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IBM to increase number of workers
allowed to choose pension plan

ARMONEK, N Y.—Under intense employee
and political pressure, IBM Corp. last week
said it will more than double the number of
workers who can stay in its traditional pen-
sion plan or move into the company’s new
cash balance pension plan.

About 65,000 employees who were at least
40 years old on June 30 and had 10 years of
service can choose between the two plans.
® Previously, only about 30,000 employees who
were within five years of retirement eligibili-
ty could make the choice.

See Updates on next page

Floyd’s bark worse bite

By AMANDA MILLIGAN,
MARK A. HOFMANN
and SALLY ROBERTS

Fearful of a storm rivaling the potency
and destruction of Hurricane Hugo in 1989
and Hurricane Andrew in 1992, risk man-
agers with operations in the predicted path
of Hurricane Floyd prepared for the worst
and hoped for the best.

Depending on the storm’s track, initial
damage predictions before landfall by some
forecasters had ranged between $3 billion
and $12 billion.

Steve Goldstein, senior vp of the Insur-
ance Information Institute in New York,
said the computer models used by the III
initially projected potential losses from the
hurricane to be in the range of $3 billion to
$4 billion. As of late Friday, however, the
ITI was suggesting insured losses could be
turn out to be far lower.

Mr. Goldstein pointed out that much of
the damage that occurred in the Mid-At-
lantic region stemmed from flooding, which
is not generally covered by private insur-
ance.

“It’s not the storm of the century. It might
not even be the storm of the year,” Mr.
Goldstein said.

EQECAT Inc. estimated late last week

that Hurricane Floyd caused between $1.5
billion and $2.5 billion in private-sector
property damage.

“We were very fortunate that this storm’s
power reduced from its earlier levels of 140
miles per hour—and higher—as it neared
landfall,” said Mike Vallejos, senior vp for
the subsidiary of San Francisco-based EQE
International. The fact that the hurricane
avoided a direct hit on Florida reduced
damage potential significantly, Mr. Vallejos
said.

Using its catastrophe modeling software,
E.W. Blanch Co. Inc. estimates that Hurri-
cane Floyd will cost the :nsurance industry
between $1 billion and $1.5 billion in wind-
storm damage in Florida, the Carolinas and
the Northeast, said William Ashley, execu-
tive vp-risk analysis technology division in
Minneapolis.

After assessing damage to their proper-
ties, many risk managers said they believe
they were spared the full wrath of Hurri-
cane Floyd. At one point, the storm was 600
miles wide and classified as a Category 4
hurricane on the Saffir-Simpson scale of
strength, which extends up to Category 5.

“Fortunately, the storm didn’t do the
damage we anticipated,” said Iris Owen, direc-
tor of risk management for Pizza Inn. The

See Hurricane on page 59

Online frontier
brings new risks

By JUDY GREENWALD

Companies that do business over the In-
ternet are boldly going where no one has
gone before.

But while cyberspace is exciting territo-
ry, it is hardly free of risks. So-called e-
commerce companies face

the risks traditional insurance does not ad-
dress, said Steven J. Peterson, senior risk
management specialist for Dodgeville,
Wis.-based Lands’ End Inc., whose $61
million in Internet business last year,
while only a small portion of its $1.3 bil-
lion in total revenues, was triple 1997’s to-
tal. “There's no prece-

a panoply of risks—some
entirely new, and others
that take on added impor-
tance when compared with
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The biggest challenge is revenues and risk management.

See Internet on page 42
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Insured losses from Hurricane Floyd are expected to be light, as much of its impact
will be felt from filood damage, most of which is not covered by private insurance.
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By PAUL D. WINSTON
and GAVIN SOUTER

MONTE CARLO, Monaco—Reinsurer
executives agree that the era of declin-
ing rates is at last coming to an end,
though they are far less unanimous as to
when—and by how much—rates will
begin to rise,

The global reinsurance industry still
is awash in capital, and several execu-
tives and analysts say that a significant
withdrawal of that capital would be
needed before the reinsurance market
truly hardens. More than one person
suggested such a catalyst could come in
the form of a multibillion dollar hurri-
cane, unaware that only a week later
Hurricane Floyd would be bearing
down on the East Coast of the United
States.

Several reinsurance companies are
not waiting for external forces to alter
market conditions, however. A handful
of market leaders have unveiled formal
plans to cut unprofitable business, re-

See Market on page 4
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IBM extends pension choice

Continued from previous page

IBM had been the target of intense criticism from older employees who
said the new plan was much less generous than the old plan and could
cost them hundreds of thousands of dollars in pension benefits. The old
plan offers full, unreduced benefits after 30 years of service, a feature the
cash balance plan lacks.

IBM's change in policy comes as the company is to testify this week be-
fore a Senate committee examining whether cash balance plans discrimi-
nate against older employees. .

Separately, IBM will pay $15.5 million to settle a suit charging that it
unfairly deprived about 340 retirees of pension benefits when it enhanced
its plan shortly after enrolling them in an early retirement program.

The settlement follows a ruling by the 6th U.S. Circuit Court of Appeals
that IBM had a duty under the Employee Retirement Income Security Act
of 1974 to inform affected employees of the planned pension change. The
9th U.5. Circuit Court of Appeals recently reached a similar conclusion in
a case involving Exxon Corp. (BI, Sept. 6).

IRS slows cash balance OKs

WASHINGTON—The Internal Revenue Service is slowing down—and
may even temporarily stop—approval of cash balance pension plans.

Carol Gold, director of the IRS’ Employee Plans Division, last week di-
rected IRS regional offices reviewing employer requests for cash balance
plan determination letters to seek technical advice from the IRS national
office. A determination letter is a kind of IRS seal of approval employers
typically seek when they set up a new pension program.

Ms. Gold’s memorandum is an about-face for the IRS. Previously, re-
gional offices were free to act on cash balance plan requests without re-
view from Washington.

It isn’t known how long this new IRS procedure, which benefit experts
say could amount to a de facto moratorium on cash balance determina-
tion letters, will last.

The IRS’ position on the plans, which critics say discriminate against
older employees, could becomne better known this week when IRS chief
counsel Stuart Brown testifies at a Senate Health, Education, Labor and
Pensions Committee hearing on cash balance plans.

Pam Scott, a principal with PwC Kwasha in Teaneck, N.J., said the
IRS' action could be the result of the intense political pressure it has re-
ceived from members of Congress and negative media coverage of cash
balance plan conversions.

“This has become a political issue of significance,” said Frank McAr-
dle, a consultant with Hewitt Associates L.L.C. in Washington.

Separately, the Equal Employment Opportunity Commission last week
said it will launch an investigation of the plans to determine whether they
violate age discrimination laws.

House to move on care bills

WASHINGTON—The House of Representatives likely will be-
gin debating patient protection legislation during the first week
in October.

House Speaker J. Dennis Hastert, R-Il1., wrote in a statement
last week that there will be a “fair process” to consider a patient
protection bill introduced by Reps. Charles Norwood, R-Ga., and
John Dingell, D-Mich., a second bill sponsored by Reps. Tom
Coburn, R-Okla., and John Shadegg, R-Ariz., and possibly other
alternatives.

The Norwood-Dingell bill, which the managed care industry
and employer groups fiercely oppose, would allow patients to sue
health care plans for damages, including punitive damages, al-
lowed under state law in coverage disputes. Employers, in certain
situations, also could be sued.

The Coburn-Shadegg bill would allow patients to sue plans—af-
ter internal and external review processes have been exhausted—
for unlimited economic damages. Limited non-economic and
punitive damage awards would be allowed. In limited situations,
employers also could be sued in coverage disputes (BI, Sept. 13).

In July, the Senate approved a bill that would not increase the
liability of managed care plans in coverage disputes (BI, July 19).
The Clinton administration, though, says the Senate bill is inade-
quate and would be vetoed.

Rep. Hastert has not yet endorsed a particular bill.

Alliance, NAll to talk merger

WASHINGTON—The Alliance of American Insurers and the National

Assn. of Independent Insurers will begin talks regarding a possible merg-
er of the two property/casualty insurer trade groups.

The NAII's board of governors approved the discussions last Thursday
at a meeting in Washington, less than a month after the Alliance’s board
had done the same.

In a joint statement, Alliance President Rodger Lawson and NAII Pres-
ident Jack Ramirez said: “The principal reason for considering the cre-
ation of a new organization is to provide a more powerful voice on public
policy issues impacting the property and casualty industry.” The state-
ment added, however, that “we cannot predict with certainty that the dis-
cussions will produce an agreement.”

The Alliance and NATI conducted a feasibility study of a possible merg-
er more than 10 years ago but decided not to merge at the time.

The NAII is based in Des Plaines, Ill., and the Alliance is based in
Downers Grove, I1l.

See Updates on page 62

Errors & omissions

* PXRE Reinsurance Co. was not included in the Aug. 30 Directory of
International Reinsurers. A complete listing appears on page 41.

RRGs to fight Oregon

State regulators narrowly interpreting federal ruling

By JERRY GEISEL

SALEM, Ore.—Oregon insur-
ance regulators’ refusal <o broad-
ly accept a court ruling that they
illegally prevented a risk reten-
tion group from issuing policies to
members could force other RRGs
to fight the same legal battle
again and again, RRG advocates
say.

Oregon insurance regulators
said the federal Risk Retention
Act protects their right to require
that automobile dealers and dis-
tributors selling service warranty
policies prove financial responsi-
bility by purchasing reimburse-
ment policies from “‘authorized”
insurers and not from RRGs.

ice Stewart said the federal law
did not give regulators any such
right.

While a state can specify an ac-
ceptable means for a business to
demonstrate financial responsi-
bility, those “means” cannot “dis-
criminate against all RRGs as a
class,” she ruled. Any interpreta-
tion of the law that prohibits an
auto dealer or distributor from
proving financial responsibility
through the purchase of a reim-
bursement insurance policy from
any RRG violates the federal Risk
Retention Act, Judge Stewart
ruled.

As part of her order, Judge
Stewart barred Mike Greenfield,
director of the Oregon Depart-
ment of Consumer and Business

Affairs, from refusing to accept
policies issued by National War-
ranty Insurance Co., RRG (a Risk
Retention Group), as proof of fi-
nancial responsibility.

Oregon regulators are appealing
Judge Stewart’s ruling to the 9th
U.S. Circuit Court of Appeals,
which last week heard oral argu-
ments in the case. The state
regulators say the ruling applies
only to NWIC and not to other
RRGs that write the same cover-
ages.

“The suit was filed by one
plaintiff. It was not a class action.
The ruling applies’ to NWIC, said
Katherine Georges, an assistant
attorney general at the Oregon
Department of Justice, which is

But U.S. Magistrate Judge Jan-

Major disruptions seen

See Oregon on page 50

Typhoon hits Hong Kong

HONG KONG-—The biggest typhoon to hi: Hong
Kong in 16 years has killed one person, injured 493
and caused major disruptions to the province's finan-
cial markets, schools, roads, airports and shipping.

Typhoon York, with wind speeds of 87 mph, struck
Hong Kong about 7 a.m. Thursday. It is the biggest
storm in Hong Kong since Typhoon Ellen in Septem-
ber 1983.

A spokesperson for the Hong Kong Federstion of
Insurers said there were not yet any estimates of in-
sured damage resulting from Typhoon York. She said
it is likely that the majority of losses stemming from
the typhoon will be from business interruption.

Official reports from the Hong Kong government,
formally known as the Hong Kong special adminis-
trative region of the People’s Republic of China, in-
dicate that damage was mainly confined to smashed
windows in skyscrapers, broken scaffolding and sig-
nage and associated debris. More than 90 roads were
closed due to fallen trees.

The government reports, issued Friday, said Hong
Kong banks, financial markets, schools and govern-
ment offices were closed all day Thursday but re-
opened on Friday.

A Chinese river cargo vessel, Tsang Hon 9039, sank
in waters just off Hong Kong at about 11 a.m. Thurs-
day, with all five crew members rescued by a govern-
ment helicopter. Shipping and ferry services out of
Hong Kong were suspended all day Thursday.

Service at Hong Kong’s Chek Lap Kok airvort was
heavily disrupted by the typhoon. The government
said a total of 468 flights were affected between 10

p.m. Wednesday and 11 p.m. Thursday, with 97 in-
coming and 80 outgoing flights canceled, 134 incom-
ing and 151 outgoing flights delayed, and six incom-
ing flights diverted.

Last month, a China Airlines aircraft crash-landed
at Chek Lap Kok while attempting to land during
Typhoon Sam, which had winds speeds of up to 76
mph (BI, Aug. 30).

—By Matthew MacDermott

~ PHOTO: AFP
Typhoon York, the strongest storm to hit Hong Kong
since 1983, caused widespread business interruption.

Reinsurance intermediaries directory nears

Business Insurance will publish
its annual directory of reinsur-
ance intermediaries in the Nov. 1
issue, which will also feature a
Spotlight report on current trends
and issues in the reinsurance in-
dustry.

Companies must report gross
revenues to be listed in the direc-
tory; intermediaries must derive

at least $500,000 of their revenue
from reinsurance brokerage to be
included.

The directory includes both
U.S.- and non-U.S.-based rein-
surance brokers

Business Insurance publishes
the directory as an editorial ser-
vice; there is no charge to be list-
ed. If your company meets the cri-

teria for inclusion but has not yet
received the questionnaire, please
request one from Directory Editor
Kevin Edison at 312-649-5279.
Questionnaires also may be print-
ed from the BI Web site at
www.businessinsurance. com/
magazine/directories.html.

Questionnaires must be re-
turned by Oct. 1.
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U.S. pact doesn’t apply
to U.K. workers: Panel

By AMANDA MILLIGAN

Multinational corporations may
have a new legal hurdle to over-
come if a UK. employment tri-
bunal’s recent finding about ma-
ternity benefits withstands legal
challenges.

The tribunal ruled
that Elk Grove Village,
Ill.-based United Air-
lines Inc. must follow
U.K. maternity provi-
sions for pregnant flight
attendants domiciled or
based in the United
Kingdom.

Because the decision
has yet to be released to the public
in written form, however, U.S. and
U.K. attorneys can only speculate
about the impact it will have on
employment practices and benefits
packages at multinational corpo-
rations.

Frank Colosi, director of people
services for United, said the airline
currently has 50 pregnant flight

attendants domiciled in the United
Kingdom. United will consider
whether to appea! after it reviews
the tribunal’s findings, he said.

United’s maternity policy is
“longstanding,” he said. “Every-
thing we have todzay is policy or
practice or contractually provided
for between negotia-
tions or discussions
with the Assn. of Flight
Attendants.”

The AFA is a U.S.-
based labor union rep-
resenting 46,000 flight
attendants at 26 inter-
national airlines.

In a statement on its
Web site, the AFA said it would
work with United to make changss
in the maternity policy, and Kevin
Creighan, AFA president based in
London, maintains that “United
can’t thumb its nose at British law.
It has to obey the law like every
other company operating in the
United Kingdom.”

An AFA spokesman said the

United case is the first involving a
major air carrier whose employees
belong to the AFA. Employees of
other major airlines, including
American Airlines and Delta Air
Lines, are not represented by the
AFA, he said.

Mr. Colosi said that several tri-
bunal hearings, taking place from
1994 to as recently as last month,
have determined that British law
doesn’t apply to these employees.
He conceded, however, that one
flight attendant will be compen-
sated for United’s erroneous deci-
sion not to offer her alternative
work while pregnant.

“We don't believe the U.K. law
applies,” said Mr. Colosi, who ad-
ministers and negotiates collective
bargaining agreements for the air-
line. “They are U.S. employees,
and they have signed a pre-em-
ployment agreement that commits
them to be recognized as U.S. em-
ployees, and represented by a U.S.
labor union, and pay, work, rules

See United on page 58

Judge rules for policyholder

Owens Corning awarded almost $13 million in setting D&O case

By DOUGLAS McLEOD

TOLEDO, Ohio—National Union
Fire Insurance Co. of Pittsburgh,
Pa., must pay $12.8 million to

})wens Corning to cover
the costs of shareholder
litigation against the as-
bestos producer’s direc-
tors and officers, a feder-
al judge has ruled.

U.S. District Judge
David A. Katz this
month awarded Tole-~
do-based Owens Corn-
ing interest and court
costs related to its 1995 settle-
ment of the shareholder suit un-
der a D&O policy it had with Na-
tional Union, an American Inter-
national Group Inc. unit. Nation-
al Union also was ordered to pay
attorneys’ fees and interest.

Lawyers for the insurer and
AIG officials could not be reached
for comment on whether National
Union will appeal.

In 1991, Owens Corning share-
holders filed a securi-
ties class-action com-
plaint against the com-
pany and six of its di-
rectors and officers in
an Ohio federal court.

The suit, Gaetana
Lavalle et al. vs. Owens
Corning Fiberglas

Corp., charged that
company officials had
misled investors about the impact
of asbestos claims on Owens
Corning’s financial position, court
records show.

Four years later, in September
1995, Owens Corning reached a
settlement with the shareholders,

agreeing to pay the class just un-
der $10 million. The company
then sought reimbursement from
National Union, which denied the
claim. In December 1995, Owens
Corning sued the insurer in feder-
al court in Toledo, seeking a rul-
ing that the claim was covered un-
der its D&O policy.

The trial court initially rejected
the claim, agreeing with National
Union that a policy exclusion of
claims arising from or related to
asbestos property damage barred
recovery by Owens Corning, ac-
cording to one of Owens Corning’s
lawyers, Steven R. Smith of Con-
nelly, Soutar & Jackson in Toledo.

Last October, however, a panel
of the 6th U.S. Circuit Court of
Appeals reversed that ruling,
finding that the claim instead re-

See D&O on page 62

Many workers cash out savings

97% do not roll over 401(k) balances when moving: Survey

By LEE FLETCHER

When packing up their belong-
ings to take to a new employer,
the majority of 401(k) plan partic-
ipants are not bringing retirement
savings along, instead cashing out
of their previous plans, according
to Hewitt Associates L.L.C.

A recent Hewitt study found

that 57% of employees leaving
their companies are choosing cash
payments from their savings plans
instead of rolling over the bal-
ances to their new employers’
plans or into individual retire-
ment accounts.

In 1993, when Hewitt conducted
a similar survey, the percentage
was 64%, but the decrease in

Taking the money and running

Workers leaving 401(k) plans often do not roll over their
funds into a new employer’s qualified plan.
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workers cashing out their savings
still is not enough, according to
Mike McCarthy, a Hewitt 401(k)
consultant in Lincolnshire, T11.

“People see it not so much as
money that they need to keep for
retirement, but more as a sudden
windfall or an opportunity for an
access to money that they didn’t
have before. Maybe they want to
go out and buy something, in some
cases maybe they want to pay off
some credit card debt,” he ex-
plained.

“They just den’t think, even in
smaller amounts, it’s really going
to matter as much in retirement,
when really it does make a big
difference,” he said.

Employers can improve their ef-
forts to educate workers about
saving for retirement, Mr. Mc-
Carthy suggested.

“Employers can be proactive,
really from the moment that peo-
ple start working for them. They
need to have people put money
aside for retirement,” he said.
And when workers have opportu-
nities to spend their savings, em-
ployers should encourage them

See Rollovers on page 48

By JOANNE WOJCIK

SACRAMENTO, Calif—
Health care premiums could
climb in California following
passage of a batch of bills that
would permit lawsuits against
HMOs and require external
review of coverage denials,
among other things.

If the bills are signed by the
governor, as is expected, Cali-
fornia would become the third
state to permit lawsuits
against health maintenance
organizations.

HMOs are challenging a
similar 1997 Texas law, and
lawmakers in Georgia earlier
this year approved an HMO li-
ability measure, according to
the Washington-based Health
Insurance Assn. of America.

Much of California’s man-
aged care reform legislation
was passed in the waning
hours of the 1999 legislative
session, after more than a
month of closed-door negotia-
tions between liberal Demo-
cratic lawmakers and the
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Mental health
benefits bill
also passed
*  page 61
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By ROBERTO CENICEROS

SACRAMENTO, Calif.—Al-
though Gov. Gray Davis will
veto a bill that would have in-
creased workers compensation
benefits by $2 billion, oppo-
nents of the bill expect the is-
sue to return when legislators
reconvene in January.

Trying to forge a moderate
road between labor organiza-
tion and employer wishes, the
Democratic governor recently
proposed a $407 million annu-
al workers comp benefits boost
for workers in California.

That proposed amount was
acceptable to employers, said

ment for The Walt Disney Co.
The proposal is a testimony
to the governor’s efforts to gov-
ern from the middle, said Mark
Webb, wvp-state . affairs in
Sacramento for the American
Insurance Assn. Labor and at-
torneys for workers comp ap-
il plicants—some of the gover-
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bills
take aim at HMOs

Governor expected to OK measures

California comp bill
down, but not out

Steve Wilder, vp-risk manage-

more moderate Democratic
governor, who sought a bal-
ance between cost and ex-
panded patient rights.

As a result of those negotia-
tions, Democratic Gov. Gray
Davis is expected to sign the
group of bills, called the Man-
aged Health Care Insurance
Accountability Act of 1999.
The governor has until mid-
October to act on the legisla-
tion, which will automatically
become law unless he vetoes
it.

The Act would, beginning
on Jan. 1, 2001:

e Give Californians the right
to sue their insured health
plans if a delay or denial of
coverage for a particular
treatment results in signifi-
cant financial or physical
harm.

The statute would not apply
to self-insured health plans,
which are protected from such
suits under the federal Em-
ployee Retirement Income Se-
curity Act.

See California on page 61

nor’s biggest supporters—Ilet it
be known that they are irate
about the governor’s proposal,
Mr. Webb added.

Just before adjourning on
Sept. 10, legislators sent S.B.
320—which employers and in-
surers oppose—to the gover-
nor’s desk. Early in the legisla-
tive session, S.B. 320 sought
$1.7 billion in workers comp
benefits increases (BI, May 3).

In its current form, though,
the bill seeks to gradually
boost benefits yearly, cul-
minating in an additional $2
billion in annual benefits by
2005, according to an analysis
by the San Francisco-based
Workers’ Compensation Insur-
ance Rating Bureau of Califor-
nia.

The governor’s administra-
tion has put S.B. 320’s price
tag at $1 billion annually. The
governor said he will veto the
legislation because it is too
costly for businesses and does
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Market

Continued from page 1
rate their remaining books and scale
back vo_ume as necessary.

A constriction in retrocessional ca-
pacity fallowing the collapse of sever-
al Australian reinsurers is expected to
raise prices for that coverage, though
some companies may forego retro
coverags rather than pay higher rates.

Firmar pricing also is expected at
year erd for workers compensation,
aviation and marine insurance risks,
reinsurance executives say.

Deteriorating profits, mounting
catastrophe losses and the uncertain-
ty posed by the Year 2000 computer
bug also are factors that likely will in-
fluence reinsurance renewals.

Seve-al forces may conspire to pre-
vent prices from rising as much as the

market would like, however, includ-
ing continued high capital in the mar-
ket, new and existing reinsurers con-
tinuing to compete for top-line
growth, and the potential availability
of alternatives, such as risk securitiza-
tion products.

Those were among the issues dis-
cussed at the 43rd annual Rendez-
Vous de Septembre, held in Monte
Carlo, Monaco, Sept. 6-10. The Ren-
dez-Vous is the traditional beginning
of year-end reinsurance renewal ne-
gotiations. Each year in the first full
week of September, the tiny but afflu-
ent Mediterran=an principality is vis-
ited by reinsurers, brokers, cedents,
consultants and other service
providers, each trying to gauge the
market’s mood before more formal
negotiations commence later in the
year.

“Last year, we said rates must go

up. This year they actually might,”
said William J. Adamson, chief exec-
utive >fficer of the CNA Re unit of
Chicazo-based CNA Financial Corp.
“I'm r=asonably optimistic the winds
of change are there,” he said.

“If vou listen to what’s being saic,
there’s some conviction tkat terms
have o improve for reinsurers,” Mr.
Adarrson said.

But while there is more resolve
among reinsurers to raise rates, com-
petition will continue from some
quarters, Mr. Adamson said

“You still hear of someone swoop-
ing ir. when another company pushes
back,” he said.

Dennis Zettervall, CEO of HartRe
Co.L.L.C., a unit of The Hertford Fi-
nancial Services Group nc., said,
“The>e is agreement that the market is
sick, and there seems to be agreement
on the remedy, which is that rates

needs to go up, but the question is
whether the patient will take the
medicine.”

Reinsurers had suffered numerous
small losses that cut into their profits,
he said. And “Capital providers
are saying, ‘I need to make a good re-
turn; what are you doing with my
capital? ” Mr. Zettervall said.

The bottom has definitely been
reached, but an upward trend in rates
may not be seen until 2000, said Beni-
to Pagnanelli, deputy general manag-
er of Assicurazioni Generali S.p.A. of
Trieste, Italy.

Henry C.V. Keeling, president and
CEO of X.L. MidOcean Reinsurance
Lid. in Hamilton, Bermuda, said, “I'm
feeling quietly optimistic.”

Last year in Monte Carlo, few peo-
pie were talking about the likelihood
o: rate increases, but this year more
reinsurance executives are expecting
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to see some increases, he said.

“I don't know whether that will
lead to any increases in prices, but it
should mean that rates will stop going
down,” Mr. Keeling said.

The reduction in retrocessional ca-
pacity, mainly in Australia, should, at
the very least, have an impact on the
marine reinsurance markets, where
several primary insurers previously
have been dependent on the availabil-
ity of cheap retrocessional coverage,
he said.

“What reinsurance rates need at
year-end is a dose of Viagra,” quipped
Steven J. Bensinger, president of
Chartwell Re Corp. of Stamford,
Conn. The Trenwick Group is acquir-
ing Chartwell Re.

“The hard market is not here yet,”
but there are two key indications of
possible change, said Hans D. Rohlf,
managing director and chief under-
writing officer-North America for
Hannover Reinsurance Co. of Han-
nover, Germany.

One sign, he said, is that “it's been
many years since I've had so many
calls from brokers asking us to revise
our more cautious and conservative
underwriting approach.”

The second indicator, Mr. Rohlf
said, is that attendants at previous
Rendez-Vous meetings would ask,
How much will prices go down?
“Now, there is a recognition that pric-
ing is flat, and perhaps the question is
if (rates) will go up,” he said.

“There are many puzzle pieces com-
ing together that could eventually
complete a picture of a market turn,”
he said.

See Market on page 6

Bladds |
new district
manager

NEW YORK—Business Insur-
ance has made an addition to its
New York advertising sales staff.

Bob Murray has joined the
magazine as district manager.
Mr. Murray, 38, is responsible for

= accounts in
Ohio, New
Jersey, New
York’s
Long Island
and select-
ed accounts
in New
York City.

“Bob

‘:> brings to BI
Mr. Murray gad{gls.?&?g
in finance, which will be useful as
the insurance and finance indus-
tries move closer together,” said
Martin J. Ross III, Business In-
surance’s associate publisher and
advertising director.

Before joining Business Insur-
ance, he served as the senior trea-
sury officer at Hanil Bank in
New York, an agency of the
South Korean financial institu-
tion.

Previously, Mr. Murray was the
senior treasury officer in New
York for the Australian State
Bank of New South Wales Litd.

At both banks, he was respon-
sible for correspondent banking
relationships, marketing com-
mercial paper programs and
managing the institutions’ bal-
ance sheets.

Mr. Murray has a bachelor of
science degree in accounting
from St. John’s University in Ja-
maica, N.Y. 3

Mr. Murray can be reached at
212-210-0136. L
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Continued from page 4

Ingredients for change

Any change in the market will de-
pend on a change in the reinsurance
industry’s capital, several executives
said. )

“While I don't believe rates are
falling any more, I don’t see signifi-
cant increases without a loss or a sig-
nificant removal of capacity,” said
Donald S. Watson, a director of Stan-
dard & Poor’s Corp. in New York. But
“Companies are more willing to walk
away” from inadequate rates, he not-
ed.

“Poor technical results in the rein-
surance market will translate into
poor financial results,” said Max Tay-
lor, chairman of Lloyd’s.

“Yet there’s still too much capital in
the market. So there's this dynamic
tension between unattractive results
and declining rates,” Mr. Taylor said.

CNA Re’s Mr. Adamson said he
doesn’t think it will be capital deple-
tion that turns the market but rather
investors demanding higher returns.
Insurance stocks are under pressure,
and companies no longer can help
profits by writing more business, he
said. ’

“We are trying to be as smart and
prudent as we can be, but a market
turn is not going to be driven by us; it
will be the bigger companies,” said
Francois M. Chavel, president and
CEO of SOREMA N.A. in New York,

“The combined ratios of the big
guys are up, but whether it is because
of acquisitions or they want to send a
signal to the market is unknown,” he
said. The largest reinsurance compa-

nies have such a big share of the mar-
ket that they truly decide whether the
market will turn, and “we are just fol-
lowing,” he said.

“Jan. 1 will be very instructive as to
the intentions of the big reinsurers,”
Mr. Chavel said.

Few reinsurers, insurers or brokers
at the Rendez-Vous appeared to ex-
pect further rate reductions at the
year-end renewals, said Robert F. Or-
lich, president and CEO of Transat-
lantic Holdings Inc. in New York.

“It seems pretty clear that we have
reached the bottom. I haven’t heard
anything about rate reductions,” he
said.

But a true turn in the market will
require more than just rate increases,
Mr. Orlich said.

“Part of softness has been not only
rate reductions, but less-than-proper
underwriting information. With some

markets, when you ask them for more
information, they just move cn,” he
said.

And rates do need to increase sig-
nificantly as well, Mr. Orlich said.

“Some rates have substantially de-
teriorated in the past, and a 10%, 20%
or even 30% increase will not be
enough,” he said.

And while retro rates will likely in-
crease, other reinsurance may hold
still, Mr. Orlich said.

“It obviously will not be across the
board; there is still way too much cap-
ital chasing too few risks,” he said.

And rate reductions have happened
for so many years that individual ce-
dents and brokers may find it difficult
to accept increases, added Paul A.
Bonny, president-international oper-
ations at Transatlantic Reinsurance
Co. in London.

“A lot of brokers have never been

Timely Response.

responding faster to your needs. Expect more.

We deploy cross-trained multi-functional teams, dedicated to our customers’ business.

Highly effective, empowered resources allow us to move at the speed of your business,

Wessex House, 45 Reid Street, PO. Box HM 1066, Hamilton HM EX, Bermuda
Tel: 441 292 1358 Fax: 441 292 0876 www.ximidocean.com

MID OCEAN /

told that they can’t have a rate de-
crease,” he said.

Hardening lines

Among the lines of business most
likely to see higher rates at year end
are workers comp and umbrella lia-
bility, according to CNA Re's Mr.
Adamson. “Workers comp is looking
at about a 120% combined ratio and
needs big rate surgery,” he said.

Workers comp reinsurance pricing
is also likely to be driven higher by ex-
pectation of losses from the Unicover
pool (see story, page 18).

“People need to get back to under-
writing discipline,” Mr. Adamson
said, including more selectivity on
risks being underwritten and better
rating.

Rates also will rise in the retro mar-
ket, he said.

As reinsurers look at the combined
ratios of business they cover, some
workers comp, umbrella, general lia-
bility and health care ratios have
grown, Mr. Adamson said.

“If you write high-combined-ratio
business, those affect income. It’s a
question of how much of an under-
writing loss you are prepared to take,”
he said.

“There may be a few client situa-
tions, deal by deal, where rates can re-
main favorable. You don’t want to
paint everything with a broad brush,”
he said.

The signs of a turn in the market are
beginning to show through, said
Jacques Blondeau, chairman and
CEO of SCOR S.A. in Paris.

Retrocessional capacity in Australia
has shrunk dramatically; reinsurers in
the United States have suffered poor
results in the first half of 1999, with
policyholder surplus falling nearly
7%; and some large reinsurers have
indicated that they are now prepared
to cut back on poorly performing
business, he noted.

“Everything is driving in the same
direction,” Mr. Blondeau said.

In particular, the sharp decrease in
retrocessional capacity will impact
small and medium-sized reinsurers
that are dependent on the retro mar-
ket to support their capacity, he said.

And rates for aviation, satellite and
marine risks are likely to increase, as
reinsurers have suffered large losses
in those areas, Mr. Blondeau said.

Rates appear to be heading higher,
said James P. Bryce, senior vp at In-
ternational Property Catastrophe
Reinsurance Co. Ltd. in Pembroke,
Bermuda.

But each cedent will be assessed
differently, and it still won’t be clear
what will happen until the actual re-
newal date arrives, he said.

Pricing always is contingent on
three variables, Mr. Bryce said: expo-
sure, experience and the supply of
capital.

“If exposures go up the price goes
up; if there’s a loss, then there’s an ac-
celeration in pay-back. . . .And if you
look at all the loss activity, the supply
in capital seems to be going in one di-
rection, but we’ll find out what hap-
pens on January 1,” Mr. Bryce said.

“At July 1 renewals, we saw rate in-
creases for Florida exposures” in the
retrocessional market, said Mr. Rohlf
of Hannover Re. “It’s tough to get be-
low an 8% rate on line for 75- to 100-
year exposures, or less than 7% for
100- to 250-year exposures,” he said.

“But, if the wind doesn’t blow, it's
difficult to believe rate increases will
continue,” he said before Hurricane
Floyd began doing its damage.

There is already some tightening in
certain pockets of the reinsurance
market, said Arthur S. Underwood,
senior vp at PXRE Corp. in Edison,
NJ.

For example, reinsurance and retro
rates have already increased in Chile,
he said.

See Market on page 10
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Opinions

End harassment of RRGs

to fight and win the same legal battle in court be-
fore regulators will accept the outcome?

That question is being raised in Oregon, where state reg-
ulators are refusing to follow a federal court ruling that
found them in violation of the federal Risk Retention Act
beyond the specific RRG that filed the suit.

The issue involved isn't a tough one, as we report this
week. Oregon requires automobile dealers and distributors
selling service warranties to demonstrate financial respon-
sibility. One way a dealer can do this is to purchase a reim-
bursement insurance policy from an insurer authorized to
do business in Oregon. To be authorized, an insurer must
be a member of the state insurance guaranty association.

This requirement poses an obvious problem for risk re-
tention groups. They cannot, under federal law, be mem-
bers of guaranty associations. As a result, an RRG, no mat-
ter how financially sound, cannot provide reimbursement
liability policies in Oregon to auto dealers or distributors
offering warranty service protection to consumers.

Quite properly, an RRG challenged Oregon’s require-
ment as violating the federal Risk Retention Act, which
says the groups are free to operate nationwide after meet-
ing the licensing requirements of any state and which pre-
empts state laws and rules that discriminate against them.

Oregon regulators disagreed. State financial responsibil -
ity laws and rules, they said, are not pre-empted by the
Risk Retention Act. But as Magistrate Janice Stewart
wrote, the most rational reading of the Risk Retention Act
is that, while states can specify an acceptable means of
demonstrating financial responsibility, such as requiring
policyholders to buy a minimum amount of coverage, those
means cannot discriminate against RRGs as a class.

As the magistrate rhetorically asks in her ruling, if re-
quiring auto dealers to buy policies from authorized insur-
ers—which, under Oregon law, cannot be RRGs—doesn’t
discriminate against RRGs as a class, then what would?

She found in favor of the group that filed, National War-
ranty Insurance Co., RRG (a Risk Retention Group).

That ruling should definitively end any questions of
whether Oregon’s financial responsibility requirements
discriminate against RRGs as a class.

But Oregon regulators apparently don't see it that way.
They say they will comply with the magistrate’s order, but
only as it applies to NWIC, the RRG that filed the suit.
Even an appeals court affirms the ruling, as we feel is cer-
tain, Oregon regulators are refusing to promise that they
will apply the ruling to any RRG other than NWIC.

Oregon regulators say that because only one party—
NWIC—{filed suit, Magistrate Stewart’s ruling applies only
to that group.

Whether that is technically true is not the point. The
point is that all RRGs writing the same coverage as NWIC
would be discriminated in the same way by Oregon’s fi-
nancial responsibility law as NWIC has been. If another

HOW MANY TIMES do risk retention groups have
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suit were filed by a different RRG, there is no reason to be-
lieve that Magistrate Stewart would rule differently.

By refusing to apply the court decision more broadly, all
Oregon will accomplish is to force other RRGs to file suit.
Since the facts will be the same as in the case with NWIC,
the state inevitably will lose those battles, too. All that will
have been accomplished is that RRGs and the state will
waste both time and money on unnecessary litigation.
Surely, Oregon has better ways to use its legal resources.

Regrettably, the situation in Oregon is not unique; it is
part of a pattern of state harassment against RRGs. It was
only a few years ago that RRGs had to fight a Louisiana
law and insurance department requirements that imposed
a wide variety of fees and capital surplus requirements on
RRGs; in clear violation of federal law, the requirements
were promptly struck down by courts.

At the same time, states are imposing on RRGs an array
of fees that appear to be pre-empted by federal law, while
a South Carolina municipal association is trying to impose
a “licensing” tax on RRGs that are domiciled in other states
but that do business in South Carolina. .

State insurance and other oZficials need to be reminded
why Congress passed the Risk Retention Act. Legislators
concluded, after exhaustive research by a federal task
force, that state rules made it very difficult for employers
to band together to cover their own risks and that federal
pre-emption was therefore necessary.

RRGs serve an important public-policy purpose. Their
presence injects more competition into the marketplace
and encourages traditional insurers to fairly price their
programs. These are benefits regulators should not forget.

Regulators also should know that, if harassment contin-
ues, Congress surely will again be forced to intervene.

Don’t ignore lessons from Floyd

URRICANE FLOYD struck the East Coast of the

United States last week with less vigor than had

been anticipated, but it could have been much,
much worse.

Not only were losses minimized because the storm lost a
little of its punch before making landfall in North Caroli-
na, but, more importantly, residents and businesses in the
Southeastern United States also took ample precautions to
minimize damage and get out of harm’s way.

We hope businesses and individuals along the East Coast
do not consider those efforts wasted or, worse, grow com-
placent in the face of future storms.

No doubt some in Florida now feel foolish and frustrat-
ed at having packed up and evacuated areas that seemed
most at risk before Floyd veered to the north. But that
rapid response and reaction is precisely what will minimize
storm losses, loss of life and injury when a storm does hit.

The Walt Disney Co., for example, probably lost millions
of dollars in revenue by shutting down its vast theme park
in Florida early in the week. And without actual property
damage, odds are the business interruption is not insured.

That expense, however, is nothing compared with the li-
ability Disney would have faced for the potential injuries
or deaths of workers and park patrons kept in harm’s way.

The same is no doubt true of other Florida businesses
that closed down as the storm churned across the Atlantic.

A big reason for this widespread risk avoidance is Hur-
ricane Andrew, which showad many in the insurance in-
dustry and elsewhere the enormous potential for damage
from a hurricane.

As with Andrew, the toll from Hurricane Floyd could
have been much worse. Knowing that, we can only hope
that people will not let down their guard for the storms to
come.
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Continued from page 6

“We've seen some pretty big in-
creases in Chile because people felt
that things were severely under-
priced,” Mr. Underwood said.

And while recent renewals for Mex-
ican business did not see major in-
creases, there seemed to be a change
in the atmosphere of the market, he
said.

“There was some difficulty in get-
ting things done in Mexico, which
seems to indicate that there was some
resistance. . .but it was all worked
out,” Mr. Underwood said.

The reduction in retro capacity
should lead to increases in rates, said
Mr. Zettervall of HartRe.

“The demand for retro coverage
will exceed supply,” according to Mr.

Zettervall.

Therefore, reinsurers’ costs will in-
crease, but it is still not clear whether
the reinsurers will pass on those costs
to primary cedents, he said.

Reinsurers still may bear the in-
creased costs themselves in the face of
continued overcapacity, Mr. Zetter-
vall said.

“But notwithstanding the fact that
there’s still a lot of capital in the mar-
ket, there's an awareness that some-
thing has to change. If that change
doesn't happen now, then a more
massive change will happen later,” he
said.

Most likely, there will be selective
increases for reinsurance at this year’s
end, Mr. Zettervall said.

ACE Ltd. renewed its retrocession-
al coverage for its property catastro-
phe business on July 1, and “there was
some increase,” said Brian Duper-

reault, chairman, president and CEO
of the Hamilton, Bermuda-based in-
surer and reinsurer.

“The terms were reasonable be-
cause we really haven’t given them
that much in terms of losses,” he said.

There also has been some firming in
space, marine and some aviation busi-
ness, Generali’s Mr. Pagnanelii said.

S&P's Mr. Watson also cited a po-
tential for firmer pricing in marine
and aviation business.

“Capacity for low-level losses is di-
minishing,” said Bernhard C. Fink,
CEO of ERC Frankona Reinsurance
A.G., the Munich, Germany-hased
subsidiary of Employers Reinsurance

At the lower level of reinsurance
programs, it’s an opportunistic mar-
ket, he said. “We hope to get out of
these lines and remain in areas where
we can get more appropriate rates.”

Despite all the talk of rate increases
at the Rendez-Vous, there appears to
be little evidence of increases in rein-
surance rates, said John Berger, presi-
dent of Chubb Re, a Bernardsville,
N.J.-based unit of Chubb Corp.

“Who'’s pulling out and where are
rates actually going up?” he asked
rhetorically.

Although retro capacity has dimin-
ished, the rest of the reinsurance mar-
ket still has plenty of capacity, Mr.
Berger said.

“The commercial guy that is buying
a direct insurance policy is not paying
any more for it,” he said.

Although direct rates remain low,
however, they have not sunk to the
level of reinsurance rates, said Mr.
Duperreault of ACE.

“Reinsurance pricing is significant-
ly lower than insurance, so it needs to
change, and there is a momentum for
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that,” he said.

But reinsurers still are trying to ex-
pand their business, and they are will-
ing to accept low rates to achieve that
end, Mr. Berger said.

Chubb Re will expand its business
at year end if retro rates do increase,
he said. “We'll write more for the right
price.”

“The market is soft, and I don't
think we’ll see any dramatic changes,”
said Max F. Furrer, chairman and
CEO of Rhine Reinsurance Co. Litd. in
Basel, Switzerland.

And even if there is a hardening of
rates in some areas on Jan. 1, 2000, the
increased use of two- and three-year
policies over the past several years
will mean that the full effects will not
be felt immediately, he said.

On the other hand, reinsurers have
reached the point where they are un-
willing to cut rates further, so few
companies will renew their reinsur-
ance coverage at lower rates this year,
Mr. Furrer said.

Catastrophe losses

One of the factors putting pressure
on reinsurers to raise rates is an in-
crease in catastrophe losses.

After a relatively light year in 1997,
reinsurers incurred heavy catastrophe
losses in 1998, including hurricanes
Georges and Mitch, the Canadian ice
storm and various hail and wind-
storms, among other events.

Catastrophe losses in 1999 already
were on track to meet or exceed last
year’s level even before Hurricane
Floyd threatened damage.

In addition, the growth of quota
share reinsurance underwriting puts
reinsurers’ loss experience more in
line with that of the primary compa-
nies, compared with excess-of-loss
reinsurance, said S&P’s Mr. Watson.

“This year, we have had a few sub-
stantial losses,” notwithstanding the
earthquakes in Turkey and Greece,
said Mr, Pagnanelli of Generali. “Giv-
en these losses, the market should
have a reaction.”

If losses from the earthquakes in
Turkey and Greece hit hard at small
to medium-sized reinsurers, it could
push them out of the market, said
Dirk Lohmann, CEO of Zurich Re in
Zurich, Switzerland. Such companies
are highly exposed, compared to how
much premium they have received for
the risk, and compared with the rest
of the market, he said.

“There are a lot of losses out there.
Turkey hurts. Oklahoma tornadoes. It
all just eats into business. That will
start to drive cat rates as attritional
losses grow,” said Mr. Adamson of
CNARe.

The increase in catastrophe losses
affecting reinsurers may not necessar-
ily lead to rate increases, said John T.
Sinnott, chairman and CEO of Marsh
Inc. in New York.

For example, the aviation market
has not yet turned despite the losses it
has suffered, he said.

“Aviation is a very small and dis-
crete market, but you look at its loss
ratio and there still hasn’t been any
change in rates,” Mr. Sinnott said.

And satellite insurers have suffered
some large losses over the past year,
but rates have not increased dramati-
cally, he said.

But in other areas, there does seem
to be a tightening, said Edmund R.
Megna Jr., president and CEO of the
United States division of Guy Car-
penter & Co. Inc., the reinsurance bro-
kerage unit of Marsh.

For example, more insurers are re-
entering the market in Florida, and
there is a high demand for reinsur-
ance capacity, he said.

Rates already are stabilizing, and a
large hurricane loss would likely lead
to a dramatic increase in rates, Mr.
Megna said.

But even a large loss likely would

See Market on page 12
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not lead to the huge rate increases
that were imposed by reinsurers in
1992 after Hurricane Andrew, as
more capacity is available to return to
the market, he said.

“Bermuda reinsurers have been re-
trenching, Lloyd’s has more capacity,
investors that divested their equity in-
terest in Bermuda market may jump
back in, and the capital markets prod-
ucts have been developed,” Mr. Meg-
na said.

“There’s a lot of noise, a lot of static
on the line” about whether rates will
begin firming at year end, said H.
Rocker Channell Jr., president of Aon
Re Worldwide Inc. in Chicago.

“A lot of conversations are trying to

see where the market will go and how
a company should be positioned to be
successful,” he said.

Cedents that have had good rela-
tionships with reinsurers and good
loss experience in the past are not
necessarily going to see higher rates at
year end, Mr. Channell said.

Some selective lines of reinsurance
look ready to tighten at year end, said
John M. Pelly, chairman and CEO,
reinsurance at Willis Faber & Dumas
Litd. in London.

A series of large single losses at in-
dustrial plants will likely affect retro-
cessional rates for facultative con-
tracts and property per risk treaties,
Mr. Pelly said. In addition, the Uni-
cover problem will lead to a general
tightening on accident- and health
business, and hurricane losses in the
Caribbean in 1998 should lead to

higher property reinsurance rates for
those risks, he said.

“The industry has had about five
years of rate reductions, and we seem
to be returning to a more regular pat-
tern of losses, so reinsurers are begin-
ning to build up some resolve,” Mr.
Pelly said.

And while some reinsurers who
have survived the soft market are
well-positioned to take advantage of
a rate increase, the increases may
come too late to help others, he said.

“Some companies are exiremely
well-positioned for an upturn, but
some of those out there are already
dead,” Mr. Pelly said.

Insurance buyers are likely to resist
any broad market turn, one executive
says.
“As a buyer of reinsurance, Zurich
wants quality, stable security that un-

derstands our exposures and won't
paint us with a broad brush when
there’s an adverse development,” Mr.
Lohmann said. “Don’t throw the baby
out with the bath water.”

Zurich’s reinsurance buyers have
spent a lot of time with its reinsurers
explaining their business, he said.
Most of what Zurich buys is excess-
of-loss reinsurance, though some of its
business units do purchase pro rata
coverage, he said.

As a reinsurer, though, even long-
term clients have gotten about as
much rate relief as they can from rein-
surers, Mr. Lohmann said. “In a num-
ber of instances, we'll see business go”
rather than pay higher prices, he said.

Walking away from business
Walking away from underpriced
business was a strong theme at this
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year’s Rendez-Vous.

Triggering much of the discussion
was news of Swiss Reinsurance Co.’s
ambitious “Triple 20 program,” which
it launched earlier this year.

Under this program, the reinsurer
plans to reduce its catastrophe rein-
surance capacity by 20% in markets
with inadequate rates, cut adminis-
trative costs 20% by 2001 and review
the least profitable 20% of its busi-
ness, a spokesman in Zurich said.

“There is a rule that 80% of profits
come from 20% of clients,” noted Mr.
Watson of S&P. “Similarly, 80% oi
losses come from ]ust 20% of clients,
he added.

While a 20% cut in expenses may
be difficult for Swiss Re to achieve,
putting out such a large figure gets
people’s attention and focuses them
on savings more than would a 5% ex-
pense reduction goal, said Robert J.
Mebus, managing director of S&P in
New York.

Also, while several reinsurers have
made statements about reducing the
volume of poorly priced business they
will underwrite, not all of their offices
have gotten the message, Mr. Watson
said. “Setting a target at least moves
the company in the right direction.”

ERC Frankona in June began re-
assessing each piece of business it
writes with an eye to withdrawing
from markets or accounts that are in-
adequately priced, Mr. Fink said.

“We looked at everything and de-
cided which markets we should keep
and even raise market share, which
ones we would remain in if rates can
rise, and finally, ones to leave,” he
said.

“The last category, which accounts
for about 20% of gross premiums, is
one where ERC Frankona will not
compromise,” said Mr. Fink.

In reviewing its business, ERC
Frankona did not seek a fixed rate in-
crease across the board, instead re-
viewing each risk on a case-by-case
basis. “In some cases, 150% would nof
be enough; in others, maybe restruc-
turing the program would be
enough,” Mr. Fink said.

“Somne clients are happy to hear the
message and are reassessing their
needs and exploring whether they
must take the same approach with
their primary clients,” he said.

SOREMA N.A. also has trimmed
underpriced business from its book as
it aims to be very conservative on the
treaty reinsurance side, Mr. Chavel
said. “We've shrunk our treaty book
by about 30% over the last three
years,” he said. “We're only a
marginal player (in treaty business),
but that’s fine in the current market.”

Some reinsurers appear to have
“reached their pain threshold,” said
Alan G. Murray, vp at Moody's In-
vestors Service Inc. in New York.

“Some companies are beginning to
pull back from the market and accept
less premium volume,” he said.

But, at the same time, reinsurers are
looking to increase their premium
from other lines, such as primary in-
surance, Mr. Murray said.

“They are competing with their
clients. They are trying to get business
at any cost,” he said.

Executives at the Rendez-Vous also
were waiting to see how Munich
Reinsurance Co. will negotiate its
year-end renewals. Munich Re has
such a large share of the reinsurance
market that several executives pre-
dicted that the market cannot harden
without a concerted effort by Munich
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Re to increase its rates.

A spokesman for Munich Re said
the reinsurer would write business for
profits rather than growth.

And, given the poor results of most
of the reinsurance market, there
should be “a turnaround situation,”
he said.

Each cedent, however, will be

See Market on page 14
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judged on its own loss experience, the
spokesman stressed.

Munich Re itself was affected by
the Turkish earthquake, as it has a
15% share of the Turkish market. But
much of the business written by Mu-
nich Re in Turkey is health reinsur-
ance, and that will not be affected by
the earthquake, he said.

Munich Re’s losses for the quake
will be “within our calculations,” the
spokesman said.

Reinsurer CEOs today more than
ever are talking about shedding un-
derpriced business and have resolved
to do so, said Mr. Adamson of CNA
Re. “I think you have to be prepared
to lose the business,” he said.

CNA Re examined its expenses
starting in July 1998. By January, it
determined that it was not making
enough money for the risks it was as-
suming and began to re-examine
deals and products with inadequate
profits.

“For the last few years, we haven’t
had underwriters and brokers in the
industry, we've had order-takers,”
Mr. Adamson said. “We have to get
back to underwriting and brokering.
It will take some guts.”

Mr. Furrer of Rhine Re said rates
" for facultative reinsurance, in partic-
ular, have fallen so much in recent
years that his company has substan-
tially reduced its portfolio.

As a result, the reinsurer has tried to
build up its book of non-traditional
reinsurance business, Mr. Furrer said.
“The margins are thin, but the risks
are thin, too.”

Other reinsurers also are looking to
curb their traditional lines and ex-
pand in other lines of business.

SCOR has tried to weather the soft
market by reducing its traditional
business, Mr. Blondeau said. In the
first six months of 1999, the reinsurer
reduced its traditional property and
casualty reinsurance business by
about 5% and increased its life rein-
surance and non-traditional business,
he said. While the life and non-tradi-
tional business will not replace the
dropped business, those two lines will
expand significantly in 1999, Mr.
Blondeau said.

Life insurers are looking for strong
reinsurers to provide capacity and ex-
pertise, and sectors such as the utility
industry increasingly are looking for
non-traditional coverages for such ex-
posures as weather risks, he said.

One property/casualty area where
reinsurers can grow is program busi-
ness in the United States, he said.

SCOR expects to write about $100
million in program business this year,
mostly for small and medium-sized
commercial insurers, but also for
affinity groups, Mr. Blondeau said.
“These people are reinventing mutual
companies, but they are not keeping
the risk.” Instead most of the risk is
passed on to the reinsurers that back
up the programs.

The key to writing the business suc-
cessfully is to have a balanced book of
business, he said. SCOR currently
works with about 20 to 25 managing
general agents, which it audits at least
once a quarter, Mr. Blondeau said.

Similar opportunities could emerge
in Europe as Internet-based insurers
seek reinsurers to back up their busi-
ness, Mr. Blondeau said.

“The Internet companies are look-
ing to be pure distributors,” he said.

Timing of renewal negotiations
could be a factor in the prices cedents
obtain, some executives said.

Some clients of ERC Frankona al-
ready are seeking extensions of their
current programs, as they know that
January renewals will be a “difficult
scenario,” said Mr. Fink.

In recent years, many insurers

sought to delay renewals to get better
deals, he said. Now, reinsurers may
try to put off renewals until later so
that it becomes more apparent to ce-
dents that rates must increase, Mr.
Fink said.

“We expect clients to try and renew
early in the season, and many are ap-
proaching us now for Jan. 1 re-
newals,” Mr. Rohlf of Hannover Re
said.

Clients who complete their re-
newals early in the season may get
better terms than ceding companies
that wait until late December, agreed
Mr. Adamson.

Meanwhile, there is a segment of
the brokerage and underwriting com-
munity that hzs never seen a hard
market, noted Mr. Adamson. Manag-
ing client expectations during re-
newals will be a challenge for those
individuals, he said. | Bl |
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Old clause brings new worry
for reinsurers on Y2K issue

By GAVIN SOUTER
and PAUL D. WINSTON

MONTE CARLO, Mbnaco—A
new twist to the Year 2000 prob-
lem was bugging reinsurers at this
year’s Rendez-Vous de Septem-
bre: the sue and labor clause.

Last year, the main Year 2000
worry for reinsurers was liability
coverage. This summer, though, a
new menace appeared when sev-
eral large corporatinns filed
claims under the sue and labor
clause of their property policies.

GTE Corp. was the first corpo-
ration to file a claim under the
clause, followed by Xerox Corp.
a=d then Unisys Corp. (BI, July 5;
J:ly 26). The policyholders claim
that their insurers should pay the
ccats for remediating their com-
puter systems to make them Year
2000 compliant.

They argue that the sue and la-
bor clause obliges a policyholder
to prevent potential losses and
that insurers are compelled to re-
imburse any costs they incur in
doing so.

Insurers argue the clause—
which was originally included in
marine policies in the 17th centu-
ry to ensure that shipowners took
emergency steps to prevent a ship
from sinking—applies only to im-
minent losses. And, because large
corporations have known about
the Year 2000 problem for several
years, losses cannot be classified
as an imminent, they argue.

Most reinsurers in Monte Carlo
agreed that the sue and labor
clause should not apply to Year

Continued on next page
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bestos and environmental cases,
Mr. Lohmann warned.

The sue and labor clause will
likely lead to some payments by
insurers and reinsurer id John
Berger, president of Chubb Re, a
Bernardsville, N.J., unit of Chubb
Corp

‘You'd be remiss in saying
the sue and labor clause is
nothing, as you never know’

how courts will interpret it.
— Dirk Lohmann

“I think there will be a lot of set-
tlements because nobody wants to
set a precedent. So there will be
losses, but it won’t be the end of
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the world,” he said.
As long as the issue remains un-
l’escnlved, more and more policy-
ers will make claims, as the
a] pavmentu muld 15{—

y of making a
claim under the sue and labor
clause likely is under discussion in
the legal departments c¢f most ma-
jor corporations, said John T. Sin-
nott, chairman and CED of Marsh
Inec.

But the ultimate determination
of whether the clause applies will
be made in court, he said.

“The word ‘fortuitous’ is going
to get a real workout,” added
Marsh President Brandon W.
Sweitzer.

Although the sue and labor
clause was not designed to respond

When conventional capital and insurance markets became unavailable or prove inflexible, our customized
insurance- and finance-based solutions enable you to achieve your objectives. Like enhancing shareholder value.
Improving cash flow. And optimizing asset financing. New opportunities are possible when innovative insurance
and financial structures supplement conventional sources of capital. Let’s begin.

Bermuda Dublin

44/-295-8501

Products offered as appropriate through financial services, insurance and reinsurdnce companies that are members of the Zurich Financial Services Group.

Hong Kong
353-1-818-9800 852-2230-9850 44-207-816-0816 212-898-5300

London New York

415-977-7850

Products may not be available in all jurisdictions. © Centre Solutians 1999

San Francisco  Sydney
61-2-8247-2800  41-1-639-9600

Reinventing

Capital

CLENTRE

Zurich

A member of the @ Zurich Financial Services Group

claims filed will inev

significant legal action

United States, said Jacques Blon

deau, chairman and chief execu

tive officer of SCOR S.A. in P
“There will be 'ni]]ir.ms of do

2000 &lal]‘ﬂ'-. from polic;
said Edmund R. Megna Jr., pr
dent and CEO, United Stz
sion at reinsurance broker
dlpe‘nlt‘l & Co. Ine.
ry of activity
and that will obviously involv
some ex for things like
y judgments,” he said.
3 me significant defense
sts coming for the industry,’

- and chief unde ting offi
cer-North America for Hannove
Reinsurance Co. of Hannover, Ger
many.

“At Hannover Re, underwriters
began discussing the Y2K issue
two and half years ago. We lookec
into various nts. We me
with property people, discussing
business interruption and contin
gent business interruption. Wha
slipped our analysis, thou
the sue and labor clause,” he said.

It is difficult to estimate the in

sure because, due :
s in policy wor 5
aim may be handled differ
ently, Mr. Rohlf said.

“It will take a long time to sor
out, but it will be inter
who's putting u
mitting

: s—or ad
7 are putting uy
reser said Mr. Rohlf. A lot o
these costs, he added, will g
straight to company’s balanc
sheets.

“Ever;
sion in how to
they now are waiting to se
William J. Adamson, CEO of th
CNA Re unit of Chicago-base
CNA Financial Corp.

“If the sue and labor clause

erage, all bets are off,’

as made their deci

ar to be philo
tent of Yea:
. Many of the insur
ance and reinsurance contIaLt
currently in fore
crucial peuod as last ye:
newals were often extended b
ral months to avoeid d:q])ute
es will apply t
sses. Consequent
ly , there is little more that can b
done to combat the problen
through underwriting or exclu
sions, they !

“One thing I'm most surprised a
is the quiet about Y2K,” saic
Bernhard C. Fink, CEO of ERC
Frankona Reinsurance A.G. ir
Munich. “Maybe there’s no talk
because it's too late to do any
thing.”

hat has b
fered from
er.

“The Year 2000 risk, in my view

insurer to reinsur

beginning. The mar

much about the impl

problem without trying to achieve
tent approach. The solu
inclusion or exclusion (o

Pagnanelli, deputy genera
r of Assicurazioni General
Trieste, Italy.
, 2000, thoug
won't really knm& very much,” h
said of the reinsur ance mciuqtrx
exposure.

““We expect a lot of litigation
How much it will all cost is in th
hands of God.” Bl



18 / business insurance, seplember 4, 1999

Mahoney

Continued from page 16
bypass insurers, Mr. Mahoney said.
For example, often when policy-
holders make claims, the first thing
they get back from their insurers are
reservation-of-rights letters. A nar-
row interpretation of coverage will
hen follow, and eventually the poli-
cyholder may only be paid, say, 80
cents on the dollar, he said.
Additionally, insurers and reinsur-
ers are offering coverage for only a

small portion of the risks policyhold-
ers face, Mr. Mahoney said.

For example, for some high-tech
firms, their tangible assets represent
only a tiny percentage of their market
capitalization, he said. “Their real val-
ue is derived from intangible assets
such as brand names and intellectual
capital. Insurance has not yet really
addressed this wkole field of reputa-
tional risk,” Mr. Mahoney said.

To succeed in tae changing world,
brokers must deliver better value, he
said. In order to do so, they must focus
on their clients’ needs; broaden their

range of risk management skilis; and
invest in information technology to
interface with clients rather than just
using IT for back-office functions, Mr.
Mahoney said.

In addition, irsurers, reinsurers and
brokers must cooperate as an industry
to offer better service to policyholders,
Mr. Mahoney said.

“If any of us are not delivering val-
ue added, we should own up and pass
the task to someone else,” he said.

“We really need to have the whole
industry working together,” Mr. Ma-
honey said.

Unicover losses
may come for years

By PAUL D. WINSTON
and GAVIN SOUTER

MONTE CARLO, Monaco—Rein-
surers generally do not expect further
problems to emerge for the industry
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from reinsurance pools like the con-
troversy swrounding the ill-fated
Unicover Managers Inc. workers
compensation pool.

However, most also agree that the
losses arising for comnpanies that rein-
sured the pool will be significant and
could take years to unravel,

Earlier this year, the workers comp
reinsurance pool managed by Unicov-
er unraveled amid allegations that un-
expected explosive growth in premi-
ums could generate $2 billion or more
in losses for pool’s retrocessionaires
(BI, March 15). Those losses could, in
turn, flow to those companies’ retro-
cessionaires, and so on, through the
market.

Unicover’s troubles became public
when the parent of Cologne Life Rein-
surance Co.—which was both a mem-
ber and retrocessionaire of the rein-
surance pool—disclosed a $275 mil-
lion pretax loss related mainly to re-
serving for Unicover exposures.

Since then, another workers comp
carve-out pool, this one managed by
IOA Re, has entered the spotlight as
Cologne Life Re seeks to void its par-
ticipation in that pool (BI, Aug. 30).

“Life reinsurers and accident and
health pools have been involved in
workers compensation business on
the high excess layers usually reserved
for catastrophic situations for about
20 years, but the competitive rush for
more premiums led many companies
to accept working layer risk at prices
typically paid for higher excess lay-
ers,” according to Standard & Poor’s
Corp.’s “1999 Global Reinsurance
Highlights.”

“What was different with Unicover
is that over time, treaty conditions un-
derwent subtle changes. The retroces-
sionaires went from providing a high
excess layer to a working layer. The
companies in some cases didn’t realize
how exposed they were to working-
layer losses and were unaware that
the terms had changed,” explained
Donald S. Watson, a director of S&P
in New York.

“Unicover is a progression of some-
thing that’s been in the market for 10
years,” agreed Dirk Lohmann, the
chief executive officer of Zurich Re in
Zurich, Switzerland.

“Life insurers (in the Unicover pool)
didn’t realize how exposed they were.
Some tried to reinsure out of the prob-
lem, rather than simply quit writing
the risk,” Mr. Lohmann said.

The unusual aspect of the Unicover
collapse was that it happened before
large losses were suffered on the busi-
ness placed in the pool, said Dennis
Zettervall, CEO of HartRe Co, L.L.C,,
a Hartford, Conn.-based unit of The
Hartford Financial Services Group
Inc.

“Usually it takes actual losses to
blow something up; this blew up be-
fore the losses actually materialized,”
he said.

The early emergence of the problem
will force reinsurers to make pricing
adjustments earlier, Mr. Zettervall
said. 5

Brokers also will feel some of the
losses from the Unicover situation,
predicted Hans D. Rohlf, managing
director and chief underwriting offi-
cer-North America for Hannover
Reinsurance Co. of Hannover, Ger-
many. E&O litigation against brokers
will have a “sizable impact,” he pre-
dicted.

Already, for example, Odyssey Re
(London) Ltd. is suing broker Stirling
Cooke Brown Holdings Ltd., alleging
the broker fraudulently assumed

See Unicover on page 20
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business on the reinsurer’s behalf,
including deals that originated with
Unicover (BI, April 5). Stirling Cooks
rebuts the allegations and has filed to
dismiss the suit.

Unicover may be followed by other
problematic programs coming to
light, said John Berger, president of
Chubb Re, a Bernardsville, N.J., unit
of Chubb Corp.

“There are a lot of programs out
there that are supported by cheap
reinsurance that are not viable in tke
long term,” he said.

Unicover, a managing general un-
derwriter, has problems reminiscent
of those reinsurers ran into in the ea=-
ly 1980s when they supported busi-
ness written by managing genera.

20 / Business Insurance, Septembar 20, 1999

agents, Mr. Berger said.

“In the eariy 1980s we had MGAs,
and people lost their shirts. Today we
have MGUs and that’s OK!?" he
quipped

“It just goes to prove that we never
learn in this business,” Zurich Re’s
Mr. Lohmann said of the Unicover fi-
asco. "It all happened with the LMX
spiral 10-12 years ago,” he said, not-
ing that clairs from 1983's Hurricane
Alicia sz11 pop up today because the
LMX sgiral was so big.

“Unicover demonstrates that no
matter how hard we try in this indus-
try, another one always comes along,”
said Max Taylor, chairman of Lloyd’s
of London. “It shows how the indus-
try still has the capacity to create a
massive, complex multiparty risk
structure. As a result, companies get
tiny premiums for the risk assumed.”

The losses from the Unicover pool
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will likely lead to hardening in the
workers comp reinsurance market,
said Edmund R. Megna, president and
CEO of the U.S. division at Guy Car-
penter & Co. Inc. in New York

“Some companies in the U.S. will
be facing renewals with part of the
program having used Unicover, anc i:
will be difficult to duplicate at the
same terms,” he said.

The removal of cheap reinsurance
with the collapse of Unicover will
force primary underwriters to bz
more diseiplined, said Mr. Zettervall
of HartRe. “In the end it’s a healthy
thing,” he said.

More problematic pools still coald
emerge, said Robert F. Orl.ch, pres:-
dent and CEO of Transatlantic Hclc-
ings Inc. That could reduc= capacity
further and increase rates, he said.

“From our perspective, thzt creates
opportunity,” Mr. Orlich said.  EIl

Capacity shrinks
as Aussies exit retro

By PAUL D. WINSTON
and GAVIN SOUTER

MONTE CARLO, Maonaco—Th2
financial difficulties of major
Australian reinsurance companies
is a leading factor behind higher
prices for retrocessional coverage
werldwide, reinsurers say.

The Australian reinsurance
market alone accounted for es
much as 30% of worldwide retrc-
cessicnal capacity, according to
some estimates. As a result, tke

watches..:

Experience firsthand (2]

regulatory advantagestand:

transacd

withdrawal of that capacity, as
Australian companies either scale
back their underwriting or run off
the business, will be felt world-
wide.

Other reinsurers say, however,
that companies will likely retain
larger net lines rather than pay
higher prices for scarcer retroces-
sional capacity.

Three major Australian reinsur-
ers—New Cap Reinsurance Corp.
Ltd., Reinsurance Australia Corp.
Ltd. and the reinsurance unit of
GIO Insurance Ltd.—together in-
curred estimated losses in fiscal
1998 of about $1 billion Aus-
tralian ($639 million) (BI, Aug.
30).

New Cap Re may be liquidated;
GIO Re will be sold or run off by
its parent; and ReAC is signifi-
cantly revising its underwriting
strategy in an effort to turn
around results.

“If a competitor goes out of
business, we should be happy, but
we are not because it really has
negative implications for our in-
dustry,” said Benito Pagnanelli,
deputy general manager of Assi-
curazioni Generali S.p.A. of Tri-
este, Italy.

“If anything, it could raise pro-
fessional and technological stan-
dards for our industry,” he said of
the problems among the Aus-
tralian reinsurers.

“There is a problem when com-
panies take short-term gains
without looking at long-term
risks. The losses always come lat-
er,” Mr. Pagnanelli said.

There appears to have been a
problem in the quality of under-
writing, as well as a problem of
the Australian reinsurers’ timing
in trying to deploy their capital in
the midst of soft market condi-
tions, said Donald S. Watson, a
director of Standard & Poor's
Corp.’s Insurance Ratings Service
in New York. While GIO Re has
been in operation since 1986,
ReAC started in 1993, and New
Cap Re was launched in 1996.

“It’s a tough situation for any
start-up—you cannot not write
business; your investors demand
it,” he said.

The problems of the Australian
reinsurers are expected to be felt
during year-end renewals, some
executives said.

The loss of the Australian com-
panies’ capacity will have a sig-
nificant impact on rates in the
retrocessional market, said H.
Rocker Channell Jr., president of
Aon Re Worldwide Inc. in Chica-
go.
“When you look at what New
Cap Re and GIO Re wrote, they
kept writing after other markets
like Bermuda and London had
stopped,” he said. “A concern now
is whether some other companies
will be opportunistic and step into
the void,” he said.

The retrocessional market ap-
pears to be ready to harden due to
the reduction in Australian capac-
ity, said Robert F. Orlich, presi-
dent and chief executive officer of
Transatlantic Holdings Inc. in
New York.

And brokers are trying to line
up alternative capacity, he said.
Larger reinsurers should benefit
from the withdrawal of capacity
as retrocessionaires now will fo-
cus more on security and financial

See Australia on page 24
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Australia

Continued from page 20
strength, he said.

Transatlantic offers retrocessional
reinsurance coverage, but it will be
looking for substantially increased
rates before it signs on to some pro-
grams, Mr. Orlich said.

The withdrawal of the capacity in
Australia could lead to new opportu-
nities for other retro writers, agreed
Paul A. Bonny, president-interna-
tional operations at Transatlantic
Reinsurance Co. in London.

“We think our business is pretty
simple; the problem is that everyone
tries to complicate it, and they try to
get cute,” he said.

Estimates vary, but the retro ca-
pacity provided by the Australian
companies clearly was significant,

said Jacques Blondeau, chairman and
CEQ of SCOR S.A. in Paris.

“All that is gone, so you know that
the market is going to change,” he
said.

Retro pricing likely will increase as
a result of the withdrawal of capaci-
ty, said Arthur 8. Underwood, senior
vp at PXRE Corp. in Edison, N.J. But
the full effect of the withdrawal of the
Australian capacity likely will not be
felt at this year-end, he said.

“A lot of them were three-year
deals, so any impact would be moder-
ated by that process,” Mr. Under-
wood said.

Other reinsurance executives
downplayed the consequences of the
Australian reinsurers’ withdrawal.

If the retrocessional capacity pro-
vided by the Australian companies
disappears, it won’t have a big im-
pact, as ceding companies will retain

;-fnrre nsurers
Down Under

Esfimated
l‘.nmnanv 1998 losses™
aln Re - $485 million
NewCapRe - $128 million
ReAC - $27 million |
* Lesses for fiscal 1998 converted to 1.5, dollars
at year-end exchange rate.
smmm: company reports

the risk, said Flancms M. Chavel,
president and CEO of SOREMA N.A.
in New York.

“It was an opportunistic buy,” he
said of the market for the Australian
retrocessional capacity.

“This is an extremely efficient mar-
ket, and, at the end of the day, an ef-
ficient market finds the weak spots,”
Mr. Chavel said of all the poor risks
that were placed by brokers with the
Australian companies.

There is no shortage of retro capac-
ity, but, with the exit of the Aus-
tralian capacity, there will likely be a
shortage of low-priced retro capacity,
said James P. Bryce, senior vp at In-
ternational Property Catastrophe
Reinsurance Co. Ltd. in Pembroke,
Bermuda.

And, even at higher rates, retro
business is not necessarily attractive,
as it is difficult to track, he said.

*“You don't know what you are get-
ting,” Mr. Bryce said.

TPC writes a small amount of retro

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

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

different financial instruments to manage corporateé risk with balanced solutions.
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business, but it is territory-specific
and loss-specific, he said.

The Australian market was writing
a lot of retrocessional business, but
they were not the only companies
writing it, S&P’'s Mr. Watson ob-
served.

“Retrocessional protection in the
property market is highly oppor-
tunistie,” he said. “In 1997, this busi-
ness all went to the bottom line be-
cause there were few losses. With
more losses in 1998, it took a hit,” he
said of the retro market.

The reason this market is so volatile
is that a retro reinsurer doesn’t know
where its risk is coming from, because
it is so far removed from the original
risk, explained Mr. Watson.

“Whenever a loss occurs, you're
likely to get hit—as you'll have a
piece of it, even though you may not
have known you had it,” he said. IEIl

Attendance
decreases

MONTE CARLO, Monaco—The
reinsurance industry continues to
flood this tiny principality in early
September, but the number of atten-
dees is declining.

Official attendance at the 1999
Rendez-Vous de Septembre was
about 2,250, down from 2,322 in 1998.
But because many attendees do not
register and others preregister but
don't attend, the official figures do
not reflect the true number of rein-
surance executives in Monte Carlo
Sept. 6-10.

This year, however, it was certainly
easier to get a table at the Cafe de
Paris, one of the central meeting
points for attendees.

Attendees cram the cafes, restau-
rants, bars and hotel lobbies of Monte
Carlo during what for decades has
been the first meeting of the renewal
season.

While the number of attendees de-
creased, the number of countries rep-
resented at the meeting increased. At-
tendees traveled to Monte Carlo this
year from 84 countries, up from 76 in
1998.

“This shows that emerging coun-
tries are slowly coming to take an in-
terest in reinsurance,” said Antoine
Jeancourt-Galignani, chairman of
Assurances Generales de France in
Paris and president of the Rendez-
Vous.

While most of the discussions at the
Rendez-Vous take place during infor-
mal meetings, a formal program cen-
ters on a particular theme on the
Tuesday morning of the meeting.

This year the theme was New In-
formation Technologies. Speakers
were Rob Eckelmann, general man-
ager-Europe, Middle East and Africa
at Intel GmbH in Munich, Germany;
Marinus A. Jacometti, executive
board member of ACHMEA, an Am-
sterdam, Netherlands-based insurer;
and Kevin Ashby, chief executive of-
ficer of WISE in London.

The formal meeting took place, as
usual, at the Centre de Congres Audi-
torium de Monte-Carlo. Next year,
however, the auditorium is being giv-
en over to arts events. A new confer-
ence center, the Grimaldi Centre, is
being built, but it may not be open in
time for the 2000 Rendez-Vous. Con-
sequently, next year's registration
and formal program will be held at
the Sporting Club d'Hiver, next to the
Hotel de Paris.

Next year’s Rendez-Vous will be
held Sept. 4-8. For more information,
contact Rendez-Vous de Septembre,
Direction du Tourisme et des Con-
gres, 2A Boulevard des Moulins, MC
98030, Monaco. 377-92-16-60-50;
fax: 377-92-16-61-35. El
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Expansion

Continued from page 26

Mid Ocean Reinsurance Co. Ltd.
had unsuccessfully tried to ex-
pand into Europe prior to its ac-
quisition by XL, Mr. Keeling said.
Rather than attempting to devel-
op independently, the reinsurer
needed to commit capital to a ven-
ture based in Europe to attract
business, he said.

“They are an independent com-
pany, and we have great faith in
the management of Le Mans Re.
With additional capacity and
products, we think they are very
well-positioned to take a signifi-
cant lead in Continental Europe,”
Mr. Keeling said.

HartRe Co. L.L.C. also is ex-
panding ir. Europe, said Dennis
Zettervall, chief executive officer
of the reinsurance unit of The

Hartford Financial Services
Group Inc.
The reinsurer has recently

opened offices in Milan, Italy, and

Paris, adding to its existing Euro-
pean offices in London; Madrid,
Spain; and Munich, Germany.

Although the market remains
soft, HartRe will be well-posi-
tioned to expand in Europe when
the market turns, he said.

“We plan to be very patient, and
we will oe looking to establish
long-term relations with clients,”
Mr. Zettervall said. “We think the
market is moving more toward
excess of loss, and buyers will
want more choice,” he said.

At the same time, some Euro-
pean reinsurers are seeking to ex-
pand from their home markets.

Rhine Reinsurance Co. Ltd. be-
gan to expand after it was pur-
chased by Kohlberg Kravis
Roberts & Co. L.P. in 1997, said
Max F. Furrer, chairman and CEO
of the Basel, Switzerland-based
reinsurer.

Rhine Re, which already had of-
fices in Toronto and Singapore,
has established an operation in
Bermuda, opened a representative
office in Tokyo and is in the pro-

cess of receiving regulatory ap-
proval for a new operation in
London.

The Bermuda company writes
only a quota share coveragz for
Rhine Rz in Basel, but it will
eventually write other business as
well, Mr. Furrer said.

The London operation is ex-
pected t> receive regulatory ap-
proval by October. It will be head-
ed by Dennis Purkiss and a team
of managers who worked with Mr,
Purkiss at his former company,
Zurich Ee (London).

In 1998, Rhine Re also bought
five insurance-related sub-
sidiaries of Bankers Trust Corp.,
which it consolidated and re-
named Rhine Re Financial Ltd.
Rhine Ee Financial, with offices
in New York, Lendon and Jersey
in the Channel Islands, specializes
in capital markets-based insu--
ance praducts.

Rhine Re plans to open another
branch office in Stockholm, Swa-
den, Mr. Furrer said.

“We believe in operating ir
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Reinsurance industry executives gathered in Monte Carlo, Monaco,
this month to attend the annual Rendez-Vous de Septembre.

markets and not trying to just
market out of Switzerland,” he
said.

At present, Rhine Re writes pre-
dominantly property reinsurance,
but it plans to expand its life rein-
surance and its liability reinsur-
ance business, Mr. Furrer said.

The importance of international
reach also was illustrated by CNA
Re CEO William J. Adamson'’s de-
cision to move to London from
Chicago to temporarily cover a
sudden vacancy in the managing
director's position.

Mr. Adamson moved to London
to oversee CNA Re's U.K. opera-
tions after the resignation of Tim
Madden, an executive vp who re-
signed as managing director of the
London reinsurance unit to return
to the United States.

“It's such an important office to
us, I decided to go. I can do more
to help CNA Re this renewal sea-
son from London than in Chica-
go,” said Mr., Adamson. “Some-
thing decisive needed to be done
to show we'll be successful
ard will meet our commitments,
and to counteract naysayers,” he
said.

CNA Re's U.K. operation wrote
about $475 million in net premi-
ums in 1998, more than the ap-
proximately $420 million it wrote
from the United States.

Despite widespread restructur-
ing moves at parent CNA Finan-
cial Corp., the Chicago-based

reinsurance unit has been largely
left alone. CNA Re accounted for
more than one-third of corporate
profits in 1998, Mr. Adamson said.
While the company overall may be
undergoing change, each business
segment may be dealt with differ-
ently, he noted.

One international market re-
ceiving a great deal of interest
from reinsurers is Lloyd’s of Lon-
don, which has lately seen numer-
ous insurance and reinsurance
companies investing in syndicates
and agencies.

Some question whether these
investors are in the market for the
long haul, though.

“The reinsurance market goes
for fads,” said Dirk Lohmann,
CEO of Zurich Re in Zurich,
Switzerland.

Twenty years ago, the fad was
to form a London company, and
then everyone ‘‘got killed” on
losses, he said. The next fad was
to form captives and reinsurers in
Bermuda. Now, the fad is to invest
in Lloyd’s, he said.

Many companies, however, do
not fully appreciate how Lloyd’s
works, Mr. Lohmann said. And in
about two to three years’ time,
many people will question their
investment, he predicted.

The current auction prices for
stamp capacity are so much high-
er today than in recent years, even
though profitability is lower, he
noted. El

Risk securitization
calm before storm

By PAUL D. WINSTON
and GAVIN SOUTER

MONTE CARLO, Monaco—
Greater use of capital markets in-
struments is a concept ahead of its
time—though that moment may
have arrived with the onslaught of
last week’s Hurricane Floyd.

Several reinsurance executives
said during the annual Rendez-
Vous de Septembre earlier this
month that it could take a major
catastrophe, on the scale of 1992’s
Hurricane Andrew, to spur wider
interest in the capital markets.

Those comments came only a
week before Hurricane Floyd
gathered steam in the Atlantic
and threatened to strike the U.S.
coast with more intensity and per-
haps cause greater damage than
did Andrew.

Speaking before Hurricane
Floyd struck, however, most exec-
utives said that while capital mar-
kets were a promising develop-

ment, they were unlikely to unseat
traditional reinsurance compa-
nies.

Reinsurance continues to be
easier, quicker and more cost-ef-
fective to place than structured
capital markets solutions, the ex-
ecutives said.

At the same time, most reinsur-
ers are hedging their bets and are
using risk securitization, particu-
larly for property catastrophe ex-

posures.
“You see occasional deals done,
but it will take time,” said

William J. Adamson, chief execu-
tive officer of the CNA Re unit of
Chicago-based CNA Financial
Corp. “A lot of clients don't want
to take basis risks,” he noted.

“In general terms, alternative
risk transfer has not been really
successful, but it’s now in consid-
eration by everyone, including
Generali,” said Benito Pagnanelli,
deputy general manager of

See Hedging on page 32
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Assicurazioni Generali S.p.A. of
Trieste, Italy.

‘“At first, it was seen as a finan-
cial way to solve balance sheet
problems. It now has become a
new way to attract capital to the
reinsurance industry,” he said.

It is too soon to see whether cap-
ital markets are having an impact
on demand for traditional reinsur-
ance, Mr. Pagnanelli said. That
will take two to three years, he
predicted. For now, he said, there
are still some doubts to be ad-
dressed about taxation and regula-
tion before it is more widely used.

Others also cited regulation as a
hindrance to use of these products.

In the future, the capital markets
are likely to become more involved
in offering derivative-type prod-
ucts rather than typical catastro-
phe Dbonds, predicted Dirk
Lohmann, CEO of Zurich Re in
Zurich, Switzerland.

One current impediment to
greater use of derivative products,
according to Mr. Lohmann, is that
regulators are generally opposed to
derivatives and require that they
be accounted for differently than

other reinsurance programs.

A derivative is an investment
that “derives” its value from an
underlying asset or from the move-
ment of an indicator, such as inter-
est rates or a catastrophe loss in-
dex.

One of the first reinsurers to take
advantage of risk securitization
was Hannover Reinsurance Co. of
Hannover, Germany.

“Risk securitization gives us ad-
ditional opportunities,” said Hans
D. Rohlf, managing director and
chief underwriting officer-North
American for Hannover Re. The
company not only issues cat bonds,
but it also is frequently offered a
chance to invest in such instru-
ments, Mr. Rohlf said.

There now are indications that a
small secondary market is devel-
oping for cat bonds, he said.

To date, the German reinsurer
has structured three life and three
non-life deals with capital markets
participation, Mr. Rohlf said. “So
far, while investors have had to
pay an individual loss here and
there, they are sticking with us be-
cause, overall, they are making a
profit,” he said.

Investors willingness to remain
with reinsurance cat bonds in gen-
eral will be tested if a big “An-

drew-style loss™ occurs, Mr. Rohlf
said. Such an event could also
drive new investor interest in the
bonds, he added.

ERC Frankona Reinsurance A.G.
uses the term “strategic re’’ 1o re-
fer to a broad range of alternative
risk financing mechanisms, in-
cluding finite risk and capital mar-
kets instruments, according to

‘It's necessary for
(reinsurance) prices to
go up for securitization
to take off.

— Brian Duperreault

Bernhard C. Fink, CEO of the Mu-
nich, Germany-based subsiciary of
Employers Reinsurance Corp.

“Regardless of the name, it is
reinsurance that is not exclusively
shifting risk,” Mr. Fink explained.
Such business is not likely to re-
place most of the traditional risk-
shifting products that clients seek
from reinsurers, he said.

The inability of securitized prod-
ucts to compete on price with tra-
ditional reinsurance is one of the
main hindrances for the new prod-

ucts, said Edmund R. Megna, pres-
ident and CEO of the U.S. division
at Guy Carpenter & Co. Inc. in
New York.

In the past, many reinsurers that
have been working on securitized
deals have eventually turned them
down in favor of traditional retro-
cessional coverage, he said.

“We’ve been successful in gener-
ating new retro business where
we’ve found companies have been
working on securitized arrange-
ments but, because of time and
cost issues,” have instead sought
traditional retro coverage, Mr.
Megna said.

Securitized insurance and rein-
surance products still are not as ef-
ficient as conventional coverage,
and their success appears to be de-
pendent on increases in reinsur-
ance rates, said Brian Duperreault,
chairman, president and CEO of
ACE Ltd. in Hamilton, Bermuda.

“It’s necessary for prices to go up
for securitization to take off, but
whether that will actually come to
pass, I don’t know,” Mr. Duper-
reault said.

“Traditional reinsurance is too
cheap for these alternative struc-
tures to be competitive,” said
Francois M. Chavel, president and
CEO of SOREMA N.A. in New
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York. “These deals are very expen-
sive for all but certain layers.”

As more deals are done, though,
capital market deals could become
more efficient, one reinsurer sug-
gested.

If retro prices increase suffi-
ciently, securitized products could
become more popular, though
reinsurers and cedents still need to
adopt a different mind-set before
they really take off, said Arthur S.
Underwood, senior vp at PXRE
Corp. in Edison, N.J.

“It needs a mental adjustment.
You need to have a few big securi-
tized deals happen, and then peo-
ple might say, ‘Oh!,’ and it could
pick up. . . .It will probably take a
little longer than people think,"”
Mr. Underwood said.

Securitized products also will
have to compete with other alter-
native risk transfer products if
reinsurance prices start to climb,
said Dan Malloy, president and
CEO of Stockton Reinsurance Ltd.
in Hamilton, Bermuda.

If low-priced retro capacity dis-
appears, reinsurers will look for
alternatives such as aggregate
stop-loss coverage, which offers
coverage based on a reinsurer’s
loss ratio, Mr. Malloy said.

Stockton Re has not sold many
of these coverages over the past
several years because reinsurers
have not suffered sufficient losses
to feel that they need to pay for the
alternative coverage, Mr. Malloy
said,

And aggregate stop-loss cover-
ages are often more efficient than
retro coverages because the premi-
um is not paid all at once, he said.

“One of the problems with retro
is that you pay for the retro up
front, but your premiums come in
over 24 months,” Mr. Malloy said.

Hannover Re has an advantage
over other companies offering risk
securitization, Mr. Rohlf said, in
that it structured its first capital
markets deal in 1993. Because of
that history, its recent deals were
much easier to create.

“We'll continue to explore that
area as an alternative means to
generate capital,” Mr. Rohlf said.

“These vehicles are complex, and
the reaction time (for creating cov-
erage) is not as fast as with rein-
surance,” he said. “In a prolonged
hard market or property cat mar-
ket, though, it may have an im-
pact—but not yet.”

ERC Frankona’s Mr. Fink agreed
that the property cat market is one
in which the capital markets may
make inroads on the traditional
reinsurance market.

If property catastrophe rates
start to climb, that could trigger
much-greater interest in these al-
ternative risk financing tools, said
Mr. Adamson of CNA Re.

Even Lloyd’s of London is inter-
ested in new risk securitization op-
portunities.

“Many Lloyd’s underwriters ex-
press frustration that they are not
in the alternative risk transfer

"

business,"” observed Max Taylor,
chairman of Lloyd’s. “But they
have always been very creative at
developing solutions, so Lloyd's
has been an ‘alternative’ market
for some time,” he said.
Securitized products, however,
are not necessarily a good fit with
the current structure of the mar-
ket. So the Lloyd’s market is ex-
amining its rules and structure to
see if it would be possible to ac-
commodate some of these new risk
financing tools, Mr. Taylor said.
Eventually, the whole securitiza-
tion area—including bonds, hedges
and swaps—will become an impor-
tant part of the market, he predict-
ed. | Bl |
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Insurer Topics

Netting fraud: Online training tool explored

By RODD ZOLKOS

he Internet may prove

a valuable tool in

fighting insurance

fraud if a distance

learning program un-

der consideration by
the National Assn. of Independent
Insurers and the FBI becomes reali-
ty.
If it does come to fruition, the In-
ternet-based insurance fraud pre-
vention and investigation program
could improve the quality of insur-
ance fraud training, expand the uni-
verse of those trained to prevent and
detect the problem and increase law
enforcement emphasis on insurance
fraud, the program’s proponents
suggest.

“It's a fascinating set of ideas,” said
John Eager, director of claims ser-
vices at the National Assn. of Inde-
pendent Insurers in Des Plaines, [l

The NAII's interest in using the In-
temnet to teach fraud prevention and
investigation techniques stems from
an earlier pilot program the FBI con-
ducted that used distance learning
techniques for law enforcement ed-
ucation. :

“The FBI did a project in 1997; it
was sort of a pilot of a distance learn-
ing program,” Mr. Eager said. “They
used different delivery means.

“And then they wrote a fairly
comprehensive report on the re-
sults,” he said.

What the FBI found, he said, was
that the project yielded good results
from the standpoint of training
quality, “and they saved many mil-

lions of dollars in the process.”

So far, discussions with the FBI
have been “very preliminary,” the
NAII's claims services director said.

But, the attractions of such a pro-
gram to both the federal law en-
forcement agency and the NAII are
very much the same as those that
draw the FBI together with its other
partners in educational programs.

“If the FBI right now partners with
universities like the University of
Virginia, for instance, one of the rea-
sons they do that is that they want
to give input into the criminal jus-
tice curriculum,” Mr. Eager said.

By the same token, “If the insur-
ance industry were to partner with
the university or the FBI, you could
put a little more emphasis on white-
collar crime,” he said.

The thinking is that the results of
such a joint effort would be an in-
surance fraud-focused curriculum, a
broadening of the message about
the problems stemming from insuzr-
ance fraud and an increased FBI em-

* phasis on insurance fraud investiga-

tion, Mr. Eager said.

And, upon completing the train-
ing, participants would conceivably
put their insurance fraud-fighting
skills to work at the FBI or in the in-
surance industry.

“I think the FBI gets about 7,000
applicants a year and they take
about 700, so there might be more
job opportunities in the insurance
area,” Mr. Eager said.

Mr. Eager believes the Internet en-
vironment could improve insurance
fraud training in a number of ways.

For one, it could result in more

consistent training,

For another, virtual reality-type
teaching techniques could offer stu-
dents a chance to get realistic
lessons, such as examining a possi-
ble arson site for clues, without
needing to go out into the field.

And the Internet training also
could increase the number of people
involved in the fight against insur-
ance fraud, as the reduced cost of
training would mean that insurance
companies could afford to train
more people.

Don Nettle, assistant vp of claims
security at United Services Automo-
bile Assn. in San Antonio, said the
last point is particularly significant.

With an Internet-based training
program, insurance companies
could train more people without
needing to rely on those working in
their special investigative units to
provide the training, he said.

“It's an extra area of training that,
in the past, the companies have not
addressed because their (special in-
vestigative units) were rather small,”
Mr. Nettle said.

But this sort of distance learning
could be used to “sensitize” a num-
ber of underwriters and claims han-
dlers to the hallmarks of insurance
fraud, and, in the process, make the
company’s investigative units more
productive by getting them more
and better information about possi-
ble fraud cases from those individu-
als, he explained.

“That’s the only way we get refer-
rals unless we get an informant
coming forward, and we don't get
many of those,” Mr. Nettle said.

And, he noted, not only does the
distance learning approach allow
companies to train more people
without putting extra demands on
those in the special investigative
units, it also allows claims handlers
and underwriters to be trained with
less disruption to their routine than
if they had to gather at a set time
and location for a traditional class.

“This is less disruptive and intru-
sive,” Mr. Nettle said. Meanwhile, it
gives investigative units more time
for actual investigations.

The distance learning approach to
fraud training is an idea whose time
has come, Mr. Nettle said.

“There are several reasons why its
time has come,” he said. “Some of
them are mandated reasons from
state insurance departments.”

He noted that many states now
require insurance companies to
train underwriters and claims han-
dlers to recognize potential in-
stances of insurance fraud, so that
they can refer possible fraud to com-
panies’ investigative units and state
fraud bureaus.

“The mandate is that we have a
comprehensive training program for
our claims people and underwrit-
ers,” he said. “The mandates mean
that we can’t make believe anymore
that fraud isn’t there.”

And such a program also could
potentially help employees of inves-
tigative units meet their own con-
tinuing education requirements
“without taking them away from
their jobs,” Mr. Nettle said.

Companies the NAII has talked to
about the idea have been enthusias-

tic, Mr. Eager said.

“They've said, ‘What a great deal
for our agents,’ " he said. “The com-
panies we've been talking to have
been trying to get their agents to
look at these (fraud) indicators be-
fore they bind.”

The effort to craft a distance learn-
ing insurance fraud investigation
and prevention program remains in
its early stages, but the NAII is opti-
mistic, Mr. Eager said.

“We're just trying to get enough
information together from the ini-
tial meetings and continue the dis-
cussions,” Mr. Eager said. “I think
our mission now is to get together
the substantive parts of it, the me-
chanics, and see how it’s received.”

“We're gathering a lot of good in-
formation,” he said, adding that he
thinks the idea could “resonate with
a lot of different sectors.”

And, ultimately, Mr. Eager sug-
gested, the Internet program could
be the vehicle for spreading the mes-
sage of the issue of insurance fraud
to a broad audience, prompting
widespread recognition that it’s bet-
ter to prevent insurance fraud than
to fight it after it has occurred. [IEIl

Insurers gaining ground against health care fraud

By SALLY ROBERTS

hile its pre-
cise finan-
cial impact
on the in-
dustry is un-
known, ex-
perts say health care fraud each year
accounts for billions of dollars of the
nation’s total health care expendi-
tures.
Through the use of advanced
technology, education, legislation
and a closer working relationship
with law enforcement authorities,
though, health insurers say they are
detecting and prosecuting more cas-
es of fraud today, resulting in mil-
lions of dollars a year in restitution.

While fraud can be committed by
any party in the health care delivery
and payment system, experts say
most fraud is committed by health
care providers.

Not surprisingly, the most com-
mon type of health care fraud com-
mitted by providers continues to be
billing for services that never were
rendered, either by augmenting oth-
erwise valid claim charges for ser-
vices performed or by using patient
names and health insurance infor-
mation to fabricate claims,

“Fraud always is an evolving type

of situation,” noted Patricia A. In-
geno, director of health care investi-
gations for CIGNA Corp. in Bloom-
field, Conn.

- “Things change within the health
care world, and so does the type of
person who wants to commit
fraud,” Ms. Ingeno said. The move-
ment toward a paperless environ-
ment through electronic billing and
data transfer, for example, “adds a
new element” to the game, she said.

Tom Brennan, director of the spe-
cial investigation unit for Highmark
Inc., which operates as Highmark
Blue Shield in western Pennsylvania
and as Pennsylvania Blue Shield else-
where in the state, noted that the ac-
tual number of health care providers
involved in fraud is quite small com-
pared to the total provider popula-
tion. “That small number, however,
is extrernely capable of doing a lot of
damage,” Mr. Brennan said.

The estimates of damage from
fraud vary.

.In 1992, the U.S. General Ac-
counting Office r1eported to
Congress that losses from health
care fraud amounted to as much as
10% of the nation’s total annual
health care expenditure, or as much
as $84 billion in 1992.

The Washington-based National
Health Care Anti-Fraud Assn. esti-

mates that the proportion of health
care dollars lost to fraud falls in the
range of 3% to 5%. At a time when
annual health care spending in the
United States totals more than $1
trillion, that amounts to $30 billion
to $50 billion in fraud, according to
the NHCAA.

“Fraud represents a minimum of
$30 billion a year, which is a big
enough wake-up call for anyone,”
said Bill Mahon, executive director
of the NHCAA.

The 1992 appointment of Janet
Reno as U.S. attorney general thrust
health care fraud into the spotlight.
Ms. Reno ranked combating health
care fraud as her No. 2 priority on a
list of law enforcement initiatives,
behind fighting violent crime.

The issue was again brought to the
fore in 1996 with the passage of the
Health Insurance Portability and Ac-
countability Act. HIPAA established
anew Health Care Fraud and Abuse
Control Program, designed to coor-
dinate federal, state and local law en-
forcement programs to control fraud
and abuse in all health plans. The
1996 act also made health care fraud
a federal criminal offense, and it
contained provisions for conducting
investigations, audits and inspec-
tions related to the delivery of any
payments for health care.

“The climate changed radically in
the "90s,” Mr. Mahon said. Health
care fraud “is high on the list for ev-
ery federal agency today.”

As a result, health insurers today
have a “much better chance of in-
ducing law enforcement to take a
case and to prosecute than ever be-
fore,” he said, citing the statistic that
54% of all federal health care fraud
convictions today include a prison
sentence.

“That’s a big change,” Mr. Mahon
said, noting that health care fraud
convictions in past years typically
yielded community service and pro-
bation sentences.

Law enforcement has geared up
and “become very aggressive in the
fight against health care fraud,”
agreed John Malloy, director of spe-
cial investigations at Humana Inc. in
Louisville, Ky. “They will take cases
if there is a significant dollar
amount,” he said, adding that
“many times, the dollar amount is
rather significant.”

Mr. Malloy said Humana's 24
fraud investigators have ongoing
workloads of about 30 cases each
and that between 50% and 60% of
Humana's potential cases of fraud
are handed over to law enforcement
agencies.

“We have a good relationship

with law enforcement and really be-
gan focusing in 1998 on educating
all of our associates” in how to de-
tect fraud and what to do when they
identify potential cases of fraud, he
said.

Humana will not disclose the spe-
cific amount of money it has recov-
ered through its special investigative
unit. But Mr. Malloy said that for ev-
ery $1 spent within the investigating
budget, Humana saves between $8
and 39 in recoveries.

“I think that the level of awareness
has risen greatly,” he said. “In years
past, people didn’t know how to
identify fraud. They are much more
engaged in the identification pro-
cess, and law enforcement is paying
much more attention to it now.”

A greater awareness of health care
fraud is similarly responsible for the
increased number of potential cases
of fraud being flagged at Highmark
today, according to Mr. Brennan.

Currently, Highmark receives an
average of about 800 fraud tips each
year. That is a significant increase
over the period from 1992 through
1995, when the company received
an annual average of only 80 to 150
referrals, Mr. Brennan said. That in-
crease is not necessarily due to a
greater number of fraud cases;

See Health care on page 32D
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rather, it reflects Highmark's efforts,
beginning in 1996, to educate its in-
ternal departments in fraud detec-
tion and reporting,

“Fraud was always there; it just
wasn't identified,” he said.

In 1998, Highmark saved
$1,032,185 through refunds, claim
denials and suspensions. Of the cas-
es the company investigated, there
were 10 indictments and nine fraud
convictions, Mr, Brennan said.

During the second quarter of
1999, Highmark's special investiga-
tive unit saved the company $2.8

million, Mr. Brennan said. Taking
into account all the unrecoverable
funds from fraud cases resolved dur-
ing the quarter, the total dollar
amount of identified fraudulent ac-
tivity jumps to $8.9 million.

One of the biggest recoveries for
Highmark this year came from a
phony physical therapy business,
U.S. Rehab, that was billing insurers
for physical therapy services when,
in fact, patients were receiving exer-
cise and personal training services at
Philadelphia-area fitness centers.
That case resulted in restitution of
more than $3.5 million for High-
mark, an amount accounted for in
the first quarter. The case also result-
ed in prison sentences for six people.

In all, $1.9 million in fzlse claims
were filed by US. Rehab and $6.3
million was paid in reimbursement
by various health insurzrs -n the
area, according to press acco.nts.

Mr. Brennan said the money re-
covered by Highmark’s fraud unit is
put into a fund used “to maintain
premiurn costs.” If the recovered
claims can be identified as balonging
to a spedific account or groug, High-
mark will refund the money to those
members.

As health care fraud hzs become a
bigger oriority for federal agencies,
many states have also passed legisla-
tion establishing state insurance
fraud bureaus and other :nsurer anti-
fraud requirements.

The NHCAA ¢ Mr. Mahon pointed
to legislaton ‘n New Jersey as an ex-
ample of 1 concerted state-level anti-
fraud efforl. Hz szid the state has
passed legistati—n that requires an in-
surer to Lave an artti-fracd plan and
a special investigaticn unit, to train
claims periornel to detect fraud,
and to submi: anr-ual reports on
anti-fraud activitizs. The state re-
quires health insarers to Fave in
their inves-igazion units a staff ratio
of one invastigatcr ser 60,000 lives
covered dy pclicies.

Other state-lave! legislation has al-
lowed health insurers to combat
fraud by st.a-ing information.

According to the NHCAA, 46
states now grant immunity to insur-
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ers for reporting suspected fraud to
law enforcement authorities, and 27
states grant immunity to insurers for
sharing information with other in-
Surers.

It is very rare that an unscrupulous
provider is defrauding just one com-
pany, Mr. Mahon said. The typical
mode of operation, he said, includes
defrauding 12 companies at one
time, but in small increments, to
minimizing the chance of being de-
tected.

The trend today is that when an
insurer identifies a dishonest
provider or suspicious cases, it shares
that information with other insurers
in the hopes of detecting the activi-
ty early on, he said.

“The toughest thing in the world
to do is to get the money back,” Mr.
Malone said. “Prevention is the
key,"” he said, and information shar-
ing provides a means of keeping
fraud from escalating.

“It’s the kind of area with no
boundaries in terms of competi-
tion,” noted Ms. Ingeno of CIGNA's
health care investigation unit,
“When it comes to health care
fraud, we all work together on this.”

Ms. Ingeno said that, within
NCHAA, there is a database that al-
lows insurer members to input data
from investigations and to access
data to see whether a particular
provider under investigation has
been flagged by other insurers.

Health insurers agree that technol-
ogy is key to preventing and detect-
ing fraudulent activity today.

In addition to having sophisticat-
ed analysis software that flags
anomalies in claim submissions,
many health insurers today also are
equipped with provider profiling
technology. This technology allows
an investigator to construct a peer
group of doctors in a specific region
and to run comparisons against sim-
ilar groups of doctors.

Like many of its competitors,
Wellpoint Health Networks Inc., the
national for-profit group health divi-
sion of Blue Cross of California in
Thousand Oaks, relies on technolo-
gy to help identify unusual activity
and patterns that warrant investiga-
tion.

“We are always looking at new
systematic ways to look at prevent-
ing fraud,” said Susan D’Avignon,
who runs the fraud investigation
unit for Wellpoint as director of in-
ternal audits.

“There is a lot of data that flows
through the company,” said Ms.
D'Avignon, who also is a partner
with Arthur Andersen L.L.P. “It’s a
real challenge to keep up with it and
review it. There is new technology
coming out all the time to get better
views. We looked at a new system
within the past six months to see if
there’s something better to help us
detect more-sophisticated fraudu-
lent schemes. We're always asking
ourselves if we've got the best tech-
nology working for us.”

Wellpoint also spends a lot of time
on the prevention side, educating its
employees about how to detect
fraud, Ms. D’Avignon said.

In the future, “my prediction is
that we'll see more investment in
technology than we have today in

See Health care on page 32E



Software aiding insurer’s investigations

By GAVIN SOUTER

raud investigations that
once took days at Pru-
dential Property & Casu-
alty Insurance Co. have
been reduced to about
15 minutes thanks new
software, according to one of the
insurer’s chief investigators.

By using a process that involves a
few clicks of a mouse rather than
sifting through thousands of files,
the Holmdel, NJ., insurer has
greatly enhanced ifs ability to crack
down on fraudulent claims, said
Thomas J. Mulvey, national direc-
tor of the special investigation unit
- at Prudential.

In one instance, a quick check of
an auto insurance claim revealed

Health care

Continued from previous page

the area of fraud detection,” she
said. In addition, “we’ll continue
to see a close working relationship
(with law enforcement authorities)
and see an even more open ap-
proach to working together to
identify trends and share informa-
tion between authorities and pri-
vate carriers.”

In 1998, Wellpoint investigated
2,027 potential cases of fraud, Ms.
D’Avignon said. Of those cases,
393 were referred to law enforce-
ment authorities, resulting in 20
arrests.

Aetna U.S. Healthcare also relies
on its fraud and abuse manage-
ment system to detect fraudulent
claims, said Michael P. Stergio, di-
rector of special investigations in
Middletown, Conn.

The system, which was installed
in 1995, allows Aetna to measure
providers’ behavior patterns based
on certain characteristics. For ex-
ample, Aetna can view the proce-
dures performed by all the dentists
in Detroit and compare the result-
ing patterns against those of peer
groups to identify suspicious
trends. :

Aetna’s special investigation unit
each year flags, on average, 700
cases of potential fraud, Mr. Stergio
said.

Since 1992, the unit has recov-
ered $130.7 million from fraud in-
vestigations. “A majority of that
goes back to the customers,” he
said.

Mr. Stergio added that, at the
moment, Aetna has roughly the
same amount outstanding in nine
cases in various stages of litigation:

“The health care system is based
on honesty, which lends itself to
dishonest providers,” he said,
pointing out that the 97% to 98%
of honest providers in the system
“are the industry’s greatest allies”
in combating fraud.

“Nobody wants a bad cop
caught more than a good cop,”
Mr. Stergio said. “It's the same
thing with the medical profes-
sion.” El

that the claimant was involved in
more than 70 other claims filed
with Prudential and other insurers,
Mr. Mulvey said.

With the system “‘we can review
the same number of files in about
15 minutes that previously would
take three to four days of an inves-
tigator's time,” h2 said.

The software, NetMap for
Claims, was developed by Alta An-
alytics. NetMap is linked up with
the Insurance Services Office Inc.’s
anti-fraud system, the ISO Claim-
Search database.

By combining the vast claims in-
fcrmation on the ISO database and
the searching and cross-referencing
capabilities of the software, insur-
ers should be able to reduce consid-
erably the costs of fraud, which has
been estimated to cost the proper-
ty/casualty industry as much as
$20 billion a year, said Richard P.
Bcehning, president of American
Insurance Services Group, a claims
data unit of ISO.

The new system also will free up
insurers’ investigators, he said.

“It is a dramatic improvement in

Just Think,

a Be
Kkemousetrap.
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the way they utilize their time,” -

Mr. Boehning said.

The system allows an insurer to
first cross-reference a claim with its
own claims records, and then
cross-reference it against 135 mil-
lion other property, liability, auto,
worker compensation and other
claims in the ISO database.

Prudential has been using the
system for about six months, said
Mr. Mulvey.

In one case, a California auto
claim was filed with Prudential and
entered in to the NetMap system to

We reinvented what to expect from a traditional reinsurer.

ter

Like answers beyond just reinsurance. With our Tredifienal Reinsurance

sieength, Infegrated

Services and Institutional Risk

Management expertise, our Corporate Structures Group solutions help you

i i PP B et

alter the reality of “risk.” We put you in @ more powerful position to

manage if. And as the world changes, we'll help you change ahead of it.

Tolk to us. Get the benefits that come from our fraditional reinsurance

confidence and a new tradition of thinking without limits.

REINSURANCE

©1999 ING Rersurnce. 1 core Jusiness of IHG Firancol Services niemoiono, indhuing Secuiy it of Dedrrar Insurceica (o

4

Y oy
2
2

3 (8]
T
wewsiigredom §00.203.2559

cross-reference it against other Pru-
dential claims.
See Software on pagz 32
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Continued from page 32E

Immediately, the software
showed that the claimant had used
two different addresses when deal-
ing with the insurer.

The information drew the in-
terest of the investigator, who then
went a step further in the cross-ref-
erencing process and discovered
that the claimant had filed five pre-
vious claims with Prudential and
had used two social security num-
bers, five addresses and four tele-
phone numbers.

80 it appears that we were fol-
lowing the right path, because the

claimant was going out of his way
to have different pieces of informa-
tion to identify himself,” Mr. Mul-
vey said.

One more click of the mouse re-
vealed that the claimant had links

with 17 other claimants. For exam-
ple, they had used one of his ad-
dresses or phone numbers or they

Because the software let Prudential
cross-reference the claim against many
others, ‘A single claim with a low dollar
value led to a huge potential fraud.

— Herb Jones more

were involved in one of his claims
as a passenger or the other driver in
an accident.

“Now we have the informaticn
that shows us the people and enti-
ties related to our investigation, o
w2 go back to ISO to look at
the big picture,” Mr. Mulvey
said.

When the software was
used to access the millions
of claims with other insurers
in the ISO database, an even
suspicious pictuze

emerged, he said.

The claimant was in-
volved in &9 claims with 19 othar
insurers and has reported anothar
four social security numbers, 25 ad-
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dresses and three telephone num-
bers.

When all that data was used to
make a further search, it is revealed
that the single claimant was linked
in some way with 148 other people.

The information yielded by the
software was reported to state au-
thorities, who are conducting a
criminal investigation, Mr. Mulvey
said.

Without the software and the ac-
cess to the ISO data, the investiga-
tion would have been far more la-
borious, he said.

“We would have manually ac-
cessed claims files and brought
them into a room in boxes and
tried to find links from claim to

claim,” Mr. Mulvey said.

The investigation also allowed
the insurer to uncover a very large
possible fraud, said Herb Jones, pres-
ident and chief executive officer of
Alta Analytics in Westerville, Ohio.

A single claim with a low dollar
value led to a huge potential fraud,”
he said.

The initial implementation
charge for the system is between
$300,000 and $500,000, and a simi-
lar fee is charged annually.

So far Prudential and four other
insurers have signed up for the sys-
tem: CNA Financial Corp.; Nation-
wide Mutual Insurance Co.; Pro-
gressive Corp.; and Travelers Group
Inc.

Better training a key
to snuffing out arson

By Ed Noonan

NJANUARY 1996, Joe

Logan, a maintenance

worker at the Howard

Johnson Hotel in Bowling

Green, Ky, set fire to the

hotel, killing four guests. This
is something Mr. Logan's employer,
Suresh Kumar, hadn’t counted on
when he paid Mr. Logan to set the
blaze; he simply wanted the
insurance money.

Mr. Kumar’s hotel had recently
been given one of the lowest quality
assurance scores in the chain’s
history, and it was going to require
$400,000 in renovations.
Interestingly, Mr. Kumar had filed
six claims for fire damage at another
hotel he owned in Nashville during
the previous year.

In the ensuing investigation by
local fire officials and the federal
Bureau of Alcohol, Tobacco and
Firearms, Mr. Logan confessed to
the crime and implicated Mr.
Kumar. Both are now serving life
terms in prison.

According to the National Fire
Protection Assn., arsonists are
believed to set 500,000 fires in the
United States each year.
Unfortunately, the majority are
never arrested, and only 2% of
investigations result in a conviction.

And according to a study by the
Law Enforcement Assistance
Administration, 14% of arsons are
estimated to be arson-for-profit.
Applied to current statistics, that’s
70,000 fires.

Bottom line? The typical arsonist
is more likely to get an insurance
check than a prison sentence.

As an industry, we should be
deeply troubled by this. According
to the NFPA and LEAA, Americans
spend $2 billion each year on arson.
Here's where the money goes: $280
million to pay criminals in arson-
for-profit schemes; $460 million to
clean up after revenge incidents;
$140 million for fires set to cover up
other crimes; $280 million for fires
set by the mentally ill; and $840
million for fires set by vandals,
many of them adolescents.

If every incident of arson could be
proven, this crime would be the

IT Perspective

major cause of property damage due
to fire in the United States. And the
problem doesn’t end there.

Each year in the United States, fire
kills 4,000 people, injures another
20,000 to 25,000 and destroys
approximately $8 billion worth of
property. In fact, the United States
has one of the highest fire-death
rates in the world—about 25%
higher than the rate in Canada,
more than a third higher than in
the United Kingdom and almost
250% higher than in Switzerland.

One of the fundamental reasons
for these statistics, I believe, is that
we have failed to educate the public
about fire-related risks. For example,
a popular U.S. building style today
features homes with soaring two-
story foyers. While this design is
architecturally imposing, fire experts
describe it as a very efficient
chimney—in a fire, smoke rises
easily to the second story, where it
can silently choke a family to death
in minutes.

But there’s another problem.

Approximately 2 million fires are
reported annually in the United
States. According to NFPA, the cause
of roughly a third of those is
recorded as “undetermined.”

Why? Fire investigation is a very
complex process. Many fire
investigators do not have adequate
training opportunities to develop
the skills required to solve these
cases. And those who do get
training often don’t have the
opportunity to work enough fire
scenes to maintain the skills they
were taught.

To be effective, fire investigators
must learn not only how to
recognize, collect and preserve
evidence from the charred remains
of a fire, but they also must be
proficient in a host of additional
skills, such as interviewing
witnesses, case management and
testifying in court.

What can the insurance industry
do? Our industry has an obligation
to lead this crusade.

Obviously, developing better ways

See Fires on page 32]
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to szlect and manage risk is
imporzant to s, but we have the
opportunity here to do something
thar will reach beyond our bottom
line. Helping ire investigators
develop the specialized skills
necassary to better identify the
causes of fire will touch
communities all across the country.
I think we have a responsibility to
help make our ccmmunities safer
places to live and work.

American Re-Insurance Co. is part
of a national initiative to improve
the fire investigation skills of the
naton’s firefighters, police and
prosecutors, as well as the insurance
industry.

We've partnered with the ATF,
the NFPA anc the U.S. Fire
Administraticn to produce an
interactive CD-ROM-based training
program called ir:terFIRE VR.

With interFIRE VR, users can
explore an actual fire scene on a
search for evidence, listen to the
advice of top U.S. fire investigators
or, via a resource file, see Internet
links to various insurance industry
databeses tha- track insurance
claims for fire loss.

This partnership has allowad each
organization o specify its own “best
practices” and to share information
across disciplines The benefits are
significant. Scme examples include:

e Ficefighters will learn thet, in
adcition to saving lives and
property, thev may also be entering
the scene of a crime. Evidence about
how a fire sta-ted can be either
destroyed or presarved, depending
on their actions.

¢ Lzw enforcement officials will
discover the wealth of information

contained ir: the insurers
underwriting and claim fles. Ths
information is availab.e tarough
existing immunity legislation in all
50 states. Investigators sirnply ne=d
to know haw to ask fer it

Will a pastnership approach lize
this make a difference? We think so
That's why the interFIRE VR
developers have decidad -0
distribute as many free ccpies as
possible tc their respective
audiences. Zor American Re, tha-
includes our competitors in the
insurance industry. This is an issue
that rises ebove mere competizive
considerations.

Beyond that, the program is
available via the Internet or throuzt-
a toll-free rel2phone information
line, 877-IN"ERFIRE (877-468-
3734), to anvone with a
professional interest in fire
investigaticn. A nominal shipping
and handling fee will apply to thasa
orders.

Of those fires classified as
“undetermined” in origin, many
are caused by arson, though some
will surely tumn out to be from less
sinister causes, such as cooking,
heating and appliances. (Believe -t
or not, the plastic housings of
crockpots ar-d similar appliances zre
combustible.)

Whatever the cause when maoze
fires are sclvad, more fires will be
prevented, more arsonists will be
caught, and more lives saved.

What can insurers do? Well it
should go without saying that you
should support fire and police
department: in the communizies
where you vrork. Let local officials
know that you favor aggressive
prosecuticn of arsonists.

But insurers must also walk the
walk. Here are a few ways to do
that:

» Participate in the fight. To
comr.bat arson, insurers have created
the Insurance Committee for Arson
Cortrol, which serves as a national
resource, education and
communications organization.

ICAC sponsors and coordinates
the activities of the National Arson
Ferum, a gathering of leaders from
the public and private sectors to
exchange information and develop
new resources to aid all participants
ir. the arson battle.

Another group is the National
Insurance Crime Bureau, which
p-ovides training to insurance
claims perscnnel and investigates
questionable insurance claims,
inzlading suspected arson. Make
sure your company supports such
efforts.

¢ Share information. Does your
cempany file its property claims
with ISO ClaimSearch, which was
formerly known as the PILR
datzbase? Of the 60,000 tc 70,000
reports that PILR receives each
month, about 14% are flagged as
suspect, thereby increasing
d-amatically the chance that an
arsonist will be caught.

¢ Create a special investigation
unit. Rather than simply pass losses
01 to policyholders, many insurers
havz set up such units to investigate
suspicious fires and collect evidence
that can be forwarded to cfficials for
prosecution.

The results of setting up an
investigative unit may vary, but, on
average, they save $10 for every
dollar invested, according to the
International Assn. of Special
Investigation Units. With that sort
of return, continuing to do nothing
is not an acceptable choice.

* Put teeth in your state’s fraud
bureau. Most states have fraud
bureaus, but not all require insurers

to forward suspicious claims to their
state’s fraud bureau. If your state
doesn't, urge your state legislators to
change the law.

¢ Make insurance fraud a crime.
Insurance fraud is illegal in all states,
but some laws are more effective
than others. Prosecuting insurance
fraud is easier in states where it is
identified as a specific crime in the
penal code and where the elements
that constitute insurance fraud are
defined, along with the penalties
that can be imposed. Otherwise, it
falls under general fraud provisions
such as fraud by deception. Again,
talk to your legislators.

In the five minutes it took to read
this article, arsonists set five fires,

starting almost 1,400 each day.
That's five arsonists who should go
to jail but probably won't. That is
countless businesses and lives
destroyed. And that is too high a
price for our society and our

industry. [ Bl

Ed Noonan
| is chairman
| and chief ex-
ecutive offi-
cer of Ameri-
can Re-Insur-
ance Co. in
Princeton,

N N.JL

‘Regulators target
sales of hogus notes

By SARA HANSARD

Crain News Service

ecurities regulators are

cracking down on an esti-

mated 1,000 insurance

agents coast to coast over

the sale of worthless

promissory notes that

may have cost investors as much as

$100 million over the past two years.

The agents’ main selling point was

that the notes were secured by a

number of insurance companies.

The agents told their potential buy-

ers—mainly senior citizens—that

the notes were as safe as bank ac-

counts or certificates of deposit, ex-

plained Laura Royal, a senior inves-

tigator in the Florida Department of
Banking and Finance.

Ms. Royal, who is coordinating
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the 16-state crackdown, said more
than two dozen agents have been
charged so far. “You'll see more ac-
tions in the near future,” she said.

Federal officials have linked one of
the companies involved with one of
the insurers, based in Barbados, to
organized crime figures recently in-
dicted in a high-profile stock fraud
case.

Ms. Royal counts about two dozen
potential offerings that may be con-
nected to the scheme. The interest
payments “have either bounced or
are not forthcoming,” she said. “The
more we talk to the agents, it seems
we find one more offering every
couple of weeks."”

Ms. Royal said, “The worst part of
my job is to have to tell the victims,
‘I don’t think you will get your mon-
ey back."”

One such victim is 62-year-old
Marine Sheely, who works at a min-
imum-wage job at Goodwill Indus-
tries in Toledo, Ohio. Ms. Sheely
said, “My whole life savings is gone.
My son’s in a rest home. | feel like
ending it all.”

Ms. Sheely said she bought a nine-
month $88,000 note with a 10.9%
interest rate issued by World Vision
Entertainment Inc. of Orlando, Fla.,
from James Chmielowicz, a char-
tered life underwriter who then was
vp and general manager of Vaughn
Williams & Associates Inc. in Tole-
do.

Owner Vaughn Williams Jr. said
he recently fired Mr. Chmielowicz,
after 16 years at the firm, for selling
the notes without authorization.

“He was told three years ago, ‘Jim,
you are not authorized in any way
to do that through Vaughn
Williams & Associates, because we
want no part of that,””” Mr. Williams
said.

Mr. Chmielowicz said he sold the
notes through Fraternal Services In-
surance in Pittsburgh. Fraternal Ser-
vices did not return calls.

“I've had many clients over the
past couple of years that have had
the notes and taken the money
out.” But recently, Mr. Chmielowicz
said, two clients who hold World Vi-
sion notes haven't been paid.

Ronnie Tyre, 58, of Charlotte,

See Notes on page 32L
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N.C,, said he lost $550,000 of the
nearly $1 million he invested in
late 1997 and early 1998 in notes
sold by Reeves-Marcus Ltd. of Char-
lotte.

Alan Elam, president and owner
of Reeves-Marcus, could not be
reached for comment, according to
his assistant.

Mr. Tyre, who had retired from
his own medical supply business, is
looking for work once again. He
said his father also lost $100,000. “I
don't expect, realistically, to get my
money back,” Mr. Tyre said, “but
I'm going to put these guys out of
business one way or another.”

Ms. Royal said it wasn't until
state regulators convened in May
in Tampa, Fla., that they under-
stood how widespread the selling
of the notes had become.

David Sutton, assistant statewide
prosecutor for Florida, said the in-

surance agents “have varying de- .

grees of culpability. The top people
recruited the agents. Some of them
had reason to believe this was
(nonsense); some didn’t.”

That's small comfort to Ms.
Sheely. She said Mr. Chmielowicz
told her, “‘Oh boy, have I got a
deal for you.” The beginning of
July, he was supposed to send it in
six installments. Nothing so
far. . . Iwork hard. . . .I'm so darn
tired.”

Like Mr. Chmielowicz, the other
agents typically worked for small,
independent agencies and are not
connected with big insurers, ac-

cording to ragulators. They have
formed a task force called States
Working Intrastate Fraud Together,
or SWIFT, to combat the operation.

SWIFT is working in California,
Florida, Georgia, Indiana, Ken-
tucky, Maryland, North Carolina,
Pennsylvania, Ohio, South Caroli-
na, Texas and Utah. The task force
will receive cooperation from offi-
cials in Mississippi, Nebraska,
North Dakota and Wisconsin.

Ms. Royal said about 10 start-up
businesses throughout the country
were involved, issuing millions of
dollars in promissory notes that
were payable over nine months.
Many of the notes were backed by
Tangent Insurance Co. of Barbados,
which, she said, “has never paid on
any of these bonds.”

Securities regulators have served
World Vision and four other com-
panies with cease-and-desist orders
against issuing any additional
notes. The other companies are
Lifeblood Biomedical of Orlando;
Ameritech Petroleum Inc. of Dallas;
Capital Acquisitions Inc. of Denver;
and Yucatan Investment Corp. Inc.
of Lapaz, Ind.

Other companies remain under
investigation, Ms. Royal said. She
added that agents of Fraternal also
sold promissory notes for
Lifeblood.

Attorneys for the companies and
their officers did not return calls.

Another company that used Tan-
gent as its bonding agency, Leg-
ends Sports Inc. of Altamonte
Springs, Fla., was closed by the Se-
curities and Exchange Commission
in 1996 for the sale of unregistered
securities.

Legends was named as one of the
companies whose stock was ma-
nipulated in a case brought in June
by the U.S. attorney’s cffice in
Brooklyn, N.Y. Eighty-five people
were indicted in one of the largest-
ever stock fraud roundups. Some of
the indicted individuals were
linked to organized crime, prosecu-
tors said.

Florida has also charged more
than two dozen insurance agents
in state ccurt in connection with

| the note scam. Charges include the

sale of unregistered securities and
unauthorized insurance, and the
sale of securities by unlicensed
dealers.

Those agents “did not bother to
call the Department of Insurance to
find out if it was unlawful for an
offshore bond company to sell the
notes in Florida,” which requires a
certificate of authority, said Mr.
Sutton, the state prosecutor. He
said he also has charged several
people with racketeering and secu-
rities violations in connection with
the case.

In April, Maryland started ad-
ministrative action agzinst Brian
Schutsky, who operates BLS Insur-
ance Service in Keymar, for securi-
ties violations in connection with
the notes. Mr. Schutsky has denied
the charges, his lawyer said. ;

Mr. Tyre said he invested after
reading an ad in the Charlotte Ob-
server newspaper. The ad read: “No
stock market risk. 10-15% fixed re-
turn on your investment. No fees,
no loads ever. The principal is guar-
anteed. Your interest is guaranteed.
IRAs, Roth IRAs, SEPs, 401(k)s ac-
cepted.”

A secretary at Reeves-Marcus said:
“We do not sell promissory notes
any more, The ad we place on Sun-
days is for something else.”

But a spokesperson for the Ob-
server's retail advertising depart-
ment said that Reeves-Marcus,
which had run the ad last year, re-
cently resumed running it. The ad
has appeared several times in re-
cent months.

Ms. Royal, the Florida investiga-
tor, explained the scam: “The com-
panies need capital. They get in-
volved with these brokers that
promise to raise money for them.
They raise a lot of money real quick
through the insurance agents.”

“There's no way you can pay a
nine-month note back,” she con-
tinued. “We're seeing an average of
$5 million to $10 million per com-
pany.”

The start-ups have little revenue
and end up defaulting, she said.

An official of one company, for-
mer Legends Sports President
James Staples, recently pleaded
guilty to racketeering, organizing a
scheme to defraud, conspiracy, se-
curities fraud and other violations
in Florida’s Sanford County Circuit
Court. The court handed down a
$12 million judgment against Mr.
Staples.

His lawyer, David Fussell, de-
clined to comment.

Donald Lykkebak, the lawyer for
David Trotter, an insurance agent
who recruited others to sell the Leg-
ends Sports notes, said his client
has pleaded not guilty to the racke-
teering charges.

“The agents are the innocent
people in this whole matter,” said

David Ervin of Fern Park, Fla., who
represents Greenville, S.C., insur-
ance agent Gregory Elie. Mr. Elie
sold one $130,000 promissory note
for Legends and is contesting three
securities charges.

“The real bad guys are at the top,
the ones that ran Legends Sports,”
said Mr. Ervin. “And the state has
settled with Staples.”

A Florida statute stipulated that
promissory notes that mature in
nine months or less time “are not
securities, and they are exempt
from the securities laws,” Mr.
Lykkebak said. “So it’s quite an ar-
guable issue as to whether or not
these were securities.”

The state has since changed its
law, however, to require that short-
term notes be high-quality com-
mercial paper.

Kyle Trimble, an examiner with
the Kentucky Department of Fi-
nancial Institutions, said the annu-
al interest rates promised for the
notes were 10.75% to 11%, on top
of commissions of 13% to 15%. In-
surance agents were paid 6% to 8%
of the commissions, he said.

David Jonson, deputy attorney
general of the South Carolina Secu-
rities Division, who is investigating
similar cases, said he sees the insur-
ance companies as potentially li-
able for inadequately supervising
their agents.

“Insurance companies are possi-
bly looking at substantial liability,”
he said. “Insurance commissioners
are aware of this.”

L]

Sara Hansard is a reporter for Invest-
ment News, a sister publication of
Business Insurance.
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Fraud alliance

PALOS HILLS, Ill.—An alliance
announced last week between the
National Insurance Crime Bureau
and US Investigations Services Inc.
will give insurers a weapon against
internal fraud.

US Investigations, an Annan-
dale, Pa.-based company, will con-
duct investigations when internal
fraud is suspected at member com-
panies of the NICB.

James Spiller, associate vp of the
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Palos Hills, Ill.-based NICB, said in
a written statement that the al-
liance represents a significant ben-
efit for the more than 1,000 insur-
ers that belong to the NICB.

“Internal fraud costs our mem-
bers millions of dollars every
year,” Mr. Spiller said. ““As the in-
surance industry grows and
changes, the potential for internal
fraud will increase. This alliance
puts us in an excellent position to
address internal fraud now and in
the future.”

Bank name changed

INDIANAPOLIS—The directors
of NAMIC Bancorp, the holding
company affiliated with the Na-
tional Assn. of Mutual Insurance
Cos., have renamed its financial in-
stitution Assurance Partners Bank.

The new name replaces NAMIC
Bank, the name used since the as-
sociation first decided in 1997 to
pursue a federal thrift charter.

Assurance Partners Bank will pro-
vide insurance agents and policy-
holders of investor companies and
other prospects a number of finan-
cial products and services through
a variety of delivery channels.

The bank will conduct business
nationwide from its headquarters
in Carmel, Ind., and initially will
offer home equity, automobile and
personal consumer loans, first resi-
dential mortgages and small-busi-
ness loans. | Bl |
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Parents can bear liability for acts of ‘children’

By Jeffrey B. Kirschenbaum

MAGINE THIS: THE CALL you have just received

comes as a bit of a surprise—an unexpected voice from

the distant past. And though your last communication
ended on a positive note, you can’t say you are happy to be
hearing from him teday.

In the world of business risk and liability, no news is
good news—and lawyers, you've learned, rarely call just to
chat. It is general eounsel for DeltaHoldings, a company
that your investment group, NewVentures, committed a
substantial amount of money to in the 1980s, based on the
then-value of Delta’s stake in a wide—some would say
bewildering—array of businesses. As you recognize his
voice, you realize that you haven't spoken to him since the
fall of 1989, the day your majority share in Delta became
final. It was a red-letter day for your group. Delta’s’
pharmaceutical businesses in particular showed
exceptional promise, and you and your partners were
thrilled to add them to your inereasingly diversifying
portfolio.

But the voice on the other end sounds troubled, and the
news he is conveying is not at all good.

‘When you make sense of everything he has to say, you
begin feel differently about that special day in 1989. Delta
is facing a government-mandated environmental cleanup
action. Among the many businesses that Delta
accumulated in the merger-driven '80s were several
chemical plants in Ohio and Pennsylvania, and potential
liabilities arising from those acquisitions are finally
coming to light. In addition, the stock valuation of Delta
has taken a beating in recent months, and there is a serious
question whether the company will be able to pay for the
cleanups and remain in business. But that is not all.
General counsel for Delta is telling you—imploring you—
to contact your lawyers, because the federal government
has named your company as a party to the cleanup action.

The theory upon which the action is based is that your
investment group is the alter ego of Delta, and therefore
should centribute toward the costs of cleaning up half a
dozen sites.

How could this have happened? General counsel
patiently explains that the law allows for such suits, and
that a recent U.S. Supreme Court case—United States vs.
Bestfoods—explicitly aclkmowledges the validity of alter-
ego liability in the context of government-mandated
cleanups. The theory is that if a parent company is, in the
eyes of the law, identieal with the subsidiary, then the
courts will allow aggrieved investors to dig into the deeper
pockets of the parent. He further explains that the law, as
enunciated, is meant to protect investors from fraud.

But naturally, you wonder, why me? What fraud has my
company perpetrated? How can we be the alter ego of a
company that we do not control, whose offices are across
the country? And, by the way, I thought the point of
investing in Delta, as opposed to taking over management,
was to cede control and liability for the company’s
operations. Doesn’t the law of corporations protect parents
from such liability? How did the shield of corporation law
that was supposed to protect us suddenly become a sword?

Such guestions are certainly understandable. Few
corporate parents think about the further potential
liability that a subsidiary company might incur. Parents
should and do expect the full protections provided under
corporate law—most importantly, the promise that the
parent will be free from liability for the subsidiary’s losses.
It is often said that the corporation is like a veil that
shields its shareholders from corporate debts and similar
obligations. If a judgment is entered against a corporation,
its shareholders will be liable only for the amount of their
investment in the corporation; the shareholders' personal
assets are not subject to liability. Thus, the very strong and
time-honored law of corporations protects the

_ shareholders from liability beyond their mvestments.

But therein lies the rub—that is, the strength of the
corporation to act as a shield, even on occasion against
reasonable claims beyond the shareholders’ investment.
The protections of the corporation are so strong, in fact,
that the courts need to ensure that these protections are
not exploited for the purpose of defrauding investors.

‘Where the act of incorporation was carried out to
perpetrate a fraud—such as where an unscrupulous
manager sets up a shell corporation to take money from
unsuspecting investors—the courts will allow the investors
to “pierce the corporate veil” and sue the shareholders for
personal assets.

In the context of a parent/subsidiary relationship, that
means that corporate parents could be liable. To succeed
in such a lawsuit, however, plaintitfs would need to
establish that the parent and the subsidiary are “alter
egos’—i.e., that for all intents and purposes, the parent
and the subsidiary are one and the same entity. In most
states, this argument requires a bottom-line finding that
there was a “unity of interests” between the two
corporations. Under well-established federal law, “unity
of interests” is measured by determining the amount of
respect given by shareholders to the separate identity of
the corporation.

Thus, a corporate parent may be found liable for alter-
ego lability for failure to accord its subsidiary a separate
identity. And despite the public policy on which alter-ego
liability is based, the courts in some jurisdictions may rule
in favor of the plaintiff without a finding of fraud. In those
states, a corporate parent would be well advised to avoid

e —— e
The legal theory is that if a parent
company, in the eyes of the law, is
identical with the subsidiary, the courts
will let aggrieved investors dig into the
deeper pockets of the parent.
R

even the appearance that the two corporations are
identical, a point addressed in more detail below.

Just as important to consider is the basis for Delta’s
environmental liability—the far-reaching Superfund law,
formally known as the Comprehensive Environmental
Response, Compensation and Liability Act. With an eye
firmly fixed on expeditious cleanups, CERCLA imposes
liability on a broad class of persons without regard to
fault. Section 107 of the Act holds liable:

« Past and present owners of any location where
hazardous substances have come to be located.

« Past or present operators of locations containing
hazardous substances.

« Anyone who accepted hazardous substances for
transport to the location.

Despite the strength and breadth of CERCLA, only
recently have corporate parents begun to worry that they,
too, might be held liable for environmental liabilities
facing their subsidiaries. As noted earlier, in most cases
corporate parents may rightly seek refuge behind the
corporate veil. In the Bestfoods case, the Supreme Court
noted that there was “nothing in CERCLA which
purported to reject” this “bedrock principle” of corporate
law.

Still, the court noted that there was nothing in CERCLA
purporting to reject “an equally fundamental principle of
corporate law”: that “the corporate veil may be pierced
and the shareholder held liable for the corporation’s
conduct when the corporate form would otherwise be
misused to accomplish certain wrongful purposes, most
notably fraud, on the shareholder’s behalf.”

Thus, the very far reach of CERCLA—a law that has
ensnared countless parties in long and expensive litigation,
also can extend to corporate parents in cases where state
law allows the corperate veil to be pierced. As noted
above, in some states the veil may be pierced even absent a
showing of fraud.

For some corporate parents, what is needed is a
complete rethinking of the parent/subsidiary relationship.
For others, it may just involve a careful effort to translate
common sense notions into a firm, corporate policy. Here
are a few key pointers for corporate decision-makers.

o Insist upon independent management. The most
potentially damaging facts in alter-ego lawsuits are those
supporting the plaintiff’s claim that the two companies are

not managed independently. Parents should avoid the
appearance that they can wear one of two hats, depending
on the managerial problem they face.

There are several ways that courts approach this issue,
First, a court may examine facts suggesting that the key
decision-makers are not employees of the subsidiary but
rather employees of the parent. In fact, often the parent
and the subsidiary “share” employees—a questionable
practice if only because it might lend the appearance of an
alter-ego relationship. At the very least, parents should
make sure that the subsidiary can govern itself as an
independent organization, even if ultimately it must
answer to the parent. In the case of Delta, the decision to
designate a director of the parent company to serve on the
joint venture’s management committee could prove
disastrous in court.

In the Bestfoods case, the Supreme Court noted that a
parent that involves itself in the affairs of a company may
be subject to liability under two different theories. If the
management of the company and the parent are in fact the
same, the government may prevail under the theory that
the company is the alter ego of the parent. This can be
characterized as derivative liability assumed by the
parent. In addition, a parent may be subject to direct
liability in cases where an officer for the parent took
actions that put the subsidiary at risk. Such was the case
in Bestfoods. Even though the Supreme Court found that
the corporate parent was not subject fo derivative (alter
ego) liability, the factual record showed that the parent
was perhaps subject to direct liability because of
independent actions taken by an employee of the parent.

The court noted evidence of such actions in the record
developed by the trial court, The district court found that
the defendant “became directly involved in environmental
and regulatory matters through the work of Williams, (the
defendant’s) governmental and environmental affairs
director. Williams became heavily involved in
environmental issues at (the chemical plant). He actively
participated in and exerted control over a variety of {the
plant’s) environmental matters, and he issued directives
regarding (the plant’s) responses to regulatory inquiries.”

The court concluded that this evidence created the
possibility that the defendant parent corporation may
have been directly liable for the alleged environmental
damage in the CERCLA suit. The Bestfoods decision,
therefore, should serve as a cautionary tale to corporate
parents that involve themselves intimately in the
managerial affairs of their subsidiaries: As the U.S.
Supreme Court has amply demonstrated, there is more
than one way to skin a cat.

e Fiscal management. In the world of alter-ego liability,
there is perhaps no greater threat to the corporate parent
than the “commingling” of funds. In fact, the commingling
of money is often counted among the most persuasive
types of evidence in alter-ego liability suits. U.S. courts
will consider the following as evidence of a lack of fiscal
independence:

+ The parent treated the subsidiary’s assets as ifs own.

v The diversion or commingling of assets.

v/ Undocumented loans or advances from the parent to
the subsidiary. .

v The subsidiary has no payroll or checking account.
Back to our hypothetical case, NewVentures' practice of
issuing undocumented loans and advances may be
evidence of commingling, even though ownership of the
tunds is carefully tracked through journal entries.
Attempts to justify the arrangement on grounds that its
purpose was simply to minimize bank charges would
probably fall upon deaf ears in the context of an alter-ego
lawsuit. At most, this logical explanation would be
considered a mitigating factor.

e Be formal. Many parents unwittingly run their
subsidiaries without regard to legal and corporate
formalities, which c¢an put parents at great risk. The
courts have considered the following factors when
deciding whether alter-ego liability is appropriate:

¥ The subsidiary’s failure to issue stock to the parent.

v Inadequate or incomplete corporate minutes.

v Maintenance of the subsidiary’s records in the

See Liability on next page
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parent office.

v The failure to remain in “good standing” in the state
of incorporation.

To avoid liability, a parent who is involved in the
business operations of its subsidiary should make certain
that the subsidiary operates under the same corporate and
~ legal strictures that apply to all independent businesses.

Finally, parents should remember the warning struck at
the outset: that a plaintiff may base a lawsuit on the
subsidiary’s mere appearance as the alter ego of the
parent. The truth is that, in a court of law, appearances do
matter. Here are some other factors that the courts
consider when deciding alter-ego liability:

v Subsidiary has no full-time employees, only

independent confractors.

' Using parent company letterhead, business cards.

v Same address and telephone number for parent and
sub.

« Confusing/similar names,

v References to the “Group,” i.e., parent and
subsidiary, in correspondence and agreements.

Several other factors discussed in this article may very
well fall into the category of things that give the
appearance of an alter ego when in fact there is none. For
example, a subsidiary may not conduct its payroll with its
own bank account because it was deemed more efficient
to delegate that operation to the parent company. Or the
subsidiary and parent may share employees for certain
tasks for economic reasons.

However sound the policies that drive these practices,
parent companies should be aware that these practices
uitimately might lend credence to an alter-ego liability

claim. It may be that the oft-neglected corporate policy of
risk management should rule the day on this issue. In any
case, keeping the hazards of alter-ego liability in mind
when laying down the foundations for a subsidiary should
help parents ensure that the two companies are
independent, both in fact and in the eyes of the law.  IE

Jeffrey B. Kirschenbaum is a
managing partner in the San
Francisco law firm Berg &
Parker L.L.P.

Author offers compelling account of 1900 hurricane

“ksaac’s Storm”

By Erik Larson

Crown Publishers, 201 E. 50th St.,
New York, N.Y. 10022; 212-751-2600
$25

By Mark A. Hofmann

early a century ago, when no one bestowed names
such as Andrew and Floyd upon hurricanes, a
nameless horror engulfed Galveston, Texas.

On Sept. 8, 1900, a hurricane unlike any in memory
struck the booming coastal city. When it subsided, it left
the city in ruins and at least 6,000 of its residents dead.
Galveston, then locked in a fierce commercial rivalry with
Houston, never fully recovered its prominence.

Ernk Larson—a former staff writer for the Wall Street
Journal who now contributes to Time, the Atlantic
Monthly and other national magazines—dubs that
nameless hurricane “Isaac’s storm,” after Isaac Monroe
Cline, the head of the U.S. Weather Service's Galveston
station. The tale Mr. Larson weaves in his book
intertwines the story of the hurricane, from its probable
beginnings—"it began, as all things must, with an
awakening of molecules”—to its grim aftermath and
beyond, with that of Isaac Cline.

The Isaac Cline that emerges in this account is a
complex and, in some ways, tragic figure. He was,
foremost, a man of science, a medical doctor who studied
climate and health. He was a family man, a Sunday school
teacher and a sometimes-quarrelsome brother. He was
also more than a bit of a self-promoter, particularly
during the 55 years he lived beyond the storm.

After Mr. Larson describes how the sight of the angry
sea led one of Dr. Cline’s neighbors to telegraph his wife—

Books & Ideas

who was then heading home via the railroad—to stay in
San Antonio because he feared a great storm would strike
the city, the author notes:

“Legend holds that the sea convinced Isaac of the same
thing—that he raced back to the office, galvanized the
station into a flurry of action, then sped back to the beach
and wamed everyone he saw to flee the city or retreat to
the center of town. Later, Isaac took personal credit for
nciting 6,000 people to leave the beach and its adjacent
neighborhoods. If not for him, he claimed later, the death
toll would have been far higher. Perhaps even double.

“But Isaac’s response, and that of his station, was, in
reality, more ambivalent. . .”

Risk managers, loss control experts and claims
professionals should all find “Isaac’s Storm” hard to put
down. It bristles with human drama, and its technical—
yet immensely readable—description of how the storm
developed ranks among the best scientific writing that has
appeared in the general book market for some time. Mr.
Larson portrays the storm in a style that varies from the
almost lyrical to an eerie and calm recitation of facts that
is menacing in its straightforwardness.

Consider these passages:

“The hurricane had begun sculpting the Gulf the
moment it left Cuba, and now it transmitted storm swells
toward Galveston.

“Waves form by absorbing energy from the wind. The
longer the ‘fetch,’ or the expanse of sea over which the
wind can blow without obstruction, the taller a wave gets.
The taller it gets, the more efficiently it absorbs additional
energy. Generally, its maximum height will equal half the
speed of the wind. .. .”

And: “Whenever a deep-sea swell enters shallow water,
its leading edge slows. Water piles up behind it. The wave
grows again. It is this effect that makes earthquake-
spawned tsunamis so deceptive and so deadly. A tsunami
travels across the ocean as a small hump of water but at
speeds as high as 500 miles an hour. When it reaches land,
it explodes.”

Mr. Larson’s descriptions of the storm’s impact and its
aftermath, drawn from eyewitness accounts, rank among
some of the most gripping passages in recent non-fiction.
They're on a par with those in Sebastian Junger’s best-
selling “The Perfect Storm.”

Isaac’s storm is little remembered today. It did not
become the stuff of legend. Nor did Isaac Cline himself,
despite his efforts to the contrary. By the time of his death
in 1955 at the age of 93, he was little recognized, except
within a small circle of individuals interested in hurricane
forecasting, and among certain art experts, for the
weatherman had become a shrewd collector and seller of
Chinese bronzes and Early American portraits.

“Isaac’s Storm” should restore the man and the storm to
the more prominent places in the history of natural
disaster that both merit. El

Mark A. Hofmann is Wash-
ington Editor of Business In-
surance.

Injured bagel-buyer entitled to comp benefits: Court

while buying bagels for an office Christmas

breakfast that her boss has instructed her to
coordinate was entitled to workers' compensation
benefits, the Court of Appeals of North Carolina ruled.

Marily S. Floyd was employed by First Citizens Bank in
December 1993 when she slipped and fell while buying
bagels for an office Christmas breakfast that her boss had
instructed her to coordinate for the bank’s entire city
office. Ms. Floyd suffered a serious back injury as a result
of the fall. She filed for and was awarded workers
compensation benefits. The employer appealed.

On the appeal, the employer argued that Ms. Floyd's
mjury did not arise in the course of her employment. The
court said that where the “. . fruit of certain labor accrues
either directly or indirectly to the benefit of an employer,
employees injured in the course of such work are entitled
o compensation under the Workmen's Compensation
Act.” The court said it is clear that when a superior directs
a subordinate employee to go on an errand or to perform
some duty beyond his normal duties, the act expands to
encompass injuries occurred while she was engaged in
activity directly related to the employer's request that she

ﬁ' n employee injured when she slipped and fell

Legal Briefs

coordinate the breakfast. The court affirmed the award of
benefits.

Floyd vs. First Citizens Bank, Court of Appeals of
North Carolina, March 2, 1999 (BI/01/0.-$10).

Exclusion ruled unambiguous

An exclusion in a business interruption insurance policy
for losses caused by power failure occurring away from
the insured premises was not ambiguous, according to the
Supreme Court of South Dakota,

Lakes’ Byron Store Inc. operates a hunting resort on
Lake Byron near Huron, South Dakota. Auto-Owners
Insurance Co. issued a policy to Lakes’ providing coverage
for business interruption but excluding losses caused by
power failure occurring away from the insured premises.
A severe snow and ice storm hit the area Oct. 23, 1995.
Power poles and lines were broken across much of South
Dakota. Lakes’ was without power from Oct. 23 through
Oct. 31. It submitted a claim for food spoilage and

business interruption. The insurer denied coverage
because the power failure occurred away from the
premises. Lakes’ sued the insurer form breach of contract.
The trial court ruled for the insurer.

On appeal, Lakes’ argued that the description of the
premises was ambiguous. But the court was satisfied that
the insured premises was limited to Lot 1 and the
buildings located thereon and did not include the leased
lands used for hunting purposes. The court noted that
naone of the power poles or lines located on Lot 1 was
damaged. Therefore, the court agreed with the trial court
that the power failure oceurred away from the deseribed
premises and the exclusion precluded coverage.

Lakes’ Byron Store vs. Auto-Owners Insurance,
Supreme Court of South Dakota, Feb. 24, 1999
(BI/05/Au.-$10). En

These abstracts were prepared by Mayo H. Stiegler.
Copies of these decisions are available by sending a $10
check payable to Mayo H. Stiegler, to Business Insurance,
740 N. Rush St.,, Chicago, Tll. 60611-2590. List the number
for each opinion.
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SEPT. 23-24. Environmental Liability

nt Conference in Dallas, spon-
sored by The Institute for International
Research; $1395 for main conference
only. Institute for International Research,
P.0O. Box 102914, Atlanta, Ga. 30368-
2914; 888-670-8200,

SEPT. 23-24. Insurance Industry and In-
formation Technology Solutions confer-
ence in Irving, Texas, sponsored by
META Group’s Insurance Information
Strategies; $636 for META Group clients
and $956 for all other attendees. META,
www.metagroup.com; 800-945-6382.

SEPT. 25-29. National Assn. of Life Un-
derwriters annual convention in
‘Nashville, Tenn., sponsored by the
NALU; $325. cdixon@nalu.org; 202-331-
6032.

SEPT. 26-28. LOMA's annual confer-
ence in San Diego, sponsored by the Life
Office Management Assn; $595 for mem-
bers of LOMA and $835 for others.
www .loma.org; 800-275-5662, ext. 5.

‘SEPT. 26-29. American Health Care
Assn. conference in Honolulu, sponsored
by AHCA; $495 for members and $695
for non-members. www.ahca.org; 800-
797-7491. :

SEPT. 27-0CT. 1. Independent Insurance
- Agents of America Annual Convention
and Trade Show in Las Vegas, sponsored
by ITAA; $469 for members and §545 for
non-members. TIAA, 127 S. Peyton St,,
Alexandria, Va. 22314; 800-221-7917.

SEPT. 28-30. Advanced Pension Confer-
ence in Chicago, sponsored by
Corbel/PPD; $750. Corbel Educational
‘Services, www.corbel.com; 800-326-
7235, ext. 1237.

OCTOBER

* OCT. 2-8. National Assn. of Insurance
Commissioners Fall National Conference
in Atlanta, sponsored by the NAIC; §425.
NAIC Meetings Department, P.O. Box
87-5410, Kansas City, Mo. 64187-0335;

816-889-4400.

OCT. 3-5. 1999 Managed Care Institute in
Palm Beach Gargens, Fla., sponsored by
the Healthcare Financial Management
Assn.; $795 for members and $895 for
non-mémbers, HFMA, Terry Arya, 2
Westbrook Corporate Center, Suite 700,
- Westchester, Ill. 60154; 800-252-4362,
ext. 362. ‘ .

OCT. 3-8. American Society for Health-
care Risk Management annual confer-
ence and exhibition in Chicago, spon-
sored by ASHRM,; $475 for members and
$575 for non-members. ASHRM, 1 N.
Franklin St., Chicago, Tll. 60606; 312~
422-3980. ..

OCT. 3-6. Disease Management Congress
and Exposition in Boston, sponsored by
the National Managed Health Care
Congress; $1,395. NMHCC Inc,, P.O. Box
102713, Atlanta, Ga. 30368-2713; 888-
882-2500.

OCT. 3-6. International Society of Certi-
fied Employee Benefit Specialists Sym-
posium in Orlando, Fla,, sponsored by IS~
CEBS; $650 for members and $750 for
non-members. Edye Biwer, ISCEBS, P.O.
Box 209, Brookfield, Wis. 53008-0209;
414-786-8771. :

OCT. 4-5. Indoor Air Quality Seminar in
Aflanta, sponsored by Air Quality Sci-
ences Inc.; $525. Air Quality Sciences
Inc., aqs@mindspring.com; 770-933-0638.

OCT. 4-6. Annual State Blues Anti-Fraud
Conference in Pittsburgh, sponsored by
Highmark Blue Cross & Blue Shield. No
fee. Cheryl Blumenstine, Senate Plaza,
3N, Senate Ave., Camp Hill, Pa. 17011,
717-731-2027.

OCT. 10-12. Risk Management Forum in
Chicago, sponsored by Liberty Mutual.
No fee. Tina Ziegler, Liberty Mutual, 175
Berkeley St., Boston, Mass. 02117; 617-
574-5727. £ '

OCT. 12-16. Self-Insurance Institute of
America Inc’s National Educational
Conference & Expo in Washington, spon-
sored by SIIA; $795 for members and

$1195 for non-members. P.O. Box 154686,
Santa Ana, Calif. 92735; 800-851-7789.

OCT. 13. Georgia Return to Work Issues
in Workers Compensation seminar in
Athens, Ga., sponsored by Lorman Edu-
cation Services; $189. Lorman Education
Services, P.O. Box 509, Eau Claire, Wis.
54702-0509; 715-833-3959.

OCT. 14-15. Corporate Benefits Confer-
ence in Minneapolis, sponsored by the In-
ternational Foundation of Employee
Benefit Plans and the Council on Em-
ployee Benefits; $540 for IFEBP/CEB
members and $640 for non-members.
Colleen Radi, colleenr@ifebp.org; 414-
786-6710, ext. 8219.

OCT. 14-15. Critical Iiness Insurance
Products and Services seminar in Las Ve-
gas, sponsored by the Mass Marketing In-
surance Institute; $295 for members and
$390 for non-members. Mass Marketing
Insurance Institute, 2841 Main, Kansas
City, Mo. 64108; 816-221-7575.

OCT. 15-19. Pharmaceutical Care Man-
agement Assn. Annual Meeting and Con-
ference in Tucson, Ariz., sponsored by
PCMA; $1,495 for members and $2,500
for non-members. PCMA, 2300 Ninth St.
S., Suite 210, Arlington, Va. 22204-2320;
703-920-8480.

OCT. 15-22. National Safety Council’s
Annual Congress and Expo in New Or-
leans, sponsored by the National Safety

_Council; $555 for members and $735 for

non-members. National Safety Council,
Registration and Housing Office, ¢/o ITS,
108 Wilmot Road, Suite 400, P.O. Box
825, Deerfield, 11, 60015-0825; www.nsc.
org.

OCT. 17-19. Chartered Property Casual-
ty Underwriters Annual Meeting and
Seminars in Boston, sponsored by the
CPCU Society; $425 for members and
$475 for non-members. CPCU Society,
P.O. Box 3009, Malvern, Pa. 19355-0708,
800-932-2728, ext. 2769.

OCT. 17-20. National Managed Health
Care Congress-Fall and NME/IT in Los
Angeles, sponsored by the National Man-
aged Health Care Congress; $1,695.
NMHCC Inc., P.O. Box 102713, Atlanta,
Ga. 30368-2713; 888-882-2500.

OCT. 18-19. Risk Management and Em-
ployee Benefits Conference and Exhibi-
tion in Chicago, sponsored by the Chica-
go and Wisconsin Chapters of the Risk &
Insurance Management Society Inc;
$275. REBEX '99, 60 Revere Drive, Suite
500, Northbrook, Il. 60062; 847-480-
9712.

OCT. 18-20. Business Insurance Seventh
Annual Workers Compensation and Dis-
ability Management Conference in Mari-
na del Rey, Calif., sponsored by Business
Insurance in conjunction with Interna-
tional Business Forum; $695 for risk
managers, $995 for all others. Interna-
tional Business Forum, 100 Merrick
Road, Suite 500, West Building, Rockville
Centre, N.Y. 11570; 516-594-3000.

OCT. 19-20. PricewaterhouseCoopers
Annual Executive Conference for the
Life Insurance Industry in New York,
sponsored by PricewaterhouseCoopers;
$1295. 704-541-2800.

OCT. 20-22. Offshore Life and Annuities
Forum in Nassau, Bahamas, sponsored
by International Business Communica-

‘tions: $1599. IBC USA Conferences Inc,

225 Turnpike Road, Southborough,
Mass. 01772-1749; 508-481-6400.

OCT. 21-22. Florida Reinsurance Forum
in Orlando, Fla., sponscred by Reinsur-
ance Directions Inc.; $795. Paul Walther,
Reinsurance Directions Inc., 120 Interna-
tional Parkway, Suite 220, Heathrow,
Fla. 32746; 407-333-1600.

OCT. 25-26. Medical Malpractice Liabil-
ity Insurance Forum in Dallas, sponsored
by the Institute for International Re-
search; $1,395. Institute for International
Research-NY, Conference Administrator,
P.O. Box 102914, Atlanta, Ga. 30368-
2914; 888-670-8200.

OCT, 25-26. P&C Claims Congress in
Chicago, sponsored by Global Business
Research Ltd.; $1,495. Conference Ad-

ministrator, Global Business Research.

Ltd., 190 Stamford Ave, Stamford,
Conn. 06902; 800-868-7188.

OCT. 26-27. Fort Lauderdale Mariners
Club 11th Annual Marine Seminar in
Fort Lauderdale, Fla., sponsored by the
Fort Lauderdale Mariners Club; $165
before Oct. 8 and $200 after. Susan
Moynihan, zue@gate.net; 954-522-7755.

OCT. 26-28. Natural Hazards Toolkit for
the 21st Century conference in Memphis,
Tenn., sponsored by the Institute for
Business & Home Safety; $100 for mem-~
bers and $150 for non-members. IBHS,
175 Federal St., Suite 500, Boston, Mass.
02110; www.ibhs.org.

OCT. 27. Georgia Return to Work Issues
in Workers Compensation Seminar in
Athens, Ga., sponsored by Lorman Edu-
cation Services; $189. Lorman Education
Services, P.O. Box 509, Eau Claire, Wis.
54702-0509; 715-833-3959.

OCT. 27-29. Annual National Disability
Management Conference and Exhibit in
Washington, sponsored by UNUM Life
Insurance Company of America; $1025
for members and $1145 for non-mem-
bers. Ann Makowski, Washington Busi-
ness Group on Health, 777 N. Capitol St.
N.E., Suite 800, Washington, D.C. 20002;
202-408-9320.

OCT. 28. Nllinois CPA Society Insurance
Conference in Chicago, sponscred by the
TNlinois CPA Society; $259 for members
and $299 for non-members. Bridget Pe-
terson, 222 S. Riverside Plaza, Chicago,
1il. 60606; 312-993-0393.

OCT. 29. California Self-Insurers Assn.
Symposium in Commerce, Calif., spon-
sored by CSIA; $99 for members and
$109 for non-members. CSIA, Joe
Markey, 1010 11th St., Suite 250, Sacra-
mento, Calif. 95814; 323-650-6089.

OCT. 29. New Reimbursement Rules and
Employer Responsibilities Seminar in
Chicago, sponsored by the American
Academy of Physician Assistants; $299
pre-registration and $350 on-site.
AAPA, www.aapa.org; 703-836-2272,
ext. 3405.

OCT. 28-NOV. 3. Annual Employee Ben-
efits Conference in Orlando, Fla,, spon-
sored by the International Foundation of
Employee Benefit Plans; $750 for confer-
ence. IFEBP, 18700 W. Bluemound
Road, P.O. Box 69, Brookfield, Wis.
53008-0069; 414-786-6700.

OCT. 30-31. Certificate of Achievement
in Public Plan Policy in Orlando, Fla,,
sponsored by the International Founda-
tion of Employee Benefit Plans; $605 for
IFEBP members and $705 for non-mem-
bers. Colleen Radi, colleenr@ifebp.org;
414-786-6710, ext. 8219.

OCT. 31-NOV. 3. National Assn. of Inde-
pendent Insurers annual meeting in San
Diego, sponsored by the NAIIL; $400 for
members and $500 for non-members.
NAII Annual Meeting ¢/o NAIIL, P.O. Box
78070, Milwaukee, Wis. 53278-0070;
847-550-9353.

NOVEMBER

NOV. 3. Return to Work Issues in Work-
ers Compensation in Illinois Seminar in
Rockford, I1l., sponsored by Lorman Ed-
ucation Services; $179. Lorman Educa-
tion Services, P.O. Box 509, Eau Claire,
Wis. 54702-0509; 715-833-3959.

NOV. 4-5. Health Technology Assess-
ment Information Service Conference in
Philadelphia, sponsored by ECRI; $295
for members and $595 for non-members.
Michele Patterson, ECRI, 5200 Butler
Pike, Plymouth Meeting, Pa. 19462-1298;
610-825-6000, ext. 5519.

NOV. 4-5. Insurance Issues for the Year
2000 Seminar in Boston, sponsored by
the Defense Research Institute's Insur-

ance Law Committee; $595 for members -

and $645 for non-members. DRI, P.O.
Box 72225, Chicago, Il. 60678-2225;
312-795-1101.

NOV. 7-10. American Insurance Services
Group INSTECH Conference in Orlan-
do, Fla., by Insurance Services
Office Inc.; $595. www.iso.com; 212-898-
6696.

NOV. 7-10. Society of Insurance Re-
search’s Annual Conference in St. Pe-
tersburg Beach, Fla., sponsored by Soci-
ety of Insurance Research; $525 for
members and $575 for non-members.
Stan Hopp, 691 Crossfire Ridge, Mariet-
ta, Ga. 30084; 770-426-9270.

NOV. 8-10, Crisis Management Planning
Course in Phoenix, sponsored by the Risk
& Insurance Management Society Inc.;
$675 for members and $825 for non-
members. RIMS, Professional Develop-
ment Department, 655 Third Ave., New
York, N.Y. 10017-5367; 212-286-9292.

NOV. 8-10. Export Credit and Political
Risk Convention in Washington, spon-
sored by IBC Global Conferences Lid,;
$2,000. The Bookings Department, IBC
UK Conferences Ltd., Gilmoora House,
57-61 Mortimer St., London W1N 8JX,
England; 0171-453-5498.

NOV. 10-12. Professional Liability Un-
derwriting Society annual conference in
New York, sponsored by PLUS; $720 for
members and $900 for non-members.
PLUS office, 4248 Park Glen Road, Min-
neapolis, Minn. 55416; 800-845-0778.

NOV. 11-12. Life Insurance Product De-
velopment, Innovation and Distribution
Summit in New Orleans, sponsored by
the Strategic Research Institute; $1,485.
Strategic Research Institute, 333 Seventh
Ave., Ninth Floor, New York, N.¥. 10001~
5004; 800-599-49850.

NOV. 14-17. Ninth World Captive and
Alternative Risk Financing Forum in Mi-
ami, sponsored by Business Insurance,
Skandia/Sinser and Tillinghast-Towers
Perrin; $975 for risk managers, $1,250 for
all others. Tina Gassman, World Captive
Forum, 4248 Park Glen Road, Minneapo-
lis, Minn. 55416; 612-928-4659.

DECEMBER

DEC. 2. Litigating Insurance Claims
Seminar in Washington, sponsored by
McKenna & Cuneo L.L.P. No fee. Paul
DeGeest, McKenna & Cuneo L.L.P., 1900
K St., N.W., Washington, D.C. 200086;
202-496-7500.

DEC. 4-8. National Assn. of Insurance
Commissioners Winter National Conven-
tion in San Francisco, sponsored by
NAIC; $425 before Nov. 3, $450 before
Dec. 1, 816-842-3600.

DEC. 5-8, Fourth Annual Summit on In-
ternational Managed Care Trends in Mi-
ami Beach, Fla., sponsored by the Ameri-
can Assn. of Health Plans; $1,395. AAHP,
Dept. No. 0612, Washington, D:C. 20073-
0812; 877-291-2247.

DEC. 9-10. Financial Services Integra-
tion Symposium in Atlanta, sponsored by

_Georgia State University;, $450. Anne

Shaw, Georgia State University, P.O.
Box 4036, Atlanta, Ga. 30302-4036; 404-
651-0931.

DEC. 9-10. Insurance Coverage and
Practices Seminar in New York, spon-
sored by the Defense Research Institute’s
Insurance Law Committee; $595 for
members and $645 for non-members.
DRI, P.O. Box 72225, Chicago, I1l. 60678-
2225; 312-795-1101.

JANUARY 2000

JAN. 20-21. Atlanta Risk & Insurance
Management Society Educational Con-
ference in Atlanta, sponsored by Atlanta
Chapter of RIMS; $150 for members and
$175 for non-members. Donna Hobbs,
Equifax Inc., 1600 Peachtree St., N.W,
Atlanta, Ga. 30309; 404-888-5085.

MARCH

MARCH 1. California Long-Term Care
Symposium in Pasadena, Calif., spon-
sored by the American Assn. for Long-
Term Care; $115. www.ltcsales.com/
conference; 805-379-3910.

APRIL

APRIL 30-MAY 5. The Risk & Insurance
Management Society Inc.’s Annual Con-
ference & Exhibition in San Francisco,
sponsored by RIMS; $745 for members
and $1,045 for non-members. www.Tims.
org; 800-713-7467.

L ]

The Datebook is compiled from notices
sent to Business Insurance. Notices should
be sent at least eight weeks in advance to
Datebook, Business Insurance, 740 N. Rush
St., Chicago, Ill. 60611-2590. Please include
the cost, if any, to attend the meeting and
information on registration for interested
readers. Business Insurance reserves the
right to select meetings of most interest to
its readers and cannot guarantee that no-
tices will be printed. Datebook listings also
are available on the World Wide Web at
http:/fwww.businessinsurance.com.




It takes a high level of expertise
to negotiate the maze of today’s
alternative insurance market.
For more than 40 years, Old
Republic Risk Management has
focused solely on the alternative
market and has developed an

enviable expertise in helping
clients structure responsive
insurance programs.

To learn more about how you
might benefit from our expartise,
see us at www.orrm.com or
call 414/797-3400.
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Lutheran group sets up cash balance plan

By VINEETA ANAND

Crain News Service

ST. LOUIS—The Lutheran
Church, Missouri Synod, isn’t count-
ing on God alone to take care of its
workers.

The church, which is the second
largest Lutheran organization in the
United States, has used $315 million
in excess pension assets to set up a
cash balance plan alongside its tra-
ditional pension plan.

The Supplemental Retirement Ac-
count is a plain-vanilla cash balance
plan established as an add-on to the
Concordia Plans and Pension Plan
for Pastors and Teachers. The two
plans have a combined $2.6 billion
n assets.

“To me the message is very clear.
Before an employer considers con-
verting from a (defined benefit plan)
o a 403(b) or 401(k) plan, they
should consider very hard a cash
nalance plan option,” said Dan Lee-
man, executive director of the syn-
bd's Worker Benefit Plans section,
which oversees the plans. “We
looked at probably 15 different op-
fions to properly utilize the over-
funded amount.”

Towers Perrin, the church’s actu-
ary, was part of the team that came
up with the idea of the cash balance
plan, which was implemented in
January.

“Wow! It's unusual,” said Susan
Breen-Held, consulting actuary at
the Principal Financial Group in
Des Moines, who works with church
pension plans.

Because church retirement plans
are not subject to funding limita-
tions imposed under federal pension
law, the church can continue con-
iributing to its traditional plan while
using the excess assets for the new
plan.

Moreover, because churches are
Lax-exempt organizations, there is
no question of deductibility on con-
tributions to pension plans, Ms.
Breen-Held said.

The church contributes 3.2% of
pay for single workers and 4.5% of
pay for married workers annually to
the original plan.

The surplus assets are the result of

Omitted PXRE
directory listing

PXRE Reinsurance Co.

399 Thomall St., 14th Floor,

Edison, N.J. 08837;
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heavy exposure to the stock mar-
ket—75% of the total allocation,
with the remaining 25% in bonds—
and the church increased its equity
exposure to 80% at the beginning of
the year, anticipating increased lia-

ccvered by the defined benefit plan
also will accrue benefits under the
new cash balance plan,

Although it is technically a de-
fined benefit plan, and its assets are
ccmmingled with the traditional

‘Before an employer considers converting from
a (defined benefit plan) to a 403(b) or 401(k)
plan, they should consider very hard a cash
balance plan option,’ says Dan Leeman.

bilities from an aging workforce, Mr.
Leeman said.

Under the new arrangement, the
church’s 28,000 pastors, teachers
and full-time administrative staff

plan, the new plan provides workers
with hypothetical individual ac-
caunts, to which the church credits
1.5% of pay annually, and an inter-
es: credit tied to the preceding

September’s five-year Treasury bill
rate. The interest rate that applies
this year is 4.62%.

When workers retire, they may
choose to take their new account
balances as a monthly pension check
for life, or in a lump-sum payment.
Workers also may opt to take a par-
tial cash payment, with the remain-
der rolled over into an individual re-
tirement account.

Workers who joined the organiza-
tion this year received no opening
balance in the cash balance plan.
Existing employees received an
opening account balance based on
their salaries and tenure, based on
average salaries from and going
back to 1965.

L ]

Vineeta Anand is a reporter for
Pensions & Investments, a sister
publication of Business Insurance.

For nominating

forms and instructions,
call 312-649-5319
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Risk Management Honor Roli

industry.

. The honorees will be announced in the

- May 1, 2000 issue of Business Insurance which
will be distributed at the Risk & Insurance
Management Society Inc. Conference.

Nominations for the 2000 Business Insurance
Risk Manager of the Year and Risk Management
Honor Roll are now being accepted.

The Risk Manager of the Year Award was

created in 1977 by Business Insurance to increase
recognition of the risk management profession
and to recognize outstanding performance in the
practice of risk management.

Anyone 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 professionals representing all aspects of risk
management and the commercial insurance
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While the former must learn to rec-
ognize and address risks as they move
ahead with their business, the latter
need to find new ways of looking at
risk, brokers and insurers say.

The first group of companies is of-
ten created by “computer geniuses
with good business sense who have a
great idea and look for venture capi-
tal,” said Emily Freeman, San Fran-
cisco-based national practice leader
for Marsh USA Inc.

They are generally “consumed with
business” and typically don’t have a
risk manager. The risk management
function is often turned over to their
accountants, lawyers or insurance
brokers, as they focus on the “day-to-
day struggle” for business survival.

Geoffrey Allen, New York-based
managing director at Willis Media-
TEC, a unit of Willis Corroon Group
Lid., said these individuals “are usu-
ally operating under a lot of time
pressure and resource pressure, and
the desire is to quickly as possible
identify the issues and come up with
a solution, so speed of delivery is an
essential requirement.”

“It poses a threat because of the
pressure and the speed with which
they have to operate, and the fact that
oftentimes you're not dealing with in-
dividuals with a risk management
background,” though they are good at
what they do, Mr. Allen said.

Sometimes these companies go into
hypergrowth mode, “where every-
thing is happening so fast, it’s difficult
to slow down, and sometimes, with
risk, you need to slow down and eval-
uate what you have on the ground,
and make sure what you're doing
from a risk management perspective
reduces your vulnerability to loss,”
said Ms. Freeman.

Meanwhile, “dot com” companies
“typically have very little meaningful
coverage’ that deals directly with
their liability exposures in cy-
berspace, said Ms. Freeman, whose
firm’s Net Secure program covers
electronic commerce risks. “Many
companies simply have office pack-
ages that protect them” so they can
get required insurance certificates to
show their landlords, she said.

Reliance National Insurance Co. in
New York, which offers coverage to e-
commerce companies, has seen these
companies’ general lack of risk man-
agement practices. Greg Gamble, vp-
excess and surplus division at Re-
liance National, said, *As an under-
writer, we've seen quite a few submis-
sions for insurance where, when we
ask them to provide details about how
they’re securing their electronic busi-
ness environment, their answers fall
short of what is necessary to buy in-
surance for it, which means they don’t
have the appropriate policy, tech-
niques and procedures in place.”

There is a need to develop new tools
and address these virtual companies’
needs using the techniques they are
most familiar with, said Ms. Freeman.

The other type of e-commerce com-
pany, said Ms. Freeman, is the ven-
ture that starts out as a traditional
business and has plants or stores but
realizes “they need to reach out and
embrace this technology te maintain
their competitive edge.” These com-
panies typically have someone filling
the risk management role.

The challenge for these companies
may be to change the old ways of do-
ing things. Traditional companies
tend to see risks in terms of physical
assets, things such as fire, windstorm
and products that do not work, said
Ms. Freeman. “They're having trouble
shifting gears” and understanding
“how much they need to be involved
from the risk management end in
dealing with these (e-commerce) risks
head on,” said Ms. Freeman.

While these companies have risk
management resources, “oftentimes

the movemen: cato the Web is a quick
reaction to ~arkat forces” that sud-
denly create rew demands on the risk
manager, sa.= Mr Allen.

It could ir-volve dea’ing with. whol-
ly different -isks, such as the s2curity
of electronic transmissions, thet “may
be relatively new exposure areas to a
risk manageren~ department which
is quite expert in their traditional ar-
eas,” he saic.

But, Ms. Freeman said, “1 think
many of them are slowly coming
around and undesstanding anc want-
ing to know™ how to deal witk. Inter-
net-related -isks. *I think there’s con-
siderably move awareness thaa there
was a year zgo.”

Whether new or established. all In-
ternet comganies face a comb:nation
of new anc unanticipated risks, as
well as risks that mnay have a d:fferent
emphasis from that for a wholly tra-
ditional bricz-snd-mertar comrpany.

For instar.2e, one new potential risk
is related tc “meza tags,” said Laura

Joh=son, product and accoun. devel-
opment manager at Media/Profes-
sional Insurance Agency Irc. in
Kansas Citv, Mo.

“Meta tags” are words embeslded in
Internet programming language.
Search ergnes use the tags as part of
their confidential formulas for identi-
fying site matches.

In an effort to be listed first by a
search engine, a company could 2m-
bed in its meta tag the name of a pres-
tigious competitor, improving its own
chances of being called up fist. But
this creazes a trademark issue, be-
cause that company is using the
tradzmark -o the potential de:riment
of the ccmpany that holds it.

Another issue that has trademack
and copyright implications is related
to framing technology, when a com-
puter user is on a site that daws in
other Web sites into its frame. These
are among ~he new risks insu-ers are
now grapp.ing with, said Ms. Jchn-
son.

As Interret compardies develep new
weys of doirg things, “they can cause
cther exposu-es that were unancici-
pated,” said Ms. Johnson, whose
firm’s CyberLiability Plus insurence
polizy covers cyber-related risks.

““he liability is 2volving,” said
IMark Pruner, president of Rye, N.Y -
bas=d Wed Counsel Inc., a Web site-
based marketing company. “New lia-
bidties are being creazed as new kusi-
resses are deing created. and new
risks, and the question then becomes,
dces insurance written to cover tradi-
ticral typss cf business modes cover
thace new risks?”’

3usiness models zre changinz so
fast, people “are not thinking, in
many cas=s. about the liability, and
even if thev aze thinking about tre li-
ekitity in the technclogy fizld, people
dcr’'t think these risks are, or should
be, covered by insurance,” said Mr.
Pruner.

In many cases, long-recognized
risks have a new empnasis.

The perils of e-commerce include
risks faced by ary company dealing
with the Internet. These ‘nclude com-
puter viruses; theft and destruction of
data; unauthorized use of cata;
defamation; intellectual property in-
fringement; privacy and advertising
liabilities; and repudiation, whaich
deals with verifying the identify of the
person doing the transaction, say ok-
Servers.

But the traditional risks take on
more critical importance when the er.-
“ire, or a significant portion, of the
business, :s dependent on Internet use.

“Clearly, any business in 1999 has
:ssues surrounding the integrity of
their data, but if you’re an online
company, that is your life’s blood,
and the risk management efforts that
vou employ to protect the integrity of
the information...ar= that much
more central ta your operation and
your ability to maintain and to cor.-
tinue to grow,” said Reliar.ce's Mr.

Centinued on next page




AF LD LI O LTeo Ll WILL T, QEPLL’JL!IUEI «a\, LIaJda [ xd

Continued from previous page
Gamtle.

If a programming error brinzs
down a Web site, “the magnitude of
that _oss is far different for tha virt-
al companies than companies that
still do only a small percentage” of
their szles on the Internet, said Ms.
Freeman.

In addition to its impact both ti-
nancially and on customer relstion-
ships, there are also potential egal [i-
apilities if, for instance, a clier:t can-
not trade his stock over the Internet,
said John Dorf, senior manager at
Emnst & Young in New York.

Insuring e-commerce business is
“probably closer to the puklishing
business than anything else, in that
you'rs putting something out cver the
airwaves” in the same way a maga-
zine or newspaper provides informa-
tion, said Richard C. Reyzell. seninr
vp at Becaer + Carison Risk Mznag=-
ment Inc. in Atlanta.

“The only difference is thers aze

ways you can talk back to an Inzernzt
site. . .ccnrequent.y. you've got a
doorway open to your compary
you've zct to prctect,” saic IMr.
Ravmell.

“At the beginning of the Interret,
peaple were basizally throwing up
their brocaures,” sc chere were con-
cerns about contert 2xposure, irclud-
ing libel, slander, d=famation, inve-
sion of privacy ar.d standard rmedia
exposures, said Ms. Johnson.

But cnz= peoplz jegan providing
services ard transacting business, “it
raoved bayond the typical content ex-
posure to E&O exposures and secur:-
ty exposur2s.” saic Ms. Johnson.

Wher. insurers evaluate an e~com.-
rerce risk. “they n=ed to look at whzt
is the business model employed on
tae site. raeaning is it just infonre-
t.onal, telling you waat my company
caes?

“Do thsy conduct “ransactions? Is .t
interactiv2’ Do they orovide a service
like Internet access™ Do they azeept

advert:sing banners from other =n-
panies” Who are they targeting®Is :t
business to business, or busiress to
consumer?

“Do -hey collect :nformation ebatt
peorle who visit thei= site? If thaveol-
lect in‘ormation, if they’re goinz to
give that information to another Dar-
ty, do “hey ask the permission Frora
the user first?” Ms. Johnson asiked.
For :nstance, is med-cal informaci>n
given on an interactive physicians’
site shared with otkexs?

“You have to look at each e-¢om-
merce husiness and understanc what
their key risk issues are,” said "A-1is’
Mr. Alen. “You can't fall inzo thz
trap of thinking each e-commeicz
business is the same. They have = ot
of similar ingredients, but the empka-
sis is going to chargs. You certarly
don’t want to emphasize the wrong.or
the less important part of the:r -isk
profile. *

Some e-commerce companies, for
instance, “may havz more conzent

taat they arz offerng s pzrt of their
kusiness moelel, ‘which gves them a
larz=r mediz =xoosure. ’

‘ Some may ka2 a kbus:ress model
wkich is dependent upon the security
cf “he infcrmaticn and tha grivacy of
tae “ransaction which flows through
tae e-commerce Jusizess, and for
taose models, security becomes a
Facemount concern,” Mr. Allen said.

Another issue is the spe=d at which
tiese compames ear.  change.
Qvz=rnight, some “nternst ccmpanies
gy matamaorphose into other busi-
recses with Zifferent and significant
rskissaes sad Mr. Allen.

A compary may acc, for nstance,
additicna’ Wek Z.mcsions, such as a
karletin beasd cr a chat room, or run
an online sw=epstakes to zttract in-
terest, he sait

One of ~h2 chal'eng=s a so facing
insarers is th2lack of j_d-cial prece-
dent. “Nozmally, we tend to look at
the nistorca. Ltigation pa:terns to
determine rates and coverage, and

Brains

!
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torm '

that doesn’t exist because the Inter-
net and its adoption by business is
still relatively in its infancy,” and the
issue of exposure is still emerging,
said Ms. Johnson.

Ronald A. Johnson, a systems ar-
chitect with Zurich Technical Risk
Services in San Francisco, a unit of
Zurich U.S,, said, “In terms of the
coverages developed, it’s really a
work in progress, because many of
these companies are so unique, and
the exposures are discovered almost
daﬂy.)’

“What the companies are trying to
do is try to fit the old product around
the new exposure,” said Becher +
Carlson’s Mr. Reynell. “In that we
have not seen any claims of any
severity coming out of any of this yet,
it’s difficult to develop a produect,” he
said. “We won't know what kinds of
insurance is required until we witness
more problems in the industry.”

The situation is comparable to the
one that had existed in the environ-
mental arena, but only to a certain
extent, said Web Counsel’s Mr.
Pruner. There, “you had a change in
the business environment, but when
the companies wrote the insurance,
they certainly were aware that most
companies had bad environmental
practices at the fime.”

“Here, you've got a situation where
companies are doing things that had
never been done before, so it's not like
an insurance company that ignored
or really didn’t think about the risk of
how the waste was being disposed of.
An Internet search engine is a busi-
ness that, as a practical matter, didn’t
exist before the Internet came along,”
Mr. Pruner said.

Insurers are proceeding cautiously,
said Reliance’s Mr. Gamble. “Because
this is new, insurance companies are
being very careful to make sure they
adequately understand the exposures
and how the insured is addressing the
exposures in terms of information se-
curity risk management.”

Insurance is a “very reactive indus-
try, and I think it’s difficult for insur-
ance companies to keep pace with the
speed of Internet transaction technol-
ogy” in general, said Eric Meyer, vp
at Alexandria, Va.-based USI South-
east, a division of USI Insurance Ser-
vices Corp.

“I would put, unfortunately, the in-
surance industry about two years be-
hind any Internet development. It
takes about two full years for the in-
surance industry to understand the
technology, begin negotiations for ex-
ploring how to insure and actually
being able to develop the products to
insure it.”

Mr. Meyer said he has always loved
the phrase “the Internet minute.” But
the insurance industry works on an
insurance year. “It is ponderously
slow to evaluate new risks and to de-
sign methods for insuring them
There are some products out there,
but they are designed for Internet de-
velopments that are three to five
years old, he said.

According to Mr. Allen, however,
that lag time is being reduced.

“It’s been clear that the Web was
going to be a force now for several
years, and I think we're now just see-
ing in the past six months more
thoughtful responses” by insurers, he
said.

While insurance products do lag
somewhat behind, “I think the insur-
ers are seeing the importance of the
Web and are working hard to re-
spond to it. I don’t think it's really
different, if you will, than the way the
(employment liability) or environ-
mental market developed. It takes a
while for the outlines of the exposure
to clarify” and then for the responses
to a changing set of risk requirements
to develop.

But the products are still relatively
nascent, he added, and “each product
has to be looked at with extreme cau-
tion because of the complexity of the
exposures.”
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Large brokers eyeing independent agencies in Ohio

By CHRISTOPHER SERRES

Crain News Service

MAYFIELD HEIGHTS, Chio—
The telephone calls used to core
three or four times a year. Then
they started coming three times a
month,

Now the phone is ringing so cf-
ten that Ned Hyland, president of
the commercial insurance agency
Todd Associates Inc. of Mayfield
Heights, is annoyed.

“I'm trying tc kill these calls an
the front end, but they're s2 per-
sistent,” Mr. Hyland said.

Like many independent insur-
ance agencies in the Clevelaad
area, Todd Associates has become
the unwitting acquisition ta-get of
firms many times its size. After
going through years of mesrgers
and internal management

changes, large national brokers—
including Wil.is Corroon Corp. of
Naskville, Tean., Aon Risk Ser-
vices Inc. of Chicago and Acordia
Inc. of Indianapolis—are hunting
for local acquisitions.

“Now that the megamergers ar=
over, it makes sense that the next
logical step is for larger firms likz
us to start consolidating those be-
neath us,” said Johr. Chaney, chief
executive of Willis’ Cleveland of-
fice. What remains to be seen is
whether the big boys can find
willing sellers.

Firms such as Tcdd Associates
and Fedeli Group Inc. of Indepen-
dence, Ohio, kave vaiced their op-
position to joining larger firms.
Their primary concern is that na-
tional agencies have gone througa
so many menagement changes
that they haven’t been able to de-

velod strong relationships with “o-
cal clients.

“Trere is a perception that th=
national agencies have been so
wrapped up in their own problems
that they haven’t been able to
grow (locally),” said Larry Marsk,
president end founder of Marsk,
Berry & Co., an insurance adviso-
ry firm based in Concord, Ohic.
“And after all, who wants 1o -oin a
stagnant organization?”’

Acordia is a prime example. The
company had been scaling back its
Cleveland operations ever since its
previous cwner, healta insurer
Anthem Group of Indianadolis,
sold the company in September
1997 and effectively turned it into
a private firm. Acordia has
changed its president in Clevzland
three times since 1996, and its
pay-oll has shrunk to 60 from 75.

Keith Burkhardt, Acordia’s lat-
est top executive in Cleveland, ac-
knowledged that the changes have
been a distraction.

“When you’re beught or sold,
the first thing you start thinking
about is, ‘What'’s going to happen
to my job?" " said Mr. Burkhardt,
who took over &s dresident and
chief operating officer of Acor-
cia’s Cleveland office last Novem-
ber. “One of my goals was to get
people thinking outwardly rather
“han inwardly.”

Part of that process means look-
:ng for acquisitions. Last April,
Mr. Burkhardt hired international
zccounting firm KPMG L.L.P. to
Segin searching Cleveland's com-
mercial insurance market for ac-
Juisition opportunities. The ideal
candidate would beast at least §1
million in annual revenues, 25%
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to 30% annual profit growth and a
diverse book of business, said
Randy Buhlig, who organized the
search as senior manager of insur-
ance advisory services at KPMG.

But finding companies that
meet such criteria hasn’t been
easy. Mr. Buhlig said he had
hoped at least one deal would be
in the works by the end of the
third quarter; now he doesn’t ex-
pect a deal until the fourth quar-
ter or early next year.

“We're finding that many of the
most desirable firms simply don’t
want to sell,” said Mr. Buhlig, who
is calling on 70 local insurance
agencies from a list given to him
by Mr. Burkhardt.

The reluctance of local agencies
to sell to their national competi-
tors comes as no surprise to Mr.
Hyland of Todd Associates.

There is still too much uncer-
tainty about the ownership struc-
ture of the national agencies doing
business in Cleveland, Mr. Hyland
said. In addition to Acordia’s sale,
Willis was bought last year by pri-
vate investment firm Kohlberg
Kravis Roberts & Co. of New
York.

“We don’t want to join a compa-
ny where we have to worry every
day about whether we're going to
be sold,” he said.

At least one other firm, The
Fedeli Group, already has ac-
cessed talent from the national
agencies without selling. Fedeli’s
president and CEO, Umberto
Fedeli, estimates he has hired
eight to 10 insurance professionals
from the Cleveland offices of na-
tional insurance agencies over the
past five years. Those hires in-
clude Michael Cancelliere, who
left his position as chief executive
officer at Acordia in 1996 to run
Fedeli Group's workers compen-
sation practice.

“Why join them if we can hire
them?” quipped Mr. Fedeli.

Such comments haven't de-
terred Michael LaRocca, president
and CEO of Aon's Cleveland of-
fice, which employs 85.

Mr. LaRocca said he has begun
to make personal calls to execu-
tives at independent brokers
throughout Northeast Ohio. His
hope is to acquire either a large
agency or a smaller one with ex-
pertise in a certain industry, such
as sports and entertainment.

“I wouldn't describe my search
as intense, but I'm getting more
encouragement from the head of-
fice (to make acquisitions) than
I’'ve ever gotten before,” Mr.
LaRocca said.

Mr. Chaney of Willis has more
precise parameters. He said he
ideally would like to acquire an
agency with $125,000 to $150,000
in fee income per employee, and
clients that averaged at least $25
million in revenues per year.

“We're not looking for anyone

-with small accounts,” he said.

But if a deal between a national
giant and a local concern is in the
making, then it hasn’t crossed the
desk of Mr. Marsh, whose firm of-
ten represents small to midsize in- -
surance agencies in mergers and
acquisitions.

“If one of the really large inde-
pendents really wanted to sell—if
they opened the door just a
crack—then you can bet the (na-
tional) agencies would flood
them” with offers, Mr. Marsh said.
“Chances are, if a large deal has-
n't happened by now, then it won’t
happen.”

.

Chris Serres is a reporter for
Crain’s Cleveland Business, a sis-
ter publication of Business Insur-
ance.
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Alabama’s 11 HMOs post 1998 loss of nearly $51 million

By MARK TAYLOR

Crain News Service

The general financial downturn
affecting managed care organiza-
tions nationwide is giving Alaba-
ma HMOs a tough row to hoe.

All five of Alabama's provider-
owned HMOs lost money last year,
according to a company that
tracks managed care plans in the
Southeast. In fact, the other six
HMOs operating in the state lost
money, too.

The state’s 11 HMOs lost about
$50.7 million on total 1998 premi-
um revenues of $785 million, ac-
cording to Harkey & Associates, a
Nashville, Tenn.-based informa-
tion and health care publishing
company that tracks HMOs in 13
Southeastern states.

Of the 11, the two health plans

that lost the most money were
provider-owned.

PrimeHealth Cos. in Mobile,
which operates a commercial and a
Medicaid HMO with a combined

was founded by the three hospitals
of the university, in Mobile.
Health Partners Southeast in
Birmingham, a commercial and
Medicare HMO with 106,000 en-

‘We offered aggressive benefits with foo many
out-of-network possibilities, and we sold it foo
low. The moral of our story is bigger is not better
and probably is worse,’ says Brad Rollow.

enrollment of 81,000, lost $20.8
million last year on premium rev-
enues of $108.6 million, according
to Harkey & Associates. The Uni-
versity of South Alabama Founda-
tion operates PrimeHealth, which

rollees, lost $20 million last year
on premium revenues of $109 mil-
lon, according to Harkey & Asso-
ciates. Baptist Health System in
Birmingham operates Health Part-
ners.
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Harkey & Associates founder
John Harkey Jr. said Alabama
HMOs have performed so dismally
bacause they've been caught in the
general finaneial downturn affect-
ing the managed care industry.
That, coupled with the dominance
of Blue Cross & Blue Shield of Al-
abama, a non-HMOQO, has made Al-
abama a tough place for HMOs to
do business.

‘“‘Alabama is not a state with
heavy managed care penetration,”
said Mr. Harkey. “Only 15% of the
szate’s 1.8 million insured lives are
covered by an HMO. The state’s
largest commercial HMO—United
HealthCare of Alabama—covers
only 125,000 lives.”

Viva Health, with 41,000 en-
rollees, offers a Medicare risk and
commercial HMO product. The
University of Alabama-Birming-
ham owns the 4-year-old plan and
also operates 851-bed University
of Alabama Hospital.

The HMO has yet to make a
crofit. Last year, it lost $5.6 mil-
lzon on 1998 revenues of $34 mil-
lon.

Brad Rollow, president and chief
executive officer of Viva Health,
said his firm is on the right path
after several down years.

“We're doing better now,” said
Mr. Rollow. “We got ourselves in
trouble because we grew too fast.”

What hurt the HMO, he said,
was a point-of-service product the
health system launched in 1997
znd has since stopped selling.

“We offered aggressive benefits
with too many out-of-network
possibilities, and we sold it too

low. The moral of our story is big-
ger is not better and probably is
worse,”" he said.

Mr. Rollow, who is hoping to
break even within six months, said
Viva Health was placed on the
state's critical list in January but
was taken off in July.

The state Insurance Department
places insurers on its critical list
when they lose 50% of their re-
serves. The designation results in
closer monitoring by state regula-
tors.

Mr. Harkey said the state's
provider-owned HMOs have usu-
ally been undercapitalized. He said
most entered the market during an
up cycle and were unprepared fi-
nancially to face the downturn af-
flicting managed care for the past
few years.

Alabama’s other
owned HMOs are:

« CACH HMO, owned by 195-
bed Children’s Hospital of Alaba-
ma in Birmingham. The 38,000-en-
rollee plan lost $52,000 on $16.7
million in revenues last year.

e Health Advantage Plans, a
joint venture between two Birm-
ingham health systems, Tenet
Healthcare Corp.-owned Brook-
wood Development Corp. and
Eastern Health Systems’ Eastside
Ventures. The 13,000-enrollee plan
lost $1.4 million last year on 1998
revenues of $3.7 million. Tenet is
shutting the plan down next
March.

provider-

L]
Mark Taylor is a reporter at
Modern Healthcare, a sister publi-
cation of Business Insurance.

By JUDITH MESSINA

Crain News Service

NEW YORK—Small high-tech
companies in New York City are
scrambling to find new health in-
surance after Oxford Health Plans
Inc. canceled a policy with the
Emerging Industries Alliance for
non-payment of premiums.

The EIA, an umbrella organiza-
tion for technology trade groups,
has hired a new broker and admin-
istrator, but members haven’t been
able to get the low rates and broad
coverage the original plan provid-
ed. At least one of EIA’s member
groups, the New York Software In-
dustry Assn., has gone out on its
own to look for coverage.

“There are not that many op-
tions,” says Alice O'Rourke, execu-
tive director of the New York New
Media Assn., another EIA member
association.

The Emerging Industries Al-
liance was formed in 1997 to help
raise the profile of small high-tech
companies. One of its goals was to
help small firms attract and retain
employees by enabling them to of-
fer affordable health insurance:

Two years ago, the association
struck a deal with Benefit Con-
cepts, a broker and plan adminis-
trator in Long Island. Benefit Con-
cepts negotiated a contract with
Oxford to provide group health in-
surance to employees of the com-
panies in EIA’s member groups.

The plan grew rapidly and soon
covered more than 400 people. But
Benefit Concepts was unable to
keep accurate records, say EIA of-
ficials. Disagreements arose over
policy cancellations, and members
complained that it was difficult to

Oxford cancels plan
for high-tech firms

get information from the adminis-
trator.

Sources say the state Depart-
ment of Insurance is investigating
the plan's administrator; the de-
partment said it doesn’t comment
on pending investigations.

Benefit Concepts principal Perry
Della Giustina says problems de-
veloped when Oxford transferred
administration of the plan to an of-
fice in New Hampshire and contin-
ued charging for policies that had
been canceled. In addition, he says,
some members were not paying
their premiums.

“EIA jumped in prematurely,”
adds Mr. Della Giustina. He says
Benefit Concepts has opened its
books to auditors hired by EIA.

EIA says it spent four months,
from April to August, straightening
out the records but, in the end,
could not resolve a premium short-
fall of about $100,000. Oxford de-
cided to terminate the plan as of
Aug. 31.

While EIA has been able to help
members move into other plans
without a disruption in coverage,
many are paying significantly
more.

Brian Fisher, chief financial offi-
cer of new media start-up Templar
Studios Inc, said that under the
EIA group plan, his employees
were paying $215 a month for
medical and dental coverage that
allowed them to go to non-plan
doctors for a reasonable fee. Now,
they’re paying $268 and a much
higher fee to use non-plan doctors.

L

Judith Messina ts a reporter
at Crain’s New York Business, a
sister publication of Business
Insurance.




T ORONTO

S T &8¢ K H o L M

S TA MFORD

N G A P OR E

|

S

countries. -

We now have the ability to assume risk from
anywhere in the world in virtually all lines of business.
The addltlon of TIG Re (rated “A” (Excellent) by A. M

our balance sheet to over $1.5 billion in
combined capital and surplus, and net written premium
of over $1.2 billion.

Our parent Fairfax Financial Holdings Limited has
assets of Canadian $30 billion and shareholders’ equity
of Canadian $3.2 billion.

At the new Odyssey Re we are building a company
with its feet firmly on the ground and its eyes
confidently trained on the future.

SAFE JOURNEY

For more information, contact P Son@od; €.Ccom

OdysseyRe




48 / Business Insurance, September 20, 1999

Comp

Continued from page 3
not contain cost-saving reforms, ac-
cording to his press aides.

That is good news, said Mr. Wilder,
who lobbied other employers to op-
pose S.B. 320, Mr. Wilder also is
chairman for the Sacramento, Calif.-
based Californians For Compensation
Reform.

Yet Mr. Wilder and insurers say the
issue will come around again during
the next legislative session.

In its current form, the bill propos-
es to increase most types of indemnity
benefits. For example, maximum to-
tal temporary disability and partial
temporary disability benefits would
increase from $490 weekly to $546 in
2000 and to $602 in 2001.

Even though the governor said he
will veto the current bill, CCR still is
encouraging employers to send letters
to the governor supporting his posi-

tion. “We are getting our troops moti-
vated to support his veto,” said Lori
Kammerer, CCR’s managing director.
The governor has until Oct. 10 to take
action on the bill.

Members of the Alliance of Ameri-
can Insurers oppose S.B. 320 because

T ee—
The issue of workers
compensation benefit
increases is expected

to return in the next
legislative session.

A @000

it falls far short of providing the full
system reform necessary to offset in-
creased benefit costs, said Peter M.
Gorman, Alliance associate vp and re-
gional manager in San Francisco.

For one thing, Mr. Gorman said, it
would make California’s workers

comp system even more complex by
only partially repealing a legal pre-
sumption that a treating physician’s
injury diagnosis is always correct, Mr.
Gorman said. Insurers and businesses
seek a full repeal, he said.

Critics of the treating-physician
presumption system want it changed
so0 that benefits are grantad based on
objective medical criteria rather than
on subjective doctor opinions.

In other action of interest to em-
ployers, California’s legislators held
over for next session a bill that would
eliminate confidentiality agreements
in the settlement of lawsuits involving
environmental hazards, product de-
fects or financial fraud (B!, Sept. 7).

In addition, legislators held cver
AB. 1380, which would raise the
state’s $250,000 cap on ncn-economic
damages in medical malpractice cas-
es. Also held over for next session is
A B. 858, which seeks to ban manda-
tory arbitration clauses in employ-
ment contracts. Bl |
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Continued from page 3
not to do that, he said.

“When someone does leave, it’s im-
portant to make a concerted effort to
remind people that this is retirement
money. Also, some employers are di-
recting employees to an IRA
provider,” Mr. McCarthy said.

Plan participants also need to be
aware of the effects of the substantial
tax hit if they choose to cash out, ac-
cording to Mr. McCarthy. Workers
who cash out face an automatic 20%
withholding and additional income
taxes on the funds, he noted.

He said the 20% withholding tax
causes some confusion for employees.

“Unfortunately, sometimes it can
be a detriment because people hear
that 20% figure, and sometimes plan
participants think that maybe that’s a
tax rate when really all it is, is a rate
of withholding. They don’t realize
that it's going to count as regular in-
come. There’s also an additional 10%
penalty tax, and then they are subject
to state income tax as well.”

Besides avoiding the withholding
and taxes, workers who roll over rela-
tively small savings into an IRA or
new employer’s plan can reap big re-
wards later.

“Even the small amounts do make a
difference. Even that $6,000 rollover
that you have from an employer can

amount to a significant amount of
money when it comes time for retire-
ment,” he said.

The survey showed that the number
of employees rolling retirement sav-
ings into an IRA is up to 37% from
31% in 1993. Mr. McCarthy attributes
that increase to a number of reasons.

“People are seeing a lot of advertis-
ing from mutual fund companies and
brokerage houses that are really
showing the perceived advantages
that the IRAs have. It's also just an-
other opportunity for IRA providers
to get the word out that an IRA is a
good place to save,” he said.

Although the number of plan par-
ticipants turning to IRAs has in-
creased, the percentage of partici-
pants rolling over cash payouts into a
qualified retirement plan has in-
creased just 1%, to 6% in 1998 from
5% in 1993.

“The statistics show that IRA
providers have done a good job, but
you see the rollovers to new employ-
ers are pretty stagnant. Maybe that
shows that people really aren't aware
of all the benefits of their employer
plan,” Mr. McCarthy said.

The Hewitt 401(k) Distribution
Rollover Analysis represents more
than 193,000 defined contribution
plan distributions nationwide in 1998.

L]

The Hewitt survey is not available,
but a summary can be viewed at
wwnw.hewitt.com.

Health costs hit hard

Trend is asking employees to pay more

By DAVID BARKHOLZ

Crain News Service

John Tovey is looking for answers
to the mounting costs of employee
health insurance.

Mr. Tovey is the director of human
resources at Independent Engineering
Laboratories Inc., a laboratory that
tests fuel pumps in Ann Arbor, Mich.
He said his company cannot afford
another 15%-plus increase in premi-
ums when its health insurance renew-
al comes due in April.

Consequently, Mr. Tovey has
brought in an independent broker,
Custom Benefits Insurance Group
Inc. of Walled Lake, Mich. Mr. Tovey
said he asked Custom Benefits to shop
for a deal that will keep full coverage
for IEL's 45 employees at savings over
next year’s anticipated rates.

“We're preparing now for next
year,” he said. “We have to.”

Businesses everywhere are dealing
with similar dilemmas. Although they

are choking on new premium increas- -

es for health plans, they are concerned
about changing plans or insurers be-
cause they either don’t know where to
turn for help or fear employee
turnover if they alter plans too much.

The latter point is particularly trou-
blesome because a tight local labor
market makes retaining and recruit-
ing qualified employees a priority for
businesses, said Timothy Hite, a sales
consultant for the Reaume Co., an em-
ployee benefits consulting company in
Troy, Mich. “The (year) 2000 renewals
are going to cause a lot of soul-search-
ing,” Mr. Hite said.

Experts in health insurance say the
key to surviving the increases is to ex-
plore options beyond the type of plan
traditionally made available to em-
ployees of large companies in the De-
troit area, wherein employers pay for
100% of their workers' health care,

The trend in the industry is for em-
ployers to require employees to pay
for part of their health insurance, Mr.
Hite said. Other companies are in-
creasing copayments and deductibles;
some are even settling on base health
plans and allowing employees to vol-
untarily “buy up,” or pay for more-
comprehensive coverage, he said.

“Until the past couple years, health

care was just an assumed benefit,”
Mr. Hite said. “But with rates increas-
ing the way they have, the thinking
has generally turned that the employ-
ees are going to have to pay for some-
thjr!g.!)

For example, Blue Cross & Blue
Shield of Michigan, the state’s largest
health plan, with 4.6 million mem-
bers, has announced plans to raise
rates for small businesses in the De-
troit area by an average of 19.4% in
the fourth quarter.

Mr. Hite has seen the dramatic im-
pact on employers of the increases in
the past two years, fueled largely by
double-digit hikes in the cost and use
of prescription drugs.

A typical preferred provider orga-
nization option in 1997 cost about
$230 per month for an unmarried em-
ployee and $544 for family coverage,
Mr. Hite said. Today, those costs are
$291 and $689, respectively.

Mr. Hite said employees will accept
more cost sharing if they are con-
vinced that their employers’ well-be-
ing is jeopardized by rising costs or
that top-dollar health care coverage is
costing them other benefits.

Employers should consider employ-
ee meetings, for example, to provide
information about the importance of
using generic drugs, as opposed to
pricey, heavily advertised, brand-
name drugs, said Richard Cole, Blue
Cross senior vp-strategic planning
and corporate communications.

A popular employer strategy to
combat brand-name pharmaceutical
use is to put in a higher copayment for
brand-name prescriptions than for
their generic equivalents, he said.

Mr. Tovey said he isn’t sure yet how
Independent Engineering Laborato-
ries will fight rising premiums. Cus-
tom Benefits is going to look at every
option, including possibly changing
the company’s insurer.

One way or another, though, em-
ployees must know the battle has
been joined, Mr. Tovey said. “Unfor-
tunately, many small businesses find
themselves in the same spot that we're
in,” he said.

L ]

David Barkholz is a reporter for
Crain’s Detroit Business, a sister pub-
lication of Business Insurance.
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Oregon

Continued from page 2
representing Mr. Greenfield.

But RRG advocates disagree
with that interpretation.

“The court order is broad
enough to protect every RRG in
that line of business,” said Donald
Breakstone, chairman of the gov-
ernment affairs committee of the
National Risk Retention Assn. and
senior vp and general counsel in
Chicago for Vermont-domiciled
Attorneys Liability Assurance Inc.,
a Risk Retention Group.

Other RRG supporters say Ore-
gon regulators’ refusal to apply the
ruling to other RRGs in the same
situation has no precedent.

“I have never seen a state so nar-
rowly attempt to apply a court de-
cision or order. Other groups could
be forced to litigate—at great
cost—an issue that is so clearly un-

der the umbrella of the court deci-
sion,” said Jon Harkavy, an NRRA
member and vp-general counsel in
the Arlington, Va., office of Risk
Services L.L.C., a consulting and
captive management firm.

Others sav Oregon regulators
are, in fact, incorrectly reading
Judge Stewart’s decision.

“The judgment clearly applies to
all RRGs as a category,”’ said Phil
Olsson, NRRA general counsel and
a principal with Olsson Frank &
Weeda P.C. in Washington.

The Oregon controversy involves
the relationship between those
sections of the Risk Retention Act
that pre-empt state laws that dis-
criminate against RRGs and other
sections that protect from pre-
emption state laws and rules that
require employers in certain in-
dustries to demonstrate financial
responsibility.

Under Oregon law, insurers
must be authorized by the Depart-

ment of Consumer and Business
Services to do business in the state.
In addition, an insurer must be a
member of the Oregon Insurance

automobile dealers must be regis-
tered with the state before they
can sell vehicle service contracts.
In order to meet the registration

‘Singling out all RRGs for exclusion in favor
of domeslic insurers is not an objective or
neutral standard, but, instead, conslitutes
discrimination as a class,’ the judge wrote.

Guaranty Assn., which pays claims
for policyholders if an insurer be-
comes insolvent. Under the Risk
Retention Act, RRGs zannot be
members of state guaranty associ-
ations and, as a result, eannot be-
come authorized insurers in Ore-
gon. ‘

Under another Oregon statute,

Vice President, Compliance Services, Inc.
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requirements, the dealer must
meet mandated ‘“financial stabili-
ty” requirements. A dealer can
meet that requirement either by
showing it has a net worth of at
least $100 million or by purchasing
a reimbursement policy from an
authorized insurer.

In 1996, the Oregon Department
of Justice said RRGs could not of-
fer reimbursement policies to deal-
ers selling service contracts be-
cause the RRGs were not autho-
rized insurers.

NWIC sued Mr. Greenfield, say-
ing the Oregon requirements vio-
lated the Risk Retention Act,
which allows RRGs to operate
throughout the country after being
licensed in one state. NWIC is li-
censed in 1984 in the Cayman Is-
lands under a sunset provision in
the original 1981 Risk Retention
Act. Under the act, an RRG could
be set up in the Cayman Islands or
Bermuda and operate in the Unit-
ed States if it also meets the sur-
plus and capital requirements of
one domestic state. NWIC meets
Pennsylvania’s requirements. That
provision has since expired, and
RRGs now must be licensed in a
domestic state, but those RRGs
that took advantage of the earlier

provision can continue to operate.

Oregon regulators said the “fi-
nancial responsibility” provision
of the Risk Retention Act saved
from federal pre-emption its
statute requiring auto dealers to
buy policies from authorized in-
surers. Under that provision, states
are not pre-empted from specify-
ing acceptable means of demon-
strating financial responsibility.

But in her ruling, Judge Stewart
noted that the Risk Retention Act
exempts RRGs from any state law
or order that discriminates against
them.

“It is difficult to imagine how a
law which categorically prohibits
obligors of service contracts from
purchasing their reimbursement
insurance policies from RRGs can
be characterized as a law which
does not discriminate against
RRGs,” Judge Stewart said.

While the Risk Retention Act
permits a state to specify a means
to demonstrate financial responsi-
bility, those means cannot dis-
criminate against RRGs, she said.

For example, a state could re-
quire auto dealers to buy reim-
bursement policies from insurers
with a certain amount of policy-
holder surplus. Or, it could require
a dealer to purchase a certain level
of coverage, Judge Stewart said.

However, “singling out all RRGs
for exclusion in favor of domestic
insurers is not an objective or neu-
tral standard, but, instead, consti-
tutes discrimination as a class,”
she said.
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National Warranty Insurance
Co., RRG (A Risk Retention
Group) vs. Mike Greenfield, Direc-
tor, Department of Consumer and
Business Affairs of the State of
Oregon, U.S. District Court for the
District of Oregon, No. CV-97-
1654-ST.
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INTERNATIONAL

aaasies | Generali makes hostile bid for INA
Silict ot sl INA’s life business may attract other potential buyers Lt s s Disness Tims I
reinsurer [Instituto Resseguros the end of April and replaced even after the details of Gener- INA and Alleanza’s life business

lion real ($276.7 million) when it is
privatized, rather than the $460
million real ($244.8 million) previ-
ously asked, according to a state-
ment from the Brazilian govern-
ment. The price increase is a result
of debt reduction, said the govern-
ment, but a few days later, all the
IRB directors representing private
insurance companies protested the
move and resigned from the board.
Local media sources report that the
IRB privatization, originally sched-
uled for Oct. 14, has been postponed
until next year. . . .U.K.-based loss
adjuster = Crawford-THG  has
opened a Tokyo liaison office for
Japanese clients. The new office is
headed by Richard Solomon, Craw-
ford’s regional managing director
for Asia Pacific. . . .Citing concerns
over the risk profile of the syndi-
cate’s business, Lloyd’s of London’s
regulatory division confirmed it
will require Chartwell Managing
Agents Ltd.’s syndicate 270 to boost
its capital backing by 10% for the
2000 year of account. Lloyd's regu-
lators also have advised Duncanson
& Holt Syndicate Management Ltd.
that Lloyd’s is considering a risk-
based loading on syndicates 55, 957
and 1999. In addition, DP Mann
Ltd. syndicate 435 has been given a
5% risk-based loading for the 2000
year of account. ...Lloyd’s syndi-
cates 861 and 1209, managed by
Brockbank Syndicate Management
Ltd., have have ceased writing engi-
neering business, including extend-
ed warranties. The agency earlier
had forecast it would underwrite
| £17.5 million ($28.3 million) in engi-
[ neering business premiums next
‘year. .. .PXRE Managing Agency
Ltd. is taking over from Amlin
P.L.C. the management of Lloyd’s
first captive syndicate. The transfer
of SmithKline Beecham’s syndicate
is expected to be complete by the
end of this year, though it is subject
to Lloyd’s approval. Most of the
Amlin team responsible for bring-
ing in SB’s captive syndicate at the
beginning of this year moved to
PXRE several months ago....
Thomas Kraiser has been appointed
a member of the Enlarged Group
Executive Board at Zurich,
Switzerland-based Zurich Finan-
cial Services Group. Mr. Kraiser,
who is head of the Corporate Cus-
tomer Division in the group’s
Zurich head office, previously was
chief executive officer of Enterprise
Risk, a Zurich U.S. unit. . . Swedish
insurer Skandia Insurance Co. Ltd.
| has purchased almost 10% of the
shares in Norwegian insurer Store-
brand A/S. Under Norwegian law,
the maximum any one investor can
hold in a Norwegian financial insti-
tution is 10% of the stock. Skandia,
Storebrand and Finnish insurer
Pohjola Group currently are merg-
ing their property/casualty opera-
tions; the merger recently received
the green light from European
Union officials. . . European insur-
er alliance Eureko has bought a
25% stake in Cologne, Germany-
based Gothaer Credit Versicherung
AG. In addition, it has completed

BIG Bank GDANSKI, for Polish in-
surer PZU SA. . . .George Nixon, a
director of Willis Corroon Group
Ltd., has been appointed chairman-
elect of the British Insurance Bro-
kers’ Assn. He will succeed Simon
Bolam, the current BIBA chairman,
next July.

Brasil will be floated at $520 mil- |

the formalities for its co-offer, with

By SARAH GODDARD

MILAN, Italy—No sooner had
Italian bank Sanpaolo IMI and
insurer Istituto Nazionale delle
Assicurazioni S.p.A. announced
they were considering an alliance
than Trieste-based insurance gi-
ant Assicurazioni Generali S.p.A.
jumped in last week with an offer
for INA.

The unsolicited offer for INA
comes less than four months af-
ter Antoine Bernheim was ousted
as Generali’s chairman amid
speculation that Generali was
planning to slow down its acqui-
sition activity (BI, May 24).

Mr. Bernheim was dismissed at

GIO directors face
shareholder suit

Class alleges losses weren’t disclosed:
members say they’d have sold to AMP

By MATTHEW
MacDERMOTT

SYDNEY, Australia—The di-
rectors of GIO Australia Hold-
ings Ltd. and their financial
advisers are facing a class-ac-

¢10

AUSTRALIA

tion suit from shareholders an-
gered by what they allege is the
company's non-disclosure of
large reinsurance losses.

Although GIO's directors and
the company’s advisers have li-
ability coverage, none would
name the insurers writing the
risks.

GIO, a Sydney, Australia-
based non-life insurer, an-
nounced in August that its
reinsurance division, GIO Re,
incurred losses of $759 million
Australian ($498.5 million) for
the 1998-99 fiscal year. The
losses from GIO Re, which will
now be sold or run off, were the
major factor in GIO’s overall
1998-99 loss of $743 million
Australian ($488.0 million).

with Alfonso Desiata, the former
chairman of Milan-based life in-
surer Alleanza Assicu-
razioni S.p.A., a major-
ity-owned subsidiary
of Generali.

INA is the second-
largest insurer in Italy
after Generali, which,
overall, is the third-
largest insurer in Eu-
rope.

Generali’s offer of 0.83 euros
(86 cents) cash plus 0.07 ordinary
Generali shares per INA share
put an end to market speculation
that Italy’s largest insurer would
not bid for INA because of a
large overlap in business. But

ali’s proposal were presented,
analysts suggested that other
suitors for INA are
waiting in the wings.
The Italian life mar-
ket, in which INA is a
major player, with
about a 12% market
share, is particularly
attractive because it is
the fastest-growing in
Europe. Premiums in
1998 rose about 40% from the
previous year, totaling 51.5 tril-
lion lira ($314.5 million). In the
same period, Generali posted
gross premiums of 12.59 trillion
lira ($76.9 million), of which 5.96
trillion lira ($36.4 million) came

in Italy.

“INA has a business which
could potentially be very valu-
able,” said Nick Bunker, director
of insurance research at London-
based HSBC Securities. “It has
gone a long way already, but it
still has got a long way to go,” he
said, referring to INA's reorgani-
zation since it was floated by the
Italian government in 1994,
“(The deal) will take a while, and
it will be hotly contested. There
could potentially be others inter-
ested,” he said, possibly includ-
ing Allianz A.G. Holdings, the
German insurer that Generali
found itself bidding against in

See Generali on next page

The class action stems not
from the size of the losses but
from the shareholders’ claim
that the impending losses were
not foreshown in detailed doc-
uments released by GIO last
year during its defense of a
hostile takeover from Aus-
tralian composite insurer AMP
Ltd. of Sydney (BI. Aug. 31,
1998; Sept. 21, 1998). AMP ul-
timately achieved 57% control
of GIO in January.

The class action, coordinated
by Melbourne law firm Mau-
rice Blackburn Cashman and
supported by the Australian
Shareholders’ Assn., is being
conducted on behalf of the 43%
of GIO shareholders who, on
the advice of the GIO board at
the time, rejected the AMP of-
fer.

The 43% of GIO shareholders
who rejected the AMP takeover
amount to 68,000 shareholders
holding 200 million GIO
shares.

Tony McLean, Australian
Shareholders’ Assn. executive
officer in Sydney, said GIO
shareholders who rejected
AMP’s offer are “aggrieved by
the apparent lack of trans-
parency” by the GIO board
during the takeover.

See GIQ on next page

Nissan Fire
ordered to pay
Weavers pool

By CAROLYN ALDRED

LONDON—A recent High
Court ruling on the defunct
Weavers pool, formerly one of
the leading London underwrit-
ers of U.S. casualty risks, could
speed up reinsurance collection
by other insolvent pools, lawyers
say.

Mr. Justice Moore-Bick ruled
in Kingscroft Insurance Co. Ltd.
and 11 others vs. The Nissan
Fire & Marine Insurance Co.
Ltd. that Nissan could not avoeid
paying reinsurance claims from
the Weavers pool by arguing
that it was unaware of the exis-
tence of certain participants in
the pool and the existence of the
pool’s excess-of-loss reinsurance
program.

The judgment means the ad-
ministrators of the insolvent in-
surers that formed part of the
Weavers pool will be entitled to
collect “‘tens of millions of dol-
lars” from Nissan, confirmed
George Clarke, head of the legal
department at KWELM.

KWELM is an acronym for
Kingscroft Insurance Co. Ltd.,
Walbrook Insurance Co. Lid., El
Paso Insurance Co. Tid., Lime
Street Insurance Co. Ltd. and

Mutual Reinsurance Co., former
Weavers pool members that
were placed into a joint scheme
of arrangement in 1993.

It also should allow KWELM
to pursue collection from at least
a dozen other reinsurers that
were using similar arguments to
avoid paying claims, said Chris
Hughes, scheme administrator
for KWELM and senior insol-
vency partner at Pricewater-
houseCoopers in London.

Since KWELM was put into a
scheme of arrangement in 1993,
its administrators have collected
more than 31 billion from about
220 reinsurers, according to Mr.
Hughes.

According to the KWELM an-
nual report to creditors pub-
lished in August, liabilities and
provisions at year-end 1998 to-
taled $8.77 billion, while the
companies’ assets totaled $2.87
billion, leaving a net deficiency
of $5.9 billion.

The judgment likely will affect
settlements in other pool ar-
rangements in the London mar-
ket, lawyers agree.

The Kingscroft decision on the
issue of who the Weavers pool
was writing for “was eagerly

See Weavers on page 56

German brokers change with times

By DON LEWIS KIRK

FRANKFURT, Germany—As
new legal concerns prompt Ger-
man companies to pay greater
heed to risk management, bro-
kers are broadening their range
of services to help clients adjust
to the new climate.

George Nixon is a director of
Willis Corroon Group Ltd. and a
member of the supervisory board
of Frankfurt-based broker
Jaspers Wuppesahl GmbH & Co.
KG. Speaking at a recent confer-
ence on trends and developments
among brokers, Mr. Nixon toid
attendees that buyers’ attitudes
toward risk have shifted to the
protection of assets for share-

holders.
Brokers need to help clients
“put into place a risk manage-

‘ ||
Recent changes in
corporate law have
provided brokers with
new consuiting
possibilities.

ment program, including insur-
ance protection, that protects the
whole global enterprise, so that
the owner/shareholders’ assets
are not exposed,”” Mr. Nixon said.

For example, pollution is one
risk a broker can point out to a
client, said Norbert Golumbeck,
risk manager for the Bitburg,
Germany-based brewery Bit-
burger Getraeke Verwaltungsge-
sellschaft GmbH. “Our broker
made us aware of potential pollu-
tion problems in the brewery
process. We normally distribute
waste on fields. Our broker made
us aware of possible repercussion
under Germany’s new environ-
mental liability law,” Mr.
Golumbeck said.

In fact, the new liabilities
stemming from strict environ-
mental laws are the area in which
German brokers have been most
active, Mr. Nixon said. “These

projects take many forms, but en-
vironmental concerns grow al-
most daily. And our experts can
help clients cope with legislation
and regulations and provide
training to our clients’ staff,” he
said.

Also, recent legal changes in
Germany have opened up new
consulting possibilities. In April
1997, the federal Supreme Court
ruled that corporate supervisory
boards must monitor manage-
ment for errors and omissions. In
a historic ruling, the court decid-
ed that supervisory boards can no
longer treat illegal acts commit-

. ted by management as internal
corporate matters.
See Germany on page 56
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Generali

Continued from previous page
last year’s figh- for French insurer
Assurances Generales de Franca.

After a protracted battle for
control of AGF, Generali and Al-
lianz evantually reached an agree-
ment in January last year giving
Allianz ownership of AGF. Gerer-
ali instead walzed off with 80% of
the shares ir German insurer
Aachenzr & Munchener Beteili-
gungs A.G. ard in three French
AGF subsidiar.es, GPA-Vie, GPA-
IARD and Proxima.

Since then, Generali has set up a
cooperaticn ceal with German
bank Commerzbank A.G. to dis-
tribute AMB products through its
branch network in a bancassur-

ance atrangement.

Folowing tke anmouncement of
the Generali bid, rating agency
Moody's Investors Service Ltd. in
London reiterated an earlisr
staterment thet Generali “facas
a chalenge in making acquisi-
tions. .while maintaining a con-
servatve finarcial structure.”

INA's fragmented shareholder
base—the Italian Treasury is its
larges: inves:cr, holding £.91% of
shazeg, while Sansaolo IMI con-
trols =.75%—nas _ed to specula-
tior: over the sammer that it could
be z tzrget for a takeover, partic-
ularly since acquisition activity
was sparked .n Italy by Olivesti
S.p-A s takeover ol Telecom Italia
Sp.A earlier in the year.

Arczlysts contend that the San-
paola talks ironically were de-

INTERNATIONAL

signed to szop Gezerali from mak-
ing a hostile bid, =nd INA’s chair-
man has stated the Generali bid
does not fit INA management'’s
plans to creaze a bancassurance
group. INA’s board officially re-
jected Generali’s zid last week.

If the bid is suxcessful, Generali
expects th2 deal fo ke finalized by
the end of tris wear. The offer,
which: effectivelv values each INA
shar= at 3.04 eurzs ($3.15), repre-
sents a 17.7% premium on the
INA share price on Sept. 13, the
day Sefore the k:d was launched,
and & 28.4% premium on INA’s
average share prize over the previ-
ous six months,

In a statement. Generali said the
combined outfit would have pre-
mium income c: 89 trillion lira
($483.4 million) for 1999, and that

costs could be reduced by forming
industry-specific groups and elim-
inating duplication.

Rating agency Standard &
Foor’s Corp. in London affirmed
izs AA rating for INA after the
Sanpaolo talks were disclosed.

Meanwhile, a week earlier, an
exzcutive from Generali dismissed
rumnors that AXA Group of France
wes in talks to acquire the Italian
company.

Such a deal would be ‘“very,
very unlikely,” said Benito Pag-
ranelli, deputy general manager
cf Assicurazioni Generali S.p.A.
cfTrieste, Italy. “We're not look-
ing to be bought,” he said.

-n Italian, the word for “rumor”
rmeans “nmse so speculation of
AXA buying Generali “is just
noise,” Mr. Pagnanelli said. |1

GIO

Continved from previous page

“If they (GIO shareholders) had
been given an accurate picture of
the difficulties being experienced
by GIO’s reinsurance division, very
few of them wculd have heeded the
board’s advice to reject AMP’s of-
fer,” he said.

So fzr, more than 4,500 GIO
sharehclders have contacted Mau-
rice Blackburn Cashman about
joining the action; that figurs is
expected to rise due to the ASA
publicly urging GIO shareholders
to part:cipate. It is the first time
the ASA has recommended share-
holders join a elass action.

Mr. McLean said it is difficult to
predict the total number of GIO
shareholders who will join the ac-
tion, and the total claim amount
will depend an the number of
sharehclders and the value of tneir
sharehcldings in GIO.

If all 68,000 GIO shareholders
who re;ecied AMP's offer join the
action, the tozal claim amourt is
expected to be about $500 million
Austraiian ($328.4 million). The
shareholders who rejected AMP’s
offer are mairly small, individual
investors.

Mr. McLean said the class action
represents the best opportunity for
GIO shareholders to recover their

losses.

GIO shareaslders who rejectad
the AMP offer of $5.35 Australian
($3.£1) a sha-e have since seen the
value of thei- sharzs drop to $2.50
Australian ($1 64) per share. At the
release of its huge reinsurance
losses GIO also ennounced that
shareholders would not receive a
dividend for the 1998-¢9 fiscal
year.

e =
The class-action lawsuit
is the best opportunity
for GIO shareholders to
recover their losses,
says Tony MclLean.

M. McLean saic the action aims
to “uncover exact'y what the GIO
dir=czors knew about the reinsur-
ance division’s likely losses” at the
time they urged shareholders not
to =elb

The centrzl piece of evidence in
the action will bz GIO’s Part B
documents, lodged in response to
the AMP takedver.

In the Part B, prepared by GIO
diractors in conjunction with ex-
ternal financial advisers Grant
Samawel & Associztes Pty. Ltd. of
Sydney, GIO forecast a $250 mil-

lion Australian ‘$164.2 million)
profit for the 1998-99 fiscal year,
including a $69 million Australian
($45.3 million) prcfit for GIO Re.

Tke profit forecasts were made
despite GIO reccerding an overall
loss of $£6.6 milion Australian
{$17.5 million), and a reinsurance
loss of $189 million Australian
($124.1 millien), for the 1997-98
fiscal year.

Tke class actioz against GIO di-
rectors and Grant Samuel will
seek damages for misleading and
deceptive conduct under Aus-
tralia’s Trade Practices Act. For-
mal class preceedings have been
lodged wizh the Australian Feder-
al Court, kut no nearing dates have
yet been set.

A spokespersan for GIO said the
insurer had not received formal
notificaticn of the action. She said
while the action is relevant to GIO,
the company is no: a defendant;
only the d.rectors at the time of the
takeover and Gran: Samuel have
been targeted for Jamages.

None of the GI'D directors during
last year's AMP takeover still is on
the GIO board.

The GIO board at the time of the
takeover was Chief Executive Nick
Steffey, now chief executive of
Reinsurance Aus:rzlia Corp. Ltd,;
Chairmar DawviZ Mortimer; and
Directors Ronald Ashton, Andrew
Kaldor, Llcyd Lange, David

O’Halloran, Ian Pollard, Marina
Darling, and Bruce Hogan. Ms.
Darling and Mr. Hogan resigned
from the board in the first week of
September; the vacancies have not
ret been filled. The other board
members were replaced with AMP
directors when AMP took control
of GIO in January.

The GIO spokesperson said the
GIO board has D&O insurance,
but it is not written by GIO or
AMP. She would not name the
beard’s insurers.

A spokesperson for Grant
Samuel said the financial advisory
“irm will defend the class action.
He said the company holds profes-
sional indemnity insurance, but he
would not reveal details.

Meanwhile, GIO is facing poten-
-ial fines from Australia’s corpo-
~ate watchdog, the Australian Se-
curities & Investments Commis-
sion, over the reporting of its rein-
surance losses.

In a statement, ASIC said it is
:nvestigating GIO’s statements
during the AMP takeover, GIO’s
“inancial position and accounts at
zke time, and whether the deci-
sions made by GIO were “reason-
able in the circumstances.”

ASIC said its inquiry will “not
de a simple or quick matter” as the
-ssues surrounding GIO'’s reporting
‘are complex, and there is a great
deal of material to consider.” [EIl
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Maritime
unit goes
to Lloyd’s

By SARAH GODDARD

LONDON—Fallout from the
merger earlier this year of the
Institute of London Under-
writers and the London Inter-
national Insurance & Reinsur-
ance Market Assn. to form the
International Underwriting
Assn. appears to be benefiting
Lloyd'’s of London.

Last week, for example,
CNA Maritime Insurance Co.
Ltd. moved its London compa-
ny market business from its
underwriting rooms in the ILU
building, which it had vacated
in June, to a “box” at
Lloyd’s—a group of desks on
the open plan trading floor
where underwriters sit.

The move follows a decision
early this year by U.K. multi-
line insurer CGU P.L.C. to
move its marine underwriting
operations into Lloyd’s. Unlike
CGU, however, CNA Maritime
will not be transferring the
business into a Lloyd’s syndi-
cate.

Starting last week, CNA
Maritime began conducting its
business from a box on the
third gallery of Lloyd's head-
quarters on Lime Street in
London. For four hours a day,
hull, cargo and excess-of-loss
business is being conducted
from the box, though brokers
still can visit the CNA Mar-
itime underwriting team at the
company’s main underwriting
office around the corner from
Lloyd’s.

“Although we shall remain a
member of the International
Underwriting Assn. of Lon-
don, basing some of our under-
writers at Lloyd’s has been
planned for some time follow-
ing our decision to vacate our
underwriting rooms in the ILU
building at the end of June,”
CNA Maritime Managing Di-
rector Nigel Jenkins said in a
statement.

Traditionally, the ILU has
been the heart of the insurance
company marine market busi-
ness in London.

Mr. Jenkins continued, “In
line with the decisions made
by a number of other compa-
nies, we see the Lloyd’s build-
ing developing into an increas-
ingly strong focal point for
marine insurance in the Lon-
don market.”

CNA Maritime's box is adja-
cent to that of CNA Insurance
Co. (Europe) Ltd., which set up
business in Lloyd’s in July.
That, said Mr. Jenkins, will al-
low CNA to cross-sell marine
and non-marine products and
develop joint products be-
tween the two operations.

CNA also has a Lloyd’s-
based underwriting operation,
CNA Underwriting Agencies
Ltd. During the summer, ac-
tive underwriter Richard Mc-
Carthy and deputy underwrit-
er Paul Witzenfield resigned
from the company’s syndicate
1229. They were replaced by
Ken Noden and David Ridpath
as acting underwriters.
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Germany

Continued from page 53

And, in May 1998, Germen law-
makers passed the KonTraG laws, a
series of amendments to national
corporate law that call for managing
boards to establ sh risk management
plans as a part of corporate gover-
nance (BI, Sept. 6; March 29).

New legal cor.cerns have proved a
boon to brokers, said one brcker ex-
ecutive,

“Demand for protection against
manager liability grows as more
plaintiffs in Germany are willing to
sue,” said Rolf Cyrus, director of Aon
Jauch & Heubener's branch in
Frankfurt.

The resulting boom in D&O insur-
ance and KonTraG-related risk as-
sessment has been a welcome devel-
opment for German brokers. “Corpo-
rate governance is placing greater
demands on boards of companies to
fully understand and manage the
risks faced by the business—not only
the insurable risks but all tae risks
inherent in the business,” Mr. Nixon
said.

“Brokers, of course, are ideally sit-
uated to help with both,” he said.

Brokers are seeking to help clients
develop systems to monitor not only
insurable risks but also business
risks, to providz supervisory boards
an “early warning” of potentially
large exposures, said Christian

Dahms, chief executive officer of
Germany'’s largest brokerage, Ham-
burg-based Aon Jauch & Huebener.
“The majority of corporate risks
cannot be insured, and we are ex-
panding expertise to help clients
identify those risks,” Mr. Dahms
said. He was referring to balance-
sheet risks that may be covered
through alternative risk transfer,

R 1]
‘Our own analysis gives
us knowledge of what
we can insure and
what we can't,’ says
one risk manager.

I 420

large deductibles or other means.

It’s not yet clear whether clients
will demand these services, but one
risk manager suggests that compa-
nies themselves need to develop their
own business risk solutions.

“If a company is not doing this al-
ready, it's not doing its job,” said
Lothar Riedle, risk manager of Veba
A.G., a gilant German energy, chemi-
cals, oil and logistics conglomerate.
“Brokers would like the business,
and they can contribute, but large
companies, in particular, already
have these controls in place.”

Other German companies, such as
Trienekens Entsorgung GmbH, a

Viersen-based recycling company,
see cooperation with brokers on a
limited scale.

“Our own analysis gives us knowl-
edge of what we can insure and what
we can't,” said risk manager and
captive  director = Hans-Josepf
Dohmen. “With that knowledge, we
can better transfer risk.” But Mr.
Dohmen admitted, “Sometimes, the
company is too close to the risk to re-
ally judge it properly.”

To analyze risk, a new breed of
broker is emerging, Willis’ Mr. Nixon
said. “We are getting involved in ac-
tivities such as mergers, acquisitions
and management buyouts, when it is
most important to do due diligence in
order to be clear on what you are
buying or merging with. The risk
management and insurance issues
are part of this but are not always
properly addressed.”

As an example, Mr. Nixon citeé
Willis’ assistance in a recent major
merger, though he declined to name
the companies involved. The broker,
he said, was able to identify a poten-
tially deal-breaking risk.

“We were also able to provide a so-
lution to enable the deal to go Zor-
ward, and the chief executive of that
business confirmed that, without our
work, the deal could not have gone
through,” Mr. Nixon said.

Although brokers are striving to
differentiate themselves through ser-
vices, price continues to drive the
market, said Ralf Geck von Kaenel,
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director of retail business at Aon
Jauch & Huebener.

Germany'’s insurance market has
been very soft for four years, consid-
erably diminishing brokerage com-
missions. Despite an increase in
quality and variety of service, Ger-
man brokers agree Germany’s ultra~
soft market makes it difficult to con-
vince clients they should pay more
for broker services, Mr. Geck said.

“Nothing beats cheap insurance,
and we find clients hesitate paying
additional service costs and the soft
market is supporting that trend,” he
said.

As aresult, German brokers are in-
zensifying efforts to shift to more fee-

based compensation from clients,
rather than commissions paid by in-
surers, “When it comes to remunera-
tion, the insurance broker is in a
strange position that becomes ever
stranger in this changing role,” Mr.
Nixon said. “We are acting for the
client but have typically been remu-
nerated by the insurer to whom we
introduce the business.”

Increasingly, however, brokers are
succeeding in getting fees from
clients for more complex services,
Mr. Nixon said. “Brokers do add real
value to clients, and they should be
paid by the client for the job that
they do. Our role has been underval-
ued.”

Weavers

Continued from page 53

awaited, since it arises in relation to a
number of pools that operated in the
1970s and 1980s,” noted Nigel Brook,
a partner at London-based law firm
Clyde & Co. “The judge’s conclusion
on this issue in particular is phrased
in terms that are applicable to pools
generally and does not turn on the
specific knowledge of Nissan,” Mr,
Brook said.

The judgment is “very significant
and could have an impact on other
pools,” agreed Mark Everiss, a partner
at London law firm D.J. Freeman.

“This judgment represents a further
landmark in the Weavers saga,” wrote
Nick Bradley, a partner at law firm
Lawrence Graham in London. Mr.
Bradley noted that Nissan is “one of a
long line of reinsurers who have
crawled over Weavers’ records, and
many will have monitored closely
their challenge to the structure of the
Weavers' pool and the manner in
which Weavers was administered.”

In a commentary sent to clients, Mr.
Bradley wrote that the decision ad-
dresses several issues relating to pools,
including the retention obligation of
pool underwriters, the manner in
which pools operate and the status of
underwriting companies that are not
“stamp companies.”

The ruling also provides a “signifi-
cant guide to the manner in which the
commercial court will apply rules of
(contract) construction,” according to
Mr. Bradley.

Holman Fenwick & Willan, Nis-
san’s law firm, said Nissan will ap-
peal.

Mr. Justice Moore-Bick gave Nissan
leave to appeal on all issues on the
grounds that “the case raises ques-
tions of interest and importance to the
insurance market and some questions
of principle in the law of contract gen-
erally,” according to a statement from
Holman Fenwick & Willan.

H.S. Weavers (Underwriting) Agen-
cies Ltd. acted as an underwriting
agent in London from 1963 to 1990,
establishing itself as one of the leading
London underwriters of U.S. proper-
ty and liability risks by writing for a
pool of insurance companies. From
1963 to 1974, Weavers maintained
separate underwriting agency agree-
ments with each of the pool compa-
nies, known as “stamp companies”
because their names appeared on the
underwriting stamp used to accept in-
coming business, according to the
judgment.

From 1971 on, several companies
joined the pool as reinsurers of the
stamp companies, with Weavers ac-
cepting, on behalf of the reinsuring
member, a proportion of each risk
written by a stamp company.

“However, for practical purposes
the reinsuring members were treated
in the same way as other members of
the pool,” the judge noted. Premium
collection and claims accounting for
the reinsurers was handled as if they
were stamp companies in the pool.

The UK. Insurance Companies Act
1974 led to a restructuring of the
Weaver pool because some partici-
pants based overseas were not autho-
rized to do insurance business in the
United Kingdom but wanted to con-
tinue their participation in the pool,

“The solution to the problem which
Weavers adopted was to stop accept-
ing business for those companies un-
der their existing agency agreements
and to arrange for each of them, and
new members in a like position, to en-
ter into a whole account quota-share
reinsurance treaty with one or more of
the stamp companies,” the judge ex-
plained.

“Weavers’ need for additional ca-
pacity to enable it to develop its busi-
ness, together with the enthusiasm of
insurance companies to obtain a share
in what was increasingly seen as an
attractive underwriting account, en-
abled the pool to grow by the recruit-
ment of additional members. In-
evitably, therefore, its composition
changed from time to time as new
companies became members and. . .
existing members left,” noted the
judge. Change of this kind “was a
characteristic which the Weavers pool
shared with other similar underwrit-
ing pools, many of which were active
during this period, both in the London
market and elsewhere,” he added.

In 1975, Nissan agreed to partici-
pate in two facility quota-share
treaties under which it would provide
proportional reinsurance to compa-
nies for which Weavers underwrote.

Nissan claimed it was entitled to
avoid claims under both treaties on
the grounds of misrepresentation and
non-disclosure concerning the in-
volvement of the whole account quo-
ta-share participants and the exis-
tence of the pool’s excess-of-loss pro-
gram. Nissan also claimed that the
stamp companies and whole account
quota-share cedents repudiated both
treaties by failing to comply with a
contractual obligation to retain 50%
of the risks ceded.

In addition, Nissan contended that
six of the 11 claimants, none of which
was a member of the Weavers pool in
January 1976, never were parties to
the original treaties.

The judge also concluded that it
would be standard market practice
for a pool writing umbrella liability
insurance to have an excess-of-loss
reinsurance program and that the re-
tention obligation should be applied
to the pool as a whole without exclud-
ing non-proportional reinsurance,

On the issue of new members to the
pool, the judge concluded that “the
parties to the agreement intended
that, if there were changes in the com-
position of the pool during the curren-
cy of the (facility quota-share)
treaties, the new members should be-
come reinsureds as soon as Weavers
began to underwrite on their behalf.
Any other conclusion would signifi-
cantly undermine the commercial
purpose of the treaties, which depend-
ed for their efficacy on treating the
Weavers pool, for these purposes, as a
single commercial entity.” [ Bl |
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United

Continued from page 3

and benefits are contained in the
U.S. collective bargaining agree-
ment.”

United flight attendants, at the
time of the recent tribunal, could fly
up through their 27th week of preg-
nancy if they had obtained a doctor’s
permission. Now, Mr. Colosi said,
this has been increased to 31 weeks
by United and discussions with pilot
and flight attendant unions.

In addition, Mr. Colosi said many
U.S. collective bargaining agree-
ments have scope clauses, which lim-
it work alternatives that a pregnant
flight attendant may perform. He
noted the scope clause, which was
last modified in 1972, mandates that
flight attendants must perform tasks
directly related to the flight atten-
dant position.

For example, one such related po-
sition might be working at a flight
attendant training center, Mr. Colosi
said. To qualify for such alternative

must first volunteer for the assign-
ment and meet established criteria
dictated by the nature of the job.

Another option for some United
flight attendants not able to fly for
the full number of weeks of their
pregnancy is to transfer to a vacant
position such as a customer service
or ticket agent position, he said.
Flight attendants are selected and
trained for such positions.

As part of the agreement, United
flight attendants voluntarily may use
accrued paid sick time off during the
last nine weeks of their pregnancy,
not exceeding 1,000 hours.

Many flight attendants go on a
seven-week unpaid medical leave
and collect unemployment before
giving birth. This arrangement, said
Mr. Colosi, enables the flight atten-
dant to keep insurance, medical and
travel benefits as well as being guar-
anteed a return to her job and reten-
tion of seniority.

United flight attendants also are
able to take a 90-day leave after de-
livery, which may be extended an
additional 90 days as personal or

Joanna Broadbent, an assistant in
the employment department of law
firm Lovell White Durrant in Lon-
don, said employees domiciled at
London’s Heathrow Airport would
be entitled to the various maternity
laws that apply to people ordinarily
employed in the United Kingdom.

These protections go well beyond
the scope of maternity benefits, en-
compassing unfair dismissal and dis-
crimination laws, said Ellen Temper-
ton, partner in the employment de-

partment at law firm Baker &

McKenzie in London.

Current UK. law .permits 14
weeks of maternity leave, of which
six weeks are paid at 90% of normal
pay. The remaining leave is paid at a
flat rate of about £60 ($97) per week.
Total leave will increase to 18 weeks
on Dec. 15, said Ms. Broadbent. The
United Kingdom also provides for a
13-week unpaid parental leave that
may be taken by either the mother or
the father.

Ms. Broadbent said the Employ-
ment Relations Act of 1999 will relax
factors that determine whether an

employed” in the United Kingdom.
This change likely will become effec-
tive in October.

“A contract may say you're based
somewhere else, but if in practice
you work out of London, in the fu-
ture, you'll be covered by the statu-
tory protection,” said Ms. Broadbent.

Sam Whitaker, an employment
law attorney for London-based law
firm Freshfields, sees parallels with
the latest United Airlines tribunal
and another tribunal involving Sau-
di Arabian Airlines within the past
year.,

“Clearly, foreign corporations will
no longer be able to assume that
their UK. employees will not have
U.K. employment rights merely be-
cause they work for or are paid by a
non-U.K -based corporation,” said
Mr. Whitaker.

In addition, the benefits afforded
by U.K. law “are replicated across
Europe in similar forms,” Baker &
McKenzie's Ms. Temperton said.

This may increase an employer’s
difficulty in providing equitable
benefits to workers with like job de-

countries, she said.

“The introduction of the euro will
facilitate comparisons by employees
employed in one country by a multi-
national with employees based in
another country,” Ms. Temperton
said. These comparisons will not just
be monetary, but also could examine
benefits packages.

“I still think it’s possible for that
company to say distinctions should
be drawn because social, economic
and legal requirements vary consid-
erably from country to country.”

Elliot Goldman, an equity partner
at Wildman, Harrold, Allen & Dixon
in Chicago, said this decision seems
“consistent with an underlying dif-
ference in work culture between Eu-
rope and the U.S. and, for that mat-
ter, other parts of the world.”

“Some people look at (the U.S)
system and say it's too demanding of
people and not deferential enough to
workers’ needs,” he said.

But, he said, there are differences
in the economies, productivity levels
and unemployment rates of the
United States and other countries,

assignment at United, an attendant
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MARKETING MANAGER
Employee Benefits/Affinity Group
Programs

Are you a dynamic, results-oriented
individual with excellent interpersonal
skills? Love to travel? Want to build your
network in the education community? If
you have an association/affinity, business
to business or educational marketing
background, and 3+ years experience this
may be the perfect opportunity for you!

UIMC is seeking a Marketing Manager to
develop and implement a portfolio of
new products and services to the
educational and non-profit community as
an extension of the United Educators
Insurance program. United Educators is
the leading liability insurance company
for schools, colleges and universities in the
country and is known as “Education’s
Own Insurance Company".

To join our team, you will need
demonstrated marketing skills, preferably
in @ business-to-business context.
Experience with internet-based affinity
group marketing a decided plus. Specific
responsibilities include market research &
testing, development of promotional
materials and plans, and market roll-out
to achieve business development goals.

UIMC offers a collegial, entrepreneurial
environment where  responsiveness,
creativity, and customer service are a
driving passion. Compensation s
attractive with bonus incentives for
individual and company success. If you
thrive on delivering new products and
services this is a great opportunity to
create successful growth.

Send or fax cover letter, resume, and
salary history/requirements to:

uiMc
Attn: Marketing Manager Search
Two Wisconsin Circle, Suite 1040
Chevy Chase, MD 20815
Fax: (301)907-8893

PRODUCTION UNDERWRITER
Multi-Line Commercial

Are you a dynamic, results-oriented
individual with excellent interpersonal
skills? Are you looking for an opportunity
to have an impact on tne success of the
only insurance program focused
exclusively on educational institutions? If
you have at least 5 years of commercial

lines underwriting experience, with
particular emphasis on  property,
commercial auto and  workers

compensation, this may be the perfect
opportunity for you!

UIMC is seeking a Production Underwriter
to develop and implement the
underwriting function for additional
insurance products targeted to the
educational and non-profit community as
an extension of the United Educators
Insurance program. Urited Educators is
the leading liability insurance company
for schools, colleges, and universities in
the country and is known as "Education's
Own Insurance Compzny”. Te join our
team, you will need demonstrated
business  development  skills  and
commercial underwriting expertise.

UIMC offers a collegial, entrepreneurial
environment where  responsiveness,
creativity, and customer service are a

driving passion. Compensation and
benefits are attractive with bonus
incentives for individual and company
success.

Send or fax cover letter, resume, and
salary history/requirement to:

uiMC
Attn: Production Underwriter Search
Two Wisconsin Circle, Suite 1040
Chevy Chase, MD 20815
Fax: (301)907-8893

SENIOR INSURANCE SERVICES
SPECIALIST

GROWMARK, Inc., a large Midwest and
Canadian agribusiness is seeking a Senior
Insurance Services Specialist based at our
Corporate Headquarters in 8loomington,
IL.

RESPONSIBILITIES:

¢ Evaluates the insurance exposures
and helps determine risk financing
options.

¢ Assists with the calculation and
allocation of insurance premiums.

* Negotiates with insurers on policy
language and purchases insurance.

e Assists in the administration of all
major claims and with loss control
and safety programs.

REQUIREMENTS:

+ A college degree and 4-6 years

experience in insurance or risk

finance.

Ability to obtain a Property-Casualty

Agents License.

+ CPCU, ARM or other professional

insurance designation.

Proven analytical abilities or

experience with statistical models.

+ Proven professional communication
skills.

BENEFITS:

* Salary $45-65,000 depending on
experience

s+ Excellent benefits & career
opportunities

Please send cover letter and resume to:

GROWMARK, Inc.
Corporate Employment Specialist
1701 Towanda Avenue
P.O. Box 2500
Bloomington, IL 61702-2500
FAX (309) 557-7128
E-MAIL: employ@growmark.com

-

RequesT For ProPOsALS
Malpractice insurer seeks proposals
for plans to implement Section 1 of
Part 1) of Chapter 407 of NY Laws
of 1999. Proposals will be evaluated
based on statutory criteria. Recﬂly o
Sr. V.P. Planning, Box 4564, Church
St. Station, NY, NY 10261-4564 or
fax to 212-962-3744.

| MADE $2.5M LAST YEAR

-over $2M in 1997, over $1.6M in 1996, and
over $1M in each preceding 3 yrs. in a zero
stress, ideal life-style, simple home-based
business with a new div. of a major
publicly-held Co. I'm expanding now and
seek a few key individuals to work with
and teach my proven turnkey system.
Serious replies only,

Call 24 Hours (212) 946 - 5317

IREQUESTIFORIBROROSALSH

METROPOLITAN TRANSPORTATION

AUTHORITY (MTA)
NOTICE is hereby given that the
Authority requests proposals from

qualified firms to provide the services
indicated below. Copies of RFP may be
secured from Ms. Jean Maounis,
Procurement Services, MTA, 345
Madison Avenue, New York, NY
10017-3739 or by «calling (212)
878-7209. Each document will cost a
non--efundable fee of $50 (Company
checks drawn on an U.S. Depository or
Monzy Order). There will be a $25.00 fee
for each returned item. You may pick up
the documents between 9:30 aim. and
4:30 p.m., Monday-Friday (except
holidays) or have them mailed to you.
Viewing of the documents is available
during the same hours. This document will
begavailable on or about September 20,
1999.

REP# DUE DATE TIME
2-01-99197 October 8, 1939 4:00PM

FOR: Audit of NYCT Workers'
Compensation Division

Looking
fora
candidate
to fill

the job?

Call Irais Amleshi
at 312-649-5340
for advertising
details.
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Girculation Breakdown
Commercial Consumers

Administrative:

CEQ's, Presidents, and Qwners, ......... 4,194
Vice Presidents, General Managers and

Other Administrative Personnel .. ........ 3,965

Financial:
Chiet Financial Otficers and Vice Presidents

OF FUBRACR: v s sovimis i w1
Secretaries, Treasurers, controflers and
other Financial Personnel ..........,.. .. 4,945

Risk/Employee Benefits:

Vice Presidents, Directors, Managers, and other
related department personnel of: insurance, risk,
employee benefits, personnel, compensation,
pension, safety, security, industrial relations,
human resources and employee/

labor refations . ... s sriednee 13,572
Sutetotal . . o s 30,868
Associations .............. A S S 237
Government, Unions and
Educational Institutions .. ... ............ 972
Commercial Consumers
SUBCIORAL <o s i s 32,073
Insurance Agents and Brokers .. ......... 7,763
Insurance Companies ... .............. 6357
Accountants, Actuaries,
Attorneys & Consultants .,.............2361
Adjusters, Appraisers, TPA's, Captive Managers
& Health Care Providers . ............... 1,347
Others Allied tothe Field ................ 1,008
Total Qualitied ................ 50,909
Non-qualified/Paid Subscriptions . ..........21
Single Copy Sales ...... e e e 3
TOTAL CIRCULATION .......... 50,933
* Source Business/Occupational

breakdown of qualified circulation,

May 31, 1999 Issue, as

submitted to BPA for June 1999
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Former Winston Hill chief convicted

HOUSTON—The former owner of a fraudulent Bahamas in-
surance company has been convicted on charges of swindling
U.S. policyholders of tens of millions of dollars by writing an ar-
ray of worthless policies.

A federal jury earlier this month convicted George L.J. Wilson,
former owner and president of Win-
ston Hill Assurance Co. Litd., on mul-
tiple conspiracy, mail fraud and mon-
ey laundering charges,

Mr. Wilson, who has also been a
prominent Bahamas political figure,
faces maximum sentences ranging
i from five years to 20 years for each of
the 18 counts on which he was found
guilty. Mr. Wilson was released on
bond while awaiting sentencing,
which is scheduled for Dec. 20.

Prosecutors charged that Mr. Wil-
son and Norwood Rolle, a Bahamas
lawyer and accountant, conspired to create phony financial
statements showing millions of dollars of non-existent assets in
order to attract business to Winston Hill. The “assets” included
$63.4 million supposedly on deposit with Gulf Union Bank in
Nassau, Bahamas, at year-end 1989, when, in fact, Winston Hill’s
account at the bank contained only $11,000 at that time (BI, Jan.
18).

Operating through an underwriting office in Houston, Win-
ston Hill took in more than $50 million in premiums between
1989 and 1992, including $34 million written in California alone.
Its business ranged from auto liability to health coverage for
multiple employer welfare arrangements. Winston Hill declared
bankruptey in 1992 and has left about $15 million in unpaid
claims, prosecutors say.

Mr, Wilson was arrested last year when he arrived at Miami
International Airport on a business trip. Mr. Rolle, who acted as
Winston Hill's accountant, still is wanted on fraud charges and
remains in the Bahamas, where he is working for the Elliott B.
Lockhart Law Firm, according to a report in The Nassau
Guardian newspaper.

Mr. Wilson's lawyers have filed motions for a new trial and a
post-verdict judgment of acquittal. If these fail, Mr. Wilson will
appeal the conviction, said Jim Lavine of Zimmerman & Lavine
in Houston.

“We believe the evidence was wholly insufficient to sustain a
verdict of guilty,” Mr. Lavine said. “We were quite surprised at
the verdict.”

Mr. Rolle could not be reached.

Court rejects arguments on reinsurance

LITTLE ROCK, Ark—A federal appeals court ruling that
failed to address the restrictions an insurer faced while trying to
recover damages for its reinsurer could lead to higher insurance
costs, an industry association maintains.

Last month’s ruling by the 8th U.S. Circuit Court of Appeals
came in a legal malpractice lawsuit that New York-based Re-
lianee National Indemnity Co. filed against attorney Alston Jen-

Mr. Wilson

PHOTO:COURTESY NASSAU GUARDIAN

nings Jr. and his firm, Wright, Lindsey & Jennings L.L.P. of Lit-
tle Rock, Ark. Reliance had used the Jennings firm to represent a
trucking company policyholder, Eastern Express, in a wrongful
death case.

According to court papers, the driver of a passenger vehicle
was killed in a 1991 accident with an Eastern truck, but witness-
es told police the trucker was not at fault. A police report at-
tributed at least partial blame to a third driver but none to the
trucker. The dead driver’s family still sued Eastern but indicated
it would settle for $50,000. Mr. Jennings was uninterested in the
offer, and Reliance did not offer to settle, court papers said.

During a 1994 jury tri-
al, the investigating offi-

— faulted th ker,
. Reliance -.iinn v

able to produce the eye-

witnesses. A jury award-
ed the family $2.5 million, but Reliance and the family later set-
tled for $1.5 million. Reliance ceded all but $262,500, or 17.5%,
of the loss to reinsurers.

In its legal malpractice lawsuit, Reliance sought to recover the
entire $1.5 million of damages. It argued it should not be limited
to seeking recovery for only its 17.5% retention, because Re-
liance’s reinsurance contracts required it to pay the reinsurers
the bulk of any legal malpractice recovery. A federal district
court rejected Reliance’s argument. A federal jury later found
Reliance was 97% at fault for the underlying damage award.

In affirming the lower court’s decision, a three-judge panel of
the 8th Circuit on Aug. 10 ruled that Reliance’s objection to the
amount of damages it was limited to seeking was moot.

“This was a disappointing ruling because it threatens the fun-
damental nature of the reinsurance agreement that requires in-
surers to attempt to recover on reinsurance paid,” said Mike
Koziol, senior director and counsel for the National Assn. of In-
dependent Insurers of Des Plaines, 1. “This may increase the
sums reinsurers pay out under their agreements,” which could
boost insurance costs “for the public at large.”

Program emphasized early intervention

HARTFORD, Conn.—Aetna U.S. Healthcare has combined
the features of its managed health care plans with those of its
managed disability plan to create a program called Health-
Waorks,

According to a release from Hart-
ford, Conn.-based Aetna U.S. Health-
care, HealthWorks is a new benefits
program designed to improve employ-

ee health and productivity while re-

US Healthcaré
ducing absenteeism due to illnesses or

disabling events. It was created, the release says, to better man-
age high-cost chronic conditions—such as asthma, diabetes,
heart disease and lower-back pain—that can seriously harm an
employee’s health and productivity and increase benefit costs.
Return-to-work planning is begun before disabling injuries
occur, when members are in disease management programs or
they are pre-certified for the treatment of existing medical con-
ditions, The early-warning system, the company says, enables
disability nurse case managers to educate at-risk members and
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to provide disease management intervention when a disabling
event is imminent.

The company release says that once a disability occurs, a clini-
cal team coordinates case management. This team includes
trained disability nurses, vocational rehabilitation specialists
and on-staff medical directors. Nurses educate employees ir
managing their conditions at home and at work, and they collab-
orate with the employee’s physician and employer to assess op-
portunities for transitional work duties.

HealthWorks is now available to employers in the Northeast
and the Mid-Atlantic states that use Aetna U.S. Healthcare's
HMO and managed disability products. The program is sched-
uled to be available nationally in 2000.

For information, contact Richard Babcock, product manager
at Aetna U.S. Healtheare, 860-273-3439 or babcockr@aetna.com.

Comings & Goings: Industry

New York-based American International Underwriters, the
international property/casualty unit of American International
Group Inc., has named Joseph Smetana chairman of ATU’s com-
mercial lines division. He previously was vp-foreign general in-
surance for AIG . . . Urs Nussbaum has been named head of the
Global & National Unit at Swiss Reinsurance America Corp. in
Armonk, N.Y. . . ESG Re Ltd. of Hamilton, Bermuda, has named
Steven Debrovner chief executive of ESG’s reinsurance opera-
tions; he previously was chief underwriting and marketing offi-
cer. Also at ESG, Chairman John C. Head Il has been named
chief executive officer. Mr. Head, who will remain chairman of
ESG, replaces outgoing CEO Wolfgang Wand, who has resigned.
ESG also has named Edward A. Tilly deputy chairman.

Information in brief

Marsh & McLennan Securities Corp. completed a $50 million
insurance-linked swap transaction last week for an unnamed in-
surer. The swap, conducted between multiple investors and the
insurer, involved earthquake risks in the New Madrid region. The
New Madrid Seismic Zone spans seven central U.S. states. Al-
though it functions much like a catastrophe bond, a swap is less
expensive and less time-consuming, said Sean F. Mooney, senior
vp of Guy Carpenter & Co. Inc., a reinsurance arm of Marsh &
MecLennan Cos. . . . Frontier Insurance Group Inc., based in Rock
Hill, N.Y,, has opened a Midwest regional office of the United
Capitol Insurance Co. in Chicago. . . Fort Wayne, Ind.-based Lin-
coln Financial Group’s reinsurance unit signed an agreement last
week to buy Alden Risk Management Services, an employer
medical stop-loss provider. ARMS is owned by Miami-based
John Alden Life Insurance Co., a subsidiary of Fortis Inc. The
$41.5 million cash deal, which also includes some group life and
accidental death and dismemberment business, is expected to
close before year end. . . Pinnacol Assurance is the new name
adopted last week by the former Colorado Compensation Insur-
ance Authority, a competitive state fund. Service enhancements
include online capabilities for policyholders and brokers to re-
port injuries and monitor claims. The quasi-public insurer, which
is the state’s insurer of last resort, currently writes workers comp
coverage for about 49,000 employers, which is nearly 38% of the
market, according to the company. | BI

Hurricane

Continued from page 1

Dallas-based restaurant chain had
been monitering Floyd’s path for sev-
eral days prior to landfall, and it is
also watching Hurricane Gert, which
was gathering strength in the Atlantic
behind Floyd last week.

A few of the 50 Pizza Inn restau-
rants in Floyd’s path through North
and South Carclina experienced
power outages, but no structural
damage to Pizza Inns had been re-
ported as of Thursday morning, Ms.
Owen said.

All Pizza Inn stores are insured for
any property damages, and the
restaurants also have business inter-
ruption insurance, which Ms. Owen
expects will kick in for the restau-
rants left without electricity.

State Farm Mutual Automobile In-
surance Co.’s preliminary estimate of
losses from Floyd in the area from
Florida to Delaware included 26,000
homeowners claims worth about $55
million and 5,000 automobile claims
worth about $12 million. The esti-
mates do not include flood claims
covered by the National Flood Insur-
ance

As of last thay morning, Liberty
Mutual Insurance Co. in Boston had
received just over 1,000 initial reports
of personal insurance claims due to
Floyd, a spokeswoman said. The vol-
ume was increasing in the insurer’s
Southern and Mid-Atlantic regions.
By this week, “we expect that number

may double or triple,” the spokes-
woman said, adding that the insurer

id not have any estimates of its
Floyd losses yet. She said the insurer
had mobilized catastrophe claims
teams in Florida and the Mid-At-
lantie,

As a result of Hurricane Andrew,
the Factory Mutual companies put
teams of engineers in the field to help
customers identify what could be
done to keep their roofs intact in the
face of the hurricane, said Mike
Burke, vp and chief engineer of Fac-
tory Mutual Insurance Co, in John-
ston, RI. He said the engineers
showed policyholders where to secure
the coverings. “It’s a tiny weak point”
that can prove to be costly, he said.

Since Andrew, 80% of all the defi-
ciencies that the engineers identified
have been corrected, he said.

The payoff came during Hurricane
Georges, which hit Puerto Rico in
September 1998. Customers that fol-
lowed the engineers’ advice suffered
losses that were only 20% to 25% of
that suffered by “all industry that
didn’t follow our advice,” Mr. Burke
said.

As Floyd approached, the insurer
sent out faxes to policyholders identi-
tying specific emergency actions that
needed to be undertaken. In addition,
resident engineers either called or vis-
ited plants to make sure proper pre-
cautions were being taken. Factory
Mutual also updated its World Wide
Weh site to show the hurricane’s path
and to identify necessary emergency
actions.

“After Hurricane Andrew, we got
very serious with all of our customers
about addressing all of hurricanes’
preventable loss. We wanted to get
them to recognize that it wasn’t bad
luck, that there are engineering solu-
tions,” said Mr. Burke.

Bahamas hit first

While the U.S. coast was not hit has
as hard as feared, the Bahamas were
the first to be struck by Floyd as it
moved westward.

Due to communication and trans-
portation difficulties in the Bahamas,
though, complete damage estimates
were not available as of 1ate last week.

Robert Barnett, catastrophe coordi-
nator for McLarens Toplis N.A. Inc.
in Los Angeles, said the adjuster has
“a lot of hotel-type accounts” in the
Bahamas, but no claims had been re-
ported by the end of last week. “We
may yet get something down there,”
Mr. Barnett said.

Drew Maenza, director of market-
ing for Crawford & Co. in Atlanta,
said 40 adjusters have been sent to the
Bahamas to survey the damage and to
adjust claims after Hurricane Floyd
hit there early last week.

According to the adjusters, who
took an aerial view of the damages
last Thursday, the small island of
Abaco and the islands surrounding it
received the full force of the storm,
which included 15-foot storm surges
and wind gusts of 190 mph, Mr.
Maenza said. Many homes, hotels,
marinas and at least 25 ferryboats

were darnaged, he said, but no dam-
age estimates were available.

Mr. Maenza said that, according to
a report from a Crawford adjuster in
Freeport, Grand Bahama, “the storm
was over the island for 15 hours, caus-
ing frees to uproot and sea walls to
disintegrate, which caused flooding.”

As of last Friday, Freeport Airport
remained closed due to the flooding,
Mr. Maenza noted.

New Providence also sustained a
mixture of structural and flood-relat-
ed damage, Mr. Maenza said. The re-
sort of Paradise Island in Nassau, in-
cluding the Atlantis Hotel, sustained
flooding damage.

Sandals Resorts, which operates
several Caribbean resorts, reimbursed
960 vacationing guests at the Sandals
Royal Bahamian Resort & Spa in
Nassau with complimentary replace-
ment vacation packages. The hotelier
uses a self-insured hurricane guaran-
tee.

John Lynch, executive vp-sales for
Unique Vacations, who represents
Miami-based Sandals Resorts, said
this is the second time the two-year
old guarantee has been paid. “Once
the resort gets hurricane-force winds,
it trips (the guarantee),” he said.

The resort sustained some water
damage in fewer than 20 of its 406
rooms, and a few trees were toppled,
but Mr. Lynch said there was no
structural damage.

Although the resort is remaining
open, it is encouraging new vacation-
ers not to arrive until next week, he
said, and it is even chartering planes

to take current vacationers off the is-
land.

Florida ‘dodges a bullet’

After barreling through the Ba-
hamas, Hurricane Floyd seemed
poised to inflict tremendous damage
on John F. Kennedy Space Center in
Cape Canaveral, Fla. With the storm
bearing down on the complex, four
rockets were secured to towers on the
launch pad, and space shuttles were
placed in hangars able to withstand
winds of 110 to 120 mph. The highest
sustained wind at the Space Center
was 91 mph, registered early Wedn&-
day morning.

A statement on the Web site of the
National Aeronautics and Space Ad-
ministration called damage from the
storm “institutional in nature,” citing
downed signs, felled trees, water in-
trusion from blowing rain and minor
equipment damage.

The 34-mile-wide complex is situ-
ated on the tip of the Atlantic, just
nine feet above sea level. Threats of
hurricane-force winds and tidal
surges are mitigated by shuttering
and sandbagging, said a NASA
spokesman based at the Kennedy
Space Center.

“We get these scares a couple of
times a year, and we secure the build-
ings and we live and hope,” he said
earlier last week, noting that if Floyd
came ashore at high tide, the complex
would have a flooding problem.

In some cases, Florida's pre-

See Hurricane on next page
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Benefits

Continued from previous page
have exempted small employers
from mental health care parity
laws, California’s current measure
would not. Also, other states have
included escape clauses exempting
health plans from the mandate if
parity results in cost increases
above certain levels. The California
measure lacks such a provision.

In addition, the list of mental
disorders covered under the Cali-
fornia bill is broader than those in
bills approved in many other
states.

Under the California measure,
health plans could not impose
higher cost-sharing requirements,
such as deductibles and copay-
ments, for the treatment of severe
mental illnesses, including:

s Schizophrenia.

» Schizoaffective disorder.

e Major depressive disorder.
« Bipolar disorder.
" » Panic disorder.
* Obsessive-compulsive disorder.
e Autism.
e Anorexia nervosa.
« Bulimia nervosa.

L o ]
The list of mental disorders
covered by the California
bill is broader than those
in bills approved in many
other states.

B 400

In addition, equitable coverage
would have to be provided for a
child with a mental disorder—oth-
er than a primary substance abuse
disorder—that results in behavior
inappropriate to the child’s age.

The bill also would prohibit

plans from imposing limits on the
number of inpatient days or outpa-
tient sessions for the treatment of
mental disorders that are different
from coverage for other physical
conditions.

For larger employers using man-
aged care plans, the cost impact of
the mental health care mandate
should be negligible, said Kathy
Sternbach, a principal in the San
Francisco office of William M.
Mercer Inc.

That is because managed care
helps ensure that the treatment
provided is necessary and appro-
priate, Ms. Sternbach said.

In fact, the bill says health care
plans can use managed care tech-
niques, such as utilization review
and case management, to control
costs.

In addition, plans can require en-
rollees in specific geographic areas
to obtain mental health care ser-
vices from networks.

D&O

Continued from page 3

lated to Owens Corning’s financial
disclosures and alleged misrepre-
sentation and that the asbestos ex-
clusion did not apply, Mr. Smith
said.

The case was then sent back to the
trial court level, and in January
Judge Katz ruled that Owens Corn-
ing is entitled to coverage. In March,
he rejected another National Union
argument on allocation of the loss:
The insurer contended that at least
part of the settlement should not be
covered because one of the defen-
dants in the shareholder suit was
Owens Corning itself, which was not
a named insured under the D&O
policy.

Judge Katz ruled instead that the
National Union must cover the
whole settlement.

In a final order in the coverage
case this month, the judge also
awarded Owens Corning prejudg-

ment interest from the date of the
1995 settlement and attorneys’ fees
for both the underlying shareholder
suit and the coverage litigation.

The judge rejected National
Union's contention that he could not
award court costs without a show-
ing of malice or bad faith by the in-
surer.

While National Union also urged
the court not to enter a final judg-
ment without a hearing on the “rea-
sonableness” of the shareholder set-
tlement, Judge Katz dismissed this
argument.

National Union “acknowledged
that it received information from
(Owens Corning) regarding the
Lavalle suit in October 1991. (Na-
tional Union) does not dispute that
it received regular correspondence
and notice from (Owens Corning) re-
garding settlement negotiations and
ultimate resolution of the underly-
ing litigation. The Lavalle trial court
conducted a fairness hearing only
after notice was provided to the par-
ties and National Union was again

advised of those proceedings. (Na-
tional Union) did not respond or ob-
ject to the settlement,” Judge Katz
noted.

“This court will not further ex-
plore that issue as the parties had an
opportunity to object, did not, and
after a hearing the trial court ap-
proved the settlement,” he conclud-
ed.

The $12.8 million award to Owens
Corning includes $8.9 million in set-
tlement and defense costs, including
coverage of the $10 million settle-
ment and $1.4 million in defense ex-
penses less the company’s $2.5 mil-
lion deductible. Also included are
prejudgment interest of roughly $3.5
million and $467,519 in attorneys’
fees attributable to the coverage
case.

[ ]

Owens Corning Fiberglas Corp.
vs. National Union Fire Insurance
Co. of Pittsburgh, Pa.; U.S. District
Court for the Northern District of
Ohio, Western Division; Case No.
3:95¢v7700.

Colorado rules on allocation

DENVER—The Colorado Supreme
Court has adopted a pro-rata method
of allocating insurance coverage from
multiple policies in an environmental
action, making it harder for policy-
holders to obtain an “all sums” alloca-
tion.

Under pro rata allocation, all of
the insurers on a risk must con-
tribute proportionately to a claim.
Under the all sums allocation, each
insurer could be called on to pay all
of a claim, explained Adam H. Fleis-
cher, an attorney with Bates Meck-
ler Bulgher & Tilson who represent-
ed Wallis & Cos., the London under-

writers involved in the case.

In its Sept. 13 ruling in Public
Service Co. vs. Wallis & Cos., Col-
orado’s high court found that “in
cases of continuous, progressive and
indivisible environmental damage,
where it would be unreasonable to
expect juries to allocate actual dam-
ages to specific policy periods, we
hold that liability must be allocated
proportionately among insurance
policies according both to time-on-
the-risk and to the degree of risk as-
sumed.”

“We do not believe that these pol-
icy provisions can reasonably be

read to mean that one single-year
policy out of dozens of triggered
policies must indemnify the in-
sured’s liability for the total amount
of pollution caused by events over a
period of decades,” the court said.
The case stemmed from a suit filed
by PSC seeking coverage for the
cleanup of two Denver-area sites:
the Barter Yard and the Lowry
Landfill. PSC sued all of the insur-
ers that had issued liability insur-
ance policies to it between 1966 and
1980. All of the insurers except Wal-
lis settled with PSC before trial.
—By Joanne Wojcik Kochaniec

Airline insured for landing mishap

GERONA, Spain—The hard landing last week of a Bri-
tannia Airways Ltd. jet comes a couple months after the
airline changed lead insurers for its liability and hull cov- -
erage and negotiated a premium reduction.

Some passengers were injured slightly, and the 757 jet's
fuselage tore open in a couple areas during the incident.

At its July 1 renewal, Britannia switched to Lloyd’s syn-

1998.

PHOTO: AFP
This Boeing 757 landed hard last week in Gerona,
Spain, slightly injuring 55 people who were aboard.

dicate 270, managed by Chartwell Managing Agents Ltd.,
as its lead insurer. Gerard Knowles is the lead underwriter.
Marsh Ltd. in London placed the coverage. Lloyd’s syndi-
cates managed by ACE Ltd. previously led the coverage,
according to market sources.

The airline purchased liability limits “in line with nor-
mal industry practices,” a source said. Airlines increasingly
have been purchasing $1.25 billion to $1.5 billion of liabili-
ty limits in recent years.

Britannia has one of the lowest loss ratios among com-
mercial airlines, according to information Business Insur-
ance obtained. It had an 11% five-year loss ratio as of July

The flight, carrying a vacation charter group of 236 from
Cardiff, Wales, to Gerona, Spain, skidded off a runway into
a field after landing during a heavy rainstorm last Tuesday.
Of 55 passengers injured slightly, all but one had been re-
leased from the hospital by late last week, a Britannia
spokeswoman said, She said the passenger who remained
hospitalized had breathing difficulties before the landing.

The fuselage of the six-year-old Boeing 757 ripped open
in a couple areas but overall remained intact, the
spokeswoman said. She and market sources said they did
not know whether the jet was reparable.

Updates

Aetna to sell some Texas units

RICHARDSON, Texas—Aetna U.S. Healthcare is selling its NYL-
Care Texas commercial operations to Blue Cross & Blue Shield of
Texas for $500 million in cash, the companies announced last week.

The transaction was required under terms of a settlement reached
by Aetna with the U.S. Justice Department to permit its acquisition
of Prudential HealthCare.

Included in the deal are NYLCare Health Plans of the Gulf Coast
and NYLCare Health Plans of the Southwest. The plans collectively
include 531,000 health maintenance organization/point-of-service
plan members and 20,000 preferred provider organization members.

Aetna U.S. Healthcare will retain approximately 105,000 members
of the NYLCare 65 Texas Medicare plan through a reinsurance and
administrative services agreement.

If the transaction receives regulatory approval, as is required, it will
close in the first quarter of 2000.

After the divestifure, Aetna U.S. Healthcare will be the second-
largest managed care firm in Texas, with about 2.4 million members
statewide, including 1.1 million HMO enrollees. BC/BS of Texas,
which owns Blue Cross & Blue Shield of Illinois, will become the
largest managed care plan in the state, with nearly 2.7 million mem-
bers.

Comp data public, judge rules

PHOENIX—An Arizona judge ruled recently that the state’s pub-
lic record law requires the Arizona Industrial Commission to release
its database of employer-specific workers compensation information
to a company that sells such information.

The decision, which followed a Sept. 7 bench trial, removes a tem-
porary restraining order issued in June at the request of the National
Assn. of Independent Insurers. The NAII's injunction request was
prompted by the efforts of DataLister Inc. of Lakeland, Fla., to ob-
tain proof-of-coverage information on individual employers. The in-
formation includes their identity, location, policy expiration date
and insurer.

The NAII sued the Arizona commission, arguing that the data was
proprietary and confidential. The insurer association also said that
allowing DataLister to sell the data, primarily to prospecting agents,
would create unfair competition.

Arizona Superior Court Judge William J. Schaffer III, however,
said in a statement, “It seems to me that disseminating this informa-
tion will foster competition, not restrict it, and that is fair and in the
best interest of the state.”

The judge’s decision clears the way for DataLister to add Arizona
employers’ records to its database, bringing to 27 the number of
states contributing, for a total of more than 3.5 million employer
records. :

“We are delighted to see the court confirm the public nature of this
important data,” said C. Charles Murray, DataLister’s senior vp.

The NAII is reviewing the decision and considering appealing it,
according to Sam Sorich, an NAII vp based in Sacramento, Calif.

Briefly noted

Brera Capital Partners L.P. plans to buy claims specialist GAB
Robins from SGS Societe Generale de Surveillance Holding S.A. for
an undisclosed amount. The acquisition by the private equity firm
will allow GAB Robins to pursue broader opportunities and expand
its core strengths in loss adjustment, third-party administration and
medical cost containment services, Brera officials said in a release.
Brera representatives, however, declined to provide specific plans for
expanding GAB Robins’ services. The sale is expected to be complet-
ed in the fourth quarter of this year. . . .A Stanislau County Superior
Court judge in Modesto, Calif., last week overturned an award of
$290 million in punitive damages against Ford Motor Co., ruling that
because the jury had discussed a juror’s dream and a TV show dur-
ing deliberations, it had injected issues not presented as evidence in
the trial. Judge Roger Beauchesne ordered a new trial on the puni-
tive damages, a Ford spokesman said. The judge, however, upheld
the jury’s finding that a defective roof on a Ford Bronce was respon-
sible for the deaths of three people when it overturned on a freeway
in June 1993. He reduced a $5 million award to surviving fam-
ily members by $469,000. The spokesman said Ford is likely to ap-
peal. . . .American Home Products Corp. has settled a case involving
its diet pills for less than 10% of the $23.4 million verdict awarded to
Deborah Lovett by a Texas jury in August. The Madison, N.J.-based
drugmaker agreed to withdraw all its appeals in exchange for the set-
tlement and ending the suit. Texas law would have required a signif-
icant reduction in the $20 million of punitive damages awarded to
Ms. Lovett. . . The full U.S. House of Representatives is expected to
begin debating a measure that would allow interstate class-action
lawsuits to be moved from state to federal court by either defendants
or plaintiffs under certain circumstances (BI, July 26). Proponents of
the measure, which has considerable business support, say the change
is necessary to rein in “forum shopping,” whereby plaintiffs attor-
neys attempt to have national class-action suits tried in state courts
with reputations as being predisposed to plaintiffs. . . . ServiceMaster
Co. will appeal a verdict of more than $136 million awarded last
week by a jury in a Georgia state court. The verdict consisted of $1.3
million in compensatory damages and $135 million in punitive dam-
ages. The case involved a former ServiceMaster salesman, Ray Mar-
tin, who sued for unpaid commissions after the Downers Grove, I11.-
based company fired him...Santa Ana, Calif.-based PacifiCare
Health Systems Inc. said Robert B. Stearns, its executive vp and chief
financial officer, has resigned after about a year with the managed
care company. A PacifiCare spokeswoman said the company and Mr.
Stearns had different visions for the company. Separately, the
spokeswoman said PacifiCare has been restructured into three divi-
sions: Health Plans, Specialty Products and a Seniors division.
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A time of possibility and peril .2*ce e

By MYRON M. PICOULT

Special to Business Insurance

various aspects of the insurance industry

for almost 35 years. In that time, I have
never seen such an interesting period in
which to invest in the business—nor a more
frightful time—as now. At first glance, this
appears to be a conundrum, but it can be ex-
olained.

The interesting portion of the equation re-
ates to the dynamic changes occurring in
he insurance business as a result of the
globalization of the insurance markets and
the convergence of both the insurance and
financial markets. On top of this, there is the
broad-based technological revolution that
continues to affect virtually all facets of the
insurance business. These changes are so

I have analyzed, monitored and observed

act for lawyers. It also remains to be seen
whether the sue and labor clause holds wa-
ter as per its maritime interoretation.

It also is interesting that, while one side of
Milliman & Robertson is projecting such a
possible loss, another segment is attesting to
the sanctity of existing company reserves.

One other factor cannot be ignored: Many
insurance company stocks have had false
bottoms.

The life insurance and asset accumulation
business will once again be scrutinized for
asset quality and asset/liability mismatches
in the wake of recent public disclosures
about the difficulties at ARM Financial
Group and the General American Life Insur-
ance Co. This will be further exacerbated by
increasing questions about euro medium-
term notes, or ETMNSs, an instrument creat-
ed in mid-1990s to tap the growing interest

the bottom-line results are likely to be—or
at what cost to the integrity of balance
sheets. There clearly are signs of some price
increases in certain middle-market commer-
cial segments and a “bottoming out” of rates
in cthers.

Nonetheless, I am amazed that prices are
not rising at a faster pace. Indeed, clients ex-
pect it and seem surprised that the increases
to date have been so small. This clearly isa
reflection of the level of underwriting disci-
pline that currently permeates the general
industry today; market share theory still
dominates. Perhaps it is a reflection of the
furloughing of seasoned underwriters by
some participants and/or the fact that some
management teams just don't get it. It is
time for the boards to get more involved!

The difficulties of many insurance entities
may prove to be meaningful opportunities

2,050
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business finds itself as a result of years of
underpricing large segments of its business,

with Unicover Managers Inc. The Unicover
situation appears to be getting testier, and it

gent and immediately accretive basis. In-
deed, many that have to make acquisitions
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as well as the extensive undermining of con-  is likely that the various participants will to remain “real” players do not have the 40060 05— National Annual 2000
tract terms and conditions. This is all com- seek some type of global settlement. While means. What we have are all of the trappings s0/80 03— 100150 67—
ing home to roost and will be exacerbated by  this may not be a bad idea, it may be a tough  of an even more meaningful spread between (e Sl
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Y2K suits and losses, as well as other possi- pill for some entities to swallow, given their the haves and the have-nots. In many in- 80/80 05/— 2001250 Af
ble latent losses spurred on by the creative previous public commentary about being in- stances, this points to a decline in valua- 80100 0315

interpretation of some older and perhaps
oroblematic policy language. These include
possible insurance industry involvement in
the tobacco settlements.

Regarding the Y2K issue, GTE Corp. has
sued five insurance companies, seeking $400
million to cover its expenses for year 2000
remediation and testing. The lawsuit is
based on language known as a “sue and ia-
hor clause,” which dates far back in time to

sulated from any loss exposures.

Hence, when you throw all of this into the
pot, you end up with an insurance industry
facing dynamic structural changes, coupled
with—in some cases—the prospect of some
pretty sloppy earnings numbers in the prop-
erty/casualty area and some uncertainty on
life sales and earnings prospects. Notwith-
standing the fact that many of these stocks
already looked cheap, they got cheaper after

tions, and, in some instances, there may be
no takers at all. Once again, it is time for the
boards to get involved!

As I said at the beginning, the industry is
in a period that is both a mesmeric and
frightening.

Myron M. Picoult is a director and senior
insurance analyst at Wasserstein Perella
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Source: Chicago Board of Trade

British Issues

maritime losses. The clause compensates the some bad news was reported. Investors are Securities Inc. in New York. He is the past . husaCi ISE: REmdp=s o
volicyholder for work it does and for the going to want some semblar.ce of stability presadevz.t of the Assn. of Insurance & Companies  pence pefioes Syahighow
cost of lawsuits filed against third parties if before they really go to play these stocks Financial Analysts
such actions aim to limit future damage again. and a member of the Legald Gen IR A T E LA
from “covered” claims. Xerox Corp. and These are financial companies, and I re- New York Society of Rayala:Sani S SLad NG 4 2 08 A 9 LS 4
Unisys Corp. are also seeking financial re- main amazed at just how lit:le balance sheet Security Analysts.
dress via a similar route. work is done by investors or: the quality and An archive of Mr. Brokers

The actuarial firm Milliman & Robertson sanctity of specific company balance sheets. Picoult’s columns for
[nec. has estimated that the claims and legal A strong balance sheet permits an insurer to Business Insyrance Lambert Fen B3 80 42 52 9458
costs related to Y2K computer problems walk away from deficiently priced business, can be viewed on the LT 273 124 120 44 286166
could cost the industry between $15 billion to ramp up growth at the appropriate mo- World Wide Web at:

and $35 billion. It remains to be seen
whether this is reasonable or outlandish.
Once again, it looks like a full employment

ment and to absorb unusual losses. In-
vestors, however, seem to remain focused on
top-line growth without any regard to what
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BROKERS Price  %change %change  High Low Vol.{000) Price  S%change %change High  Low Vol(00D) Price  ‘hchange %change  High  Low Vol (080)

Aon Corp. NYS 32.69 -3.68 -12.54 46.69 8219 3852 :EMC Insurance Group Inc, NDO 10.44 245 -18,14 13.38 9.00 52 Seibels Bruce Group NDQ 325 8.33 -F.14 6.25 269 152

Clark Bardes Holdings NBQ 17.31 -2.48 252 21.00 7.38 28 ESG Ra Limiled NDQ 9,00 -30.10 -534.57 2225 863 3386 Selective Ins. Group NDO 17.69 -535 -12.65 23.00 1669 17

E.W. Blanch Heldings Inc. NYS 69,06 1.66 47.93 7175 3563 304 Enhance Financial Services NYS 18.44 -8.39 -39.05 33.13 17.31 344 Terra Nova ins Co. Lid. NYS 31.81 -1.36 30.54 3263 2125 495

Gallagher Arthur J, & Co. NYS 53.56 .47 22,43 5650 34.88 186 Everest Reinsurance NYS 26.94 -4.01 -26.58 38.06 26.50 759 Tokio Marine & Fire NDO 58.13 0865 -1.27 64.63 42.50 &7

Hilb, Rogal 8 Hamilton NYS 24.63 051 3221 24.88 15.56 23 Fremont General Cotp NYS 9.13 0.00 -62.18 2569 850 1889 Torchmark Corp. NYS 28.31 -3.21 -1B.53 45.50 2800 1196

Kaye Group Inc. NDOQ 8.06 -12.24 n.21 925 5.00 2 Frontier Insurance Group NYS 11.38 .55 -8.00 1875 10.88 340 Transailantic Holdings NYS 7225 -0.69 -4.46 85.94 71.38 96

Marsh & McLennan NYS 73.19 <3.62 23.78 81.50 4338 2274 Gainsco Inc. NYS 6.81 3.81 Te2 763 384 254 Travelers Property Casualty NYS 3494 -362 - 1408 41.88 2413 1181

Brown & Brown NYS 3413 -5.21 -2.33 39,44 2331 22 Hadaysville Group NDO 17:13 -12.74 -32.84 26.13 17.00 103 Trenwick Group Inc. NDQ 19.75 -5.95 -37.55 35.25 19.00 193
BROKERS AVERAGE -3.07 22.54 HSB Group Inc. NYS 38.25 -2.18 -3.80 44.75 34.75 161 Unico American Corp, NDQ 913 7.35 -20.87 14.13 B8.08 125

HCC Insurance Hold n: NYS 17.00 284 a.37 25.13 13.88 1029 United Fire & Casually NDQ 2256 <1.37 -32.21 38.50 2219 17

INSURERS/REINSURERS Wocmnte & NYS 5406 080 -1-37 7000 3608 335  Unitin NDQ 619 020 212 4238 2875 560

ACE LId. MNYS 19.75 247  -3958 3581 1925 4495 IPC Holdings Lid. NDO 21.81 -1.69 w12 2700 1738 239 UNUM Corp, NYS 3375 582 4369 6250 3350 3006

Accel International Corp. NDO 103 1750 6563 a.38 Q.75 24 Hanford Financial Sevices NYS 48.19 1.45 12,66 6644 3763 2830 Vesla Insurance Co, NYS 450  -10.00 2174 9.88 338 23

Acceplance Insurance Cos.  NYS 1278 303 38585 2103 1175 08 LaSalle Re Holdings 5. NYS 1450 252 2670 2794 1163 104 XL Capitai Ltd. NYS 4875  -238  -31.88 7950 4700 1258

AEGON N.V. NYS 8563 138 -2078 13013 6925 760 Lingoln National NYS 45,00 1,10 £60  57.50 3350 2317 Zenith Natianal Ins, NYS 21,63 1,14 649 2660 2031 20

Aelna Life & Casually NYS 76.19 0.25 -454 9988 6269 2011 MAIC Holdings Inc. NYS 25.25 000 -21.09 3313 2463 46 INSURERS/REINSURERS ~ AVERAGE -1.75  -1395

AFLAC Inc. NYS 44,38 0.28 085 5675 2550 2862 Marke! Corp. NYS 174.00 078 -E47 19300 132.00 52

Alimerica Financial Carp. WYS 5456 354  -384 G481 3838 509  MBIA ;n&,riﬂce Growp NYS 4094 268 2480 7188 4608 2314  HEALTH MAINTENANCE ORGANIZATIONS

Allstate Corp. NYS 35.25 4.64 -8.44. 48.38 3150 17555 Meadowbraok Insur. 3-oup NYS 12.88 0.95 2107 25.00 1056 40 Foundation Health Systems Inc. NYS 12,81 -3.76 16.48 20.06 588 1744

AMBAC Indemaity Corp. NYS 5000  -232 1658 6238 4088 512 MMI Cos. Inc. NYS 13.31 4138 222 1906 18328 79 Humana Irc. NYS B8.94 -408 5281 2213 BBl 2343

American Financial Group NYS 2819 -0.88 -31.56 4388 2738 A7 Mutual Risk Mgmt, Lid, NYS 25.94 -2.12 -31.63 4325 2519 742 Oxlord Health Plans NDO 17.38 8.5g 24.14 24.25 7.00 5289

American General NYS 67.38 -4.35 -1380 8138 5238 23n Navigators Group NDQ 14.25 2.24 6.56 16.75 1325 1 Pacilicaie Healih Sys. NDG 5038  -18.54 2955 10038 5038 2180

American Herilage Life Ins. NYS 31.50 0.20 3081 32.00 18.88 280 MYMagic Inc. NYS 13.44 2183 35,63 2663 12.00 35 Safeguard Health Enter. NDQ 363 7.41 .75 5.50 234 [:]

American Inll Group NYS 9418 0.67 2081 10718 51.88 8746 Ohio Casualty Corp. NDO 17,63 994 - 1420 2169 1513 4800 Siena Health Services NYS 11.38 761 4551 2494 1044 352

American Safely Insurance NYS 7.56 .82 2038 10.38 6.63 17 Old Republic Int' NYS 16.06 3.21 -25.07 2400 1481 2479 Untted HealthGreup NYS 61.13 166 37.17 7000 3338 5477

Argonaut Group NDO 25.75 -180 7.28 2838 2125 7 Qrion Capltal Corp. NYS 48.13 1.18 2281 4850 2756 173 Wellpainl Heallh Netwarks NYS 68.76  -10.42 -18.94 9700 5081 1521

AXAUJAP Group NYS 58,75 -4.02 -16.51 80.25 38.25 155 Partner Re Ltd. NYS 35.00 295 0254 46.50 1363 163 HMODs AVERAGE -3.34 -8.54

Baldwin & Lyons Inc. NDC 21.44 -7.05 -8.29 2600 1850 27 Penn-America Group irc. NYS 9.44 0.00 203 11.44 813 53 ALL COMPANIES AVERAGE 272 0.02

Berklay W.R. Comp. NDQ 2269 -1.63 -32.78 3650 2225 479 PMA Capiial Corporaticn NDQ 19.88 -0.31 160 -21.13 1683 124

Berkshire Hathaway Inc. NYS 61800.00 0.16 -9.37 81100.00 57700.00 2 Phitadelphia Cans. Holding . NDQ 15:13 1.68 -28 82 2550 10.81 1056

Capital RE Corporation NYS 11.56 0.54 ~10.89 31.75 11.13 487 PXRE Corp. NYS 16.50 294 3485 27.19 13.94 46

Capitol Transamerica Corp. NAS 14.38 0.00 -18.73 20.25 12.50 15 Aeliance Group Holdings NYS 481 +8.00 6567 16.13 431 1530

Centris Group Inc NYS 994 6.00 600  14.06 750 351 Reliastar Financial Cerp NYS 43.06 -1.01 377 4881 2900 1029

Chartwell Re NYS 1575 526 -3226 2063 1325 228 RenaissanceRe Holdings Lid,  NYS 3581 -1.38 087 4550 8000 202

Chubb Corp. NYS 57.13 -0.98 -12.03 7638 5400 2824 Risk Capital Holdings NDO 13.75 -833 -34.91 2425 1200 176

CIGNA Corp. NYS 89.50 -2.59 1511 98.63 6200 3811 RLI Carp. NYS 33.44 -2.01 0.19 39.56 27.88 87

Cinginnali Financial Corp. NYS 38.56 -3.28 8.06 42,50 30.50 894 St. Paul Companies NYS 3250 -1.14 -7.14 3750 2838 1887

Citigroup NYS 4368 1.30 2960 51,75  19.00 50373 SCOR NYS 4906 576 2452 GBS0 4588 15

CNA Financial Corp. NYS 3569 -2.06 -9.22 4531 33.00 260 SAFECO Corp. NDO 34.06 371 -19.85 48.75 3250 2066

CNA Surety NYS 12.69 379 508 1600 1008 72 SEPIE Holdings Inc. NYS 30.88 -5.90 270 3300 2369 NA

Top ad : Ohio C Ity Corp., Oxford Heaith Plans, Seibels Bruce Group. Leading decliners: ESG Re Ltd,, Pacificare Health Sys., Accel International Corp. Most active issue: Citigroup. The Bl Index fell 0. 2%; the Dow Jones 30 Industrials

decreased 2. 0%, the S&P 500 was down 1 .2%, and the NYSE Composite decreased 1.6%. Average P/E: Brokers, 17.6; Insurers/reinsurers, 17.6; HMOs, 19.5. ;
Source: ONET Investor (investor.cnet.comy, Boulder, CO
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M Every year, 3.5 million people are
injured at work. That’s where my job
starts, making all the calls I can to get
patients into the most appropriate
doctors, or just helping them find
alternate jobs they can perform while
in recovery. I worked in a hospital for
27 years, so I know what it’s like to need
the help of another person. That’s why
I'll be there, on the other end of the
phone, coordinating care, so these people

can get their lives back on track. //
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o BN EE a BET B3 Report claims as eorly as possible;
after two weeks. incidents can become up to 27% morz expensive. Also,

track reporting practices to identify areas in need of :’mpmv;ement.
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