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Ruling clouds
cash balance

plans' clarity
By JERRY GEISEL

NEW YORK-Employees col-
lecting lump-sum distributions
from first-generation cash bal-
ance plans may be entitled to
more than their account balances,
under a federal appeals court rul-
ing handed down this month.

Benefit experts say the ruling,
involving an 11-year-old cash bal-
ance plan set up by Bank of
Boston, erodes the foundation of
cash balance plans: employees re-
ceiving exactly what is reflected
in their account balances.

"You have defeated one of the

primary purposes of a cash bal-
ance plan: to provide an easily un-
derstood, predictable benefit ex-

pressed as a lump sum," said Lar-
ry Sher, a principal with Unifi
Network, a unit of Pricewater-

houseCoopers L.L.P. in Teaneck,
N. J.

But Douglas Sprong, an attor-
ney with Carr, Korein, Tillery,
Kunin, Montroy, Cates, Katz &
Glass in Belleville, Ill., which rep-
resents a class of more than 8,000
Bank of Boston pension plan par-
ticipants, says the unanimous 2nd
U.S. Circuit Court of Appeals rul-
ing simply states that cash bal-
ance plans must follow the same
rules in valuing benefits as tradi-
tional defined benefit plans,
which express benefits as a
monthly annuity rather than an

See Ruling on page 6

Vying for members
Coalitions, insurers competing

By ROBERTO CENICEROS

The decision by some large
employers to leave a purchasing
coalition for a health plan
offering lower rates and multiyear
guaranteed premiums signals
intensifying competition between
employer coalitions and health
insurers.

Some employers recently left
the Bloomington, Minn.-based
Buyers Health Care Action Group,
which had created its own health

plan for members to bypass health
insurers and contract directly
with care providers.

The competitive environment
can create an opportunity for
some employers to leverage their
coalition membership for better
price deals outside the group,
employers and purchasing group
leaders acknowledge.

But if too many employers
follow, coalitions could lose the
clout needed to drive market

reforms, coalition leaders say.
They say insurers are threatened
by the goals they have set for their

01

coalitions, which are to increase
employers' ability to improve the
health care delivery system while
lowering costs over the long term.

Therefore, coalition officials

say, insurers are attempting to
break up their groups by enticing
employers with short-term prom-
ises to provide coverage at below
cost.

"The plans have realized that
good coalitions are going to make
their jobs tougher," said BHCAG
Executive Director Steve Wetzel.

"Myself and a number of other
coalition leaders across the

country have seen more and more
aggressive behavior from health
plans...targeting the members
with sweetheart deals to pick
them out of the coalition."

It's an argument that one
departing employer does not
dispute.

"There are a lot of insurance

companies out there that would
love to break up the coalitions,"
said Diane Golden, director of
benefits for American Express Fi-

See Coalition on page 4
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FEMA study examines
U.S. earthquake risks

WASHINGTON-The Federal Emergency
Management Agency will use its new study of
earthquake risk to help promote mitigation ef-
fort in areas of the country that experience in-
frequent but costly earthquakes.

According to the study, earthquakes cause an
estimated $4.4 billion in damage annually in the
United States. Thme states--California, Oregon
and Washington-sustain nearly 85% of the
losses. But the survey found that even such
cities as New York, Philadelphia and Newark,
N.J., face high potentiallosses from quakes.

See Updates on net page
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The departure last week of Evan Greenberg, right, raises new questions about who eventually
will succeed AIG chief Maurice Greenberg, left. Son Jeffrey Greenberg, middle, left AIG in 1995.

AIG succession

plans in disarray
By DOUGLAS MCLEOD

NEW YORK-Leadership of American Inter-
national Group Inc. has long seemed likely to
become a dynasty of Chairman and Chief Exec-
utive Officer Maurice R. Greenberg's family.
That is no longer true.

Last week's surprise resignation of AIG Presi-
dent and Chief Operating Officer Evan G.
Greenberg, the second of Maurice Greenberg's
sons to walk away from succession to AIG's top
job, renews questions about who will take over
when the 75-year-old Mr. Greenberg leaves
the company and how AIG might change as a re-
sult.

Maurice Greenberg has repeatedly said that
he has no intention of retiring, and this may be
the problem with any succession plan at AIG:
Evan Greenberg may be the latest in a long line
of senior executives to conclude there was no

real chance of taking the helm in the near fu-
ture.

An AIG spokesman said the company would
not discuss the resignation and that neither of
the Greenbergs would comment, leaving the
events surrounding the departure a mystery and
the subject of guesswork among insurance in-
dustry observers.

"Nobody really knows why it happened," not-
ed Alain Karaoglan, an equity analyst with
Donaldson Lufkin & Jenrette Securities in New

York. "There's been a lot of speculation."
Most observers agree, though, that Evan

Greenberg's departure will not affect AIG's op-
erations as long as the elder Mr. Greenberg re-
mains with the company.

"This company has had a brain drain for 20
years, and it hasn't affected them," one analyst
said, referring to the many executives who have

See AIG on page 26

Minimizing medical mistakes

In search of a solution
By JUDY GREENWALD

We have all heard the sto-

ries. Tales of medical errors-

of the wrong leg amputated,
the incorrect medicine admin-

istered, or the wrong disease
diagnosed-have always made
juicy, albeit scary, anecdotes
to be discussed around the

water cooler.

But the problem of medical
errors now has become an is-

sue that has galvanized all
segments of health care indus-
try, including managed care
organizations, physicians, in-
surers and employers, fueled
at least in part by a report is-
sued last November by the
Academy of Sciences' Insti-
tute of Medicine and subse-

quent media scrutiny of the
problem.

According to that report, as
many as 98,000 Americans
may die each year as a result
of medical errors, more than
from highway accidents,
breast cancer or AIDS. The

report, which calls for major
reform of the U.S. health care

system, points out that these
errors occur not just in hospi-
tals but also in clinics, phar-
macies, nursing homes and
during in-home care.

These numbers are easy to
grasp. Talk about reimburse-
ment rates, and "people's eyes
kind of glaze over," but the
data in the report was readily un-
derstandable, said Dr. David

See Errors on page 16
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FEMA looks at U.S. quake risks Louisiana revisiting
Contmued from premouspage

The survey is the first national study of earthquake risk that uses
probability factors as well as historical data, according to FEMA pollution exclusion
It takes mto account considerations such as local building invento-
ries, economic conditions and geological conditions James Lee By DAVE LENCKUS argument that the exclus. ons It could affirm its 1999 ruling
Witt, the director of FEMA, said the agency "plans to expand the apply regardless of whether a in Ducote vs Koch Pipetme Co
methodology and develop new models for estimating potential NEW ORLEANS, La -Six loss involved environmental The court also could slightly
losses for other natural disasters as well, including high-wind years after Louisiana's Supreme damage and whether the policy- weaken that ruling by applying
events and coastal and riverine flooding" Court first ruled on the scope of holder lS an active industrial it only prospectively-either

Although the seismic hazard has remained fairly constant, the the pollution exclusion in post- polluter only to policies issued after the
risk has been growing, Mr Witt said He attributed this to contin- 1985 general liability policies, The court, though, c irrent.y is court returned ltS decision or
ued development in earthquake-prone areas and the fact that pollution coverage in the state reviewing its third pollu:lon only in coverage disputes that
many existing buildings are not constructed to adequate seismic soon may get muddler coverage dispute since 1994 have arisen subsequent to the
codes The stage is being set for a po- In the latest case, which has decision, regardless of the policy

We hope that we can convince state and local policymakers to tential showdown between the attracted widespread Industry issuance date
adopt and enforce seismic buildidg codes in regions of the United state's Judicial and executive interest because of a lack of The most radical step the
States that experience infrequent but damaging earthquakes," said branches over which one con- clear consensus on the issue 1rl court could take is to essentially
Mr Witt in a statement accompanying the report FEMA intends trols how insurers can apply the state and federal courts, overturn its 1999 decision
the survey to act as a benchmark for risks throughout the country exclusions Louisiana's high court could Plaintiff's attorney J Wayne

Prmted copies of "HAZUS99 Estimated Annualized Earthquake A 1999 decision by the state's take one of three paths, accord- Mumphrey, who represents the
Losses for the United States" will not be available until October, high court sides with insurers' ing to Court papers See Pollution on page 25
but the report is available online at www,fema gov/pdfi
FEMA366 Pdf

Louisiana commissioner on trial Cou rt prepares for new term
BATON ROUGE, La -The trial against Louisiana Insurance

Commissioner Jim Brown and the two other defendants m the Cas- Few big business cases on Supreme Court's new docketcade Insurance Co case began last week in federal court in Baton
Rouge, La By MARK A. HOFMANN No central theme dominates the disseminating information illegal-

Mr Brown, former Louisiana Gov Edwin Edwards and Cascade business docket as, say, emoloy- ly gathered by a third party
attorney Ron Weems are defendants in the case, in which federal WASHINGTON-Relatively ment practices did a few Jears The arbitration case of most di-

prosecutors charge that the three helped the failed Shreveport, La, few business cases will confront ago But this term's docket te date rect interest to employers-Cir-
insurer avoid a $27 milhon suit by the state the U S Supreme Court when lt Includes several cases involving cuit Ctty Stores us Adams-began

Three other defendants, including Cascade owner David Disiere, opens its new term arbitration, including in California (BI, May 29) As a
reached plea agreements with prosecutors next Monday one involving employ- condition of his employment,

Mr. Brown faces 43 counts of conspiracy, mail fraud, wire fraud, That's because the ment Other issues of Saint Clair Adams had to sign a
insurance fraud and witness tampering. In addition, he faces 13 justices had, as of last , interest to empliyers contract agreeing to submit em-
counts of making false statements to federal officials week, accepted few

The commissioner and the remaining defendants hava declared cases of any sort for 1
•11 that the high court ployment disputes to arbitration
1 could deal with inzlude Mr Adams later sued Circuit Citytheir innocence in the case review As of late last a perennial one-the under California law, alleging

Mr Brown said ina press conference last week that the trial will week, the high court r.31.f:*C%*k- breadth of the Employ- he'd been the victim of workplace
not distract him from his duties. "I may be at the courthouse dur- had only 33 cases on r-czEr*53-*f*Lk ee Retirement Income harassment AUS District Court
ing a large part of the day, but I'll be at the department before and its docket, though that Security Act's pre- granted summary judgment for
after trial every day," he said "We will be operating in the normal caseload will certainly increase emption of state laws, the amount Circuit City, holding-as most
fashion " But if there is a paucity of bust- of discretion granted federal other courts had-that the Feder-

ness-related cases before the lus- agencies m their regulatory actip- al Arbitration Act of 1925 permit-
Mercer workers allege harassment bees, those that are on the docket ities, and whether news outlets or ted such arbitration clauses

cover a wide range of issues others face criminal penalties for See Docket on page 24TRENTON, N J -Two female employees of William M Mercer
Inc have filed a sexual harassment suit against the benefits con-
sultmg firm and its parent, Marsh & McLennan Cos Inc , alleging
that a supervisor's abusive and sexual explicit conduct created a Airline aims to settle crash suits
hostile work environment

The complaint, filed in Mercer County Superior Court in Tren- SAN FRANCISCO-Alaska Air- trict Court in San Francisco crash, a spokesman said
ton, NJ, earlier this month, lS seekmg unspecified compensatory lines Inc has told the federal dis- Seattle-based Alaska Airlines .s The airline's insurers stand be-
and punitive damages trict court judge presiding over 11- a signatory to an international hind the airline's effort to settle

According to the complaint, the two women, who continue to ability claims stemming from the agreement in which airlines waike the cases quickly, the spokesman
work on The Clorox Co account at Mercer's defined benefit ad- Jan 31 crash of a passenger iet their liability limits establlshed said
ministration services department in Princeton, NJ, were subject that the airline wants to settle all by the Warsaw Convention, for Alaska Airlines' leading hull
to numerous incidents of harassing conduct, Including physical claims-in accordance "with the passengers who are harmed while and liability insurer is Associated
contact and sexually explicit communications by their supervisor, law applicable in each case"-for traveling aboard International Aviation Underwriters, a Short
William Bevilacqua Repeated complaints made to the department the full amount that claimants flights The agreement sets a strict Hills, N J -based consortium of
manager, Richard DeFrehn, were ignored, the complaint alleges seek liability limit of 100,000 Special U S insurers British Aviation In-
Messrs Bevilacqua and DeFrehn are also named in the suit All 93 passengers and crew on Drawing Rights ($128,5701 per surance Group Ltd acquired AAU

Upon receiving formal notice of the hostile work environment, board Flight 261 were killed when passenger SDRs are an ir.stru- in July
Marsh and Mercer undertook an internal Investigation, and the McDonnell Douglas MD-83, en ment with a value that reflects a The London market lS the first
Messrs Bevilacqua and DeFrehn were terrmnated The plaintiffs, route from Puerto Vallarta, Mexi- basket of currencies An airline following market on the risk, ac-
however, contend that Mr DeFrehn maintains some participation co, to San Francisco and then can be held liable for addi-ional cording to sources Lloyd's of Lon-
with some accounts, according to Kathleen M DalCortivo, a part- Seattle, crashed in the Pacific damages if it cannot show it was don underwriters managed by
ner m the Princeton, NJ, law firm of Sterns & Weinroth Ocean about 40 miles northwest of free of fault for the crash ACE London Aviation Ltd led =he

"We feel strongly that the company is responsible for the indi- Los Angeles International Airport The airline paid the damages lt London market's coverage,viduals that allowed the environment to continue and for what About 40 lawsuits have been filed is obligated to pay claiman-s un- sources said Marsh Inc placed the
these women were put through as a result," Ms DalCortivo said against the airline The 1-tigation der the agreement's strict 11:buty coverage

A spokeswoman for New York-based Marsh & McLennan would is being consolidated m US Dis- provision within weeks of the -By Dave Lenckusnot specifically comment about the suit She did say, however, that
"the intention of all of our companies, including Wdliam M Mer-
cer, is to maintain a working environment that is respectful of all /NSIDE
individuals We take all complaints seriously investigate them
thoroughly and promptly and take remedial action where appro-
priate " • Health care purchasing coalitions must redouble their Departments

It is Marsh's policy not to discuss its insurance arrangements, the efforts to determine what their member employers truly
spokeswoman noted want and strive to deliver those benefits, this week's edito- Advertiser Index 24

rial says PAGE 8 Classified: 22

St. Paul to run off Unionamerica For the Record 27

• Health care costs are rising,n 2000 at rates not seen in Global Briefs 21

LONDON-Loss-making London-market reinsurer Unionamen- years, and they are expected to rise even more m the International 21

ca Insurance Co Ltd will be placed Into runoff at the end of the near future, two recent studies indicate PAGE 10 Opinions 8
year, its parent, St Paul Insurance Cos Inc, announced last week Ticker 27

St Paul has been reviewing its options in regard to Unionamen- • Preventing an incident involving a fully laden oil tanker
ca since acquwmg the rensurer through the purchase of Deerfield, was uppermost In oil companies' risk management plans

Busness instrance (ISSN 0007 6864) Vol 34, No 39, Is published weekliIll -based MMI Cos earlier this year, a St Paul spokesman said as protesters dernonstrated against high gas prices and by Crain Commurications Inc, 740 N Rush St, Chicago, 111 60611-259C"And we decided that it does not have a book of business that has a blockaded oil terminals throughout Europe PAGE 21 Perlodicals postage is paid at Chicago and at additional malling offices
POSTMASTER Send address changes to Business /nsurance, Circulationstrategic fit with the company," the spokesman said
Department, 955 E Jefferson Ave Detroit Mich 48207 $4 a copy and $89Unionamerica has a large book of U S medical malpractice rein- • China's bid for membership in the World Trade Organl- a year In U S $108 in Canada and Mexico (Includes GST) All other coun

surance, which lS unprofitable In addition, the spokesman said, zation has opened its doors to increased trade, greater tries $209 a bear (i,cludes expedited air delivery) Canadian Post Inter
because St Paul writes a significant amount of U S medical mal- foreign Investment and Increased demand for commercial nat onal Publications Mad Product (Canadian Distribution) Sales Agreemert

No 0293512, GST No 136760444 Printed in USA Copyright 2000 bySee Updates on page 26 insurance PAGE 21 Crain Commu licatio-is Inc
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Enterprise risk management
Number of chief risk officers grows as concept takes hold

By RODD ZOLKOS chief risk officer, said Mr. Lam. Mr. Lam, who also served as
While the traditional approach chief risk officer at Boston-based

Though it might seem that busi- has been to manage the different Fidelity Investments before

nesses have been slow to embrace types of risks a company faces founding Enterprise Risk Solu-
the concept of enterprise risk separately, there is a real trend to- tions and eRisks.com, discussed
management, in fact, they've been ward - integrating the efforts of the role of the chief risk officer

moving toward it in evolutionary those working in each of those ar- and the risk of enterprise risk
fashion for several years, says one eas under a single individual-the management earlier this month
proponent of the approach. chief risk officer, said Mr. Lam. during a teleconference/Web con-

Driving the move toward enter- Mr. Lam, in fact, is credited ference titled "Defining the Role
prise risk management is the need with coining the term "chief risk of Chief Risk Officer."

to manage credit risk, market risk officer," which he chose as his ti- During his presentation, Mr.
and operational risk, said James tle when he worked with the Gov- Lam presented some of his com-
Lam, president and founder of ernment Services Division of panies' own observations from its
New York-based enterprise risk Stamford, Conn.-based GE Capi- research into businesses risk man-

managemen: advisory firms En- tal Corp. during the early 1990s. agement practices.
terprise Risk Solutions and "At that point, the title chief in- "Within companies, the CRO
eRisks.com. formation officer was becoming typically reports to the chief fi-

And as enterprise risk manage- very popular," Mr. Lam recalled. nancial officer, but in companies
ment becomes more widely ac- "I thought, why not chief risk of- where they are really powerful.
cepted, so does the position of ficer?' See CRO on page 20
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Risk Manager
of the Year

judges named
for 2001

By SHIRLEY HENRY

Nominations for the 2001 Business Insur-

ance Risk Manager of the Year and Risk Man-
agement Honor Roll, which will be named in
April, are due by Nov. 19.

Nominating forms and additional informa-
tion are available from BI's Chicago office.

The 2001 Risk Manager of the Year will be
the 24th individual to receive the honor, an
annual tradition that was first held in 1977 to

commemorate the 10th anniversary of the

magazine. The award recognizes outstanding
performance in the field of risk management.

The Risk Management Honor Roll, which
was added in 1981, recognizes the achieve-
ments of risk managers in various segments of
the field.

Ten independent professionals will judge
this year's entries. Honorees are selected based
on the judges' opinions of each nominee's pro-
gram as it is detailed in the entry. This year's
panel comprises the 2000 and 1999 Risk Man-
ager of the Year recipients, two Risk Manage-
ment Honor Roll members, two insurer execu-

tives, two brokerage executives, a risk man-
agement consultant and an insurance educa-
tor.

Judges for the 2001 awards are:

• Terry Broderick, president and chief exec-
utive officer of Royal & SunAlliance USA in
Charlotte, N.C. Mr. Broderick is representing
stock companies on the panel.
• Paul F. Buckley, treasury director-risk

management at Lucent Technologies Inc. in
Murray Hill, N.J. Mr. Buckley is the 2000
Business Insurance Risk Manager of the Year.
• Jim Carson, interim director and professor

of insurance at the Katie School of Insurance

at Illinois State University in Normal, Ill. Mr.
Carson is representing educators on the panel.
• Merritt W. Fabel, director of corporate

risk and insurance for American International

Group Inc. in New York. Mr. Fabel, the 1999
Business Insurance Risk Manager of the Year
recipient, also served on the panel last year.
• Gary R. Griffith, chief executive officer of

Summit Global Partners Inc. in Dallas. Mr.

Griffith is representing regional brokers on
the panel.
• Robert Hughes, president, chief executive

officer and consultant for Robert Hughes As-
sociates Inc. in Richardson, Texas. Mr. Hugh-
es is representing consultants.
• Theodore G. Jeske, risk manager for His-

torie Tours of America in Key West, Fla. Mr.
Jeske is a member of the 2000 Business Insur-

See Judges on page 12
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NAIC is planning
a limited launch

of CARFRA program
By MEG FLETCHER Mr. Fitzgerald co-chairs the

NAIC's Speed to Market Working
DALLAS-State insurance com- Group along with Pennsylvania

missioners have only a few Insurance Commissioner Diane
months to resolve issues about Koken. They jointly discussed the
how best to establish a centralized working group's plans during the
review entity to speed NAIC meeting in Dal-
up buyers' access to
new insurance prod- NAIC las earlier this month.

"We are on a very
ucts. tight timetable here,"

The National Assn. Mr. Fitzgerald said.
of Insurance Commissioners plans Regulators from six states-
to conduct a limited launch of the Maine, Michigan, New York, Ore-
independent Coordinated Adver- gon, Pennsylvania and Texas-al-
tising, Rate and Form Review Au- ready have agreed to participate
thority during the first quarter of in the pilot program, and Ms. Ko-
next year, said Frank M. Fitzger- ken said she expects the working
ald, Michigan's financial and in- group will find four more states to
surance services commissioner. participate.
Plans for the launch call for im- Under the leadership of the co-
plementing the CARFRA program chairs, those regulators will par-
in 10 states, Mr. Fitzgerald said. See CARFRA on page 14

Expanding reach

Benfield Greig
eyes U.S. market

By GAVIN SOUTER ness is about spread and we need
to be able to spread the business

MONTE CARLO, Monaco- around the world," he said.
Grahame Chilton, chairman of London-based Benfield Greig
Benfield Greig Ltd., has big plans already has about 420 people in 27
for expanding the reinsurance offices around the world working
brokerage's reach in the United on insurance brokerage services,
States. Mr. Chilton said. It also has about

"Our strategy is to be the go-to 180 other employees working on
broker in the United States," he asset management and corporate
said. finance, and 48 people working

More than that, Benfield Greig for the Internet business, he said.
hopes to fill what it sees as a gap But to be a truly global broker
in the U.S. market and set itself Benfield Greig needs to strength-
up as a realistic alternative to the en its position in the United
small number of large reinsurance States, Mr. Chilton said.
brokers that place the lion's share "At the time we put Benfield
of reinsurance coverage through- Greig together we stopped to look
out the world. at what we then had. The integra-

"People want another global tion went well and we did not lose

broker," Mr. Chilton said in an in- any of our key producers or cus-
terview earlier this month at the tomers, and being independent
Rendez-Vous de Septembre in and private gave us flexibility.
Monte Carlo, Monaco. "This bud- See Benfield on page 20

Conference agenda set
Ergonomics a focus of three-day event

By MEG FLETCHER

MARINA DEL RAY, Calif.-
Profiles of two award-winning er-
gonomics programs will be pre-
sented at the upcoming Business
Insurance Workers Compensation
and Disability Management Con-
ference.

The profiles, which can help
employers understand the chal-
lenges and opportunities of estab-
lishing ergonomics programs, will
be presented by the winners of the
Center for Office Technology's
Outstanding Office Ergonomics
Awards for 2000. The recipient of
the private-sector award is Pru-
dential Insurance Co. of America,
an insurance and financial ser-

vices company based in Newark,
N.J. Seattle City Light, a Seattle-
based public utility, received the
public-sector award.

"These successful programs ad-
dressed core ergonomics elements
in a variety of ways to meet
unique organizational needs.

These varied approaches demon-
strate that positive ergonomic re-
suits can best be achieved by al-
lowing employers to choose from
a wide range of options when im-
plementing programs," according
to a statement by P.J. Edington,
executive director of Washington-
based COT.

The conference, which will be
held Oct. 16-18 at the Ritz-Carl-

ton Hotel in Marina Del Ray,
Calif., also will feature presenta-
tions from more than 30 risk man-

agers, loss control specialists, ac-
tuaries, attorneys and other ex-
perts. They will share their in-
sights about the latest strategies
for preventing and managing
workers compensation and dis-
ability risks to reduce the fre-
quency and severity of claims and
to help workers and managers to
do their jobs well.

The event, which is co-spon-
sored by International Business
Forum of Rockville Centre, N.Y.,

See Meeting on page 20
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Coalition
Continued from page 1
r.ancial Advisors Inc. in Minneapolis.
"Tney are willing to take a momen-
tarv hit because in the future they
think it's better overall 601, their busi-

ness."

American Express, with 14,000
11*Bs enrolled exclusively in
BECAG's plan, called Choice Plus,
recently announced it was leaving the
coalition.

About a year ago, BHCAG received
a wake-up call when Wells Fargo
pu-led out of the coalition, taking
wilh it 25,000 members who also had
been exclusively enrolled in ChoiC2
Plus, Mr. Wetzel said. The employer
obtained coverage from Minneapolis-
based Health Partners Inc., as did
American Express.

Health Partners may have provid-
ed the departing employers with cow-
erage for less than BHCAG's cost, but

-i.

the health maintenance orgahization
did not price its cofet.ge belc·w its
own costs, responded G€orge Halvor-
son, president anc CEO of Health
Partners. The HMC has 360,0001ives.

The employers siught out Health
Partners-the insurer did not seek

them out, he added. But, beginning
next year, Health Farlners will mar-
ket directly to BHCAG members. The
HMO will offer them. something
coalitions have be€r. working to bring
their members: quality assurance,
best practices and employee health
improvement programs, Mr. Halvor-
son said.

For three years, Health Partners
administered BHCAG's Choice Plus

plan. But the Ht\CO ended that ar-
rangement when H2al':h Partners Ie- -
alized it didn't make sense to compete
with itself, Mr. Halvorson said.

When BHCAG creased its own

health plan, the Coaitior moved from
being a large purchaser to beccming
the sinh-largest health insurer in

1 1 il

00

Minnesota, he said. A coalition can
enjoy greater price leverage with
medical providers as the state's
largest purchaser, working alongside
a large insurer, than it can enjoy as a
small insurer, he added.

That is an economiD reality that I
thmk they are beginning to under-
stand," Mr. Halvorson said.

To fight back, BHCAG has restric-
tured itself. It is arrangir.g for a start-
up management company named Pa-
tient Choice Healthcare Inc. to oper-
ate Choice Plus. Plans call for the

company to raise capital, obtain an
insurance license and market the

product through brokers to employ-
ers outside the coalition. Coalitions in

other regions will also be offered the
plan, Mr. Wetzel said.

"That is not a sign we are falling
apart," he said. "That is a sign that
we are waking up to the fact that the
insirance companies are trying to
take us out of business."

Choice Plus now has about 140.000

plan enrollees from 35 plan sponsors.
It contracts directly with 28 integrat-
ed health systems across a four-state
area and was able to pick up other
employer participants to offset the
enrollees it lost when Wells Fargo,
American Express and some ,other
employers left, Mr Wetzel said. Most
recently, its premiums have run
about 4% below those paid by other
area employers that are not in the
coalition, he said.

BHCAG is not alone in feeling that
insurers are out to pull away coaliton
members.

Paul Pietzsch, president cf the
Community Health Purchasing Corp.
in Des Moines, Iowa, said he has seen
health insurers offar rates below cost
to entice members Dut of his coantion.

"We have had several cases where

an insurance company would ccme to
one of our members and offer a huge
discount, but our companies so far
have not swallowed the bait, ' Mr.
Pietzsch said. But the competition
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can get tough. Twice now, an insurer
has placed language in its provider
contracts saying that the providers
cannot also contract with the Com-

munity Health Purchasing Corp.
coalition, Mr. Pietzsch said. But the
coalition thwarted those efforts by
alerting the insurance commissioner
and other public officials.

Leaders for coalitions that contract

with health insurers for employee
care, including the San Francisco-
based Pacific Business Group on
Health and the Chicago Business
Group on Health, said insurers some-
times go around them. in an attempt
to pick off their members. But these
coalitions' models differ from others,
such as the BHCAG, that contract di-
rectly with providers. These coali-
tions do not have their own health

plans that compete with insurers.
In addition, their participants con-

tinue to believe their best bet for good
rates and performance improvement
is to stick with the coalitions. Conse-

quently, these coalitions say they
have not lost membership to compet-
ing insurers.

Meanwhile, in Minneapolis, Ameri-
can Express's primary reason for
leaving BHCAG stems from the em-
ployer's new, five-year benefits ad-
ministration plan that requires more
flexibility than was possible as a
coalition member, Ms. Golden said.

One element of that five-year plan,
for example, calls for obtaining low-
er-priced prescription drug coverage
by placing all American Express em-
ployees nationwide under a single
pharmaceutical benefit manager.

Coalition members, though, must
use the purchasing group's PBM, Ms.
Golden said. At the same time, Amer-
ican Express was able to obtain a
slightly better price for health care
coverage from Health Partners than
it could obtain from the coalition.

Health Partners also guaranteed its
rate for three years, compared with
the coalition's annual renewal.

American Express also is exiting a
national coalition of large employers
that purchase coverage from HMOs.

Coalition participation, in which
the nurnber of participant lives is
pooled, can give employers greater
purchasing clout in the overall mar-
ketplace and the medical care deliv-
ery system, Ms. Golden agrees.

But sometimes coalition member-

ship numbens can hurt. In some mar-
ket areas, American Express had a
younger, healthier workforce than
other employers in the national coali-
tion. But American Express still paid
the same rate as those other members.

"In some markets, that hurt us and
in some markets we were OK," she
said.

The national coalition recently
asked its participating health plans
for a multiyear guarantee, and many
refused because they could not get a
commitment that the employers
would purchase from the plans for
multiple years.

As it negotiates outside the coali-
tion with HMOs nationwide, Ameri-
can Express expects it will save mon-
ey in some markets and pay more in
others.

As for BHCAG and other coali-

tions, they need to grow to continue
influencing their health care markets,
said Ted Chien, a consultant to
BHCAG and managing consultant
for Watson Wyatt Worldwide's Twin
Cities office.

But as they attract new members,
some may not coalesce around the
market-reform "cause" that bonded

the original founding members. Some
may join strictly for financial reasons
or other purposes, such as learning
from other employers.

Therefore, the coalition must oper-
ate more like a business and, as much
as possible, tly to find the right model
that meets the varied needs of dis-

parate members. But that does not
mean the market-reform "cause" is

in danger, Mr. Chien said. Ell
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Ruling
Continued from page 1
account.

"The fact that cash balance

plans are expressed as an account
rather than an annuity does not re-
lieve them of complying with an-
nuity-based rules," he said,

While the ruling could result in
Bank of Boston having to pay out
millions of dollars in additional
benefits to thousands of former

employees who took their cash bal-
ance accounts as a lump sum, as
Mr. Sprong estimates, benefit ex-
perts say the impact of the ruling is
limited.

Rules that the Internal Revenue

Service released in early 1996 al-
low employers to give departing
employees the exact amount cred-
ited in their cash balance plan ac-
counts so long as the employers use
interest rates within a range set by

rhe IRS to value benefits. Most

plans developed since then follow
the IRS rules.

"The impact would be mostly on
earlier plans," At. Sprong said.

"I wouldn't want to give the im-
pression that hundreds of plans
could be affected," Mr. Sher
agreed.

In addition, the Bank of Boston
cash balance plan's design is un-
usual in that it promised plan par-
ticipants that their cash balance
accounts would increase by a mini-
mum of 5.5% annually. By con-
trast, many cash balance plans do
not guarantee that account bal-
ances will increase by a specific
minimum percentage. Instead, in-
terest credits are tied typically to
an index, such as the one-year
Treasury bill rate, that is variable.

"The ruling is very much fact-
specific," said a consultant who
asked not to be identified.

The Bank of Boston ease, which

the appeals court remanded to a
distric: court to determine how

much in damages Bank of Boston
owes cash balance plan partici-
pants, involves how cash balance
accounts should be valued.

At issue in the case is how em-

ployers value cash balance ac-
ccunts in projecting how much the
account would be worth as a bene-

fi: payable at age 65 and what
would be the present value of the
benefit. Federal law requires such
calculations.

Bank of Boston used a 4% inter-

est rate as part of its calculations
to determine the present value of
employees' cash balance plan ac-
counts. A present value is how
much money it would take today to
pay a future benefit. When em-
ployees left, the account balance
was projected to increase by 4%
annually. This amount then was
discounted by another, higher rate
to determine the present value.

This amount always was lower
than the actual account balance so

employees-under the terms of the
plans-received the account bal-
ance.

But the appeals court said em-
ployers are not free to choose their
own assumptions in valuing bene-
fits.

"If plans were free to determine
their own assumptions and

methodology, they could effective-
ly eviscerate the protections pro-
vided by ERISA's requirement of
'actuarial equivalence,' " the court
said.

For example, Lynn Esden, one of
the plaintiffs who filed suit, had a
credit of $1,533.98. Assuming an
interest rate of 5.5%-the rate

guaranteed by Bank of Boston-
her accrued benefit expressed as a
lump sum at normal retirement age
would have been at least $7,086.83.
Discounted to a present value of
her date of termination-using in-
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terest rates set by law, known as
the PBGC rate-the minimum ac-

crued benefit, according to the
court, had a present value of
$1,595.52.

"This amount exceeds the

$1,533.98 that Esden received as
her lump sum distribution by
$61.54. This is the crux of the
plaintiff's claim....She forfeited at
least $61.54 of benefits because of
the payment option she chose," the
court said.

While the actual difference in
benefits between the account bal-

ance credit and the present value
of the benefit was small, much
higher amounts could be involved
depending on interest credits an
employer chose.

The appeals court in its ruling
gives an example of a cash balance
plan that provides interest credits
of 8 % annually. The example as-
sumes a vested employee leaves at
age 45 with an account balance of
$45,000. At the time the employee
leaves, the interest rate for deter-
mining the present valuable of a
benefit is 6.5%.

Using the 8% interest credit pro-
vided by the employer, the employ-
ee's cash balance account would be

projected to be at $209,743 at nor-
mal retirement age. If that amount
is discounted at 6.5%, the present
value would be $59,254.

"Accordingly, if the plan paid
the hypothetical account balance
of $45,000, instead of $59,524, the
employee would receive $14,542
less than the amount to which the
employee is entitled," the court
said.

.

Lynn Esden et at. us. Bank of
Boston, 2nd U. S. Circuit Court of
Appeals; No. 99-7210.

Liberty seeks
restructuring
permission

BOSTON-Liberty Mutual Insur-
ance Co. has taken a step toward
adopting a mutual holding company
structure.

The Boston-based insurer earlier

this month filed to adopt such a struc-
ture with inmirance regulators in Mas-
sachusetts and Wisconsin. If approved
by regulators, the new structure
should be implemented in the second
quarter of 2001.

Under the new structure, Liberty
Mutual would form a policyholder-
owned mutual holding company that
would wholly own Liberty Mutual's
underlying insurance units, including
Liberty Mutual Inszirance, Liberty
Mutual Fire Insurance and Employers
Insurance of Wausau, according to a
release from the Boston-based insurer.

Although the various insurance
units operate through a single man-
agement structure with complemen-
tary strategies and risk pooling under
Liberty Mutual's current structure,
legally they have separate governance
and ownership, the release notes. The
single holding company arrangement
would provide Ldberty Mutual greater
flexibility, including the ability to sell
stock should it need to do so.

The release further said that though
the new StIucture would put the com-
pany in a position to sell stock, "That
need does not exist today, and we do
not anticipate an initial public offering
or subsequent demutualization."

The company said the change in le-
gal structure would have no impact on
the products and services it provides
its customers, and that policyholders
will receive information packets pro-
viding precise details of the company's
plans, likely in November.

-By Rodd Zolkos
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Coalitions must compete
MPLOYER COALITIONS face rising competi
tion from health plans that want their mem-
bers' business.

That is a message received loud and clear in Min-
nesota, where the Buyers Health Care Action Group
has seen two large employer members lured away
from the purchasing coalition by the promise of more
attractive health benefits from a health maintenance
organization.

In spite of current hikes in health care costs and in-
surance rates, there is still heavy competition for the
business of large employers. Health care purchasing
coalitions that directly contract with providers on be-
half of coalition members are especially a target, as
they take sizable premiums out of the insurance mar-
ket.

The challenge that the BHCAG and other employer
purchasing coalitions face is that there is no way they
can always meet every employer's needs. For the long
term, these coalitions offer employers a tremendous
amount of clout to push improvement in benefit pro-
grams and even the delivery of health care. In the
short term, however, some members may be under
pressure to hold down cost increases, or may decide
that their health care benefit goals diverge from those
of the coalition.

As a result, coalitions are bound to lose members
from time to time, especially as the market shifts. This
should not be seen as the end of coalitions, however,
but merely a call for them to redouble their efforts to
know what their member employers truly want and to
strive to deliver those benefits. It also requires being
flexible if member needs change, as is likely.

When health insurance pricing was soft for several
years, many employer purchasing coalitions shifted
their focus. Instead of using their purchasing clout
simply to drive down health care premiums, the
groups used their leverage to push for higher quality
care, including requiring better data on outcomes,
holding providers to various quality care bench-
marks, and so on.

Now, however, the health insurance market is firm-
ing again, and rates are soaring-even for coalitions
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that had been able to resist this trend longer than in-
dividual buyers. For some coalition members, the
added cost of securing top quality care through the
group may not be worth it. Instead, some may find
that paying less for reasonably good care on their own
is sufficient.

Coalitions, therefore, should find out what their
members want: The cheapest coverage, or better qual-
ity care.

Having said that, employers have to be aware that
top-quality care, while perhaps more expensive in the
short run, may prove less costly in the long run. In-
deed, a surgeon, for example, whose rates are higher
than those of other providers, but whose patients are
much less likely to suffer complications, may be, over
the long term, the lowest cost provider.

The issue of what makes sense in the short run vs.

the long run is one that coalitions and employers, who
are interested in providing the best care at the lowest
cost, have to examine continuously.

Keeping track of quake risks
NOWING YOUR ENEMY, or-in risk man-
agement terms-understanding your expo-
sure-ranks among the best strategies any-

one can pursue when facing a significant challenge.
Thus, it's a welcome development that the Federal

Emergency Management Agency has released its
first nationwide study of earthquake risk. The sur-
vey used probability factors rather than historical
data alone and incorporated information about local
building inventories, geological conditions, econom-
ie data and a variety of other considerations into its
analysis.

According to FEMA, earthquakes cause about $4.4
billion in damage in the United States each year, the
bulk of which occurs in California. In fact, 84% of
all earthquake damage occurs in only three states-
California, Oregon and Washington.

But that's no reason for complacency elsewhere in

the country. For example, the FEMA survey ranks
New York, which is not known as an earthquake-
prone metropolis, in the top 40 urban areas with
high-loss potential areas and also among the top 40
metropolitan areas in terms of vulnerability. Boston,
Philadelphia and Newark, N.J., also make one or
both of those lists.

As FEMA Director James Lee Witt pointed out as
he released the survey, while seismic hazard has re-
mained fairly constant, the risk of loss is growing.
That's because of increased development in earth-
quake-prone zones as well as continued use of struc-
tures that were not built according to adequate seis-
mic code.

The survey thus provides a welcome benchmark in
FEMA's efforts to analyze seismic risk and help local
officials better understand the nature of the expo-
sure they face. It can provide the basis for planning
and mitigation efforts that fit local conditions.

Impressive as the survey itself is, Mr. Witt has said
that it's only the first of several similar studies of the
true scope of natural disaster risk, including those
presented by high wind and coastal flooding. That
will bolster the arsenal available to risk managers,
both public and private, as they seek to better pro-
tect the property that has been entrusted to them.
The earthquake survey is a significant first step to-
ward achieving that knowledge.
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 Call it a gift. But when disaster strikes,

I'm always around. Whether it's a hurricane,

fire or any other catastrophic event, I'm

there to help my customers when they

need it most. That's because I get to know

each business from the ground up, so I

understand what it takes to keep them

running when something goes wrong. I

help prepare for storms. I arrange for

backup production facilities when plants

go down. It's all about anticipating my

customers' concerns. Some might say my

life is one disaster after another. But if it

helps my customers, it's OK by me. 8#

0 69@GO [5869@Ilth? AS[fO@69 our "Severe Weather Alert
System" provides our customers with warnings of incoming

storms and step-by-step checklists on how to prepare for them.
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More health care cost increases expected
By MICHAEL PRINCE

Health care costs are rising in 2000
at rates not seen in years, and they
are expected to rise even more in the
near future, two recent studies indi-
cate.

Overall, health care costs in-
creased 8.3% between the sprng of
2000 and the spring of 1999. This
compares with a 4.8% increase from
1998 to 1999, according to The
Kaiser Family Foundation/Health
Research & Educational Trust's

"2000 Annual Employer Benefits
Survey." The 2000 increase is the
highest reported by this survey since
1993.

Health plan premiums are going
up, and "the underlying costs of
health care are rising quickly as
well," said Larry Levitt, vp at the

Kaiser Family Foundation in Menlo
Park, Calif., and a co-author of the
study.

As a result, Mr. Levitt foresees
health care costs increasing at a high
rate for the next few years. "There is
no sign that there is anything to con-
trol the cost of health care," he said.

The increases varied little by type
of plan. For example, health mainte-
nance organizations saw premiums
rise by 8.1%, while preferred
provider organizations had an 8.6%
increase and point of service plans
went up by 7.7%.

An increase in the cost of prescrip-
tion drugs was the most commonly
cited cause for the overall increases.

Fully two-thirds of those surveyed
said that an increase in drug costs
was a maj or factor. The next most
commonly cited factor was higher

spending for hospitals, noted by 59%
cf respondents, and higher spending
for physicians, cited by 48%.

The survey, conduc:ed from Jan-
uary to May of this year, is based on
responses from 1,887 randomly se-
lected public and private employers.
The employers range in size from
three-employee shops to 2crpora-
tons with more than 300,000 work-
ers.

Despite the rising costs of cover-
age, more small employers are pro-
viding it to their employees. While
virtually all large employers-de-
fined as those with more than 200

employees-have offered health care
coverage for years, smaller employ-
ers have not always done so. But,
with the tight labor market, that fig-
ure has been increasing, the survey's
authors note. In this year's survey,
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67% of small employers-those with
fewer than 200 workers-said they
offer health care benefits to employ-
ees. This is up from 60% in 1999 and
54% in 1998.

Although costs are going up, em-
ployees are not being asked to con-
tribute more, the survey shows.

"Since 1996, the percentage paid
by workers for single coverage has
actually declined, from 21% zo
14%," while employee contribution
for family coverage has not changed,
the survey states.

"This stability is likely due to the
strong economy and competition for
workers," the survey states.

The dual prongs of higher costs
and inability to share that burden
with workers have put employers in
a difficult.position, Mr. Levit said.
As a result, employees may soon be

PMA Senior Risk Control Consultant

JOE ARMSTRONG

asked to share in the higher costs, es-
pecially if the economy cools.

Self-funded employers fared
slightly better than those that are
fully insured, the survey found. Fully
insured plans saw premium increas-
es of 9.6% between 1999 and 2000,
while self-insured employers' costs
jumped by 7.1%. For self-funded
employers, cost increases are ex-
pressed as premium equivalents.

"The higher rate of increase in ful-
ly insured plans likely reflects catch-
up pricing by health insurers to re-
store profitability after three years of
suffering underwriting losses," the
survey states.

But even the cost increases seen by
self-funded employers are troubling.
Compared to this year's 7.1% in-
crease, self-funded employers saw
costs rise just 3.8% from 1998 to
1999. This sharp jump is a warning
sign, the survey's authors note, as it
indicates higher medical claims ex-
penses.

"The surge in underlying health
care costs stands out as the most

troubling survey finding, and is a
signal that premiums will continue
to grow," Jon Gabel,vp at the Health
Research & Educational bust and a

co-author of the study, said in a
written statement.

Another recent study of health
care costs backs up this prediction.

A survey of more than 80 health
insurers, HMOs and third-party ad-
ministrators indicates that health

care costs will increase by double-
digit rates for the remainder of this
year and into 2001.

"Insurers cited everything from in-
creased inpatient costs and higher
physician reimbursements to under-
writing losses as reasons for raising
their trend factors," said Harvey So-
bel, a principal with Buck Consul-
tants and a co-author of the survey.

The Buck survey asked respon-
dents to provide their annual trend
factors, which they use to project fu-
ture health care costs.

The cost projections varied by
health plan. The largest increases are
expected to be seen among indenmi-
ty plans, at a 13.7% rate. This is fol-
towed by PPOs at 11.2%, POS plans
at 9.9% and HMOs at 8.6%. For all

plan types, the projections are higher
than those made in the three other

surveys conducted by Buck over the
past 18 months.

Respondents cited several factors
as contributing to the higher increas-
es. These include providers raising
their fees to make up for lower reim-
bursements from the federal govern-
ment, tougher bargaining by
providers when negotiating rates
with health plans and a willingness
by providers to drop out of networks
if reimbursement rates are too low.

Perhaps the biggest factor in the
increasing trend factors is the con-
tinued high cost of prescription
drugs. The survey shows that pre-
seription drug costs are expected to
increase by 19.0% on an annual ba-
sis, the highest increase recorded by
the survey.

"Insurers have raised their pre-
scription drug trends every six
months since Buck began this survey
18 months ago," Brian Stitzel, senior
actuarial manager at Buck and a co-
author of the survey, said in a writ-
ten statement.

A copy of the Kaiser study can be
obtained by calting the Kaiser Fami-
ty Foundation at 800-656-4533 and
asking for report number 3028,07
visiting the foundation's Web site,
www.kff.org.

A com, of the Buck survey, "Na-
tional Health Care Trends Survey,
Second Hatf 2000, " can be obtained
for $100 by calling Buck Consultants
at 201-902-2555.
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Criteria for selecting 2001 RMOY
Panel of judges will consider 10 items in scoring and selecting honoree
Ten criteria are used by judges to score the

nominations for the annual Business Insur-

ance Risk Manager of the Year Award and
Risk Management Honor Roll.

The panel of 10 independent judges
will score each nominated candidate on a

scale of one to 10, according to how well he
or she:

• Established and implemented an effec-
tive risk management program within the
organization.
• Tackled and solved one or more major

problems for his or her organization.
• Innovatively applied the diverse tools of

risk management and insurance.
• Creatively and effectively used the in-

surance markets to structure an insurance

program that serves the needs of the organi-

zation (specifically addressing the types of
policies purchased and manuscripted poli-
cies, if any).
• Established a workable intelligence sys-

tem both inside and outside the organiza-
tion, culminating in a flow of information
about events and activities that affect the

organization's risk management and insur-
ance.

How the risk manager secures information
from other departments and the use of risk
management information systems and other
information technology tools are addressed
in this criterion.

• Skillfully performed the functions of
management in the overall organization and
within the risk management/insurance de-
partment.

Think about it. Health care administration duties handled from anywhere. Anytime.

f

The functions include planning, organiz-
ing, directing and controlling.
• Achieved the most effective program at

the optimum cost over the long term.
• Developed technical expertise in any cr

all of the broad categories included within
risk management, leading to a better man-
agerial grasp of the operational aspects of
the job.
• Exhibited an attitude and performed ac-

tivities fostering the advancement of the
Itsk management profession (such as profes-
sional activities, speaking engagements,
teaching and related activities).
• Developed in his or her career (as exhib-

ited by job history, including current job de-
scription, education, honors and member-
ships).

www.oasys.com.

*0ASYS
Outsourced
Ac ministrative

Systems, Inc.*

Judges
Continued from page 3
ance Honor Roll.

• Sheryl A. Pixler, risk manager
for Storage Technology Corp. in
Louisville, Colo. Ms. Pixler, a
member of the 1999 Business In-

surance Honor Roll, served on the
panel for the 2000 awards.
• John T. Sinnott, president and

chief executive officer of Marsh &

MeLennan Cos. in New York. Mr.

Sinnott also served on the panel

last year and is representing in-
ternational brokers.

• William D. Smith, president
and CEO of Kemper Insurance
Cos. in Long Grove, Ill. Mr. Smith
is representing mutual insurers.

Judges will evaluate each entry
based on 10 criteria (see related

story). The nominee with the
highest total score will be named
Risk Manger of the Year; the re-
maining individuals will be
placed into one of four categories:
• Corporations with sales ex-

ceeding $300 million.
• Corporations with sales of less

than $300 million.
• Government entities.

• Tax-exempt or non-profit en-
tities.

The highest-scoring individual
in each field will be considered for

the Risk Management Honor Roll.
A nominee need not handle risk

management responsibilities full
time, but he or she must be a full-
time employee of the organization
whose program he or she directs.

Anyone acquainted with a can-
didate's work may submit a nomi-
nation. All nominations are confi-

dential; only honored candidates
will be announced.

Each nomination package must
include: a completed nomination
form, letter from the sponsor, and
an endorsement from an executive

at the nominee's organization. The
executive must hold a higher posi-
tion than the nominee and verify
all information in the nomination.

To obtain a nomination form,
contact Karen Tucker, assistant to
the publisher, Business Insurance,
740 N. Rush St., Chicago, Ill.
60611-259; 312-649-5319 

Business

Insurance

directory of
intermediaries

upcoming
Business Insurance will publish

its annual directory of reinsur-
ance intermediaries in the Oct. 23

issue, which will also feature a

Spotlight Report on trends and is-
sues in the reinsurance industry.

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

surance intermediaries. To be

included in the directory, a com-
pany must derive at least $500,000
of its annual revenues from

reinsurance brokerage. All com-
panies must report revenue infor-
mation.

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 but has not yet received a
questionnaire, please request one
from Directory Editor Kevin Edi-
son at 312-649-5279. Question-

naires may also be printed from
the BI Web site, www.businessin-
surance.com.

The extended deadline for ques-
tionnaires is Oct. 6. ini
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CARFRA
Continued from page 3

ticipate in a subgroup designed to
flesh out the specifics of the CAR-
FRA proposal, including its pro-
cess, administration and organiza-
tion, before the pilot program is
launched, she said.

The co-chairs' original "vision
statement" essentially called for
establishing an independent orga-
nization that would assess pro-
posed products and systems and
ensure that they comply with na-
tional standards that the NAIC is

developing (BI, Sept. 11).
Any state's insurance commis-

sioner could agree to participate in
the independent entity, which
would operate under a board of
directors. Member states would

contribute staff members, who
would participate on rotating re-
view teams working from their
own state offices.

The review team's decisions,
which would be subject to appeal,
would be reported to the appropri-
ate state insurance commissioners.

The commissioners would agree in
advance to abide by the CARFRA
team's recommendation "unless

there was very good cause not to,"
Mr. Fitzgerald said previously.

In addition, state insurance reg-
ulators also established a second

subgroup, which is under the di-
rection of Lee Covington, the di-
rector of the Ohio Insurance De-

partment. Initially dubbed the
"Page Nine Subgroup," due to the
location of its subject matter in
the co-chairs' vision statement, it
was subsequently renamed the
"Improvements to State-Based
Systems Subgroup," according to
a NAIC release. In the release, Mr.

Covington said the subgroup
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Insurance®

•SERVICES •

REPRINT SERVICES

W's Reprint Department can
provide reprints, in quantities
of 100 or more, of any article
appearing in the weekly news-
magazine. Legal permission,
complying with U.S. copyright
laws, also can be provided to
companies wishing to reprint
on their own, material appear-
ing in the newsmagazine. For
information, call or fax:

312/ 649-5319

Fax: 312/ 280-3174

ARTICLE FAX SERVICE

For article photocopies sent by
fax on the same day, call us
with your credit card informa-
tion, specify B/ issue date and
article headline. The charge is
$7.50 per copy/per article. In-
publication directories are not
available by fax. For article
photocopies call:

312/649-5398

SINGLE-COPY SALES

To order any current or back is-
sue of Business Insurance, call

the single-copy sales division
of Brs Circulation Depart-
nnent:

313/446-1609

LIST RENTAL

Portions of BI's subscriber

database are available to quali-
fied companies for list rental.
For available titles and a price
quote, call our list broker:

800/678-9595

would most likely review two
broad categories of proposals that
aim to enhance uniformity. Those
categories are commercial lines
rate deregulation and "other regu-
latory efficiencies," including ex-
pansion of programs such as elec-

York as well as additimal repre-
sentatives of agents, consumers
and the insurance industry, Mr.
Fitzgerald said at the meeting. An
NAIC spokeswoman last week
identified those additional repre-
sentatives as Karen Regan, an

Commissioners would agree in advance
to abide by the CARFRA team's
recommendations, 'unless there was very
good cause not to,' says Frank M. Fitzgerald.

tronic rate and form filing by in-
surers, consumer education pro-
grams and market conduct exami-
nations.

The second subgroup will in-
clude regulators from Alabama,
Colorado, Nebraska and New

agent with Ramsey Krug Farrell &
Lensing in Little Rock, Ark., and
past chair of the Independent In-
surance Agents Assn.'s Technical
Affairs Committee; J. Robert
Hunter of the Consumer Federa-

tion of America in Washington;

Birny Birnbaum of the Center for
Economic Justice in Austin, Texas;
Sonja Larkin-Thorne of the Hart-
ford Financial Services Group Inc.
in Hartford, Conn., which is a
member of the American Insur-

ance Assn.,and Lenore Marema of
the Alliance of American Insurers.

In comments made during the
meeting, regulators from several
of the states participating in the
subgroups expressed their enthu-
siasm for the CARFRA proposal
and pilot program. Meanwhile,
several industry representatives
also made favorable ccmments,

though they said their praise was
contingent upon CARFRA not be-
coming an added layer of bureau-
cracy However, two ref resenta-
tives of consumer groups remained
dubious about the working
group's plans.

In other action at the meeting,
regulators:
• Outlined the NAIC's prcposed

6 f
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budget for 2001, which estimates
$46.9 million in proposed expens-
es, a 2.8% increase over this year;
and $47.9 million in projected rev-
enues, a 3.3% increase over this
year. The budget will be discussed
in a public conference call Nov. 6.
• Heard that insurance depart-

ments in four states-New Jersey,
New Mexico, Tennessee and Ver-
mont-earned second-round ac-

creditation certificates. That

brings to 40 the number of juris-
dictions receiving second-round
status. Each state must be thor-

oughly reviewed five years after
receiving its first accreditation
certificate.

• Heard that insurance depart-
ments in three jurisdictions-Dis-
trict of Columbia, Oklahoma and
Tennessee-received "SR 2000

Awards" for implementing 11
technology-based initiatives. That
brings to 13 the number of juris-
dictions so honored. in
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Consumer advocate blasts NAIC reform efforts
By MEG FLETCHER

DALLAS-Employers of all sizes
should be concerned about "the

many consumer defects" contained
in a National Assn. of Insurance

Commissioners' proposal to reinvent
insurance regulation; a leading con-
sumer advocate says.

"The NAIC plan will gut many vi-
tal consumer protections offered by
state insurance departments,"
charged J. Robert Hunter, director of
insurance for the Washington-based
Consumer Federation of America,
during a press conference at a recent
NAIC meeting earlier this month.

"A lot of these concerns affect cor-
porate consumers, too," he said in a
subsequent interview. However,
larger businesses have a greater abil-
ity to analyze developments and

more options to choose from, said
Mr. Hunter, who is the former head
of the Texas Insurance Department.

But even large businesses need to
be wary if proposals like deregulat-
ing commercial lines of insurance
hurt small or mid-sized businesses,
because they may respond to that
harm by seeking federal or state re-
peal of such deregulation laws, ac-
cording to Mr. Hunter. "The back-
lash fear can be a reality, given the
collective power of small business
and their lobbyists," he said.

Mr. Hunter also presented a 17-
page white paper outlining pro-con-
sumer changes he says are needed in
the wake of the NAIC's activity this
year involving its modernization ini-
tiative. The NAIC's effort focuses on
updating state insurance regulation,
especially in light of new federal re-

quirements of the Gramm-Leach-
Bliley Act that break down barriers
between insurers and banks.

Several groups, including the
AFL-CIO, the Consumers Union and
the Center for Insurance Research in
Cambridge, Mass., endorsed the
white paper.

However, NAIC President George
Nichols III said that Mr. Hunter's
comments and presentation disap-
pointed him, because NAIC regula-
tors consider consumers' responses
seriously and have been asking for
them for months. In addition, he
said, regulators have found it diffi-
cult to get consumers involved in at-
tending regulatory activities, despite
the fact that the NAIC provides
funding for consumer participation
at its meetings.

The Consumer Federation's white

paper also contains several con-
sumer-oriented standards and prin-
ciples for insurance regulation that
Mr. Hunter said he considers essen-
tial:

• Consumers should have access to

timely and meaningful information
on the costs, terms, risks and bene-
fits of insurance policies.
• Insurance policies should be de-

signed to promote competition, fa-
cilitate comparison-shopping and
provide meaningful and needed pro-
tections against loss.
• All consumers should have ac-

cess to adequate coverage and not be
subject to unfair discrimination.
• All consumers should reap the

benefits of technological changes in
the marketplace that decrease prices
and promote efficiency and conve-
rience

WHAT IS LEADERSHIP? THE ABILITY TO SEE WHAT'S AHEAD AND THE

STRENGTH TOOVERCOME THECHALLENGES.
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SETTING A NEW STANDARD IN MARINE INSURANCE.

over whether their personal infor-
mation is shared with affiliates or
third parties.

a meaningful redress mechanism
when they suffer losses from fraud,
deceptive practices or other viola-
tions; wrongdoers should be held ac-
countable directly to consumers.
• Consumers should enjoy a regu-

latory structure that is accountable
to the public, promotes competition,
remedies market failures and abu-

sive practices, preserves the finan-
cial soundness of the industry and
protects policyholders' funds, and is
responsive to the needs of con-
sumers.

• Consumers should be adequately
represented in the regulatory pro-
cess. Ell

Chicago
to appeal
dismissa 1

of gun suit
CHICAGO-An Illinois judge

earlier this month dismissed a

lawsuit brought by the city of
Chicago and Cook County, Ill.,
that sought $433 million from 42
firearm manufacturers, distribu-
tors and suburban gun dealers.

The case, filed in Cook County
Circuit Court in November 1998,
contended that the dealers, dis-
tributors and manufacturers cre-

ated a public nuisance by know-
ingly marketing and distributing
firearms for illegal use in Chicago,
according to a statement from the
office of Chicago Mayor Richard
M. Daley. Chicago has no gun
shops.

Earlier this year, a Circuit
Court judge dismissed part of the
suit against gun manufacturers
and distributors, saying there was
no basis for the portion of the suit
brought by Chicago and Cook
County charging the gun industry
with negligent entrustment. But
the public nuisance claim re-
mained intact, until now.

Mr. Daley said the city would
appeal the ruling dismissing the
city's case. "We think our chances
of winning an appeal are good,
because the evidence on our side

is indisputable. The only question
is over interpretation of the law,"
the mayor said.

According to the lead counsel
for the gun distributors named in
the suit, Richard J. Leamy Jr., the
ruling by the judge-who dis-
missed the suit citing inadequate
proof for the public nuisance
claim-was "clearly correct."

"The city was trying to impose
their legislative scheme on the in-
dustry. Since (anti-gun lobbyists)
were unsuccessful in the Legisla-
ture, they tried to do it through
the courts, but the forum used was
thr6ugh improper conduct, and
there never was any improper
conduct," said Mr. Leamy, who is
an attorney with Wiedner &
McAuliffe Ltd. in Chicago.

Meanwhile, in California, a
state court judge rejected a mo-
tion by the gun industry to dis-
miss a group of lawsuits filed by
12 cities and counties, including
Los Angeles County, Los Angeles,
San Francisco, Oakland and
Berkeley.

-Bl, Lee Fletcher
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Errors
Continued from page 1
Friend, eastern region manager for
Watson Wyatt Worldwide in Wellesley
Hills, Mass "It raised a lot of visibili-

" he said.

The IOM report continues to gener-
ate widespread attention. Earlier this
month, for instance, there was a na-
tional summit on medical errors and

patient safety research sponsored by
the Quality Interagency Coordination
Task Forte in Washington.

And although the IOM report stated
"group purchasers have made few de-
mands for improvement in safety,"
employers are now involved in this is-
sue as well. Earlier this year, employ-
ers organized the Leapfrog Group to
encourage purchasers to make patient
safety a top priority in their negotia-
tions with health plans (BI, March 27).

Meanwhile, hospital risk managers,
for whom the issue of patient safety

has always been a primary concern,
are finding increased administrative
support in their efforts to address the
problem.

"The IOM report was, if you will, a
nicenudgeto continue what we're do-
ing and even place some greater em-
phasis on it," said Harlan Hammond,
assistant vp, risk management services
at Intermountain Health Care Insti-

tute in Salt Lake City.
Medical mistakes can reflect medi-

cation errors, surgical erron, diagnos-
tic inaccuracies and/or system failures,
such as inadequate training of nurses
using infusion pumps. And they are
most often attributable to faults with-

in the system rather than the compar-
atively rare "bad apple" medical prac-
titioner.

The problem of medical errors "is
very mucha system issue rather than a
problem with individuals and individ-
ual competencies," said Pam Lock-
owitz, Deerfield, Ill.-based senior vp of
risk management for St. Paul Health
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Care, a unit of The St. Paul Cos. Inc.
that has just completed a study of how
risk control can reduce medical errors,
called "Does Clinical Risk Modifica-
tion Make a Difference?"

In response to the issue's complexi-
ty, it is being approached on multiple
fronts, ranging from the use of com-
puters to issue prescriptions, to avoid
the pitfalls inherent in deciphering
physicians' handwriting, to flmcla-
mental changes in the way doctors are
trained and health care delivered.

Although there has been some dis-
pute about the accuracy of the total
number of deaths attributable to med-
ical errors estimated in the IOM re-

port, there is general agreement it is a
significant issue.

"I don't believe there's anybody that
has given some real thought to this is-
sue that doesn't believe there's a real

problem," saidBruce Bradley, director
of managed care plans at General Mo-
toi's Corp. in Denver, which is a
I,eapfrog Group member.

a
PYRAMID..

"I think the Institute of Medicine

report documented a serious problem,
and one that needs to continue to be
worked on and corrected, at least to
the extent: possible," said Dr. Donald
Young, chief operating oficer and
medical director for the Washington-
based Health Insurance Assn. of

America. "Some of the mistakes prob-
ably can't be eliminated, but there are
many that can be" through system im-
provement.

"We need to encourage the de,elop-
ment of ways to eliminate overise or
underuse of care and the errors that

flow from it, and I don't think that she
public as a whole or the medical pro-
fession has fully acknowledged how
complex medicine is," said Dr. Young.

Physician training
Some observers suggest basic

changes in how doctors approach their
work.

Dr. David Chin, a partner with
PricewaterhouseCoopers in B)ston,
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said physicians have traditionally
been trained to "basically trust no
one's opinions except their own, and
when you're trained on rounds, the
question is asked about how you take
I·esponsibility,"

While this is a wonderful model for

taking personal responsibility, it was
developed when medicine was "a lot
simpler," said Dr. Chin, who now calls
for a team approach to treating pa-
tients, similar to the problem-solving
technique used in business schools.

"I think the major problem is physi-
dan culture," said Michael L. Millen-
son, a Chicago-based principal with
William M. Mercer Inc. and author of

a book, "Demanding Medical Excel-
lence: Doctors and Accountability in
the Information Age."

"Physicians are taught admjrably to
trust their own judgment," he said.
But the situation is analogous to the
barnstoming pilots of the 1920s, who
later were reluctant to let computers
into the cockpit. "We need to redefine
what appropriate autonomy is in
medicine," said Mr. Millenson.

Health care is a complex, highly
technical and integrated system, said
Ms. Lockowitz. "There are lots of

things that probably go wrong before
there is that eventual last thing that
creates the injury to the patient," she
said.

Maybe there was no informed con-
sent, or there were problems in the
way the nume and physician commu-
nicated, or somebody did not under-
stand the lab results had to be back

within 24 hours. In light of this, medi-
cal personnel should be trained in
teamwork, communication and other
skill sets that will help the system be
more effective, said Ms. Lockowitz.

Quality control
To approach the issue, some advo-

cate applying "six sigma" to health
care. Six sigma, which has been
adopted by some major corporations,
including General Electric Co., is a
quality improvement methodology to
reduce product or service failures to a
negligible level, roughly 3.4 failures
per million opportunities.

"We clearly know how to build er-
ror-free cars and we know airplanes
do not fall out of the sky and the lights
work, most of the time, so clearly the
country has learned how to do lots of
things well, and there's no intrinsic
reason why those approaches cannot
be applied to anything, including
health care," said Dr. Friend. "There's
know-how, but it clearly has not been
applied to health care to the extent it
could be."

"I think there's some good that can
come out of it," Mr. Hammond said of
the six sigma approach. "I don't know
that providing health care can be re-
duced to the same mechanized

methodology and controls that the air-
line industry is under, but I do think
their concepts of communication, re-
porting individual responsibility, all
kinds of things that are evident in the
airline industry now, are very helpful
to health care."

Reporting mistakes
Another major emphasis has been to

improve the reporting of medical mis-
takes. But fear of repercussions by
health care providers remains a major
hurdle to such disclosure. "No one has

come up with an adequate solution to
make it comfortable for people to
come forward and say, 'There's been a
mistake,' without being concerned
about medical malpractice," said Dr.
Chin.

"You want to be able to make it safe

for them to report errors, and the
problem is distinguishing errors
caused by systemic stuff, and errors
caused by a personal mistake," he
said. "There's a fine line between try-
ing to change the system and still hold
the people accountable," said Dr.
Chin.

"Right now, there are no safe re-
See Errors on page 18
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Errors
Continued from page 16
porting mechanisms," agreed Dr. John
Seidenfeld, senior vp and corporate
medical officer for St. Louis-based

RightCHOICE Managed Care Inc. "In
the airline industry, for instance, if a
pilot makes an error, he can report it
within 72 hours to a government agen-
cy without fear or reprisals or filing
during that time."

But there is no comparable mecha-
nism in the health care industry, said
Dr. Seidenfeld. "Everyone wants to re-
ducethe number of errors. On the oth-

er hand, we live in such a litigious en-
vironment that, until plaintiffs
lawyers and doctons and hospitals sit
down together and figure out a report-
ing mechanism that will allow non-
criminal reporting, we're probably not
going to see tremendous advances
here."

The HIAA's Dr. Young said, "We
need a reporting system that leads to
systemic changes and improvement in
processes without necessarily pointing
the finger of blame at individuals."

This is an issue that must be handled

 delicately, though, said Michael
Evans, vp of risk management and in-
surance at Sacramento, Calif.-based

 Sutter Health, which operates 27 hos-
pitals. 1Mandatory reporting of medical
errors defeats its own purpose and be-
comes a waste of time and resources if

it becomes punitive, and "we don't
have the resources to waste these

days," he said.
And not just information about mis-

takes should be communicated, said
Dr. Jennifer Gutzmore, chief medical
officer for Health Net, the California
health plan of Woodland Ells, Calif.-
based Foundation Health Systems Inc.
"The flip side of that coin is that we
also share what we do right, which is
best practices, so not only do physi-
cians become educated what not to do,
they become educated as to what they
should do."

Employees may soon
seek to sue their

employers'over the
choice of an HMO,' says
Michael E. Lichman.

All this information could be more

widely and freely disseminated, which
is not nece«arily the case now,

Dr. Alan Muney, chief medical offi-
cer for Trumbull, Conn.-based Oxford
Health Plans Inc., said that, under the
current system, "We may, as a health
plan, get a complaint about a hospital
or about a doctor within a hospital. So
we ask the hospital for information re-
garding what happened and they gen-
erally say, 'Thank you, welllook at it
internally,' but they don't necessarily
share the information with us,"

Nor is any of the data gathered at

the state or federal level, "so we don't

know how the large the problem really
is," said Dr. Muney, who believes reg-
ulation is needed.

Some observers say an initiative
launched earlier this year by the De-
partment of Veterans' Affairs holds
promise. The department has hired the
National Aeronautics and Space Ad-
ministration to create a voluntary,
confidential external patient safety
program to document health care er-
rors and close calls. The system is
modeled after the Aviation Safety Re-
porting System that NASA operates
for the Federal Aviation Authority.

Dr. James P. Bagian, a former astro-
naut who is the Ann Arbor, Mich,-
based director of the VA's Center for

Patient Safety, said the NASA-based
system, which complements an exist-
ing internal system, will gather and
correlate data from the 172 hospitals
within the VA system. It js expected to
generate its first reports early next
year.

The confidential reports on inci-
dents that it receives from medical

personnel will enable the VA to dis-
cover if there is a systemic problem,
then develop a solution, said Dr.
Bagian. The system may eventually
expand into a national database, he
said. "We have expressly designed it
thatway."

At least philosophically, this pro-
gram is a step in the right direction,
said Dr. Gutzmore. "We probably
need to look at some sort of an oojec-
tive party, where this information can
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be protected, cataloged and shared
with all the key stakeholders." 3he
said. "The challenge is going to find
out who that central bank should be,
who would be responsible for that
central bank and then what woild be
their role."

Prescription accuracy
Another major focus has been on

medications. "People get fired up
about operating on the wrong leg, and
some surgeons are now takmg to
painting legs and putting indelible ink
on the legs as a way of goof-prc,ofing,
but the real action is on medicaton e-

rors," said Dr. Chin.
Pharmaceutical errors include in-

correctly reading a doctor's handwrit-
ing, prescribing the wrong dose or
medicine, dangerous drug interac-
tions, failing to check medical records
for allergies, or overdoses that are the
result of having two doctors unknow-
ingly ordering the same or similar
medications. Children are at particu-
lar risk of medication errors, primalily
because of incorrect dosages, accord-
ing to the Institute of Medicine report.

There has been a move to repackage
drugs so they are not mistaken br one
another, as well as to change naming
conventions so that drugs that may do
very different things no longer have
similar-sounding names, said St.
Paul's Ms. Lockowitz. That "hsppens
quite a bit," she said.

On the high-tech front, some nealth
systems are also moving toward elee-
tronic pharmaceutical and medical
records, including computerized or-
der-entry systems that can issue alerts
if a medication is inappropriate for the
patient's age or weight and can even
provide data on the drug.

RightCHOICE is considering pilot
projects in this area, induding menu-
driven systems using hand-held eom-
puters. "Doctors' handwriting has
been a source of some concern for
some time. So is nurses '" said Dr. Sei-

denfeld.

The use of computens may also help
better coordinate medication. Oxford's

Dr. Muney said coordination is a Nar-
ticular problem for senior ci-izens
"Seniors will come in literally with a
brown bag of multiple medications,"
including some that are either the
same or a "first cousin" to one another,
he said.

But although Sutter Health is con-
sidering order-entry systems for medi-
cations as well as medical records, Mr.
Evans said he does not consider com-

puterization to be a panacea. "It still
requires an individual to input the in-
formation. It still requires, very often,
someone to ask the right questic,ns.
And what do you do when the system
breaks down? Automation is not a

cure-all for all the problems in nealth
care these days," he warned.

Patients have to play a role here as
well, said Dr. Seidenfeld. "Peop12 have
to take more responsibility and under-
stand that their doctors and ther hos-

pitals are not God."
In the effort to reduce medical er-

rors, other areas of emphasis are pre-
vention and early diagnosis. ' Man-
aged care, I think, has focused cn pre-
vention. We would just as soon keep
people out of the hospital." whereas
before managed care came along,
there was relatively little focus on this
aspect, said Dr. Seidenfeld

At Santa Ana, Calif.-based Pacifi-
Care Health Systems Inc, for instance,
initiatives include a breast cancer

screening program that covers 0% to
75% of the senior citizens under its

care, compared with a national rate of
just 28%, said Dr. Sam Ho, vp and
corporate medical director.

Employers' role
Employers approach medical errors

primarily from the perspectve of
keeping workers healthy and produc-
tive, rather than from concerns about
liability. To date, emplc,yers gere'ali
have not been held liable for themedi-

cal errors of the health plans anc other

medical providers with which they
deal, say observers.

"For years, brokers and carriers
have been working on products to pro-
tect employers from being named in
suits because they either choose to go
with a certain HMO or choose to go
with an insurance program," said An-
nelee Ochel, vp with Willis in New
York. "But we haven't seen too many
suits."

But that may not remain the case,
warned Michael E. Liehman, senior
vp-employee benefits practice for
Willis in New York. Although employ-
ers for now are still protected under
the Employee Retirement Income Se-
curity Act, "it would not take a huge
leap of faith to draw the line from
HMOs to an employer when a lawyer
is going to be looking for liability, so I
think it's going to be relatively soon
that an employee sues an employer
over the choice of an HMO. It may
have been tried, (although) I don't
know of any success," he said.

Employers also have an economic
stake in light of medical malpractice
liability insurance rates, which are
now tightening, said Ms. Ochel. "That
increased cost is. going to start to
trickle down to the employer...so
there's no direct cost, but there's an in-
direct effect."

Medical mistakes can also be costly
in terms of employer productivity, not-
ed Mercer's Mr. Millenson. "We have

to recognize that the economic cost
and the human cost (of medical mis-
takes) aip borne by the employer com-
munity," he said. "The Leapfrog ini-
tiative is extremely important and
may turn out to be a watershed in
terms of employer activism"

The Leapfrog Group's executive di-
rector, Suzanne Delbanco, said

"Leapfrog is about getting purchasers
to shape their purchasing practices so
that they encourage the health care
systems to improve the systems they
use in delivering care, to reduce the
chances of human error."

Its initiatives include a focus on "ev-

idence-based" hospital referrals, in
which patients are sent to high-vol-
ume centers for the procedures they
need.

"The idea here is that we think that

patients should be treferred to hospitals
that are more likely to produce favor-
able outcomes when they have to go
into an elective procedure of some
kind," said Ms. Delbanco.

"I think all of us are pretty opti-
mistie that we can be quite effective,"
GM's Mr. Bradley said of the Leapfrog
Group's aim.

"Most of the hospitals and providers
that we deal with want to collaborate,
want to work together" and consider
employers their customers' represen-
tatives. The Leapfrog Group is a
"tremendous opportunity to work col-
laboratively," he said.

Furthermore, "as purchasers, we
have the ability to create performance
expectations. We actually have a fidu-
ciary responsibility, among other
things, to assure quality," which is
"very much part of the purchase equa-
tion." There is a "real opportunity here
for accountability," he said.

Steve Wetzell, executive director of
the 1VIinneapolis-based Buyers Health
Care Action Group, which is also a
Leapfrog Group member, said, "Our
view as a group of employers has ill-
ways been that folks who spend the
money ultimately control the incentive
that the market will respond to, so if
employers really focus on an issue like
employee safety and create the right
incentives, we're very confident the
marketplace will respond."

Mr. Wetzell said, "Part of the pmb-
lem, quite frankly, is employers as-
sumed quality is there and focused in
many cases primarily on price.

"Leapfrog's a real good example of
a group of employers that is trying to
send a message that quality is just as
important as price. If we make it clear
we're going to reward...patient safety,
the market will respond." [al
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Benfield From E W Blanch it took Rodman view Mr Fox is now chlef executive number of cedents wlll be Benf.eld named Remetrica, which provides
Fox and Paul Karon Some of officer of Benfield Greig LLC m Greig's aim m the Umted States, rtsk modelmg and fmancial analyms
Blanch's business followed the men Dallas said Mr Fox for such clients, Mr Fox said

Continued from page 3 to Benfield Greig, mcluding Blar.ch's And the brokerage w:tll soon take We are looking to have a nurrber "It gives us the ability to look at fi-
But the area where we were weak largest single account, Florida-based on about another 20 people in the of chents where we can have , ery nancial results based on a set of
was in the Umted States," said Mr managing general agency Tower H111 United States at var·ious levels, Mr significant relationships," Mr Fox events and build a model on the
Chilton Insurance Group Inc (BI, July 31) Fox said. said "It comes down to creatinty screen,"he said

Greig Fester Group Ltd merged Blanch is currently sulng Messrs "We don't have to beat Aon or and energy of our people and their The analysis helps the companies
with the then Benfield Group Ltd m Fox and Karon for breach of non- Guy Carpenter, we just want to be ability to get difficult transactons determine what lines of busmess
1997 Greig Fes:er had run its U S compete agreements the best firm out there, and that all done," Mr Fox said they should be m and what their
business from London, but to really starts with havmg the best people," In particular, the brokerage will busrness models should be, he said
grow its U S operations, the new Mr Fox said try to estabhsh itself as a specialist m The brokerage iS also seeking togroup decided i: needed a stronger 'We just want to be the The brokerage has also opened difficult placements, he said branch outsice of pure remsurance
presence on the ground in the United new offices m the Umted States It "People have called us when:hey brokeriig and become more m-
States, he said best firm out there, and

already had offices m New York, have diff,cult assignments," he said volved in financial deals that areSome of the most recent appoint- that all starts with having Philadelphia, Mahwah, N J Over- Recently, Benfield Greig put to- commonly associated with invest-
ments for the brokerage business

the best people,' says land Park, Kan, Atlanta, Dallas, and gether a large loss-portfoho transfer ment banks, such as mergers and ac-were made in the United States Seattle And this year it has opened deal for Frontier Insurance Co Inc quisitions, asset management andIn the first step to try to make up Rodman FOX. additional offices m Minneapolis m 40 days capital markets transactions, hefor that shortfall, the brokerage and Stamford, Conn, Mr Fox said The troubles some insurers are said
bought Bates Turner Intermedianes In addition to taking on more staff, facing wlll lead to other opport.ml- Benfield Greig also advises on e-LLC,a remsurance brokerage unit the U S operation wall develop close ties for the brokerage, Mr Fox pre- commerce strategies through ltS
of Employers Reinsurance Corp,last From General Re the brokerage relationships with key reinsurance dicted Wildnet subsidiary and has a team of
year took several staff, Including Andrew chents, Mr Chilton said And in the 'There are a lot of troubled com- people to build Web sites for Insurers

It then embarked on a hinng spree Di Loreto and Thomas Kearney process Mr Chilton mtends to grow panies out there, and we find iur- that want to sell coverage over the
and poached senior staff from nval Soce the acquisition of Bates the brokerage's U S revenues to selves sitting down with manage- Internet, Mr Fox said
reinsurance brokerage E W Blanch Turner, Benfield Greig has added about 40% of Benfield Greig's rev- ments and planning their future" "It's beyond high-level strategic
Holdings Inc as well as from Gener- about 20 people and doubled its rev- enues, from the current 20% to 25% Mr Fox said advice We can go m and unple-al Reinsurance Co enues, said Mr Fox in a later Inter- Working closely with a limited The brokerage has a subsidiary ment," he said Eli

Meeting and developed with the help of discuss the latest developments in will offer advice on how employ- provider iS $1,095 and $930 for
nearly two dozen members of an Congress concerning privacy reg- ers can avoid problems with IBF alumni Group discounts also
advisory board, which lS chaired ulations and other issies of im- claims In addition, other pan- are available

Contznued from page 3 by Jeffrey W Pettegrew, vp-in- portance to employers UWC is a elists will address new challeiges The registration fee entitles an
will be preceded by the annial surance and risk management at national business association that stemming from changing emEloy- attendee to two continental
Employers' Private Roundtable, Weststaff Inc in Walnut Creek, lobbies on workers comp and un- ment relationships breakfasts, :wo lunches and two
at which employer representatives Calif employment issues In addition, other speakers will cocktail receptions as well as re-
can candidly discuss pressing D an Kugler, director of risk address best practices in measur- freshment breaks throughout the
problems and seek advice from management for Snap-On Inc of ing the performance of disablizy conference An attendee may alsotheir peers Pleasant Prairie, Wis, will begin Attendees are invited management programs as well as be able to participate in the pre-

Kathryn J Mcintyre, publisher the formal sessions with a keynote innovative technologies designed conference golf outing, thoughand editorial cirector of Business speech on his company's manage_ to share their to save money and help workers space is limited and iS available
Insurance, will moderate that dis- ment approach to helping workers experiences and seek prevent and control claims on a first-come, first-served basis
cussion Ms L/IcIntyre co-chairs that have suffered lob-related in- Although some claims are in- In addition, conference partici-advice from presentersthe conference along with Meg lunes evitable, a key risk manageinent pants can earn 12 continuing edu-Fletcher, a s€nior editor of BI, Several other sessions at the and exhibitors. goal 18 to prevent losses by en- cation crediss from the Californiawith assistance from IBF Presi- conference will discuss various hancing safety practices John Insurance Board
dent and Chief Executive Officer ways to manage workers comp Leonard, president of the Maine The registration deadline forAlexandra Scott and Vp Jenn.fer and related disability, including Employers Mutual Insurance Co those wishing to play golf is SeptFauci strategies for reducing health care In addition, Terrence Delehan- in Portland, will participate in a 29, unless capacity is reached be-

The roundt able's interactive costs and fighting fraud in a ty, general counsel of the National discussion about options for safe- fore that date In addition, regis-
spirit is enco iraged throughout changing regulatory environment Council on Compensation Insur- ty and loss prevention trants can reserve a room at the
the conference, as attendees are that is increasingly concerned ance in Boca Raton, Fla, will dis- The conference registration fee hotel by calhng 310-823-1700
invited to share their experiences about protecting an individual's cuss other privacy challenges em- for a risk manager, employee ben- For additional details about the
and seek advice from presen:ers right to prikacy ployers face efits manager or safety manager is program, contact Ms Fauci at theand exhibitors. Eric J Oxfeld, the president of In a first for the conference, a $795 and $675 for IBF conference IBF, 516-594-3000, ext 19, or jen-

Conference topics were chosen Washington-based UWC Inc, will panel featuring several attorneys alumni The fee for a service nifer@tbforum com

CRO began breaking through the seven risks and to take advantage ofProducts & Services Guide figures bamer," he sa.d "I think certain risk transfer opportunities
these compensation figures are available in the marketplace In

Continued from page 3 very exciting for those in the risk addition, it affords companies the
To place vourid, contact Irai•, Amleshi they report to the CEO or the management profession " possibility of gaining a competi-

board," Mr Lam said, noting that In addition to signaling grcwing tive advantage
Phone: (312) 649-5340 Fax: (312) 649-7937 the latter arrangement is fre- acceptance of the concept the Another benefit is the informa-

quently seen in energy companies salary growth also shows tte in- tion that an enterprise risk man-E-Mail: iamleshi@crain.com or in the banking industry creased commitment compan_es agement process can generate, Mr
Not surprisingly, most CROs are making to the chief risk offi- Lam said In many companies to-

are in financial companies or en- cer role, Mr Lam said day, "the board of directors is get-
CPCU® CIC and IIA Join The Society of Environmental ergy firms," he said The accep- ting too much data and not

Insurance Professionals tance of the role at such firms was enough information," he said Acandidates
a natural one, Mr Lam said, be- 'There is only one key element of an enterprise riskI guaranteeyou'll,learn mmn less time with Enabling insumnow professionals to cause the price volatility that management process, however, isThe Burnhaiiorey ball beter serve their clients through Education, those industries face makes inte_ alternative to risk

maximizing and making sense of19 Ever*¢So#th, 1550 Technology, Knowledge Management grated risk management crucial management and that information about the organiza-Call 1-888-BURNRAM Now! www.armr.net • 877 735-0800 "We also found (CROs) general- ... tion and the risks it faces
ly exist in very large or very small is crisis management,' Mr Lam said that implementing
firms," Mr Lam said says James Lam. an enterprise approach to risk "isMake Publishing October 2 In small companies, because the not a small undertaking," noting
risk manager is required to wear that a program can take two to.

an nugness several hats, he or she may effec- five years to develop "But I think
tively be functioning as a chief An unforgiving stock rn:rket, the benefits are great," he said

Impact! Insurance
®

risk officer new reporting requirements lin- Whatever the shape of the pro-
Mr Lam listed five key roles of posed by market regulators, and gram a company adopts, however,www.businessinsumnce.com

a CRO Such an individual should changing accounting standards all it should be consistent with the
be an evangelist for the enter- are contributing to the trend of organization's overall philosophy
prise risk managemen: program, a businesses embracing enterprise and culture, Mr Lam saidAdvertise in B/'s

Top 100 Women leader in the organization, a stew- risk management and the CRO "Another critical decision for
Products & ard of the company's financial position, he said companies to make is how cen-

and reputational assets, an inter- In addition, widely reported fi- tralized risk management shouldServices Guide Bonus Ditribution:
CIAB / CICE nal consultant, and a risk man- nancial disasters at several major be," Mr Lam said "For large,

312-649-5340 agement technician companies around the world in complex organizations, I think
One indication of companies' recent years have provided "a real they need to end up somewhere

Closing: September 26 acceptance of the CRO's role is the wake-up call to senior manage- near the middle "
increase in chief risk officers' ment," Mr Lam said But, h2 not- "Over the long term, there 15
salaries over the past decade, he ed, even without the potential for only one alternative to effective.

Business Call now to reserve said business crises, a strong case can risk management, and that iS Crl-
your ad space ' His company's research showed be made for an enterprise risk sis management," Mr Lam saidIns,1 i· I ice that, in the early 1990s, chief risk management approach And crisis management is much

0

(312)649-5340 officers were probaoly earning Enterprise risk management more expensive, much more em-
salaries in the low six figires, Mr gives organizations a way to iden- barrassing and much more time-
Lam said "In the late '90s, CROs tify and deal with interrelated consuming " [al
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, Pollution strictions imposed by the indus- plaints from policyholders trig-
try's sudden-and-accidental pol- gered the department's efforts to
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GLOBAL BRIEFS Oil company crisis plans tested

Paris-based reinsurer SCOR S A has Concern for employee, public safety a factor behind limited fuel deliveryreduced ltS stake in French export
credit insurer COFACE to 35% from By CAROLYN ALDRED To help protect drivers and the public, ing representatives from U K petroleum44% SCOR said the transaction was Shell and other oil companies requested the companies, according to the BP Amoco
consistent with COFACE manage- Preventing an incident involving a fully support of the police to accompany tanker spokesman
ment's aims to respond to market de- laden oil tanker was uppermost in c,11 com- drivers and explain the seriousness of the BP Amoco also activated its own emer-
mand and increase share activity panies' risk management plans as situation to protesters blockading the ter- gency response procedures and teams
SCOR remains the largest shareholder protesters demonstrated against high gas minals, said Mr Gaillet As an oil company, we have so many po-in COFACE Alexander Forbes U K prices and blockaded oil terminals through- Althoigh some politicians criticized oil tential risks that we have comprehensive
PLC, the UK subsidiary of Johan- out Europe this month companies for failing to keep gas stations emergency response procedures and teams
nesburg, South Africa-based Alexan- Concern for the safety of employees and supplied, the companies needed to ensure which are regularly exercised and mom-
der Forbes Ltd , has agreed to take a the public was just one of a complex array "driver and public safety," said a tored," the spokesman said
stake in UK safety, health and envi- of risks managed by oil companies during spokesman for BP Amoco PLC m London The first emergency response team acti-
ronmental risk management consulting the gas supply crisis that nearlybrought the "Although most of the protests were vated by BP Amoco was a team for its fuel
company National Britannia Group economies of several European countries to peacefui, we refused to ask drivers to take distribution operation based in Milton
Ltd Caerphilly, Wales-based National a standstill as fuel pumps ran dry The situ- their tankers through a confrontational sit- Keynes, the company's operational head of-
Britannia has 6,000 clients in 18 coun- ation prompted oil companies to implement uation when carrying up to 35,000 liters of fice
tries The deal is part of Alexander contingency plans and emergency response gasoline," said the spokesman "This team was charged with monitoring
Forbes' international expansion procedures As the full scale of the crisis became ap- our 16 terminals and establishing where we
plans Net profits for French insur- During the crisis 'we were focusing on is- parent, shortly after the first protesters be- could make deliveries and coordinating
ance giant AXA S.A. rose to 1 21 bil- sues such as dnver safety, including aioid- gan a olocka(le of the Stanlow refinery in supplies to essential users, such as the
lion euros ($1 16 billion) for the first mg personal inJury to drivers and third par- Cheshire, England, John Mumford, chief emergency services It also looked at safety
half of 2000, up 3 3% on the figure for ties," said Nick Gaillet, risk and insurance executive of BP 011 U K Ltd, called to- management of the terminals and the
the same period last year But the con- adviser at Shell International Ltd m Lon- gether the 011 Industry Emergency Com- tankers," the BP Amoco spokesman ex-
tribution of property/casualty earnings don mittee a crisis management team compris- See Crisis on page 24
to this total dipped sharply-down
14 1% on the same period last year to
324 million euros ($309 4 million) AXA
Re's contribution to the group's inter- China's push
national insurance profits fell by 17 8% E.U. officials
to 60 million euros ($57 3 million)
AXA said this was the result of reserve

strengthening after the 1999 wind- to join WTO
storms and lower realized capital push for wider
gains Wellington Underwriting
P L C is set to launch a product that
enables insurers to obtain quotations opening market
and policy wordings for terrorism cov- pollution liability
erage via the Internet Broker Heath By EDWIN UNSWORTH has forged with foreign govern-
Lambert Group lS working with ments are paving the way for By SARAH VEYSEY Parhament That'11 probably be
Wellington on a live trial of the site China's bid for membership more market liberahzation and sometime before the end of Oc-

Wellington said the site would be made in the World Trade Organiza- are sparking incieased foreign The European Umon may tober," the spokesman said
available to other approved brokers tion has opened ltS doors to in- investor interest in China, soon introduce legislation that The white paper on environ-
shortly Wellington said it lS working creased trade, greater foreign which is the world s most popu- would make companies retroac- mental liability was prepared
on a new portfolio of products using investment and increased de- lous nation and a major eco- tively hable for environmental by the European Commission,
Web technology that lS scheduled mand for commercial insur- nomic force damage the European Union's execu-
to be released in the coming ance The deal reacked between Earlier this month, the Euro- tive, and it outhnes the "possi-

i months Paris-based Assurances Gen- The country's last malor ob- China and the United States, pean Parhament environment ble main features of a Commu-
erales de France is planning expansion stacle to ]01ning the WTO was for example, calls for Beijing to committee voted to recommend nity reglme" These include "no
in the Netherlands AGF announced lt cleared in Mab, when China phase out geographical restric- the introduction of a greater de- retroactivity (apphcation to fu-
had entered into exclusive negotiations reached a trade accord with the tions on foreign companies in dree of retroactive liabihty for ture damage only)," the white
with The Hartford International Fi- European Union (BI May 291 three years Currently, foreign polluters The non-binding rec- paper says
nancial Services Group for the pur- That agreement dealt chiefly insurers are restricted mainly ommendations followed the "For reasons of legal certain-
chase of the entire share capital of with investment andtariffs, but to Shanghai and Guangzhou committee's discussions about ty and legitimate expectations,
Zwolsche Algemeene NV, ltS Dutch 1: also produced corcessions to prozinces In addition, foreign the European Union White Pa- the E C regime should only
subsidiary AGF's net income mea- the European Union's demand non-life insurance licenses cur- per on Environmental Idability, work prospectively," the white
sured 672 million euros ($641 6 million) for greater accessibility for rently permit insurers to write published in February paper says "Damage that be-
for the first half of 2000-up 45 1% on E U insurers, w:th China only business related to for- The E U white paper itself, comes known after the entry
the same period last year Non-life m- agreeing to offer licenses to sev- e gn-partnered loint ventures , about which comments from m- mto force of the E C regime
surance contributed 347 million euros en more European ins.lrers Insurers, however. expect that terested parties have been so- should be covered, unless the
($331 3 million) to the group's Also helping open Ctina's in- liberalization efforts ultimately hcited, does not recommend the act or omission that resulted m
total Asahi Mutual Life, Tokio Ma- surance market was a deal, willl allow them to write in the introduction of retroactive ha- the damage has taken place be-
rine & Fire and Nichido Fire & Marine struck last Nor ember with the Chinese domestic market The bility But the European Parha- fore the entry Into force," lt
have formed a product-sharing al- United States, in wn.ch U S pact with the United States also ment's environmental commit- says
liance The three companies plan to in- negotiators agreed to grant will allow foreign insurers into tee wall "propose that the rec- "It should be left to the mem-
tegrate their non-life and life insurance China permanent ncrmal trade group, health anc pensions ommendations (in the white pa- ber states to deal with pollution
businesses A merger is expected at an relations status This move was business over five years, and per) be made stronger," said a from the past. They could estab-
unspecified date Moody's Investors affirmed last week by the U S will permit wholly owned non- spokesman for the European lish fundmg mechanisms to deal
Service Inc has affirmed its insurance Senate, ending the 20-year life subsidiaries in two years i Parhament In London with existing contaminated
financial strength ratings of the three practice of requiring ar·nual re- The European Uni)n notes its "The white paper now has to sites or damage to biodiversity
companies-Aal for Tokio Marine, Aa2 view of China's trade status deal with China opens the go before the full European See Liability on nezt page
for Nichido Fire, Baa3 for Asahi The agreements that China See China on page 23
Moody's said that in the absence of
specific plans it is difficult to predict
whether the business alliance will yield Protests shut down forum venuebenefits likely to change the insurers'
credit risk profiles materially Tokio
Marine 15 Japan's largest non-life in-

It By DAMIEN TOMLINSON Authority, a state government--surer Tokyo-based Nichido Fire is the
I country's seventh-largest P/C insur- 1 .- rs) 1

6 ...1.4
agency, on Sept 11, after protests

ance company, and Tokyo-based Asahi 1 .
MELBOURNE, Australia-Mel- hindered the change of shift of

bourne's Crown Casino could lose gambling inspectors at the 24-hour
Life lS the fifth-largest life compa- up to $10 million Australian ($5 4 venue
ny The U K 's Chartered Institute of million) in revenue because it was Under the authority's gambling
Environmental Health lS calling on the forced to close its gambling opera- license agreement, inspectors must
government to allow environmental tions for three days earlier this oversee all gambling operations
health officers to bring manslaughter 1•. --

4 month as protests at the World The casino was shut from late in
charges against managers of companies i f 'f.48 -i

6/ *, -0 - 3 Economic Forum prevented access the evening of Sept 11 until thewho have been found criminally liable
for accidents at work The CIEH's com- »0 2-

to and from the hotel, shopping and morning of Thursday, Sept 14
gaming complex A protest group known as the Sll

ments come as part of the consultation . i4' I The World Economic Forum's Alliance staged demonstrations for4on the proposed introduction of an of- 17 Asia-Pacific summit was held at the duration of the forum, rallyingfense of corporate killing, which would the casino throughout the week of against the globalization of world
make it easier to prosecute manage- Sept 11-15, drawing large numbers trade Trade unionists also joinedment for manslaughter The CIEH said ?f t., I .

of protesters against globalization the protest, and the number of
that environmental health officers The Crown Casino, owned by protesters reached an estimated
were the best placed within local au- PHOTO REJTERS Sydney-based Publishing & Broad- 10,000
thorities to bring such actions The Crown Casino in Melbourne was shut down by casting Ltd, was ordered closed by Protesters clashed with police,

protests over global trade talks. the Victorian Casino and Gaming See WEF on next page

.-'



26 /Business Insurance, September 25,2000

UPDATES
i Pollution are the Louisiana Supreme court's makeup has changed

Court " slightly since the Ducote decision
But if insurers sue the depart- Until recent weeks, the court con- St. Paul to run off Unionamerica

Conhnued from previous page ment over any regulatory action it sisted of eight lustices, seven of
resolve confusion over the apph- takes against them, they would which heard cases to avoid tie Continued*om page 2
cation of an exclusion," while reg- create a problem for themselves, votes practice insurance, Unionamerica effectively was subsidizing St
ulators' role is to review new Ms Wertz said In that situation, But a few weeks ago, one justice Paul's competitors
clauses and forms and to monitor unlike in the Ducote case, the who voted with the majority in Unionamerica made an underwnting loss of $103 million in 1999
insurers for unfair claims-han- court record would include not Ducote retired and is not being re- and a loss of $35 million in the first six months of 2000, the
dling practices only the language of the pollution placed spokesman noted

Law professor Adam Babich at exclusion but also its regulatory Mr Babich and attorneys in- In 1999, Unionamerica had net wntten premiums of $197 mil-
Tulane University in New Orleans history, she noted volved in the case said they had lion, in the first half of 2000, its net written premiums totaled $109
observed, "If a company behaves Mr Bablch noted that evidence no clear idea whether this change million

in a way that the supreme court supporting what regulators likely would affect the court's An unspecified number c,f Umonamenca's 73 employees will be
says is OK, at least that's pretty thought the exclusion meant when thinking on this issue retained for the runoff, the spokesman said
good grounds to appeal that regu- they approved it could be one fae- .

latory action " tor that causes the court to recon- Phyms Kay Roby Doem et al «us CNA unveils online cargo systemMr Babich said that " obviously, sider its ruling in Ducote Mobil 011 Corp et at, Louisiana
the people who get the last word Another factor lS that the Supreme Court, No 2000-CC-947 CHICAGO-The first phase of an online cargo insurance system

is available from CNA Mar.time

AIG
Agents, brokers and insurance buyers can access the Ocean Ma-

equipped to replace the elder Mr servers include Brian Duperreault, rine Manager network interface, or OMMni, to get quotes, issue in-
Greenberg chairman and CEO of ACE Ltd surance certificates and pay for coverage by credit card

Others, though, discount this and an AIG alumnus The system is designed to eliminate the bottlenecks that tradi-
Cont:nued from page 1 theory Spokeswomen for Marsh and tionally have hampered the issuance of time- and paper-intensive
left AIG to run other companies "Hank does whatever he wants, ACE said that Jeffrey Greenberg cargo policies In the first phase, small cargo customers can access

AIG's announcement of Evan notwithstanding the board," one and Mr Duperreault would not pre-set rates and automatic underwriting Underwriters are avail-
Greenberg's resignation was terse analyst said "The board is impor- comment able to help if pre-set underwriting parameters are not met by the
In a two-paragraph statement, the tant, but not crucial, and for two If AIG were to make an acquist- account

insurer said that the younger Mr years he's been saying that Evan tion in part to acq-lire manage- OMMni's second stage, which lS expected to be available later
Greenberg had quit "to pursue would be his successor " ment talent, one company it might this year, w11 automate cargo policies for CNA Maritime's existmg
other interests" and that his duties A likelier scenario, some indus- consider is Hartford Financial Ser- customers, which mostly are larger accounts Under the second
would be assumed by other, as yet tI y observers say, lS that Evan's vices Group Inc, according to phase, customers that access the site can be automatically directed
unnamed AIG senior executives departure was triggered by the an- Kenneth Zuckerberg, a vp with to an agent that will handle their account

"We wish Evan the very best in nouncement earlier this month Wassersteln Perella Securities Inc The system was developed by CNA Maritime-the ocean marine
his future endeavors," his father that Eli Broad will resign as CEO in New York unit of Chicago-based CNA Financial Corp -and Insurance Sys-
said in the statement of AIG subsidiary SunAmerica Inc The Hartford, Conn -based in- tems Inc of Toronto

The announcement recalled the next January and be succeeded by surer has generatec the second-
unexpected 1995 resignation of SunAmerica President Jay S Win- highest return on equity in the ill- E-business consortium forgedJeffrey Greenberg, Evan's older trob The 67-year-old Mr Broad, a surance industry after AIG, and its
brother and the previous heir ap- large AIG stockholder, will remain stock is trading at less than half LONDON-dotRisk Ltd, an electronic marketplace for insur-
parent at AIG, who quit for what an AIG board member and the multiple to projected 2001 ance, has launched an mdustry consortium with Jardine Lloyd
the company descnbed as "person- SunAmerica's chairman, and will earmngs per share that AIG's stock Thompson Group PLC and ACE Global Markets Ltd , both based
al reasons " Jeffrey Greenberg lS focus SunAmerica's strategic lS, Mr Zuckerberg noted in London

now chairman and CEO of Marsh plans In such a deal, AIG might also The consortium has been launched to develop a global digital
& MeLennan Cos Inc in New pick up widely respected Hartford marketplace for the commercial insurance and claims industries
York Chairman, President and CEO Ra- and to create liquidity as brokers, insurers and capital market in-

Jeffrey Greenberg's resignation iAs long as (Maurice mani Ayer, he added stitutions Join the open-trading platform, Washington-based
announcement, though, included A Hartford spokeswoman de- dotRisk said
information about who would be Greenberg) is there, clined to comment though Mr Negotiations are under way for other companies to Join the con-
taking his place, and Mr Green- things are going to be Ayer has said publicly that Hart- sortium, dotRisk said
berg's own statement explaining ford lS more likely :o be a buyer JLT and ACE also have taken an equity stake in dotRisk, which
his need to "pursue my career in- fine,' says an insurance than a takeover target was founded in 1999

dependent of AIG " Evan Green- analyst. Several analysts contend that "The consortium approach ensures that dotRisk is at the center
berg's departure came with no ex- Maurice Greenberg's successor of the industry's migration to the Internet It also ensures that we
planation or specifics about his re- will likely be an AIG insider-or accelerate the time it takes to create real liquidity in the trading
placement, leading several ob- former insider-because the com- platforms, so that the Industry can start to benefit from the cost
servers to conclude that lt took Evan Greenberg may have ex- pany is too broad-based and com- and efficiency savings that doing business online will provide,"
even AIG insiders by surprise pected this announcement to be plex, and its management culture said Richard Fields, chairman, chief executive officer and founder

"The announcement suggests to accompanied by a timetable for his too different for an outsider to of dotRisk

me that no one at AIG expected father's own retirement, observers grasp quickly "With key industry players such as JLT and ACE on board,
this, including the father," one in- speculate When this did not hap- "I think it would be very hard dotRisk lS better able to ensure that our marketplace meets the
dustry executive said "It looked to pen--or possibly when Mr Broad's for AIG to go outside the company needs of the broker and underwmter communities," he added
me like AIG was forced to make an name was raised as a potential in- to find someone to take over," one dotRisk will seek to obtain accreditation from London-based
announcement very quickly " tel'un CEO of AIG should the elder analyst said "If you didn't grow WISe, which issues standards for e-commerce m insurance

"I thmk this took everybody, in- Mr Greenberg be unable to con- up in the organizat_on and don't
cluding Hank, by surprise," one in- tinue m the role-Evan Greenberg know how all the pieces fit togeth- Briefly noteddustry analyst agreed, referring to may have confronted his father er, it would be very difficult "
the senior Mr Greenberg "He and quit Rather than simply delegating The Assn of Private Pension & Welfare Plans last week changed
must have been as surprised as Others familiar with AIG sug- responsibility to division or re- its name to the American Benehts Council The name change for the
anybody when the kid walked ln gest that Evan Greenberg may only gional managers, for example, 33-year-old Washington-based benefits lobbying organization came
and said, 7 don't want to do this "' be following the long series of AIG Maurice Greenberg has direct con- after more than a year of analysis Standard & Poor's Corp has

Insurance industry observers- executives who decided to go else- tact with product line managers downgraded PXRE Corp. to A from A+ The downgrade reflects the
most of whom did not want to be where after concluding that the el- and personally keeps track of each reinsurer's "reduced operating performance, persistent operating
quoted by name-offered various der Mr Greenberg would not be line's performance, the analyst volatility and remaining uncertainty that new lines of business will
theories for Evan Greenbeig's de- surrendering the reins at AIG m said grow successfully," an S&P statement said Richard G. Gregoire, a
paiture the foreseeable future An outsider would likely bring a principal and national director of Arthur Andersen's Property Casu-

Several observers, for example, "If they weren't father and son different management style and alty Consulting Group, died last month at age 56 Mr Gregoire, who
said that Evan, unlike his brother, and if this were not a colorful com- delegate more than Mr Greenberg was based in Arthur Andersen's San Francisco office, previously
had adopted the hard-nosed, con- pany, it would look like what has has, he predicted served as chief operating officer of Thomas Howell Group (Americ-
frontational management style of occurred in any number of other In any case, AIG stands little as) Inc, which was acquired by Crawford & Co in 1996 Prior to
his father and that this made him, companies where a founder or chance of attracting a future CEO that, Mr Gregoire was COO of Tophs & Harding Inc Washington
in one observer's words, a "contro- longstanding chairman simply re- from outside the company as long Insurance Commissioner Deborah Senn lost her bid for aUS Sen-

, versial" figure within AIG The fuses to let go," one industry exec- as Mr Greenberg remains in ate seat by a wide margin in a primary election last week The win-
younger Mr Greenberg, these ob- utive said "Anointed successors charge, most observers agree ning Democratic candidate is Maria Cantwell, an Internet en-
servers say, may have been blamed one after the other tumbled away "I don't think anybody would trepreneur who previously served in the state Legislature and the
for the defection 11 recent months because they could not carry the ti- leap at this as long as Hank is Still U S Congress Ms Cantwell received nearly 37% of the vote, com-
of several AIG executives to other tle without the authority " in the saddle," one analyst said pared with almost 13% for Ms Senn, according to unofficial returns
Insurers, including Chubb Corp Whatever the real reason for "Hank's Just got to reahze that for Ms Cantwell wlll face incumbent Republican Slade Gorton in the

Despite Maurice Greenberg's Evan Greenberg's resignation, it anybody worth his salt to be inter- Nov 7 election London-based buyout specialist Candover Invest-
public designation of Evan as his revives uncertainties about who ested in the job, he's got to step ments PLC and a fund managed by Secuntas Capital LLC have
successor, some analysts believe will ultimately take charge at AIG down," at least relinquishing the called off negotiations to buy Reliance National Insurance Co. (Eu-
that AIG's 18-member board of d- "We all thought it was now re- CEO title rope) Ltd., a London-based unit of troubled insurance company Re-
rectors made it clear that it wanted solved," DLJ's Mr Karaoglan said Meanwhile, the stock market re- liance Group Holdmgs Inc Candover and Reliance could not agree
to look at other candidates for the "The resignation changes that " acted mildly to the news of Evan on a price, a Candover statement said Fred Kist has joined Kem-
CEO iob The question of who the new heir Greenberg's resignation AIG per Insurance Cos. as chief actuary and senior vp of Lumbermens

These analysts cite pressure ex- apparent will be draws new rounds shares rose last Tuesday, the day of Mutual Casualty Co, a Kemper unit m Long Grove, Ill Mr Kist was
erted by AIG shareholders who of speculation, meluding the possi- the announcement, and closed at previously senior vp and chief actuary at CNA Insurance Cos Glen
questioned Evan Greenberg's bility that AIG could lure Jeffrey $91 43, up $2 75, on Friday Allen, Va -based brokerage Hilb, Rogal & Hamilton Co. bought In-
readiness to run the company, as Greenberg back or even acquire Insurance analysts were also un- surance One Inc , a Rockville, Md -based insurance agency, for an
well as public comments by AIG Marsh & McLennan, keeping its perturbed by the news undisclosed sum Insurance One, which had $8 million in gross rev-
board member Barber B Conable Putnam Investments Inc unit and "As long as (Maurice Greenberg) enues m 1999, sells property, casualty, life and health insurance and
Jr that the board would choose selling off the brokerage business lS there, things are going to be other insurance-related products in the Washington, DC, area
whomever it decided was best Others mentioned by industry ob- fine," one said
\
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Excerots from Bl's Dailv Online Undates. Sent. 18 - Sent. 22. 2000

ONLINE REINSURANCE GE Frankona Re entity's automobile loss control, employ- training service on the construction and technology indus-
has launched a service that enables Euro- ment practices, law enforcement, Jail or de- Trainamation, a San tries The current staff will continue its oper-
pean brokers to use the Internet to place tention facilities, parks and recreation ar- Francisco-based unit ations in its present location under the direc-
some business with the reinsurer Called eas, as well as its

R10 for Brokers, the new online streets and roads de- employers with a host gional manager Murphy Consultants spe-
tool will allow brokers to partment and its wa-

of Marsh, provides tion of John Stancik, Gallagher's eastern re-

place some standardized Thes:Riul of training courses that cializes m group, health and life products and
ter and sewer de- are delivered to em- services for private-sector clients Its staff will

reinsurance coverages, partment. Following ployees' desktop com- continue operations from its present location
such as original-loss war- the assessment, the puters The system measures outcomes under the direction of Jim Durkin, president
ranties, according to a St Paul, Minn - through testing and provides updates of of Gallagher Benefit Services Inc R G Speno
statement from the Mu- based insurer will safety regulations, among other functions provides commercial propertykasualty, sure-

nich, Germany-based affill- provide the management of the City or Among the initial offerings from Traina- ty and risk management products and ser-
ate of Employers Remsurance county with an analysts of its current loss mation are courses titled Bloodborne vices to the construction industry, and its

Corp The contracts for the coverage ob- control efforts and a comparison of its pro- Pathogens, Confined Space Entry, Forklift staff will continue operations out of the Cu-
tained through RIO for Brokers will be grams to those used by other public entities Safety, Hazard Communications, Travel pertino location under the direction of
legally binding, and coverage notes can be that have low loss frequencies The grants Security and Workplace Violence Preven- Thomas Gallagher, president of Gallagher's
printed out immediately In January, GE will be awarded on a first-come, first- tion Lamberson, Koster & Co. subsidiary
Frankona Re set up a similar system for di- served basis to public entities that meet
rect business, called RIO two criteria, the local authority must have CALIFORNIA HIV MANDATE Begmning m Jan- MORE TIRES RECALLED Contmental General

a population of 7,500 or more, and at least uary, health maintenance organizations oper- Tire Inc last week announced a recall of tires
SYNOICATE CLOSINGS Crowe Insurance one ICMA member must work in its gov- ating in California must refer HIV-infected used on about 40,000 Lincoln Navigator
Group, which manages six Lloyd's of Lon- ernment. The ICMA, a professional and patients to doctors with expertlse m treatmg Sport-utility vehicles made by Ford Motor
don syndica.es, announced last week that educational organization, represents ap- AIDS The referrals are mandated in a law Co. Accordlng to a spokesman for Dearborn,

it is closing down pointed managers and administrators in 10- that was signed earlier this month by Gov Mich -based Lincoln, a division of Ford,
aviation syndicate cal governments throughout the world Gray Davis The legislation was sponsored there have been reports of
53 and marine syn- by Assemblyman Martin Gallegos, D-City of tread from the tires break-

dicate 1121 at the IAETNADIVESTITURE Aetna International Industry, at the urging of the Los Angeles- mg off Although one inci-
*¥r end of the year, Syn- Inc, a unit of Aetna Inc, announced last based AIDS Healthcare Foundation The or- dent involving a minor in-
r dicate 1121 was one week that it has reached an agreement to ganization called for the measure because m- i #1 jury has been reported, of 19 managed by

sell its 49% interest in its Mexican bank- digent patients treated by specialists at its
CROWE various agencies ing, pension and seven clinics often fare better than do insured

0, - there have been no reports of serious accidents, seri-
that were told by II/ insurance Joint patients treated by some HMOs, a founda- obffl ous injuries or fatalities,

ventures to its tion spokesman said The medical communt- ....Milmi
July that they needed to increase their capt- partner, Grupo ty does not currently recognize AIDS treat-
tal for the 2001 year of account (BI, July

Lloyd's regulators m ,tina
the spokesman said A
joint statement issued by

Financiero BBVA ment as a specialty practice, the spokesman I Charlotte, N.C.-based
10) Crowe Syndicate Management Chief Bancomer GFBB said Consequently, he said, there is now no Continental General Tire

Executive Officer Andrew Wallace said m and its affiliates will buy all of Aetna's in- certification for such specialists. But the and Lincoln said that officials of both com-
a statement that the runoff of the two syn- terest in AFORE Bancomer, Seguros Ban- spokesman noted that the law is m effect un- panies last Tuesday met with the federal Na-
dicates is "part of a far-reaching review comer and Pensiones Bancomer for $693 til 1994, and he said that a movement is un- tional Highway Traffic Safety Administra-
and rationalization program" begun last million The sale is expected to close in the der way to get the American Medical Assn tion to review the tire company's warranty
November to improve profitability and fourth quarter of 2000 The sale is part of to recognize AIDS treatment as a practice and claims experience in the field for 1998
strengthen management across the group Aetna's plan to shed its international bust- specialty and 1999 Lincoln Navigators with 16-inch
The changes include raising the capacity of ness to focus on U S. health care, an Aetna ContiTrac tires Continental General Tire,

certain other Crowe syndicates spokesman said. Seguros Bancomer sells IBALLAGHER MAKES BUYS Arthur J Gal- which is owned by Continental A.G. of
personal lines auto, homeowners, group lagher & Co recently acquired three compa- Hanover, Germany, did not return calls seek-

ILOCAL GOVERNMENT EVALUATIONS The St life and group health insurance directly nies In separate deals, the terms of which mg comment
Paul Cos have established a risk manage- and through Bancomer's bank branch net- were not disclosed, the Itasca, Ill -based bro-
ment grant program for 25 members of the work AFORE Bancomer provides pension ker purchased Atlantic Risk Management 4 To get breaking news as It occurs. visit Bu*

ness Insurance's !ree onlino Updates at www.International City/County Management products and services, while Pensiones Corp. of Baltimore, Murphy Consultants of
Assn that will provide onsite evaluation of Bancomer sells annuities Elgin, Ill, and R G Speno Inc Insurance =.com. All of Um materlal In the

a city or county's loss control practices Brokerage of Cupertino, Calif Atlantic Risk For' The Recor,1 cohm* as wel as other cement

The evaluation will include a review of the WEB-BASED TRAINING Marsh & McLen- Management offers risk management, prop- In this week's issue, is generated from daily

news /stings that appeard on the Web site inlocal government's loss control program nan Cos. Inc. is offering its clients a new ertykasualty, surety and group benefit prod-
and its management It will examine the Web-based safety and risk management ucts to commercial chents, with an emphasis me prewous weet

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

B/Industry Stock Report SEPT. 18, 2000, THROUGH SEPT. 22,2000

Weekly Yearto date Yeartodate

BROKERS
Weekly Yearto date Year to date Weekly Year to date Yeartodate

Pnce % change % change High Low Vol (000) Pnce % change % change High Low Vol (000) Pnce % change %change High Low Vol (000)

Aon Corp NYS 37.31 261 -672 4275 2069 4837 Frontier Insurance Group NYS 075 000 7818 1238 028 1885 UNUM Corp NYS 2500 753 2203 37.75 11.94 4208

Brown & Brovm NYS 2956 021 5432 3075 1538 117 Gansco Inc 14YS 400 1.59 2558 694 3 69 444 Vestalnsurance Co NYS 506 385 3065 788 344 166

Clark Bardes Holdngs NDO 1081 226 24.78 21 00 850 21 Harteys.Ile Group NDO 1888 42 3246 19.75 1163 336 XL Capital Ud NYS 7300 300 4072 7463 39 00 2849

E W Blanch Holdng: Inc NYS 21 00 500 -6571 7075 1656 318 HSB Group Inc NYS 40.13 000 1867 4063 21 50 545 Zenith Nal,o,lai Ins NYS 2219 -379 758 2494 1875 33

Gallagher Althur J & Co NYS 5669 214 7510 5675 306 532 HCC Insurance Holdngs NYS 21 56 029 6351 2294 800 335 INSURERS/REINSURERS AVERAGE 105 793

Hilb Rogal & Hamiltx, NYS 41 81 229 4801 42.13 23.75 54 ING Greep N V NYS 6388 059 471 6994 4681 466

Kaye Group Inc N[)0 8.13 000 299 1188 500 3 IPC Holdings Ltd NDO 1788 9.16 2017 2250 9.75 82 HEALTH MAINTENANCE ORGANIZATIONS
Marsh & McLennan NYS 12938 392 3521 12938 61 75 3485 Harttord Financial Services NYS 6894 036 4551 71 44 29 38 3929

John Hancock Fnanc,al Services NYS 2613 -39 5368 28.13 1344 3963 Foundation Health Systems Inc NYS 1719 179 7296 1856 625 1838

BROKERS AVERAGE 226 2399 laSalle Re Holdngs Ud NYS 1800 323 909 1938 1088 79 Humana Inc NYS 1000 738 2214 1000 4.75 3670

Lincoln Natmnal NYS 52.19 -0.12 3047 5638 2263 3388 Oxford Health Plans N[)0 31.69 696 14975 3325 9 75 5784

INSURERS/REINSURERS MAIC Holdngs Inc NYS 1206 052 -4307 2619 1000 83 Pacificare Health Sys NOO 43.19 1861 1851 7231 31.13 2500

Mariel Corp NYS 14550 115 -613 18550 11150 62 Sierra Health Services NYS 444 3922 -3364 1250 2 44 2207

ACEUd NYS 3875 745 13221 3875 14 06 5548 MBIA Insurance Group NYS 6806 1.16 2888 7100 3631 1293 Untted HealthGroup NYS 9781 553 84.12 9781 39 38 5095

Accei Intemat,onal Corp NOO 053 000 4690 138 050 10 Meadowbrook Insur Group NYS 425 -4 Z 6524 1300 394 150 Wellpoint Health Netwods NYS 8850 100 3422 9231 4825 1933

Acceptar,M Insuame Cos NYS 538 947 -652 15.13 275 45 Me\Ue NYS 2475 07E 7368 2594 14 25 7426 HMOs AVERAGE 567 4443

AEGON N V NYS 3513 255 2644 49.13 31 50 498 MLRual Risk Mgmt Ud NYS 2150 23E 2788 2831 981 260

Aetna Ue & Casualti NYS 5800 606 392 8025 3850 3782 Navgators Group N[X) 1200 000 2308 1425 863 34 ALL COMPANIES AVERAGE 299 2545

AFLAC Inc NYS 6281 3 18 3311 6281 3356 4885 NYMag,c Inc NYS 1506 042 1422 1575 1225 6

Allmenca Fnanctal Clp NYS 61.88 -090 1124 6350 3506 582 Ohio Casualty Corp N[)0 697 445 -5661 1831 6 50 896

Allstate Corp NYS 3338 289 3870 3525 17.19 12222 Old Republic Int 1 NYS 2600 04E 9083 2706 1063 2416

Ambac Fnancial Grcup NYS 6831 120 3090 71 38 3888 1981 Partner Re Ud NYS 4688 1 OE 4451 4800 2838 901

American Franc,al Croup NYS 2450 175 7.11 3025 1838 282 Pern.Amenca Group Inc NYS 7.13 039 -306 975

Amencan General NYS 7663 -024 099 82.19 4563 5106 PMA Cap,tal Corporation NDO 1769 4.04 11 01 2050 55 i 'B, Insurance Index 
American Intl G,oup NYS 91 44 1.25 2685 9294 5238 17883 Phiadelphia Cons Holdng NDO 1806 74Z 2457 1888 1081 256

A.encan Safety Insuance NYS 400 323 -3846 7.75 375 122 P)(RE Corp NYS 1600 94C 2308 1756 994 411

Argonaut Group NDCD 1700 7.09 14.47 2663 1444 79 Reliance Group Holdings NYS 016 OOC 9764 775 013 1729

AXA-UAP Group NYS 6825 055 -387 8150 5825 1673
2,500

RellaStar Fnancel Corp NYS 5394 OOC 3764 5344 23.75 2055 2,450 72 _
Baldwin & Lyors Inc NDO 1938 065 1243 594 1525 6 RenaissanceRe Holdings Ud NYS 5788 1157 4159 57.82 3319 564 2,450

Berldey W R Corp NDO 31 00 206 4850 3138 14 00 545 RU Corp NYS 3800 114 1176 395 2625 173 
Bert@Hre Hathaway Inc NYS 5570000 -380 471 6690000 4080000 2 St. Paul Cos NYS 5056 359 5009 51.01 2131 4223

Capitol Transamenca Corp NAS 1163 000 1553 1475 938 16 SCOR NYS 4181 075 -551 53 EG 3838 23

Chubb Corp NYS 7794 1.22 3840 8100 4325 3348 SAFECO Corp NDO 2675 288 754 37 Ce 1800 2309

CIGNACorp NYS 9281 1.99 1521 10594 60 75 4372 SCPIE Holdings Inc NYS 21 06 4 88 -3444 3694 1900 NA

C,noinati Fnancial Corp NYS 3794 4 98 1902 4331 2619 1146 Se,bels Bruce Group N[)0 094 000 -4643 3 E8 053 58

04#.P NYS 5294 0.53 2643 59 13 31 40 55225 Selectrve Ins Group NDO 1766 1.62 273 20.8 1463 256

CNA Flancial Corp NYS 3825 -301 177 42.13 2456 175 Tolgo Manne & Re N[)0 5175 222 1247 67 CO 4500 99

CNA Su,ety NYS 1156 107 1106 1494 975 414 Torclynark Corp NYS 2800 -366 36 CO 1875 925

EMC Insurance Grou: Inc NOO 1075 6.17 1781 1106 681 78 Transatlantic Holdings MYS 9069 1.36 1617 93.25 6875 43

ESG Re Limited NOO 300 435 -5676 1363 250 103 Trenwick Group Inc NYS 1825 735 775 23.63 1200 713

Enhance Financtal Serv,ces NYS 1369 -4.78 15.77 21.25 863 476 Un©o Amen¢an Corp N[)0 663 064 636 925 450 3 2,000 ///////////////////////////////////---
Everest Rersurance NYS 4731 499 11204 4731 2050 1200 United Fire & Casualty NOO 1700 1111 2486 2338 1550 20 8/4 8111 8n 8 8/25 gn 9/8 9ns 9/22
Fremont General Corp NYS 350 000 -6254 10.19 269 740 Un,Inn N[)0 31 25 406 1694 39.75 27.19 384

Base=100 on Dec 29 1978

Topadvarangissues Slerra Hea!01 Services, RenalssanceRe Holdings Lid. PXRECorp Leadingdedlners Pactficare Healli Sys, United Fire & Casual, Acceptance Insurance Mostactive Issue Cmgroup The B/Index decreased 004%,the Dow Jones Industnal wentdown 07%, the S&P 500 dmpped
1 2%, and tie NYSE Composite went down 15% Average P/E Brokers, 229, insurers/reinsurers 24 6, HMOs, 14 5

Source CNET /nvestor (Investor cnet com) Boulder, Colo



e.

There are so many things out there that can cause your business to go up in flam.s. That's why you
want an insurance partner who knows your needs inside and out. One who has walked a mile in your
shoes. And one who can provide the best possible coverage, in 130 countries wer.dwide, for matters
you may never see coming.

Providing Commercial, Personal and Specialty Insurance Solutions.

© 2000 Royal & SunAlliance, Charlotte, NC Amember of tie worldwide Royal & Sun Alliance insurance Group plc www.royalsunalliance ·use.com

ROYAL &

SUNALLIANCE

You Have Our Attention'


