
example, in the years before AIG
won its license there, meeting
with Zhu Rongji, mayor of
Shanghai until 1991 and later the

Chinese premier, among others.
His resume underscores the

global focus: He is a director of
the Council on Foreign Relations,
a trustee and former chairman of

the Asia Society, and a member
of several U.S.-Asian business

councils.

Mr. Greenberg's drive to meet
financial goals has more than
once put AIG on a collision

course with regulators, though.
In the 19905, regulators in

several states launched

investigations of Coral
Reinsurance Co. Ltd., a thinly
capitalized Barbados reinsurer
that AIG helped form and that
assumed uncollectible balances

due from AIG's other reinsurers,

allowing AIG to avoid writing
those balances off. AIG insisted

that its relationship with Coral
Re was arm's-length, but

eventually agreed to unwind its
Coral Re treaties.

The ultimate showdown for

Mr. Greenberg was with former
New York Attorney General and

now New York Gov. Eliot Spitzer,
who focused on AIG after finding
that it had participated with
other insurers in a bid-rigging
scheme organized by Marsh Inc.

Mr. Spitzer's fraud lawsuit
against AIG and Mr. Greenberg
went beyond the bid-rigging

charges to allege multiple
schemes by AIG officials to
manipulate the company's
results. While AIG settled-

pushing out Mr. Greenberg in
the process-the case remains
pending against the man whose
life's work was making AIG what
it is today.



Test your knowledge of employee benefits history

1. Which employer's disability plan led
to a 1978 federal law that made it

illegal for a corporate disability or
health insurance plan to discriminate
on the basis of pregnancy or
childbirth?

C A) GENERAL ELECTRIC CO.

[] B) IBM CORP.

E] C) SEARS, ROEBUCK & CO.

El D) MOTOROLA INC.

2. Which employer was the first to set

up a cash balance pension plan?

El A) IBM CORP.

El B) GENERAL MOTORS CORP

1 C) HEWLETT-PACKARD CO.

El D) BANK OF AMERICA CORP.

3. Which U.S. Treasury secretary
proposed abolishing 401(k) plans?

Il A) LLOYD BENTSEN

E] B) G. WILLIAM MILLER

E] C) JAMES BAKER

E] D) DONALD REGAN

4. When did the Internal Revenue

Service first propose its "use it or lose

it" rule for flexible spending account
balances?

C] A) 1984

I] 8)1986

Il C) 1990

E] D) 1992

5. On a per capita basis, which country
has the highest health care costs?

C A) GERMANY

El B) UNITED STATES

C C) FRANCE

El D} CANADA

6. About what percent of U.S.
residents lack health insurance

coverage?

Il A) 16%

El B) 10%

0/C) 12%

[] D)14%

7. Which state has the highest
percentage of residents who lack
health insurance coverage?

[3 A) MISSISSIPPI

[] B) TEXAS

[] C) ALABAMA

E] D) GEORGIA

Answers can be found on page 60

8. What federal law authorized health

savings accounts?

E] A) ECONOMIC GROWTH AND
TAX RELIEF

RECONCILIATION ACT

[3 B) MEDICARE PRESCRIPTION
DRUG IMPROVEMENT AND

MODERNIZATION ACT

E] C) TAX EQUITY AND FISCAL
RESPONSIBILITY ACT

[] D) TAX RELIEF AND HEALTH

CARE ACT

9. About how many single-employer
pension plans are insured by the
Pension Benefit Guaranty Corp.?

El A) 50,000

0 B) 29,000

E] C) 31,000

[] D) 41,000

10. What is the maximum amount of

term life coverage employers can
provide without adding the cost to
employees' taxable income?

E] A) $100,000

[] B) $75,000

[] C) $50,000

[] D) $80,000

11. Under the Family and Medical Leave

Act, what is the maximum number of

weeks of job-protected leave that an

employer must provide in a year to an
eligible employee?

El A) SIX

El B) EIGHT

I] C) 12

I] D) 16

12. Under the most widely used 401(k)

plan nondiscrimination test, the

maximum average contribution, as a
percentage of salary, made by highly
compensated employees cannot exceed
average contributions by lower-paid
employees by no more than what

percentage:

[] A) 1 PERCENTAGE POINT

[] B) 2 PERCENTAGE POINTS

E] C) 2.5 PERCENTAGE POINTS

E] D) 3 PERCENTAGE POINTS

13. Which is the world's largest
employee benefit consulting firm?

[] A) MERCER LLC.

[] B) HEWITT ASSOCIATES INC.

I] C) WATSON WYATT
WORLDWIDE

E] D) TOWERS PERRIN

14. What is the maximum time an

employer must provide COBRA health

care continuation coverage to the
spouse of an employee who dies?

E] A) 12 MONTHS

Il B) 16 MONTHS

[] C) 36 MONTHS

C D) 42 MONTHS

15. Which federal law gives new cash
balance pension plans protection from
age discrimination suits?

El A) RETIREMENT EQUITY ACT

El B) PENSION PROTECTION ACT

[] C) SINGLE EMPLOYER
PENSION PLAN

AMENDMENTS ACT

[] D) AGE DISCRIMINATION IN
EMPLOYMENT ACT

16. Which county was sued for age

dscrimination because it provided
smaller health care benefits to

Medicare-eligible retirees than

1 ALLIESOWORLD
IILJLJ ASSURANCE COMPANY

younger retirees?

E] A) ERIE COUNTY, PA.

[] B) COOK COUNTY, Ill.

E] C) LOS ANGELES COUNTY,
CALIF.

Il D) CHITTENDEN COUNTY, VT.

17. What company is the largest U.S.
health insurer in terms of

enrollees?

E] A) AETNA INC.

[3 B) WELLPOINT INC.

El C) UNITEDHEALTH GROUP
INC.

E] D) CIGNA HEALTHCARE

18. Who coined the term health

maintenance organization?

El A) HENRY J. KAISER

El B) PAUL ELLWOOD

Il C) ALAIN ENTHOVEN

[J D) DAVID DURENBERGER

We deliver.

.
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19. The termination of which

company's underfunded pension plans
became a catalvst for establishing a
federal agency that would guarantee
pension plan participants' basic
benefits?

E] A) LTV CORP.

E] B) BETHLEHEM STEEL CORP.

El C) STUDEBAKER CORP.

El D) BRANIFF INTERNATIONAL
AIRWAYS

20. Under the Health Insurance

Portability and Accountability Act,
what is the maximum time a health

plan can exclude coverage for pre-
existing medical conditions from the
time an employee is first eligible to
enroll?

[] A) THREE MONTHS

[] B) SIX MONTHS

El C) NINE MONTHS

G D) 12 MONTHS
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High rates, tight capacity ingredients for insurance fraud
Scam artists o#ring too-good-to-be-true covemge take advantage oftax regulation, cost-conscious buyers

By DOUGLAS McLEOD

Successful insurance frauds in the

United States are like successful

entrepreneurial ventures anywhere:
they take advantage of opportuni-
ties.

When rates for a given line of
coverage are high and capacity is
tight, swindlers are quick to offer
coverage at a discount. When regu-
lation is loose or ill-defined in a giv-
en area-as has happened in the

surplus lines and self-funded health
plan arenas-scam artists swoop in.

These are not claim frauds, the

fake workers comp injuries and
staged accidents that cost insurers
and, indirectly, policyholders tens
of billions of dollars a year. Instead,
they are "company" frauds, in
which the insurance company itself
is in the business of defrauding its
customers.

Company frauds have come in
many forms over the last four

decades, and have themselves
caused billions of dollars of losses to

insurance buyers ranging from the
corner grocery store owner to For-
tune 500 companies.

Some have been "insider" frauds,

in which con artists gain cont:rol of
a licensed insurer and use it to plun-
der policyholders. Others have
involved bogus insurers that the
fraudsters themselves create in

underregulated offshore jurisdic-
tions. Still others have taken advan-
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tage of regulatory gaps governing
group health plans to create fraudu-
lent health insurance entities.

What nearly all of them rely on is
policyholders' desire to save money
on products that are otherwise cost-
ly or unavailable, with little or no
regard for the security risks. These
deals were all too good to be true.

In concept, insider frauds aren't
very different from organized crime
"bust-out" schemes, in which crim-

inals take over a legitimate business,
find as many ways as possible to
siphon money away from it, and
abandon the bankrupt remains.

"Exhibit A" among insider frauds
was Kenilworth Insurance Co., a

struggling Illinois-domiciled auto
insurer whose 1982 collapse was an
eye-opener for state insurance regu-
lators. Kenilworth's liquidators dis-
covered that the insurer had been

secretly controlled by a group led by
a convicted felon, John V. Goepfert,
and that the same loose-knit band

of agents, brokers and reinsurance
intermediaries involved in Kenil-

worth's demise had similarly looted
several other insurers dating back to
1971.

With Mr. Goepfert in charge,
Kenilworth had been bound to mil-

FROM CEO TO CONVICT

Alan Teale's career in the United States

1981: Alan Teale, a British citizen,
comes to the United States to

become the first chief execu-

tive officer of the Insurance

Exchange of the Americas in
Miami. He leaves the exchange
at the end of his contract in

1984. The exchange later clos-
es under weight of huge loss-
es.

1989: Mr. Teale and his wife,
Charlotte C. Rentz, settle

charges that member
companies of his International
Underwriting Msn. wrote
business illegally in Florida.
Louisiana regulators take over
an insurer associated with Ms.

Rentz.

1991: A Pennsylvania bank denies
holding a $2.5 million trust fund
for another insurer associated

with Mr. Teale and Ms. Rentz.

The husband and wife cite their

Fifth Amendment right against
self-incrimination in refusing to

testify before U.S. Senate
subcommittee. Senate

investigators charge that Mr.
Teale is "at the controls" of a

worldwide network of firms into

which millions of dollars in

premiums disappeared.
Regulators step up

investigations of Mr. Teale and
his associates.

1993: Mr. Teale and Ms. Rentz

pleaded guilty to fraud, money
laundering and conspiracy
charges. Mr. Teale is
sentenced to 17 years in
prison and Mr. Rentz is

sentenced to 13 years.

1994: Mr. Teale dies in prison

at age 64.

lions of dollars of money-losing sur-
plus lines and reinsurance business.
Premiums then disappeared, as the

band of swindlers stripped off exces-
sive commissions and phony fees;
issued insurance certificates and

billed additional premiums without
reporting them to the company;
and ceded Kenilworth's own rein-

surance to the likes of Universal

Casualty & Surety Co. Ltd. of the
Cayman Islands, which was operat-
ed by another convicted felon and
which itself later collapsed.

Mr. Goepfert and several others,
including Kenilworth's president,
were later convicted on federal

fraud charges stemming from the
insurer's failure.

The 19805 brought a variation of
the insider fraud, in which a

licensed insurer is fleeced by its own
managing general agent.

The largest such case involved
Omaha Indemnity Co., a unit of
Mutual of Omaha Insurance Co.,

and its MGA Royal American Man-
agers Inc. of Kansas City, Mo. The
insurer made the mistake of grant-
ing RAM-run by James R. Wining
and Willie A. Schonacher-authori-

ty not only to bind business and
pay claims but also to place Omaha
Indemnity's reinsurance on the
business RAM wrote.

The result: The insurer discovered

that by 1985, RAM had booked
$196 million in premiums but had
reported only $61 million to the
insurer and actually remitted only
$7 million. Some of the money had
been diverted to an offshore rein-

surer controlled by Messrs. Wining

and Schonacher; other premiums
went into a "loss fund" that RAM

controlled but seldom used for the

supposed purpose of paying claims.
Omaha Indemnity suffered more

than $200 million in net losses

because of the RAM fraud. Mr. Win-

ing and Mr. Schonacher pleaded
guilty to federal conspiracy charges
in 1992.

Carlos I. Miro-a convicted

swindler who testified in 1993

before a Congressional panel head-
ed by Rep. John D. Dingell, D- r
Mich.-managed to pull off both
types of insider fraud. As an MGA
for the defunct Transit Casualty Co.
in the 19805, he contributed to

Transit's collapse by-among other
things-arranging "looping" trans-
actions in which Transit ultimately
reinsured itself. Mr. Miro went on to

set up Anglo-American Insurance
Co., a Louisiana workers comp
insurer, by bribing then-Louisiana
Insurance Commissioner Sherman

A. Bernard to issue the license. He

was later jailed for looting Anglo-
American to support his lavish
lifestyle; the insurer left $20 million
in unpaid claims.

A licensed insurer is not the only,
or even the most frequent, vehicle
for company fraud. More common
are bogus offshore insurers, operat-
ing as a kind of insurance Ponzi
scheme: the companies rake in as
much premium as possible in a

Continued on next page



CONTINUED FROM PREVIOUS PAGE

short time; once the volume of
incoming claims exceeds incoming
premium, the company collapses,
and the swindlers move on to the
next scam.

Perhaps the largest single opera-
tor of these was the late Alan Teale.

Mr. Teale, a former London broker

and president of the now-defunct
Insurance Exchange of the Americas
in Miami, managed scores of fly-by-
night companies from a suburban
Atlanta office until the early 19903.

All were incorporated in domi-
ciles with light or no regulation,
mostly Caribbean nations, but also
Belgium and Ireland, which at the
time did not regulate reinsurers.

To attract business, these compa-
nies needed to be able to show plau
sible financial statements to bro-

kers, and Mr. Teale spent consider-
able time arranging these. U.S. Sen-
ate investigators and state regulators
examining the companies found
that their capital and surplus vari-
ously included worthless penny
stocks that were "rented" from secu-

rities swindlers and reported at
grossly inflated values, and Govern-
ment National Mortgage Assn. secu-
rities that the insurers did not actu-

ally own.
Some of the insurers' assets

weren't so plausible: two companies
were capitalized with "treasury
bills" issued by the Sovereign
Cherokee Nation Tejas, a purported
Indian nation created by a retired
U.S. Air Force Colonel in the 19705

on a sand bar in the Rio Grande Riv-

er.

Mr. Teale-who died in prison in
1994-was hardly the only operator
of such companies. California's rel-
atively loose surplus lines oversight
and a tight market for auto and gen-
eral liability business made the state
a mecca for offshore scam artists

until mid-19905 regulatory reforms.
Bogus offshore companies continue
to surface regularly, especially in
tight markets.

Some swindlers, meanwhile,
don't bother trying to create a real-
istic-looking fake insurer, but
instead just borrow real insurers'
names. In 2000 and 2001, a compa-
ny called Tri-Continental Exchange
Ltd., operated from Barbados, sold
property/casualty coverages on
behalf of "Nationwide Insurance,"
"Globe Indemnity & Casualty,"
"Transatlantic International" and

other insurers. These companies
were not related to very similarly
named, U.S.-licensed insurers, but
there was plenty of confusion about
that among small commercial poli-
cyholders. Tri-Continental was

i operated by Matthew Wallace
 Schachter, a California man who
used the alias "Robert L. Brown"; he

died in 2005 while awaiting trial on
federal fraud charges.

Con artists haven't contented

themselves with bilking property/
casualty policyholders. Group
health care has been a big source of
company fraud, with many of the
scams until the 19903 taking the
form of fraudulent multiple
employer welfare arrangements.
Bogus MEWA operators have typi-
cally lured smaller employers with
offers of cheaper group health cov-
erage, then siphoned away premi-

ums with excessive fees and admin-

istrative costs. For years, they also
managed to slow regzilators' efforts
to shut them down by claiming to
be exempt from state regulation
under the Employee Retirement
Income Security Act of 1974.

After Congress amended ERISA in
1983 to clarify state authority-and
a series of courts affirmed state over-

sight of MEWAs-many swindlers
moved in on another regulatory
loophole: collectively bargained
union health plans. Con artists set
up their own bogus unions-one,
for instance, was the "National
Council of Allied Employees," start-
ed in New York by a convicted
felon-and convinced small

f

4 b,ff'.. j

m
employers to sign up their workers
in return for the "union" health

coverage. (The "unions" also agreed
to do nothing inconvenient, like
bargain over pay and work rules.)

Some things didn't change,
though: the plans still claimed to be
exempt from state oversight under
ERISA and they left tens of millions
of dollars of unpaid worker health
claims after scammers drained

funds with dues, fees and adminis-
trative costs.

The outbreaks of various types of
fraud over the last four decades

have often been answered with leg-
islative or regulatory action to com-
bat them.

The 19805 MGA scandals led the

Business Insurance October 8,2007153

SMax

f.

National Assn. of Insurance Com-

missioners to develop its MGA
Model Act, an effort to enhance reg-
ulators' and insurers' oversight of
MGAs.

Scams like Mr. Teale's offshore

empire led to the addition of insur-
ance fraud provisions to the Violent
Crime Control and Law Enforce-

ment Act of 1994. Under that law,
misappropriating premiums and fil-
ing false financial statements with
regulators became federal crimes.
The law also generally barred con-
victed felons from the insurance

industry without written consent
from a state insurance department.

Many insurance-related frauds
continue to be prosecuted under

./.1

the federal mail and wire statutes

used before the 1994 act, regulatory
experts say.

The premium theft provision of
the 1994 law has been used in cases

against 220 defendants since 1997,
according to figures compiled by
the U.S. Bureau of Justice Statistics.

The number includes only cases
where insurance fraud was the most

serious offense charged against a
defendant.

Government action, though, typ-
ically comes only after victims have
been damaged.

The best way to escape fraud loss-
es is still to know that a deal that

seems too good to be true probably
is.
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Robert Clements

Circa 1984

2006

RISK & BENEFITS REDEFINED

Industry terms no one used 40 years ago

Visionary builds industry capital
Robert Clements' innovative solutions mckle market disruptions

By DOUGLAS McLEOD

Robert Clements has built a remarkable,

five-decade career by finding innovative
ways to deal with insurance market
disruptions.

From the birth of ACE Ltd. and XL

Capital Ltd. more than 20 years ago to the
2005 creation of Integro Ltd., Mr. Clements
has made a habit of spotting opportunity in
areas of the industry where others see too
much risk.

And at 74, he shows no signs of slowing
down: Late last year, he helped raise more
than $1 billion to capitalize Ironshore Inc.,
which specializes in writing commercial
property coverage in catastrophe-prone
regions of the U.S. where capacity dried up
after Hurricane Katrina.

Mr. Clements' business is also partially a
family enterprise. John Clements, one of his
four children, is a partner in the Ironshore
startup and worked with his father as a
principal of MMC Capital Inc., the former
insurance investment arm of Marsh &

McLennan Cos. Inc.

Robert Clements' career started in 1957,

when he got a job with Royal Insurance Co.
as an underwriting trainee after graduating
from Dartmouth College. Two years later,
he joined the Toronto office of Marsh,

where he stayed for 16 years before moving
to Marsh's New York headquarters. There,
he rose through a series of senior
management posts to become chairman of
Marsh's brokerage unit and later president
of the parent company.

It was in the mid-19805, though, amid a
capacity crisis in the excess casualty market,
that he made his mark as a creative force.

With reinsurance capacity dwindling, the
market for excess liability insurance in the
mid-'805 tightened dramatically, and
Fortune 500 companies were suddenly

unable to buy high excess coverage.
With other executives at Marsh and JP

Morgan & Co., Mr. Clements developed a
novel solution: ACE. Unlike the group
captives that had been formed to that
point, ACE was structured as a
policyholder-owned commercial insurance
company, capitalized by 34 Fortune 500
companies that placed their own liability
risks excess of $100 million with the

insurer. But ACE was also an open market,
writing coverage for nonshareholders and
soon expanding into the directors and
officers liability line. By 1993, it had
completed an initial public offering and
begun the steady expansion that has seen it

HEALTH REIMBURSEMENT ARRANGEMENTS

Employers first began to offer HRAs about
five years ago. HRAs are accounts linked to
high-deductible health insurance plans.
Employees use the accounts, which are fund-
ed by employers, to pay for uncovered health
care expenses. Unlike FSAs, unused HRA
account balances are rolled over to the next

plan year. But, typically, unlike their
cousins-HSAs-HRA account balances are

forfeited when an employee leaves, while
employees also cannot contribute to HRAs.

grow from six full-time employees in 1986
to 9.000 employees worldwide, writing
more than $12 billion in net premiums last
year.

ACE was a template for Mr. Clements'
future ventures in capacity creation.

Soon after ACE's formation, he and the

Marsh/JP Morgan team created the similarly
structured XL, designed to write liability
limits beneath ACE's $100 million

threshold, and XL has followed ACE's

pattern of growth.
In 1992-after a series of catastrophes

culminating in Hurricane Andrew
devastated the cat reinsurance market-Mr.

Clements led the creation of Mid Ocean

Reinsurance Co. Ltd., the first of several

reinsurance startups aimed at taking
advantage of the tightened market. Mid
Ocean was later acquired by XL.

The following year, he resigned as
president of Marsh and became chairman
of Marsh & McLennan Risk Capital Corp., a
private equity arm that managed the
Trident Partnership and successor Trident
insurance investment funds. While there,

he founded reinsurer Risk Capital Holdings
Inc.,which launched an IPO in 1995 and

later became Arch Capital Group Ltd.
Mr. Clements left Marsh in 1996 to

manage Arch, where he retired as chairman
in 2005.

Over the 20 years that began with ACE's
formation, Mr. Clements brought billions
of dollars in capital to segments of the
insurance and reinsurance market to

stabilize pricing and capacity. By setting up
many of these operations in Bermuda, to
take advantage of its regulatory and tax
advantages, he also helped make the
domicile the worldwide insurance center it

is today.
His retirement from Arch didn't mean he

was actually retiring, though.
When the contingent compensation

scandal erupted in late 2004, with bid-
rigging and client-steering revelations
souring risk managers' attitudes toward
Marsh, Aon Corp. and other brokers, Mr.
Clements saw another opportunity. With
two other former Marsh executives, he

raised $300 million in a private placement
to form Integro, a new broker specializing
in large corporate property/casualty risks. In
less than two years, Integro became the

56th largest broker of U.S. business based
on 2006 revenues; it now has offices in 13

cities in the United States, Canada and
overseas.

"We're not entering a field where there is

HEALTH SAVINGS ACCOUNTS HSAs are tax-

favored accounts linked to high-deductible
health insurance plans. Employees can make
pre-tax contributions to the accounts, while
employer contributions are not added to
employees' taxable income. Employees can
withdraw funds tax-free to pay for health care
expenses, such as those falling under the
linked health insurance plan deductible.

INDIVIDUAL RETIREMENT ACCOUNTS Created by
the Employee Retirement Income Security
Act of 1974, Congress intended these tax-
deferred retirement savings accounts for indi-
viduals not covered by employment-based
pension plans. Several different variations

no room for another competitor," Mr.
Clements, Integro's chairman, said at the
time. "We wouldn't be doing this if we
hadn't been encouraged...by large users of
insurance who would like more choice, by
underwriters who would like a more diverse

distribution system...and by brokers them-
selves who...would also like additional

choice about where to practice. We believe
we offer a very attractive opportunity for all
three constituencies."

Meanwhile, Mr. Clements and Integro
have most recently spearheaded the
creation of Ironshore Insurance Ltd., a

Bermuda-based property insurer that raised
$1 billion from private equity investors and
is specializing in catastrophe-exposed
commercial property business. Ironshore's
formation-like many of Mr. Clements'
earlier projects-was born of a market
dislocation, in this case the shortage of
insurance capacity following Hurricane
Katrina.

While Mr. Clements has crowded a few

careers' worth of work into his life so far, he
has other interests, among them education.
The Clements Foundation-a charitable

foundation that he created with his wife

and that is managed by his daughter, Paula
Sager-donated $2.5 million in 2003 to
endow a professorship of democracy and
politics at Dartmouth.

"American democracy is a model for
other countries to emulate, but that model

faces challenges at home," Mr. Clements
said at the time. "There's no longer a
perfect equation between democracy and
freedom....Democracy historically has led
the way to the achievement of this
universal objective but has become
increasingly subject to manipulation. Too

often, special-interest groups take advan-
tage of an open political system to press
parochial agendas at the expense of the
public interest."

Other gifts from the foundation have
gone to support Bill Moyers Journal on PBS
stations; the Boston-area Thompson Island
Outward Bound program; the Cambridge,

Mass.-based Charles River Conservancy;
and The Orion Society of Great Barrington,
Mass., which supports environmental and
cultural causes.

Mr. Clements is also chairman emeritus

of the College of Insurance, a former
chairman of the board of overseers of the

School of Risk Management at St. John's
University in New York and an overseer
emeritus of the Rand Corp.'s Institute for
Civil Justice.

have been launched over the years including
employer-*ponsored IRAs and the Roth IRA.

MEDICARE ADVANTAGE PLANS Retirees who opt
of the traditional Medicare program can
enroll in managed care plans, typically health
maintenance organizations, that contract
with Medicare. As part of a 2003 law, legisla-
tors renamed what had been known as Medi-

care + Choice plans as Medicare Advantage
plans and boosted federal funding. About 8.5
million people are enrolled in Medicare
Advantage plans, which typically provide
more generous benefits than traditional
Medicare, though not as much provider
choice for full benefits.
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in Brief
Blumenthal subpoenas
reinsufers on practices

Connecticut Attorney General

Richard Blumenthal last week

said he is investigat:ng
anticompetitive practices in the

reinsurance industry. wjth his

office issuing about 20
subpoenas to companies thus

far. Mr Blumenthal declined to

provke specifics of the
investigation of identify
companies st.opoer,aed.

House panel OKs adding
wind cover to NFIP

The House financial Services

Terror backstop renewal gains momentum
House subcommittee passes bill despite partisan dil}1

By MARK A. HOFMANN

WASHINGTON--f'arti·Iati disagree-

ment in·er the Bape nt / Continued
federal ter,orim mma, back.

Mot, does not endanger the pr-
grani. mirding ti) 111()ponint, l,f
an extended progran).

Differences emerged between
many 11/pii!)13·6113 .„id their IX·nio-

cratic counterparts on the 11011
Fin/,cial hervlie, Committe„ Sitb

committee on c upital Marke«

Insurance and (,ouernment Spon
sore,1 1 illerprir·, when the pa,10]
approved th( i,rr.,rl,„i Rtik Incur·

n'//ccs; jull ptinel expected to act this week

1

U S. Rep. Paul t.anjorski, D-Pa., left, introduced revised ter-or backstop leqls

T ,·

A 0-

Subcommittee chairman Paul

Kanjor.ki. BPa., wit.J offered the
amended bill, al,0 iated fur adding
mie relm",entative· c.h from tile
workers ctimpe/sati· in insurance
industr>· mci the comimia! real
estate induitn· to a wrimision on

terromm risk insurance. 1 he panel
would make recommendations

Mudrig tlie marke·tplace within
tive >·ears of rkiRK:·''s enactment
,ind woitld igue / rep irt eight > .3
dfter the bill became 1 n.·.

1-he *ubcommitter .11%0 approved
m amendment offered by Rep.
Richard Baker, R-1.1 that would
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Technology advances drive benefits data and delivery
Only within thepast decade have most bene/its departments embmced online capabilities

By JOANNE WOJCIK

In the beginning, there was paper.
Lots and lots of paper. All of it sorted
into manila folders that were also

made of paper and arranged alpha-
betically in metal filing cabinets.

That was the level of technology
available to benefit managers in
1967, the year Business Insumnce was
born.

It wasn't until the early 19805-
personal computers hit the market-
that benefit departments began to
become more automated. And even

then it caught on very slowly.
Alan Williams, founder and presi-

dent of Dallas-based Travis Software

Inc., remembers those days all too
well. He developed software to help
employers manage their COBRA con-
tinuation benefits, but "I had to ask

myself whether enough benefits
departments had PCs to create a mar-
ket for the software," he said. "Typi-

cally, the accounting department got
one, then it would spread to the prof-
it centers, but HR and benefits were

perceived as cost centers and usually
got PCs last."

Eventually, personal computers
did open the door to the use of
benefits technology, though the use

of the technology was generally con-
fined to back-office administration.

Benefits communication to employ-
ees and dependents was still paper-

based until recent years.
Jeri Stepman, national business

leader for health and welfare out-

sourcing at Watson Wyatt World-
wide in San Diego, said the use of
technology in benefits departnients
was stimulated by the introduction
of flexible benefits. which gave
employees more choices.

Each year, benefit departments,
working with their consultants,
would produce workbooks that con-
tained a personalized enrollment
form that employees would com-
plete by hand and then return to the
benefits department.

"We would get the forms and
manually key in the information,"
Ms. Stepman said.

Delia Vetter, director of benefits at

EMC Corp., a technology company
based in Hopkinton, Mass., said that
as little as 10 years ago, benefits at
her company were still being deliv-
ered via paper.

"The provider directories were out
of date as soon as they were printed.
Summary plan descriptions, enroll-
ment forms, newsletters-everything

was hard-copy printed," she said.
By the early to mid-19905, a new

but short-lived technology called
"Interactive Voice Response" became
a popular method for making benefit
elections, but it soon lost its luster

when companies got used to using
the Internet for other types of busi-
ness communications.

"Most IVR systems weren't linked
to online" technology, said Shawn
Jenkins, president and chief execu-
tive officer of BenefitFocus.com Inc.,

a benefit technology firm based in
Charleston, S.C. As a result, elections

made over the phone often took days
or even weeks to be implemented.

Because Internet technology was
faster, easier and visual, it took over.

But even as the rest of the world

was becoming increasingly wired,
most employers were still concerned
about Internet security, which fur-
ther delayed its use by benefits
departments. It's only been over the
last five years or so that employers
have warmed up to idea of using the
Internet in both benefits administra-

tion and benefits communication.

"H]PAA may have helped," Mr.
Williams said, referring to the Health
Insurance Portability and Account-
ability Act, which Congress passed in
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1996. "This required data protection.
HIPAA has forced software vendors

to write software with safeguards."
Another dr_ving force in the use of

benefits technology has been the ris-
ing cost of health care, which is
requiring many benefits departments
to streamline their operations as
much as possible.

In fact, high health care costs are
the primary impetus behind he air-
rent benefit technology trend: Ana-
lyzing the health status of plan par-
ticipants to create health improve-
ment programs aimed at those who
are generating the most costs.

Both Ingenix, a unit of United-

Health Group Inc. in Eden Prairie,
Minn., and Ann Arbor, Mich.-based

Thomson Healthcare have developed
huge data rarehouses of claims in-
formation from insurers and employ-
ers. The data warehouses are being
used to create plan designs that en-
courage members to adhere to their
drug therap]es and to do value pur-

chasing, which involves paying high-
er reimbursements to providers who
provide the most cost-effectir'e care.

"Now employers want to make
every dolla. count," said Tim
McDonald, director of health man-

agement cinsulting at Ingenix.

"Now you can drill down more
specifically at what is driving the cost
increases-is it price or utilization?"

For example, if the data analysis
shows that employees are using hos-
pital emergency rooms more than
they should, the employer should
raise copayments for ER use or con-
tract with a medical office that stays
open late to discourage people from
using the ER after hours, he said.

He said the data warehouses are

also being used by employers to
make sure that employees enrolling
in high-deductible health plans are
still obtaining preventive services.

"That's the level of data we can

provide," Mr. McDonald said.
Taken together, all of these tech-

nological innovations have dramati-
cally changed the way benefit depart-
ments function.

"Ten years ago, my staff was fo-
cused on answering phones, collect-
ing forms, doing mailings-a lot of
tactical day-to-day work that wasn't
...well-aligned with our business
objectives," Ms. Vetter said. "Now
you have the same staff and can redi-
rect their focus to be more innova-

tive...and refocus efforts on deliver-

ing health management vs. health
benefits."

Run-offcan be a real work out. Our

world class strength in reinsurance,
commutations, Chapter 15, complex
coverage disputes and loss portfolio
transfers (to name a few) means you
don't need to break a sweat. Or throw

in the towel.

When it comes to

Insurance and Reinsurance,

we know your business.

Edwards Angell Palmer & Dodge LLP is a leading
national law firm with clients from around the

world. We provide full service, highly experienced

representation to the financial services, private

equity and venture capital, and technology sectors.

EDWARDS
ANGELL
PALMER&
DODGE LLP

eapdlaw.com

BOSTON, MA 617.239.0100 NEW YORK, NY 212.308.4411

HARTFORD, CT 860.525.5065 PROVIDENCE, RI 401.2743200

MADISON, NJ 973.520.2300 STAMFORD, CT 203.975.7505

NEWPORT. Rl 401.849.7800 WASHINGTON, DC 202.478.7370

WILMINGTON, DE 302.777.7770

LONDON, UK 011 44.20.7743.0909 (representative office)

AND OTHER LOCATIONS IN THE UNITED STATES



Business Insurance October 8,2007157

Risk managers bringing data in-house to gain greater control
Technology allows
some claims systems
to truly go paperless

By JOANNE WOJCIK

Risk management information sys-
tem technology began in the 19605
as a component of insurers' back-
office accounting systems-on
clunky mainframe computers that
required armies of programmers to
produce paper printouts that risk
managers could only read.

But as policyholders assumed
greater organizational risk, they
wanted more control of their claims

and exposure information, and
started developing in-house RMIS
operations that were independent
of their insurers'.

The rise of personal computers,
networked computers, the Internet
and other technological develop-
ments since then have facilitated

movement to user-owned and

-operated RMIS. Today, risk man-
agers can access such data anywhere
at any time to track and analyze
exposures and claims and manipu-
late that information to create cus-

tomized reports.
In some cases, risk management

information systems are being inte-
grated with management informa-
tion systems to manage risk across
an entire enterprise.

Some of today's more sophisticat-
ed systems even can provide the
data auditors need to ensure an

organization meets the require-
ments of the Sarbanes-Oxley Act,
said David A. Tweedy, managing
consultant at Albert Risk Manage-
ment Consultants in Needham,

Mass., who has worked in the RMIS
business since the early 1980s.

"The first RMIS systems-like
that launched in 1967 by Corporate
Systems-were all mainframe sys-
tems," said Robert Petrie, chief exec-
utive officer of CS STARS L.L.C., the
RMIS division of brokerage Marsh
Inc. New York-based Marsh

acquired Corporate Systems to form
CS STARS in 2004.

"In the early days, you had to
know a programming language to
operate a RMIS," Mr. Tweedy said.
"But today, all you need is to know
how to operate a PC."

James D. Hinton, vp-risk and
insurance at HCA Inc., said the

Nashville, Tenn., hospital system's
first RMIS in the early 19805 was
basically a claims system housed on
a mainframe that used a program-
ming language called Focus.

About four years ago, when
HCA's information technology
department said it would no longer
support the system, Mr. Hinton led
the transition to Marsh's Internet-

based CS STARS system. After con-
verting all of the data, programmers
at Marsh spent more than a year
customizing the new system to
meet HCA's needs.

"The key is to go beyond claims
handling and prevent claims from
happening, and the key to that is
data," Mr. Hinton said. "Another

thing we did was to go totally

paperless with our daims system.
That was a huge cost savings. We
also can access it from virtually any-
where via the laptop."

Because data can be accessed

from anywhere at any time, today's
RMIS can help risk managers man-
age the data collection process, said
Kathy Bums, CEO of Aon eSolu-
tions, a unit of Chicago-based bro-
kerage Aon Corp. Aon, which has
been in the RMIS business since the

mid-19805, has continued to
expand its RMIS operations, includ-
ing the 2005 purchase of RMIS pio-

--2

neer Risk Laboratories Inc. and the

2006 purchase of Valley Oak Sys-
tems.

For example, instead of having to
telephone each location, risk man-
agers can use their RMIS to broad-
cast e-mail alerts companywide ask-
ing location managers to report loss
and exposure data using an online
template. The RMIS also can notify
risk managers which locations
haven't reported, allowing them to
send reminders with the push of a
button.

"It makes risk managers users of

information rather than collectors

of information," Ms. Bums said.

Although the biggest RMIS inno-
vation in recent years is its ability to
collect and distribute information

widely, "the big leap that's happen-
ing now is combining data used for
brokerage with traditional claims
and loss" history to give risk man-
agers a behind-the-scenes peek at
the entire insurance placement pro-
cess, said Mr. Petrie. "It gives a
much richer level of detail and
interaction."

In addition, Ms. Burns is seeing

more risk management information
systems connect to other business
information systems, including
human resources, payroll and man-
agement.

By being the central access point,
today's RMIS "puts the risk manag-
er in a strategic position and raises
his or her exposure in the organiza-
tion," she said.

"If risk managers could harness
the technology they have at their
disposal today, they could make
their way into the C-suite," said Mr.
Tweedy.
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Models move from bright idea to mainstream tool
Probabilisticprograms add scientificjoundation to property camstrophe underwriting

By JOANNE WOJCIK --

While working in the research
department at Commercial Union
Insurance Co. in the early 1980s,
one young researcher came up with
an idea for trying to predict the
scope of hurricane losses using
long-term historical data ccmbined
with current information or_ prop-
erty exposure as a gauge.

"1 had an idea of how to

approach it and wrote a pager and
submitted it to an actuaria_ society

rco

meeting in 1985," said Karen Clark,
who has an MBA with a specializa-
tion in economics and a back-

ground in "econometrics." or statis-
tical modeling of business and
financial information.

A broker at E.W. Blanch (now

Benfield Group Ltd.) who was
intrigued by Ms. Clark's hypothesis
contracted her to develop the mod-
el becoming the first client of her
newly formed company, which she
aptly called Applied Insurance
Research, or ' AIR," for short.

\3%

That was in 1987 before the

insurance industry experienced a
chain of significant hurricane losses
that would hit over the next couple
of decades. Before the introduction

of science-based catastrophe model-
ing, forecasting losses from such
calamitous events was pretty much
a crap shoot for insurers. So it was a
tough sell for Ms. Clark, who even
spoke to underwriters at Llcyd's to
try and drum up business.

But when Hurricane Andrew

struzk south Florida in 1992, it cre-

ated a market for Ms. Clark's cat

mcdel. She predicted the storm
would generate $ 13 billion in loss-
es-more than all of the premiums
zollected on properties along the
coast where it struck. By the tme all
the losses were tallied, they totaled
$15.5 billion.

Since then, at least two other

companies have gotten into the
business: Oakland, Calif.-based
EQECAT Inc. and Newark, Calif.-

bas ed Risk Management Solutions.
Each of these companies employs
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hundreds of meteorologists, seis-
mologists, oceanographers, physi-
cists, engineers, statisticians and
other scientists and economists

who are working collectively to cal-
culate the probable maximum loss
from catastrophes such as hurri-
canes, earthquakes, flash floods,
wildfires, tornadoes, tsunamis, hail,

blizzards and pandemics.
"After Hurricane Andrew was

when modeling started to take
off," said Richard Clinton, presi-
dent of EQECAT, a subsidiary of

ABS Consulting. EQECAT was orig-
inally part of EQE International, an
Oakland-based firm that special-
ized in structural engineering and
nuclear risk assessment. EQECAT's

first model measured earthquake
losses, while Boston-based AIR and
RMS focused on hurricanes and

windstorms.

Today, most insurers, reinsurers,
brokers and large corporations use
one or more of these companies'
models. Some of the models can

even produce simulations, which
can be a valuable tool for persuad-
ing insurance underwriters to rate
risks properly and for property loss

control experts to shore up vulnera-
ble properties.

And the research is continuing

with the growing acknowledge-
ment of the potential for catas-
trophic loss. For example, RMS is

currently building a volcanic risk
model, according to Robert Muir
Wood, chief risk officer based in
London.

"There was a time when we had

to explain to people why these
models were a benefit," Mr. Wood

said. "Now they understand the val-
ue and instead we have to explain
how the model works, why certain
scenarios were used and how the

outcomes were reached, etc."

Unfortunately, Ms. Clark is con-
cerned about the growing reliance

on catastrophe modeling, which is
why she left AIR earlier this year to
form a consulting company dedi-
cated to showing companies how
best to use catastrophe modeling
technology.

"Right after Katrina, there was a
lot of criticism of the models. But

the models are just one tool," she
said. "To get good loss estimates,

companies have to input good data.
This information for many compa-
nies was incomplete, so they were

not getting reliable estimates out of
the model. They also had no pro-
cesses in place to validate the mod-
els' output. These are models. They
make assumptions. The modeling
process has a lot of different steps
and different things can go wrong
with each step."
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Test your knowledge of risk management with our quiz
1. What was the original name of the
Risk & Insurance Management
Society?

03 A) AMERICAN SOCIETY

OF RISK MANAGERS

E] B) AMERICAN RISK

MANAGEMENT ASSN.

E C) U.S. RISK MANAGEMENT
ASSN.

E] D) AMERICAN SOCIETY OF
INSURANCE MANAGEMENT

2. The collapse of what company
ultimately led to the Sarbanes-Oxley
Act?

El A) PARMALAT S.p.A.
E] B) DELTA AIR LINES
El C) ENRON CORP.

Il D) UAL CORP.

3. This state is the largest domicile for
risk retention groups.

Il A) VERMONT

EJ B) COLORADO

C C) HAWAII

Il D) SOUTH CAROLINA

4. What was the largest insured
manmade loss before the Sept. 11,
2001, terrorist attacks?

G A) 1993 WORLD TRADE

CENTER BOMBING

E] B) 1992 LOS ANGELES RIOTS
[3 C) 1993 LONDON FINANCIAL

DISTRICT BOMBING

G D) 1988 PIPER ALPHA OIL RIG
EXPLOSION

5. What's the first basic step in risk
management?

Il A) RISK AVOIDANCE

0 B) RISK TRANSFER
E C) RISK IDENTIFICATION
El D) RISK COMMUNICATION

6. Benchmark used to show an

insurer's underwriting profitability is
called:

El A) EXPENSE RATIO
E] B) LOSS RATIO

Il C) PREMIUM TO SURPLUS
RATIO

C] D) COMBINED RATIO

7. Cornelius Vander Starr founded

American International Group in this
city in 1919:

Il A) NEW YORK

E] B) SHANGHAI

Il C) TOKYO
[3 D) DRESDEN

8. In whose coffeehouse was Lloyd's
founded in 1688?

E] A) BUTCH MCGUIRE

Il B) JUAN VALDEZ
El C) CHRISTOPHER LLOYD
0 D) EDWARD LLOYD

9. The United States has how many
elected state insurance regulators?

El A) 12
El B) 13
C C) 22
[] D) 51

10. What is the most widely written
form of reinsurance?

D A) FACULTATIVE

Il B) TREATY

El C) FINITE

[3 D) RETROCESSIONAL

11. What Uoyd's undenvriter ordered his
agents to "pay all claims" from the 1906
San Francisco earthquake and fire?

[] A) SAM MARKEL
Il B) RALPH HISCOX
El C) CUTHBERT HEATH

El D) JOHN J. ANGERSTEIN

12. What Shakespearean work
mentions the island of Bermuda?

E] A) "AS YOU LIKE IT"

U B)"THE TEMPEST"

El C) "KING LEAR"

E] D) "A MIDSUMMER NIGHT'S
DREAM"

13. Risk securitizations often are

priced according to what bank index?

I] A) DOW JONES INDUSTRIAL
AVERAGE

I] B) FEDERAL FUNDS RATE
3 C) S&P 500 INDEX
I] D) LONDON INTERBANK

OFFERED RATE

14. Th s form of D&0 liability coverage
reimturses the entity itself for
indemnifying directors and offioers:

El A) SIDE A
Il B) SIDE B
E] C) SIDE C

E] D) SIDE D

15. An "experience mod" is applied to
an employer's workers compensation
rates to reflect this:

E] A) NUMBER OF EMPLOYEES
0 B) TOTAL YEARS OF JOB

EXPERIENCE

Il C) TOTAL PAYROLL

Il D) LOSS EXPERIENCE

16. Whose 19605 treatise on cost of

risk still influences the profession of
risk management today?

U A) MAURICE GREENBERG

03 B) PETER BERNSTEIN
[] C) HOWARD WEBER
E] D) DOUGLAS BARLOW

17. What's the largest line of insurance
bv premiums spent?

El A) HOMEOWNERS
E] B) PRIVATE-PASSENGER

AUTO

0 C) COMMERCIAL MULTIPERIL
0 D) GENERAL LIABILITY

18. What was the costliest insured

earthquake loss?

[3 A) 1989 LOMA PRIETA
E] B) 1995 KOBE

I C)1994 NORTHRIDGE
El D) 1976 TANGSHAN

19. Which broker placed hull coverage
for the Titanic's maiden voyage?

El A)JOHNSON & HIGGINS
El B) MARSH & MCLENNAN
[3 C) HUDIG-LANGEVELDT

[] D) JARDINE MATHESON

20. Who was the first woman named

Risk Manager of the Year?

E] A) LUCILLE GALLAGHER
El B) EDITH LICHOTA
I C) MILLICENT WORKMAN
Il D) JUDY LINDENMAYER

Answers can be found on page 60

SPECIALTY RISK SERVICES
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ANSWERS TO THE EMPLOYEE BENEFIT QUIZ:

1. a) General Electric Co.; 2. d) Bank of America Corp.; 3. 0 James Baker; 4. a) 1984 ; 5. b) United States;
6. a) 16%; 7. b) Texas; 8. b) Medicare Piescription Drug Improvement and Modernization Act; 9. b) 29,000;
10. c) $50,000; 11. c) 12; 12. b) 2 pe-centage points; 13. a) dercer LLC.; 14. c) 36 months; 15. b) Pension
Protection Act ; 16. a) Erie County, Pa.; -7. b) WellPoint Inc.; 18. b) Paul Ellwood; 19. c) Studebaker Corp.;
20. d) 12 months.

.

Business /nsurances Editorial Staff 2007

ANSWERS TO THE RISK MANAGEMENT OUIZ:

1. d) American Society of Insurance Management; 2. c) Ehron Corp.; 3. a) Vermont; 4. d) Piper Alpha oil rig
explosion; 5. c) Risk identification; 6. d) Combined ratio; 7. b) Shanghai; 8. d) Edward Lloyd; 9. a) 12; 10. b)
Treaty; 11. c) Cuthbert Heath; 12. b) "The Tempest"; 13. c) London Interbank Offered Rate; 14. b) Side B; 15.
d) Loss experience; 16. d) Douglas Barlow; 17. b) Privatepassenger auto; 18. c) Northridge; 19. a) Johnson
& Higgin% 20. b) Edith Lichota
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Seated, from left: Gloria Gonzalez, Kevin P.

Edison, Rupal Parekh, William Murphy
and Amy R. Curtis.
Standing, from left: Carrie A. Peinado, Gavin
Souter, Charmain Benton, Katherine

Downing, Joanne Wojcik, Douglas McLeod,
Meg Fletcher, Joe Walker, Matt Scroggins,
Paul D. Winston, Sally Roberts, Rodd

Zoikos, Kathy L. Barnes, Roberto Ceniceros,
Dave Lenckus,

Mark A. Hofmann, Karen Brown Tucker,
Jerry Geisel, Regis J. Coccia and Business

Jnsurance Publisher Martin J. Ross Ill.

Not pictured: Jeff Casale, Louise Esola,
Kristin Gunderson Hunt, Judy Greenwald
and Roger Schillerstrom.
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ADMINISTRATORS

Looking for a new challenge &
high-potential earning environment?

This is an exciting time to join Unisource.
We are seeking Insurance Professionals with entrepreneurial spirit to join cur
team in various Florida locations. Our Field Marketing Underwriters focus in
developing their book & territory, resulting in top earnings. Unisource plo-
vides timely home office support (with state of the art IT features) to ensire
customer support, satisfacticn & retention. Represent "A" rated W/C carri-
ers. Use your knowledge and creativity to add value as a true business pal-
ner, If you are knowledgeable of Florida W/C & underwriting gu,delines, and
can build client/agency relat onships then we need to talk. Insurance/Busi-

I ness degree & 220 preferred Visit www.unisourceadmin.com to learn mo-e
Fax (941) 309-7847 EOE/DFWP
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LEGAL NOTICE

Since 2001 1

COMPAGNIE EUROPEENNE

D'ASSURANCES INDUSTRIELLES

S.A.

SOLVENT SCHEME OF ARRANGEMENT

NOTICE OF FINAL CLAIMS SUBMISSION DATE

By an Order dated 29 August 2007 the High Court o Justice of
England and Wales sanctioned the solvent scheme oi
arrangement under section 425 of the Companies Act 1985 (the
«Arrangement') between the Compagnie Eurof)6enne
d'Assurances Industrielles s.a (the 'Company*) and its Creditors
(as defined in the Arrangement). An office copy of the Order was
delivered to the Registm d Companies for registration on
27 September 2007, and the Arrangement became efective on
that date (the «Effective Date ),

Creditors are required to submit duy completed Claim Forms in
fespect of their Claims (as detined in the Arrangement)
accompanied by the requisite supporting evidence by 1139pm
London Time on 25 February 2008 (the *Final Claim
Submission Date") marked for the attention of Paul Corver at

KMS Insurance Services Limited, 2nd Floor, America House, 2
America Square, London, EON 2 LU, Fax no: +44 [0)870 600
7581 Email: ceaihelpdeskekmsim.com. Failure to do so will
result in the relevant Creditor's Claims bein6 deemed to have
been satisfied in full, and in that Creditor having no entitlement
to payment in respect of such Claims.
Claim forms have been sent to all Creditors for whom the

Company holds address details which are not believed to be
incorrect. Any person who believes it is a Creditor but has not
received a Clmm Form, or who has any queries or requires
assistance in relation to the completion and return of
Claim Forms, should contact Paul Con·er at KMS Insurance
Services Limited, 2nd Floor, America House, 2 America
Square, London, EON 2LU Telephone +44 (0)20 7488 5460
Email: ceaihefpdesk@kmsim.com or visit the website on
www.ceai.couk
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International
K E.C. targets subscription market

S2 3 \/Lri
Commission says armngements might lead to insurer collusion

S.,9 1 1
By SARAH VEYSEY

BRUSSELS, Belgium-Findings by
the European Commission that
some subscnption-based msurance
arrangements night encourage col- *

4

Brokers' 2.5% charge lusion among Insurers drew a wary
reaction from European nsk man-
agers, Insurers and brokers last week

'1 ..The subscription-based market

raises buyer concerns
31

allows for a diverse market and

Increased capacity and leopardizing
those arrangements could hurt com-

By ADRIAN LADBURY customer) will not be paying mercial insurance buyers, some say
because probably the insurers will Other observers, including the

GENEVA, Switzerland-Some Euro- find it within thelr models to pay " Federation of European Risk Man-
pean nsk managers have raised con- But panelist Jean-Paul Rignault, agement Assns, gave a more muted
cems about brokers' plans to intro- CEO of Pans-based AXA Corporate response, saying they need time to t

duce a 2.5% charge on insurers for Solutions, disagreed. "I do not see sift through the long-awaited report
EC/BERLAYMONT

business placed in certain markets any reason why AXA shareholders before commenting. Neelie Kroes, competition commissioner for the European Commission, says if cer-
Dunng a panel debate last week at should go to the rescue of the large The report, released by the Euro- tain aspects of the co-insurance process can't be Justified, they must be reformed.

the Federation of European Risk brokers' shareholders," he said pean Commission's competition
Management Assns Forum m Gene- He did say he is happy to pay for directorate last month, was the report added that "reform of these spreading risk without reducing
va, Switzerland, the risk managers brokers' services if they are clearly result of a two-year probe into the practices might well result m a better competition."
reacted to an explanation of the new identified and valued and not a commercial insurance sector deal for clients," it said. Other organizations said they
fee by panel participant Sarah blanket flat charge. "To pay a flat One of the key findings was that The European Commission also were still reviewing the Commis-
Turvill, chairman of Wilhs Intema- commission for unknown services is certam co-insurance processes-in said that m 2008, it wtends to sion's findings
tional, a unit of London-based Willis lust a question of adding more cost which multiple Insurers underwrite review the Block Exemption Regula- "It is important to go through
Group Holdings Ltd to the market," said Mr Rignault a nsk-may stifle competition tion, which enables the insurance (the report) and have a FERMA posi-

Wlllis and New York-based Marsh Peter den Dekker, corporate insur- Neehe Kroes, competition com- industry to bypass some E U com- lion," said Marie-Gemma Dequae,
Inc plan to introduce the levy on ance risk manager at food company missioner, warned the insurance petition rules. And the issue of bro- the president of Brussels, Belgium-
U K insurers this month, and Marsh Stork N V in the Netherlands and industry that if certain aspects of the ker remuneration will also be subject based FERMA She said that there are
also has commenced discussions vp of the Dutch nsk management co-insurance process cannot be lus- of further scrutiny, the Commission three major issues raised in the
with insurers in Germany association Nederlandse Associatie tifted, they must be reformed said, adding that it St:111 had con- report of concern to rlsk managers

An Aon Corp representative said van Risk & Insurance, said "In this The Commission raised several cerns about transparency of broker pricing by following insurers, the
the broker is not involved in this whole thing, no one is talking to the concerns about the process In par- pay and would investigate the issue role of Intermediaries, and the block
dnve for new revenue because it had clients If the brokers want addition- ticular, it 15 concerned about the further during a review of the Insur- exemption
m recent years introduced a similar al commission, the client should be practice of following insurers on ance Intermediation Directive The Comit6 Europ0en des Assur-
25% levy in the United Kingdom  - subscnption business-such as cow Several organizations defended ances, which represents the Euro-
after consulting the London-based erage written m the London mar- the subscription-based market pean insurance and reinsurance
Assn. of Insurance & Risk Managers EXTRA COMMISSION ket-being unable to offer a differ- The London-based Intemabonal mdustry, said "CEA would urge the
and Insurance companies. ent rate for a rlsk than that offered Underwnting Assn said many risks Commission to give full considera-

Ms Turvill said the charge would Willis and Marsh plan to introduce
by the lead underwnter. in the London market are under- tion to the explanation on the func-

be transparent, should not be con- this month a 2.5% charge on
The Commission also voiced con- written on a co-insurance or sub- tioning of the co-insurance marketinsurers for placing business in cer-

fused with contmgent commissions
tam European markets. Aon m the cerns about the use of so-called "best scnption basis "This process has the before final conclusions are drawn "

and would not present a conflict of
U.K. already levies such a charge. terms and conditions" clauses some- enormous advantage of spreading "The Commission's comments

interest Many brokers ceased col- times used in co-insurance and rein- and diversifying nsk so that client on reinsurance and co-insurance
lecting contingents in the wake of surance contracts. Under such claus- capacity needs can be met without raise some issues that wlll need dos-
then-New York Attorney General asked first about thts, and the insur- es, underwriters on a co-insured pro- placmg an overwhelming catastro- er study, with significant imphca-
Eliot Spitzer's investigations into ers and brokers should ftnd a model, gram can benefit from the best phe exposure (on) any one single tions for both brokers and their
client steering and bid riggmg but talk to us-through FERMA and terms offered to another partlcipant underwriter," it said in a statement chents," Aon Corp said m a state-

"We are fully of the view that the national organizations." In its report, the Commission "The London msurance market is ment.

contmgents and supplemental com- Ralf Oelssner, president of the stressed that it had found no evi- probably the most competitive in Reinhard Schwarz, chief sales offt-
mlssions are wrong and in principle German commercial insurance buy- dence of antitrust violations m co- the world and presents customers cer m Europe for Alhanz Global Cor-
create confhcts of Interest But that ers association Deutscher Versich- insurance. But lt added "It iS, with a very efficient mechamsm for porate and Specialty, part of Muntch,
does not mean that we do not want erungs-Schutzverband e.V and vp of nonetheless, ot concern that the covering risks," Stephen Riley, chair- Germany-based insurer Alhanz S E
to be paid for the service we provide, corporate insurance at Lufthansa subscnption practice in the way that man of the IUA, said m the state- said that his company welcomed the
and, therefore, I do not have the AG. in Cologne, said panelists were it currently works may act, at least in ment Commission's comments "It is posi-
slightest difficulty asking insurers guilty of "skimng" the real issue theory, to underpm collusion The London-based Assn of Insur- tive for us In many cases, the lead
for more commission," she said "Where is the money ultimately While it said that "the existence ance and Risk Managers said m a Insurer gets the same premiums as

Ms Turvill said if clients are coming from?" he said, spealang of mechanisms allowing multiple statement that it would study the the follower and the E U says very
unhappy with Willts retaining the from the floor "Is the underwriter (insurers and remsurers) to each take Commission's comments on co- clearly there should be a benefit for
commission, then the broker wlll going to load it into the premium?" a part of a given risk plausibly allows Insurance and differential pnclng, the chent as the follower pays less
share it or pass it on to the nsk man- Peter Bemng, head of group nsk for greater capacity and risk diversi- but added "As a general comment, because they do not have the people,
ager. "Everything we receive is com- at cash handling company De La fication and results m lower prices however, we regard the subscnption expertise, network, financial capabil-
pletely transparent and m agree- Rue P.L C m Basmgstoke, England, and better terms for dients," the market an efficient vehicle for 1ty, ratmg, etc," he said
ment with the clients We approach who also spoke from the floor, said.
the insurer and say (that) we would "The question is how we avoid con-
like more money Our expenence flicts of Interest No one wants to
now is that insurers are willing to destroy people that dehver a very
pay Aon has been chargmg 25% important and valuable service, but Guy Carpenter, Integro settle lawsuit
(brokerage) for six-and-a-half years, we certainly do not want to pay for
and it has not meant that they are mefficiency Some insurers will pay By JEFF CASALE mer head of Guy Carpenter's U K that the three violated terms of
not competitive," Ms Turvill said and others not, and will that influ- facultative remsurance operations MMC's incentive bonus plan and

Buyers worried ence where the buslness is placed?" NEW YORK-Guy Carpenter & Co All three resigned from New York- sought repayment of about
Ms. Turvill was not given the Inc has settled pending litigation based Guy Carpenter, the remsur- $370,000 in vested awards. The

Buyers at the FERMA conference, chance to answer that question, but against three former top London- ance brokerage unit of Marsh & company also charged the three
however, said they worry that if panelist Dick Verbeek, chairman based executives over their resigna- McLennan Cos Inc, on April 3 men with aiding Integro m solicit-
Insurers agree to pay, they will sim- and chief executive officer of Aon tions to loin Integro Insurance Bro- Two days later, New York-based ing at least eight other Guy Carpen-
ply pass the cost on to buyers And Risk Services International, said ken Ltd Integro announced that it had hired ter employees to join the nval com-
several European and international Aon's brokerage service fee does not The suit was hled m May against them to form a new London insur- pany
insurers said this could be the case tempt it to steer business "No way two former leaders of Guy Carpen- ance and remsurance brokerage A Guy Carpenter spokeswoman

But Ms Turvill said Wlhs believes It is completely never on the table " ter's Worldwide unit-Julian Sam- operation dechned to comment on the terms

that the mfurers w111 carry the cost engo-Turner and Ron Whyte-as The suit, which was filed m US of the settlement Integro declined
"We beheve that ultimately, (the Sarah Vqsey conmbuted to this story. well as against Marcus Hopkins, for- District Court in New York, charged to comment
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Rockhill to pay $67.6M
for RTW in merger
MINNEAPOLIS-Kansas City, Mo.-
based Rockhill Holding Co. and
Minneapolis-based RTW Inc. have
agreed to merge in a deal under

which Rockhill is to pay $67.6 mil-
lion in cash for all outstanding RTW
stock, the companies said.

After the merger, which is subject
to shareholder and regulatory
approval, RTW is to be a wholly
owned subsidiary of Rockhill. The
companies said the transaction is
expected to close by year-end.

Rockhill is an insurance holding
company that writes specialty prop-
erty and casualty business through
its Rockhill Insurance Co. and Plaza

Insurance Co. units.

RTW provides products and ser-
vices to manage insured and self-
insured workers compensation, dis-
ability and absence programs.
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Hanover completes purchase
of Professionals Direct

GRAND RAPIDS, Mich.-Hanover

Insurance Group Inc. has complet-
ed the $23.2 million purchase of
Grand Rapids, Mich.-based Profes-
sionals Direct Inc., which provides
lawyers professional liability cover-
age in about three-dozen U.S. states.

The purchase will complement
Hanover's efforts in reaching small
to midsize customers, the Worces-

ter, Mass.-based property/casualty
insurer and services provider said in
a statement.

Brown & Brown

expands its roster
DAYTONA BEACH, Fla.-Brown &

Brown Inc. has acquired three enti-
ties with combined annualincome of

about $5 million, the brokerage said.
Daytona Beach, Fla.-based Brown

& Brown has acquired Security
Insurance Inc. II, a Nashville, Tenn.-

based agency serving the commer-
cial property/casualty market; Secu-
rity Risk Managers Inc., a Nashville-
based wholesale broker specializing
in builders and construction-related

products; and Tavor Corp., a
Denville, NJ., provider of trade

1<4@)]f#Q(#11-*1(N'15

credit, o=ean marine and interna-
tional insuance.

The Nishville staffs will continue

in their curren- location while

Tavor's pErsonnel and operations will
be combined with Brown & Brown's

existing Florham Park, NJ. office,
the company said in a statement.

Aon, Arup for-n alliance
focusing on cat risks
CHICAG#Aon Corp. and Arup, a
London-based engineering and
consulting firm, have formed a
strategic alliance to offer clients
catastropnic risk management and
consulti[g services.

Aon said the alliance will

enhance its Rapid Response loss
mitigation and claims advocacy ser-
vice borne from hurricanes Katrina,
Rita and Wilma in 2005. The

alliance ilso will establish a consult-

ing service, Rap.d Response Engi-
neered, to help clients prepare for
and avoid catast-ophic events, the
Chicago-based brokerage said.

Send mews of deals and alliances

to Che -main Berton at

cbentin@businessinsurance. com.
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Celebrating 20 Years of

Personalized Mamged Healthcare '

Excellence. It Matters.

Hines' innovative programming, clinical expertise and team leadership

controls excessive healthcare costs w#hout compromising quality of care.

Excellence in Innovative Healthcare...

This is the Hines' Approach.

1 _- I Case Management* • Specialty Case Management'
lu-B* CI Disease Case Management* • Utilization Review*

=-5/ claim Data Scrubbing and Analysis
*URAC Accred;Ed

lit# Hires Founder

i

llHines®
la:ionwide & lidepencent

800.735.1200
www.hiresassoc.com

Commentary

Health care costs
.

going one way up
When a friend of mine recently
asked me how having 47 million
uninsured people in the United
States made health care and

health insurance more expensive,
I gave her the standard industry
line on the cost shifting that
occurs when providers are stiffed
by uninsured patients.

Doctors and hospitals may say
they're "writing off" this uncom-
pensated care, but in reality
they're jacking up prices for
insured patients so they can
recoup those losses, I explained.
It's like the retail industry. They
know they can expect a certain
amount of theft, so they figure
that into their pricing, I told her.

But, now, after interviewing
several health care industry veter-
ans for Business Insurance's 40th

Anniversary issue, I'm beginning
to doubt that solving the nation's
uninsured problem will lower
health care costs.

Demand for health care is

essentially a "vertical line going
straight up," Virginia Burke, a
lawyer and former nurse, suggest-
ed to me, using gallbladder
surgery as an example. Whereas
back in the 1970s, patients with
gallbladder disease usually waited
until they could no longer stand
the pain because removal
was an invasive procedure
with a slow recovery usu-
ally requiring several days
of hospitalization, today
gallbladder removal can
be done using "keyhole"
surgery, with the surgeon
removing the diseased
organ laparoscopically. In some

cases, the surgery can even be
done on an outpatient bass. So
with such a simple procedure
available, why not have it done
as soon as possible? Even though
the procedure costs less today,
the volume of the procedures has
grown, so the overall spending
has actually increased, she said.

Maybe we could slow the rate
of medical inflation by halting
medical research, Ms. Burke

quipped. If no new treatments
are developed, spending would
be limited to those that exist, she
said.

A few of the other people I
interviewed suggested that health
care inflation is actually being
curbed by our high uninsured
rate because uninsured people
don't seek medical treatment as

frequently as those who have
coverage. It reminded me of one
conservative economic theory on
wage inflation that pres=ribes
maintaining a certain level of
unemployment to keep wage
increases in check.

Other people I interviewed for

my report on the evolutivn of
health benefits since 1967 said

the creation of Medicare in the

mid-19603 actually started the
upward cost spiral. Besides boost-

j »

JOANNE
WOJCIK

Senior Editor Joanne Wojcik
can be reached at:

iwojcik@businessinsurance.com

ing doctors' income by guaran-
teeing paying patients, the legis-
lation drove medical school

enrollment, chuming out even
more medical providers to treat
the growing population of
retirees. I wonder, could creation

of a new pool of insured people
cause history to repeat itself?

There are numerous other con-

stituencies whose livelihoods

depend on the health care system
being in such dire straits, like the
vendor I nnet at a conference a

Solving the uninsured
problem may not actually
reduce tile cost of care.

few years ago who said he could
save employers and insurers
money by reviewing their
durable medical equipment pur-
chases. I asked him how he

would do that, if not by denying
such equipment to patients who
surely needed it. It also seemed to
me that his involvement would

merely add another intermedi-
ary-and another expense-to
the medical treatment acquisi-
tion process. Oh, no, he insisted.
He said he would save them

money by negotiating lower
prices from the equipment man-
ufacturers and keep a portion of
those savings as payment.

Let's face it: Many of us have a
vested interest in maintaining
the status quo. According to
researchers at Pricewaterhouse

Coopers, one in every eight U.S.
residents has a job somehow con-
nected to the health care system.
No wonder it comprises 16% of
the gross national product. Can
you imagine the devastating
impact that reforming the health
care system would have on the
economy?

Maybe it's time we just accept-
ed the fact that there really are
three-not two-certainties in

life: death, taxes and now, medi-
cal inflation.
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Benefits: Owners find innovative ways to fund risks through captives
CONTINUED FROM PAGE4

better manage the risk? Theoretical- decide whether it makes economic ty in the traditional insurance mar- attendees that the captive,

that all Labor Department condi- there lS better management, Mi their captires. based premiums, while also assum- nbllion in annual premiums, pro
tions are met Young said In addition, there may be a polit- ing previously unfunded risks, Mr. motes the GM brand with cus

The road map that the Labor That better management, such as ical tug of war between the rlsk Bucci said

since been used by some of the NiSource's LTD loss frequency and with HR feanng it wdllose control if For example, General Motors Corp market.

corporations, including AJ. Heinz to fund the risk through its captive, captive, Mr, Bucci said.
Co., Alcoa Inc., Archer Damels Mid- Mr. Bucci said

Fargo Co, to do the same tives, MI. Buccl said. For example, property/casualty programs, mclud- Slates. for taking on additional risk and
Meanwhile, Columbia Insurance he said, it can be difficult to prv ing workers compensation, general Max Reid, managIng director- whether they have the alall to man-

Group Ltd -now known as detailed claims information from liabihty and auto liability
NiSource Insurance Co Ltd, follow- insurers currently wnting the nsks, The benefits of its captive include GMAC Insurance in High Wy- in, he said
ing Columbia Energy Group's
acquisition several years ago by
energy company NiSource Inc of -3 bus'ness Protection Inland r,13nne · Manne · Property Facultat ve Reinsurance CAS JALTY INSURANCE I Commercla 4(*
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the incumbent players" he said,
pointing to acquisitions of two of
the first CDHP players: Alexandria,
Va.-based Lumenos, which Indi-

anapolis-based WellPoint Inc. has
acquired, and Minneapolis-based
Definity Health, which now is
owned by Minnetonka, Minn.-
based UnitedHealth Group Inc.

"High-deductible plans have
grown a lot more slowly than peo-
ple anticipated," Mr. Robinson said.
As a result, the market is evolving to
a new concept, which he called
"managed consumerism," or "Con-
sumer Driven Health Care 2.0."

Under Consumer Driven Health

Care 2.0, intermediary intervention
such as disease management is
being welcomed to help manage
chronic conditions, many of which
are the result of unhealthy personal
behaviors, Mr. Robinson said.

"They smoke, they eat the wrong
things, they don't get the right exer-
dse, they physically make lousy per-
sonal decisions and, honestly, giving
them more Web sites and higher
deductibles just isn't" all that is
needed to make CDHP members bet-

ter health care consumers, he said.

In addition, benefit design is
changing to recognize that high-
deductible plans "create too little
coverage for low-cost, effident ser-
vices and too much coverage for
highest, ineffident services," Mr.
Robinson said. "Benefit design
should take this into account. For

example, medically necessary proce-
dures should be covered at 100%."

Mr. Robinson also suggested that
under Consumer Driven Health 2.0,

deductibles and premium contribu-
tions should be tied to income so

that lower-paid workers are not put

at a disadvantage.
During a later session at the con-

ference, Greg Scandlen, president
and founder of Consumers for

Health Care Choices in Hager-
stown, Md., and co-chair of the

CDH conference, countered Mr.

Robinson's remarks, calling Mr.
Robinson's newly coined "managed
consumerism" an "oxymoron."

"He thoroughly misunderstands
what is happening in the market,"
Mr. Scandlen said.

He attributed the slowdown in

the rate of increase in health care

costs over the past few years to the
emergence of consumer-driven
health care, comparing the current
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Summit
draws 300
WASHINGTON-Rep. Pete

Stark, D-Calif., chairman of

the House Ways and Means
Health Subcommittee, was

among featured speakers at
the National Consumer Driv-

en Healthcare Summit, at the

Hyatt Regency Capitol Hill in
Washington.

The summit, which attract-
ed more than 300 participants
Sept. 26-28, was founded to
provide a forum on the impact
of consumer-driven health

care on employers, providers,
health plans, pharmaceutical
companies and financial insti-
tutions. In addition to plenary
sessions, the program was
divided into six tracks:

employer case studies, policy
and research, banking and
technology, operational and
technical, transparency, and
provider issues.

The next Consumer Driven

Healthcare Summit is Sept. 22-
24,2008, in Washington. For
more information, visit

www.consumerdrivensummit.

com, or call 800-684-4549.

-By Joanne Woicik

situation to the impact that man-
aged care had in the early 1990s.

"The CDH movement is trans-

forming health care," Mr. Scandlen
said. "The products are being adopt-
ed faster than any other type of
plan in my lifetime."

He said the reason consumers are

selecting products with managed
care networks is because that is all

that insurers have been offering, but
that will soon change.

Mr. Scandlen also took exception
to the suggestion that the incum-
bent insurers have taken over this

fledgling market. "Several of the
original companies have been
acquired, but the entrepreneurs are

uberrimae fidei
bordereau facultative

retrocessioitaire
follow the fortu,les

sidecall burwing cost

finite risk
rate ow Ilie

busier than ever," he said.
Mr. Scandlen also asserted that

the growing use of the Internet to
seek out health information

demonstrates that consumers are

taking control of their own health
decisions, and are not relegating
them to case managers.

In a post-summit interview via
e-mail, Clive Riddle, president of
Modesto, Calif.-based Managed
Care On-Line and co-chair of the

summit, said that critics were invit-
ed to the conference because "there

are notable criticisms leveled at con-

sumer-driven care by a number of
prominent stakeholders, and to
ignore them would be to'ignore the

Business Insufince

Reinsurance is complicated.
Business insumnce helps you figure it out.

elephant in the room.'"
Moreover, it provides an opportu-

nity for CDHP supporters "to
become well-versed in the criticisms

of their movement, in order to be

best positioned for the future," Mr.
Riddle said. "Given that the summit

desired to be a platform towards
improving consumer-driven care,
an open dialogue and exchange
regarding the strengths and weak-
nesses of the movement is necessary
towards identifying and addressing
problems," he said. "The summit
features a lot of policy and research
presentations and information, and
much of the'back and forth' on this

issue is within policy circles."
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SCHIP: Employer provisions Reserves: N.Y. plan targets catastrophes
likely to survive despite veto CONTINUED FROM PAGE 1 cess, which Includes publication in this dialogue," he said, adding that

the New York State Register :nd a one issue was whether "it may
hit." 45-day period for wntten com- restrict an insurer's abllity to effi-

CONTINUED FROM PAGE 1 employers would be forced to com- The department estimates that ments ciently use its capital, which may
ply with different programs and the proposal would affect about $5 An insurer trade group represen- result in less capacity in the market

some members who voted against varying requests for information, billion m property premiums, the tative noted that the actual lan- rather than more We'll be loolang
the bill to reverse their position. consultants say bulk of which-$36 billion-is guage of the proposal was not yet to see if there are any tax implica-

And even if the veto stands, the "It would be a patchwork set of from homeowners coverage, said available. tions and if there are any retaliatory
provisions that affect employers are requirements that employers would Mike Monarty, New York's deputy "I do not yet have the proposed tax implications for domestic com-
likely to survive efforts to craft a need to comply with," said Kelly superintendent for property He regulation in hand," said Paul panies in New York "
compromise measure to keep some Traw, a principal in Mercer L.L.C.'s said the department estimates that Tetrault, northeast state affairs man- NAMIC'S Mr Tetrault said trans-
kind of SCHIP program in place, Washington Resource Group in about $250 million would be placed ager for the National Assn of Mutu- parency seems to be the idea behind
observers say. The current program Washington in catastrophe reserves annually al Insurance Cos in Beverly, Mass. the proposal, which seems intended
expires Nov 16 FMLA change If the catastrophe loads charged "It's a work in progress " to promote consumer understand-

The State Children's Health by insurers are intended to pay for Mr. Tetrault said the proposal ing about the exposure catastrophes
Insurance Program is a loint federal- The bill also would amend the catastrophes, which are long-term seemed to "have some commend- pose to companies "Whether this is
state program that provides health Family and Medical Leave Act to pro- in nature, then they should be able goals," including the fact that an effective way will have to be
care for children in families with vide for extended leave of up to 26 reserved long-term as well, Mr it presents a "private-market solu- determined and given some
income above Medicaid-eligibility weeks in a one-year penod for an Monarty said. tion rather than a significant, thought," he said

thresholds The states establish and employee to care for an miured He stressed this is "not a cat fund unwarranted government involve- "I think that most in the industry
administer the program and receive member of the armed services. Asep- type of concept. Each company ment" in the marketplace will agree what Mr Dinallo's pro-

grants from the federal government arate provision would ban employers would set up its own reserves " But he said some of the premises posal is a welcome step," said
to fund a portion of the health care from denying these family members "There lS a tax issue," said Mr contained in the departn- ent's Robert Hartwig, president of the
provided to members. promotions, employment or bene- Monarty. announcement raise questions Insurance Information Institute in

The bill would give states the fits for a one-year per·od. "We've tned to address that by "Policyholder surplus exists for all New York "The problem 15 that lt
option to provide premium subst- "That represents a significant requiring the companies put up sorts of contingencies," he said The creates some severe financial prob-
dies for qualified employer-spon- expansion of FMLA," said Steve reserves net of any taxes they pay," idea of segregated funds raises the lem and obstacles for insurers "
sored coverage to low-income Wolcik, vp of public policy at the he said. He noted that Mr Dinallo question whether they, like policy-

.

By creating an entirely new cate-

employees with children eligible for Washington-based National Busi- said he favors "tax-deferred reserves holder surplus, could be used for gory of reserves earmarked in
both the government program and ness Group on Health. "To imple- for hurricanes, but the industry will other purposes, he said advance for catastrophe losses, but

employer-sponsored plans The pro- ment that seems like it would be only achieve that change if it acts The "big question" is tax treat- without any corresponding tax
nsion targets a segment of unin- administratively complicated" brst and gains credibility Mean- ment, Mr Tetrault said, with uncer- recognition, this proposal is proba-
sured children whose parents have The Society for Human Resource while, we need to start building pro- tainty over how this reserving bly on a collision course with the
access to coverage through their Management expressed concern tection against the potentially huge requirement would work or Internal Revenue Service, Mr
employers, but cannot afford the about the "overly broad" wording costs of hurricanes now" whether it would actually change Hartwig said

additional premiums for family cov- of the amendments, which could "In the long run, this could reduce anything. The proposal could be particularly
erage, said Paul Dennett, vp-health have unintended consequences as rate increases and volatility in premi- "We're lust starting to look at the burdensome for smaller insurers
policy at the American Beneftts the family leave law has had, said ums," said Mr Monarty, noting that draft regulation," said a spokesman that operate only in New York, he
Council in Washmgton Lisa Horn, manager of health care catastrophe losses have often been for the American Insurance Assn 's said If a small insurer had to move

Under the bill, employers must m the government affairs depart- followed by a "big spike" in rates northeast region in Albany, NY a few hundred thousand dollars into
notify employees about their ability ment of the Alexandria, Va.-based The insurance department is Cir- "We're certainly wtlling to have a the reserve account, It might have
to enroll in state health insurance organization. According to a SHRM culating a working draft of the pro- constructive dialogue with the some problems meeting the capital
programs and provide information study, four out of 10 human posed regulation to the industry department on the proposal " requirements set by rating agencies
on premium assistance to employ- resource professionals reporting and consumers It will then go "We do have some concerns that and would have to ftnd ways to tap
ees living in the states that offer approving FMLA leave that they through the formal proposal pro- we will be loolang at as we Fursue additional capital, he said
such assistance For example, an believed was not legitimate
employer in the District of "FMLA isn't right now working
Columbia whose employees live in on all cylinders," Ms Horn said ADVERTISER
several surrounding states would "The concern is, you're building on
have to comply with the specific an already broken framework " Potential Medicare changes
requirements of each state where its Employers need to be aware of

11 employees live the provisions of the bill because spark concerns about costs INDEX
"That can be a pretty complicated President Bush's veto will not be the

requirement even though at first final word, employers and consul- WASHINGTON-Employers to ESRD providers and we hape Issue of October 8
ADVERTISER PAGE #

glance it might not seem like it," tants say remain concerned about poten- strongly objected to the cost
said Susan Kornetsky, research con- Even vnthout a successful over- tial changes to Medicare ongl- shift, not to the increase in

ACSTAR 12

Aetna Corporate 9,44

sultant and attorney at Hewitt Asso- ride vote, the provisions affecting nally included in a bill to reau- rates," said Paul Dennett, vp- Al Risk 23

ciates Inc 's Washington research employers likely will survive during thorne the State Children's health policy at the American AIG Corporate Cover 4

Allied World Assurance Co 51
office future negotiations on a bill to reau- Health Insurance Program Beneftts Council in Washing-

American Appraisal Associates, Inc 58
The bill also would create special thorne SCHIP because they were because they would increase ton American Institute for CPCU 52

enrollment penods for employees not controversial and President their benefit plan costs Another provision would Aon Corporation Cover 2

or dependents who lose eligibility Bush's veto was related to other Although legislators agreed have established a comparative Arch Insurance 29

Assurex Global 46

for the government program or aspects, such as the income eligibil- to omit the Medicare provi- effectiveness research unit Beazley 10

become eligible for premium assis- ity levels. sions from the SCHIP bill, devoted to studying health care Berfleld Inc 21

BMS Group 49
tance to pin an employer health Some of the employer-related Congress will likely consider outcomes and identifying the
plan Under the bill, the employee provisions chrectly addressed con- these provisions as part of most efficient preventive, diag-

Burnham System 56

Business Insurance

must ask to join the employer-spon- cerns President Bush had about the Medicare legislation by the end nostic and treatment proce- 6,37,4Z 50,55,65,67

sored health plans withm 60 days of bill For example, the subsidy provt- of this year, employers say. dures The unit was to be fund- Chubb Group 19

Council of Insurance

losing coverage in the government sion would alleviate the potential "It's certainly a possibility," ed by fees on health insurance Agents & Brokers 2

program or gaining eligibility for "crowd-out" effect of the bill, m said Steve Wolak, vp of public policies, which would have cre- CRC Insurance 27

premium assistance which parents choose to enroll their policy at the Washington- ated an ''unlustifted" premium Dempsey, Myers & Co, LLP 6A

Discover Re 20

"Anything that gives an addition- children in government health based National Business Group tax on employers providing Edwards, Angell, Palmer

al trigger for special enrollment plans even though they have access on Health "It's not like they employee beneftt plans, MI & Dodge LLP 56

Exdion, Div Of Cross-Domain 38

would be an issue" for employers, to or were previously enrolled m disappeared." Dennett said
FM Global 24/25

said Ann Marie Breheny, legislative employer-sponsored plans, Mr. One provision would have The House bill would also Hines & Associates, inc 62

associate for Watson Wyatt World- Dennett said "I don't see it going extended the time frame of have mandated that formula- Hub International Ltd 13

Liberty Mutual 5
wide m Arlington, Va away," he said "If anything, these employers as the primary pay- nes for Medicare Part D drug

Marsh Inc 7

Plan sponsors would also be provisions might be strengthened ers for treatment of end-stage programs include all drugs w Max 53

required to disclose Information to create more balance in the renal disease from 30 months six pharmaceutical categories, Munich Re America Cover 3

about their benefit plans to states options individuals have" to 42 months. Kidney disease is Including antidepressants, National Alliance for Insurance 48

Old Republic 30

upon request, induding informa- Future negotiations may give currently the only condition which would complicate nego- RLI Insurance Company 63

tion about eligibility for the plan, employers an opportunity to where individuals under the tiations between employers Sedgwick CMS 39

cost-sharing mechanisms and the address certain concerns by lobby- age of 65 are eligible for Medi- and pharmacy benefit man- Specialty Risk Services, LLC 59

Swiss Re 57

scope of coverage The bill, though, ing for a centralized electronic care coverage. agers and drug companies, Travelers 16

was unclear how extensive the dis- database that would streamline the "It's a cost shift to employers employers say Underwriters Safety & Claims 28

closure would have to be to ensure reporting process and alleviate the to pay for higher Medicare rates -By Glona Gonzalez Wausau Insurance Companies 34

Wellpoint 37R

compliance. Since health insurance administrative burden of comph- XL Insurance 15

programs vary from state to state, ance, Ms Kornetsky said.
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that religion. But the state's highest
court ruled last October that the

organizat ons involved in this
litigation are social service agencies-
not churcies-and thus not exempt.

UPS, Teamsters agree
to pension changes
United Parcel Service Inc. would be

allowed to withdraw from a huge
multiemployer pension plan under a
tentative agreement reached
between the International

Brotherhood of Teamsters and UPS.

Under the agreement, Atlanta-based
UPS would withdraw from Central

States Pension Fund, which at the

end of last year had more than $20
billion in assets but is significantly
underfunded, in exchange for a $6.1
billion contribution. Under a 1980

federal law, employers withdrawing
from underfunded multiemployer
pension plans are required to pay a
share of the plans' unfunded

liabilities. As part of the agreement,
UPS would setupa new plan, which
would be jointly administered by UPS
and the Teamsters. UPS would fully
fund the new plan.

AmWINS IPO

put on hold
Wholesale broker AmWINS Group
Inc. has withdrawn its filing foran
initial public offering of company
shares. AmWINS, formerly American
Wholesale Insurance Group,

originally filed its registration
statement with the Securities and

Exchange Commission last
November and amended the filing as

recentlyas March. The company had
said it planned to use the proceeds
of the IPO to pay down $166.8 million
in debt under two credit facilities. In

a letter to the SEC last week, though,
AmWINS Chief Executive Officer M.

Steven DeCarlo said the company
had decided not to proceed with the
IPO "at this time."

Hospital claims
ease in 2007

The severity of hospital professional
liability losses over the past year
increased by 3.0% on average,
according to a report produced by
Aon Corp. in conjunction with the
American Society for Healthcare

Risk Management. That compares
with increases of 6.0% in 2006,

6.4% in 2005 and 8% in 2004. In

additior, the frequency of claims for
the 1,000 facilities-part of 80 health
care organizations-that participated
in the study did not increase for the
third consecutive year. Facilities that
are recognized for their patient-
safety initiatives report lower liability
costs, but frequency, severity and

lost-cost statistics vary considerably
by state, the report noted.

Crawford exec Bowman

named president, CEO
Crawford & Co. promoted Jeffrey T.
Bowman, who has been closely
involved in the company's
international expansion, to president
and chief executive officer, effective

Jan. 1. Mr. Bowman, who previously
was chief operating officer of
Crawford's Global Property &
Casualty unit, succeeds Thomas W.
Crawford, who was named CEO in

September 2004 and will assume
the role of chairman of the board for

the claims management services
provider. Jesse Crawford, current
chairman, will step down from that
role but will continue to lead the

board's executive committee.

Noted

Commercial property/casualty
insurance rates fell an average 15%
in September compared with rates of
a year earlier, according to
MarketScout_.Aon Corp. has named
a Microsoft Corp. executive, Christa

Davies, as executive vp and chief
financial officer. Ms. Davies, who

currently is CFO of Microsoft's
Platform & Services Division, will
succeed current Aon CFO David P.

Bolger in March 2008. Mr. Bolger
recently was named chief operations
officer for the Chicago Olympic
Committee, which is chaired by Aon
Executive Chairman Patrick G.

Ryan....Marsh & McLennan Cos. Inc.
has James J. McNasbyas general
counsel of Marsh Inc., MMC's

insurance brokerage and risk
advisory unit. Mr. McNasby-who

most recently served as senior vp of
North America Legal for Kraft Foods
Inc. and chief lawyer for Kraft's
North American business-succeeds

Richard J. Sullivan, who left MMC

after he was appointed a federal
judge.... London-based Chaucer

Holdings P.L.C. has set up a new
Lloyd's of London syndicate.
Syndicate 1274, which will have
capacity of £135 million ($276.3
million) for 2008 and be managed by
Chaucer, will write specialty
insurance business including
property, casualty, marine and
aviation risks.

RIMS: Benchmark survey
CONTINUED FROM PAGE 3

said.

Many of the lessons learned from
the 2005 hurricane season, such as

the inflated cost of rebuilding when
the cost of labor and building mate-
rials are taken into account, were
factored into the models for fore-

casting earthquake premiums,
thereby driving up the price, he
said.

"The increases for the catastro-

phe-exposed business are nudging
up the average premium," Mr. Brad-
ford said.

Premiums for other lines were

down on average.
Directors and officers liability

posted the largest decrease, falling
3.9% compared with the same peri-
od last year. Mr. Bradford said that
decline in part reflected a reaction
to skyrocketing D&0 premiums
between 2001 and 2003. Further-

more, the loss experience in D&0
has been stable, he said.

General liability premiums
dropped 3.2%, while workers com-
pensation premiums dipped by
1.5% on average.

Mr. Bradford said the survey

results generally aligned with third-
quarter projections, although he
said he was surprised property pre-
miums were still on the rise.

Property a little sulprising
"it's pretty much as we expect-

ed," Mr. Bradford said. "It tells pret-
ty much the same story as we've
seen the past several quarters. But I
thought the increases in property
premiums would have worked
themselves out by now."

And the soft market is likely to
contintle. "Obviously, these are
much better times for commercial

buyers," he said. "From the buyers
standpoint, it looks pretty good for
the future because it's pretty certain
(the premiums are) going to go even
lower yet."

The softening still has "a ways to
go before hits the bottom," Mr.
Bradford said. "The insurance

industry continues to be profitable.
As long as that cap base continues
to grow, it will just continue to fuel
competition. There is too much
capacity."

More information about the sur-

vey is available at www. rims.org/
be,icli,}itirk.

RRGs: Some criticize states

for overzealous regulation
CONTINUED FROM PAGE 4

law.

Mr. Sheppard said risk retention
groups might benefit from having a
federal regulator, as would be creat-
ed by legislation that would allow
insurers to choose to be governed
by optional federal charters. RRGs
that chose the OFC might find
"they don't get pushed around" by
states if the federal regulator
enforced the Liability Risk Reten-

tion Act, he said.
But Mr. Kehler he doubted that

enactment of an 011('. law would

"change the regulation of risk reten-
tion groups." Most RRGs would be
too small to take advantage of an
OFC law and would thus remain

state-regulated.
Wendy Fisher, corporate secre-

tary/regulatory and business affairs
for Aurora, Colo.-based National
Home Insurance Co., a Risk Reten-

tion Group, moderated the session.

120 gather for NRRA meeting
well asWASHINGTON-About 120 peo-

ple attended the National Risk
Retention Assn.'s annual confer-

ence and health care profession-
al liability seminar iii Washing-
ton.

ropics covered during the
Sept. 26-28 meeting included
insurance modernization, regu-
latory issues, fronting a risk

retention group as
ethics.

Ihe Minneapolis-based NRRA
promotes group insurance pro-
grains authorized by the federal
Liability Risk Retention Act.

Further information on the

NRRA is available at www.;/mi-

1/St/.()/N·
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Stock Index
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Up-to-tile-minute data for all 82
companies that comprise the
BI Stock Index can be found at
www.Bus iriess fti :11 ranee.coin.
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Firm uses

mind games
to reduce
LTC claims

A long4erm care insurer is
offering its policyholders
access to a mental exercise

program with the hope of
delaying the onset of
dementia-based impair-
ment, which it says is one
of the costliest causes of

LTC insurance claims.

The computer-based
Brain Fitness Program,
developed by Oakland,
Calif.-based Posit Science

Corp., guides users
through a series of exercis-
es designed to improve
memory, strengthen com-
munication and sharpen
thinking. Studies pub-
lished by the National
Academy of Sciences have
found that Brain Fitness

Program has improved
cognitive function as
much as 10 years among
people age 60 and older.

The program is just one
component of a compre-
hensive wellness program
that Penn Treaty American
Corp. soon will offer to all
of its LTC policyholders,
regardless of whether they
have filed a dementia-

related claim, said Steve La

Pierre, senior vp of the
Allentown, Pa.-based LTC
insurer.

"We need to be more

than just a financial safe-
ty net if your health
declines; insurers also

have a responsibility to
coach policyholders in
ways of living longer,
healthier lives," Mr. La
Pierre said.
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Time travel
claims fraud

puts agent
behind bars

Insuring the uninsured was
Marry Arantes' job as a Progres-
sive Insurance agent.

It seems though, that Ms.
Arantes forgot one thing-to
insure herself.

Ms. Arantes was sentenced

to 30 days in jail and given
three years of supervised pro-
bation for forging her own pol-
icy after a car accident in an
attempt to have the incident
covered.

Ms. Arantes pleaded no-con-
test to making the false claim in
San Mateo, Calif., District Court
late last month.

According to the San Mateo
County District

Attorney's

»\, office, Ms.
) Arantes was

involved

 accidentin a car

but had

no insur-

ance cover-

age. With a
little quick

thinking, Ms.
Arantes, an authorized agent for
Progressive West Insurance Co.,
decided to take out a policy at
her Daly City, Calif., office and
report the accident occurring
two hours later than it actually
did, to ensure the crash would
be covered, according to prose-
cutors.

However, a Progressive Insur-
ance claims office noticed the

fraud and reported it to authori-
ties.

Ms. Arantes was ordered by a

judge to report to the San
Mateo County Women's Cor-
rectional Facility on Oct. 27.

iPhone price cut makes N.Y. woman iRate
Looks like someone else is try-
ing to take a bite out of the big
Apple. Apple Inc., that is.

A New York woman is now

suing the makers of the iPhone
after the company lowered the
price of their latest gadget by
$200 within two months of the

product's launch.
According to a Sept. 24 law-

suit brought by Dongmei Li in
Brooklyn federal court, Apple
violated price discrimination
laws when it reduced the price
of the iPhone from $599 to

$399 and phased out the 4
gigabyte model and began sell-
ing the 8 gigabyte model for
the lower price.

Ms. Li is seeking $1 million
in damages from Apple and
AT&T Inc., the exclusive phone
carner.

Neither Apple nor AT&T
would comment on the suit.

Amid hundreds of com-

plaints, Apple served up an
apology one day after it low-
ered cut the iPhone price by
$200 and offered rebates to

some purchasers.
But many, apparently, are

still fuming over issues with
the iPhone and multiple suits
have been filed. A New Yorker

has sued over thousands of dol-

lars in roaming charges he
incurred traveling outside the
United States; three suits have
been filed over iPhone batter-

ies, which can be replaced only
by Apple, and a California
attorney is looking for
claimants for a possible class
action on third-party api)lica-
tions for the iPhone.

Apple Inc. is facing multiple
lawsuits from customers with

a variety of gripes about the
company's IPhone.
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