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A Firestone Wilderness tire that separated from its casing,
allegedly resuiting in the crash of a 1998 Ford Explorer on

Aug. 9 in Florida.

Tire problems
drive interest

in recall cover

By LEE FLETCHER

The extensive tire recall by
Bridgestone/Firestone Inc. is
prompting many companies
to assess their current protec-
tion for recell risks, as well as
driving new interest in prod-
uct recall insurance.

Some companies, however,
do not buy recall coverage
and instead opt to retain the
financial risk associated with
a large product recall.

“Every company has to as-
sess what could really hap-
pen. One of the issues that
needs to be decided is how
much to buy in the way of
limits. If you're selling to the
automotive industry, you re-
ally need large limits because
really the issue is how many
units (automobiles) could be
affected,” said Vince DeCon-
ti, an underwriting officer for
product recall at American
International Group Inc. in
New York.

Interest in product recall
coverage, particularly in the
automotive industry, has

probably doubled since the
Bridgestone/Firestone recall
was ordered in early August,
said Mr. DeConti. “I'm sure
that even more of the auto-
maotive components (manu-
facturers) will be looking for
coverage. That's one of the
major areas that we see ex-
pressed interest in product
recall,” he said.

Manufacturers’ product lia-
bility exposures have shifted
during the last decade or so,
Mr. DeConti said. For exam-
ple, original equipment man-
ufacturers in the automotive
industry only are willing to
accept liability for the com-
ponents they make. In the
past, OEM suppliers were
more willing to take responsi-
bility for vehicle recalls, he
explained. This shift has oc-
curred in the high-tech field
as well, he added.

Although Mr. DeConti de-
clined to identify clients that
have purchased or are consid-
ering product recall insurance,
he said several large automotive

See Recall on page 20
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Workers comp insurers
predict rate hike in 2001

HARTFORD, Conn.—Nearly one-third
of workers compensation insurers expect
to raise rates by up to 20% for 2001, ac-
cording to a recent survey.

And more than 90% of the 30 major
workers compensation insurers surveyed
expect some rate increase, according to
the survey conducted by Hartford, Conn.-
based asset management and research
company Conning & Co.

“A lot of the major workers compensa-

See Updates on next page

Pension reform OK

expected in Senate

By JERRY GEISEL

WASHINGTON—The Senate
Finance Committee this week will
take up and almost surely pass a
comprehensive pension reform
measure.

The bill, which is modeled after
a measure that passed the House
in July on a bipartisan 401-25
vote, now is getting its finishing
touches in a bid to win more sup-

port from Democratic panel mem- -

bers and avert a veto from Presi-
dent Clinton.

Like the House bill, HR. 1102,
the Finance Committee measure,
which will be formally proposed
by Committee Chairman William

Roth, R-Del., and voted on Sept.

- 7, will include such provisions as

allowing employees to contribute
more to their 401(k) and other
savings plans, while cutting some
of the red tape associated with ad-
ministering pension plans.

But the Finance Committee bill
also is expected to include provi-
sions, now being assembled, that
would require employers to boost
disclosure to employees of the im-
pact on their expected benefits of
plan conversions, such as conver-
sion from traditional defined ben-
efit plans to cash balance and oth-
er newer types of pension plans.

The measure also is expected to
include provisions that would

Buyers see positive results

More HPR consolidation

By MICHAEL BRADFORD

Risk managers are watching the insurance marketplace for
highly protected risks get smaller, but so far buyers are satis-

fied with this consolidation.

The latest acquisition in the HPR market was announced
last month when American International Group Inc. pro-
posed a $1.2 billion purchase of HSB Group Inc., the parent
of Hartford Steam Boiler Inspection & Insurance Co. The deal
follows the 1997 purchase of Industrial Risk Insurers by Em-
ployers Reinsurance Corp. and the 1998 merger of the three
Factory Mutual companies into a single entity. Employers Re
in 1999 also bought the renewal rights to the HPR business of
Kemper Insurance Cos. and transferred it to IRI.

Risk managers say they are seeing some efficiencies sprout
from the consolidation among HPR players and are optimistic
that their insurers will continue to provide the products and
services they need at a reasonable price, Still, they are keep-
ing a close eye on how their HPR insurers perform.

“I'm always concerned when I see mergers because mergers
minimize competition,” said Paul F. Buckley, treasury direc-
tor-risk management at Lucent Technologies Inc. in Murray

See HPR on page 4

1998:

1997:

limit situations in which employ-
ees—working for employers that
replace traditional plans with
cash balance plans—could work
for years after a conversion but
not have any more benefits than
those they already have accrued
under the old plans. This result is
often referred to as “wear-away.”
Another provision, expected to
be proposed by Sen. Max Baucus,
D-Mont., would give lower-in-
come employees non-refundable
tax credits for amounts contribut-
ed to 401(k) plans or individual
retirement accounts. That provi-
sion could help to defuse opposi-
tion from the Clinton administra-
See Pension on page 22

HPR market shrinking

Recent consolidation milesiones
2000: AIG agrees to buy HSB

1999:

Employers Re buys HPR
business from Kemper
Insurance Cos.

Factory Mutual
companies merge into
Factory Mutual
Insurance Co.

Employers Re buys
Industrial Risk Insurers

Court limits Title VIl suits

Claim of bias against sexual orientation dismissed

By JOANNE WOJCIK

CHICAGO—A recent federal
court decision dismissing a Title
VII lawsuit that alleged discrimi-
nation over sexual orientation of-
fers employers more confusion
than guidance, legal experts say.

In Hamner vs. St. Vincent Hos-
pital, the 7th U.S. Circuit Court of
Appeals ruled on Aug. 24 that Ti-
tle VII specifically prohibits dis-
crimination based on gender, not
based on sexual orientation. The
decision was published Aug. 29.

But other federal appellate

courts have found that Title VII of
the federal Civil Rights Act does
apply to cases involving discrimi-
nation on the basis of sexual ori-
entation, and at least 11 states
and more than 100 municipalities
have enacted laws prohibiting
such discrimination, observers
point out.

This “patchwork quilt of rights
and obligations in the workplace”
is confusing for employers, espe-
cially those with employees in
more than one state, said Gerald
L. Maatman Jr., chairman of the
global labor, employment and em-

ployee benefits practice group at
Baker & McKenzie in Chicago.

“This case really does not pro-
vide a whole lot for employers,”
said Gregory Moore, a partner at
Hall, Render, Killian, Health &
Lyman in Indianapolis, who rep-
resented the employer in the 7th
Circuit case.

“It very much muddies the wa-
ters for employers about what
falls under current law,” agreed
Steven Fulk, a partner at Fulk &
Allain L.L.C. in Indianapolis, who
represented plaintiff Gary Hamn-

See Ruling on page 6
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Comp rate increases expected

Continued from previous page

tion insurers are not going to write new business unless the price is right for
them,” Geri Riley, assistant vp at Conning, said. “Companies should ex-
pect to allocate more money in workers compensation costs.”

The largest workers comp insurers are more likely than smaller insurers
to expect large rate increases, the survey found.

Sixty-seven percent of insurers with more than $1 billion in premiums
expect fo raise rates 10% to 20%, compared with 33% of insurers with
$100 million to $500 million in premium volume and 18% of insurers with
premium volume of less than $100 million, according to the survey.

General Re names new CEO

California employers
can require arbitration

By ROBERTO CENICEROS

SAN FRANCISCO—Califor-
nia’s Supreme Court handed em-
ployers a major victory when it
upheld their use of mandatory
agreements that require employ-
ees to submit discrimination, sex-
ual harassment and other employ-
ment-related claims to arbitration

One risk manager said the rul-

ing in Merybeth Armendariz et al.
-ws. Foundation Health Psychcare
Services Inc. now gives his com-
pany a green light to adopt arbi-
tration agreements. Other em-
ployers with existing agreements
will want to review them to en-
sure compliance with the court’s
new guidelines, legal experts say.

nor matters compared with ti
significant victory handed to en
ployers, said William J. Emanu
of Jones, Day, Reavis & Pogue |
Los Angeles. Mr. Emanuel is hea
of the law firm’s labor and en
ployment practice in California.

“Arbitration is so much less e3
pensive than litigation for en
ployers that all the (court’s nev

STAMFORD, Conn.—GeneralCologne Re has made several executive rather than to court proceedings, These experts also note that em- requirements pale in signif
promotions, including naming John Brandon executive vp of General Re defense experts say. ployers could face increased costs cance,” he said. “It's vast]
Corp. and vice chairman and chief executive officer of General Reinsur- In its ruling last week, the associated with arbitration and cheaper.”

ance Corp.

Mr. Brandon, formerly chief financial officer of General Re Corp., will
oversee its North American reinsurance and insurance operations, includ-
ing those of General Reinsurance Corp., Genesis Insurance Co., General
Star Indemnity Co., Fairfield Insurance Co. and GeneralCologne Life Re.

Franklin Montross IV was named executive vp of General Re Corp. and

court also established long-await-
ed guidelines for crafting the
mandatory agreements, giving
employers a road map to what it
considers fair contracts that will
withstand judicial scrutiny.

that new litigation may arise as
employees resist signing revised
agreements,

Still, meeting the high court's
due process guidelines and any
additional costs to comply are mi-

In the case heard by Cal
fornia’s Supreme Court, M
Emanuel drafted an amicus bris
on behalf of Emgloyers Group,
Los Angeles-based human ri

See Arbitrate on page 2

was appointed GeneralCologne Re’s chief underwriting officer. In addi-
tion, Mr. Montross was named vice chairman and chief underwriting offi-
cer of General Reinsurance Corp., with worldwide responsibility for the
company’s underwriting and actuarial practices and standards.
Hans Peter Gerhardt also was named executive vp of General Re Corp.
William Thiele, John Cholnoky and Peter Nance were named senior vps
of General Re Corp. Elizabeth Monrad was promoted to CFO of General
Re Corp., and Tim MeCaffrey was named the company’s general counsel.
Milan Vukelic, Eckhard Volkening and Jack Koepke all were named vps
of General Re Corp. Daniel Hickey and Christopher Migel were appointed
to jointly lead the consolidated North American treaty reinsurance opera-
tions and were named executive vps of General Reinsurance Corp.
Stamford, Conn.-based General Re Corp., a subsidiary of Berkshire
Hathaway Inc, is a holding company for global reinsurance and related
risk management operations. It owns General Reinsurance Corp. and holds
a controlling interest in Cologne Reinsurance Co., with both companies op-
erating under the trade name GeneralCologne Re.

Northridge claims review urged

SACRAMENTO, Calif —A report from the California Senate Insurance
Committee released last week recommends that the state’s Insurance De-
partment reopen regulatory review of how insurers handled claims in the
wake of the 1994 Northridge Earthquake.

The recommendation comes on the heels of legislation, S.B. 1899, that
would extend the stafute of limitations by one year for Northridge quake
insurance claims. The California Assembly passed the bill last month.

The Senate panel’s report, titled “The Department of Insurance: In Rub-
ble After Northridge,” makes several recommendations aimed at restoring
public confidence in the California Insurance Department, The panel’s
findings stem from the Senate’s investigation into the department’s opera-
tion under former insurance commissioner Chuck Quackenbush.

Also in the report are calls for rescinding confidential settlements be-
tween the former commissioner and insurers. The settlements involved the
insurers’ handling of Northridge earthquake claims. Mr. Quackenbush
quit his post in July amid investigations into his conduct and allegations
that he used settlements with insurers to further his political career.

The report makes other recommendations, such as establishing a catas-
trophe claims mediation program that the panel says could reduce lawsuits
against insurers. It also recommends making public any settlements the
Department of Insurance reaches with insurers, as well as publicizing mar-
ket conduet examinations of insurer practices. Those are now confidential.

The Assembly late last Monday rejected a measure, S.B. 953, that would
have limited insurer contributions to the political campaign of anyone
seeking the insurance commissioner post.

Forbes to buy U.K. broker

LONDON—Johannesburg, South Africa-based brokerage Alexander
Forbes Litd. plans to acquire most of the U.K. brokerage operations of
Bradstock Group P.L.C.

Alexander Forbes will pay £12.7 million ($18.5 million) for London-
based Bradstock’s retail insurance brokerage operations; its international
events insurance brokerage arm, called Insurex Expo-sure; and Bradstock
Trustee Services, and independent pension fund trustee business.

These Bradstock operations had revenues of £18.1 million ($29.0 million)
for the year ended Sept. 30, 1999, Forbes said in a statement. Bradstock’s
retail brokerage operation serves clients throughout the United Kingdom
and Ireland via a network of 10 branch offices.

“The businesses that are being acquired complement the group’s exist-
ing risk services operations in the U.K. and will provide them with strong
niche positions in insolvency, professional indemnity and specialist event
insurance,” the statement said. “The acquired Bradstock business units
strengthen our presence in the UK. and enable us to market complemen-
tary products and services to our enlarged client base,” John Percy-Davis,
chief executive officer of Alexander Forbes Risk Services, said in the state-
ment. Bradstock’s retained operations will include its extended warranty

business.
See Updates on page 22
Errars & Qmissions
@ The market value of shares beneficially held by Melvin G. Todd,
chief executive officer of Clark/Bardes Holdings Inc., is $778,339, based

on the Aug. 18, 2000, share price. A chart in the Aug. 28 issue gave an in-
correct figure,

Employers urge veto of benefit increase

California comp hike passes

SACRAMENTO—Employer
groups in California vowed to
lobby Gov. Gray Davis to veto
a workers compensation
benefits increase bill adopted
Thursday during the final
hours of the state’s legislative
session, .

The governor is likely to veto
Senate Bill 9396, but his ap-
proval is possible, said Lori
Kammerer, executive director
of Sacramento-based Califor-
nians for Compensation Re-
form. The legislation eventually
would increase workers comp
costs in California by $2.6 bil-

lion annually and does not con-
tain reforms sought by employ-
ers. Among other reforms, em-
ployers want the evaluation
and finding of a permanent dis-
ability to be based on objeczive
medical guidelines and not on
subjective physician opiniors.
Passage of the bill comes just
a day after the Oakland-based
California Workers' Compensa-
tion Institute issued a bulletin
reporting that a 1999 fourth-
quarter claims frequency sur-
vey reveals a continuing de-
crease in filed claims. Claim
severity in the state, however,

continues to increzse,

The survey of 40 workers
compensation insurers found
annual claim frequency drop-
ped 7.7%, marking the ninth
consecutive year of declining
frequency. But claim severity
continues fo soar. The CWCI
estimates that for 1999, the to-
tal loss per indemnity claim
will climb 14% to $31,148. That
means average claim costs are
up 72% in the last five years—
more than offsetting savings
due to the decline in frequency,
the CWCI reportec.

—By Roberto Ceniceros

Disaster institute begins research

By MARK A. HOFMANN

ALEXANDRIA, Va.—A new
alliance of academic institu-
tions, governments and insur-
ance industry companies hopes
to use applied research to help
mitigate natural d:saster losses
around the globe.

The World Instizute for Dis-
aster Risk Management, located
at Virginia Polytechnic Insti-
tute and State University's
Alexandria Research Institute,
came into being earlier this
vear and began its first formal
project in August, said Freder-
ick Krimgold, the institute’s co-
director.

The institute wants to draw
upan the knowledge of academ-
ies at prestigious universities
worldwide to help clients—gov-
ernments, businesses or non-
governmental organizations—
better understand the nature of
risk, said Mr. Krimgold, an ar-
chitect and director of technol-
ogy assistance and development
for university outreach at Vir-
ginia Tech.

Virginia Tech joined with the
Swiss Federal Institutes of
Technology and the World
Bank Disaster Management Fa-
cility to create the institute ear-
lier this year. The institute's
initial funding came from the

two schools and from Swiss
Reinsurance Corp.

“As a worldwide leader of fi-
nancial services, Swiss Re sup-
ports positive confributions to
society, and we believe the
World Institute for Disaster
Risk Management fills an im-
portant need by helping coun-
tries find ways to reduce the
loss of life and p-operty from
disasters,” said a Swiss Re
spokesman in New York,

“Our support of the organiza-
tion as a founding member is
part of a long Swiss Re tradi-
tion of providing assistance for
international  Fumanitarian

See Disaster on page 16
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U.S. reinsurers’ results deteriorate in 1st half

By DOUGLAS McLEOD

The future may look brighter
for reinsurers, but the present
leaves a lot to be desired.

In the first half of this year, U.S.
reinsurers saw already poor re-
sults deteriorate further, even as
written premium volume in-
creased.

Loss ratios for many of the
largest reinsurers climbed, push-
ing the industry’s overall com-
bined ratio to 112.2% from the
107.6% reported for the first half
of last year, according to figures
compiled by the Reinsurance
Assn. of America in Washington.

As loss experience worsened,

net written premiums for the sur-
veyed companies grew 19.1% to
$12.3 billion in the first six
months of 2000, compared with
the first half of 1999. “There’s no
question that
the results

still are
lousy,” said
Jerome

Karter, vice
chairman of

SCOR U.S,
Group in
New York.

“I don’t think the full year is go-
ing to be exciting for the reinsur-
ance industry.”

“This is going to be a bad year,

and that’s assuming there are no”
catastrophe losses, said Donald
Watson, a director with Standard
& Poor’s Corp. in New York. “If
there are cats, it will be even
worse.”

What bodes well for the indus-
try, though, is the prospect of ris-
ing prices for primary insurance
and reinsurance coverages as the
year-end renewal season ap-
proaches, reinsurers, brokers and
industry analysts agree.

“We are seeing the beginning of
dramatic rate firming in the rein-
surance sector in many of the
property lines of business, in ad-
dition to certain other areas, such
as aviation and workers compen-

sation,” said Kenneth Zucker-
berg, a vp with Wasserstein Perel-
la Securities Ine, in New York.
“We are actually pretty bullish on
the sector.”

“We're certainly not seeing
things getting worse in any line,
That may be somewhat good news
all by itself,” Mr. Karter said.
“There’s some hope.”

The 20 largest reinsurers, ac-
counting for the lion’s share of the
reinsurance market, did
marginally better than the overall
industry, though their premium
growth was somewhat slower.
Net written premiums for the top
20 rose 12.4% to $11.9 billion in
the first half from $10.5 billion for

the same period in 1999. That
compares with the 19.1% growth
recorded by all reinsurers sur-
veyed by the RAA.

- Business Insurance includes in
the Top 20 the reinsurance results

- of Berkshire Hathaway Reinsur-

ance Group, which does not par-
ticipate directly in the RAA sur-
vey, although the results of Berk-
shire-owned General Re Group

are included in the RAA tally.
The premium growth for the
most part does not reflect rate
firming at midyear, but instead is
the result of a shift by some rein-
surers to pro-rata business—in
which reinsurers take a percent-
See Results on page 19

Olympic
Stadium

PHOTO: AFP
A police officer makes a security sweep of the
Sydney Olympic Park.

Olympic execs
on alert for risk
of terrorism

By KATE TILLEY

SYDNEY, Australia—The high-profile nature of
the Olympic Games in Sydney makes them a potential
target of terrorist activity, but the New South Wales
police force says its safety and security arrangements
are in place and it is ready.

The state police force has held three major exercises
this year to test its level of preparedness. All police
leave has been canceled, and some suburban police
stations will be closed during the Games. Court ses-
sions and police training courses have been canceled,
freeing police for security efforts.

SYDNEY
GPLYMPICS So”

Sydney’s Olympic Park baseball stadium in May, the
exercise involved a mock terrorist raid in which
hostages were taken by terrorists armed with poi-
sonous gas.

An earlier exercise, Sky Ring, involved a scenario at
Sydney Airport in which an aircraft with Internation-
al Olympic Committee delegates was hijacked. An-
other exercise, Blue Ring, had terrorists taking over a
ship at Circular Quay, Sydney, on which IOC dele-
gates were conducting a meeting.

A police media spokesman said each exercise took

See Terrorism on page 17

The final
exercise, Ex-
ercise Ring
True, tested
counterter-

Regulatory funding levels improve,
but many remain madequate GFA

BY MARK A. HOFMANN

WASHINGTON—AIlthough the funding of state insur-
ance departments has improved in recent years, there is
still ample room for improvement, according to the Con-

sumer Federation of America.

In a report issued last week, “1988,
Changes in State Insurance Department Resources,” J.
Robert Hunter, the former Texas insurance commissioner
and a longtime insurance industry critic, wrote that
progress has been made in the long-term goal of adequate-
ly funding state insurance departments. The survey com-
pared the level of funding for insurance regulators—ex-
pressed as a percentage of premium taxes collected by
each state that are returned to the insurance department—
in 1998 to that available in 1993 and 1988.

“What we identify here is one necessary condition for
effective state regulation: do states have sufficient re-

1993 and 1998

~ Mixed grades on funding

les states on how much of their

‘Source: Consumer Federatiot of America

m premium taxes

~

See Funding on page 22

Drug settlement gets final OK

Fraction of diet drug users pursue individual suits against American Home

By MICHAEL PRINCE

PHILADELPHIA—A federal judge
in Philadelphia gave final approval
last week to a multibillion-dollar set-
tlement of most diet drug lawsuits
against American Home Products
Corp.

The ruling, by Judge Louis Bechtle,
finalizes the settlement in which
American Home will pay up to $3.75
billion to users of its diet drugs
Pondimin and Redux. Pondimin, the
brand name of fenfluramine, was of-
ten used with another drug, phenter-
mine, in the “fen-phen” combination.

American Home withdrew both
drugs in 1997, after studies showed
they caused heart valve damage in

users. The company reached a compre-
hensive settlement of a nationwide
class-action suit in 1999 under which
users would receive compensation
based on the extent of their injuries.
The settlement resolves the vast ma-
jority of claims against American
Home.

But 45,000 individuals—less than
1% of all users—have elected not to
participate in the settlement and are
pursuing their own lawsuits against
the Madison, N.J.-based company.

The judge gave the settlement pre-
liminary approval in November 1999
and held additional hearings on it ear-
lier this year.

“We have always felt this was a fair
and equitable settlement, and we're

Forum to explore new opportunities

" GRAPHIC BY LANGE PRATHER

very pleased that Judge Bechtle
has agreed,” American Home Chair-
man and Chief Executive Officer
John Stafford said in a written state-
ment.

Last year, American Home recorded
a charge of $4.75 billion to cover the
costs of the drug suits. And just last
month, the company announced that it
expects to take an additional, unspeci-
fied charge to cover the costs of suits
by users who opted out of the settle-
ment.

The company has lost a number of
multimillion-dollar jury verdicts in re-
cent months, including a $150 million
verdict late last year in Mississippi.
American Home has no insurance to
cover these costs. | Bi |

New century for captlves

By RODD ZOLKOS

PALM BEACH GARDENS, Fla.—The
10th Annual World Captive and Alterna-
tive Risk Financing Forum will help at-
tendees move “Into the 21st Century”
with examinations of cutting-edge risk
financing techniques and other issues by
the most innovative captive sponsors
and leading risk financing experts.

This year's forum, scheduled for Nov.
13-15 at the PGA National Resort and
Spa in Palm Beach Gardens, Fla., will be
structured on parallel tracks, one focus-
ing on traditional captive-oriented ma-
terial and the other on the practical ba-
sics of new risk financing techniques
and instruments.

And, outside the formal program, the

annual gathering also provides many op-
portunities for one-on-one exchanges
with panelists and peers during breaks,
receptions and meals.

The conference’s co-sponsors are Busi-
ness Insurance, Skandia International
Risk Management/SINSER and Tilling-
hast-Towers Perrin.

Concurrent sessions beginning at 3
p-m. on Monday, Nov. 13, will address
captive basics and the new world of e-
business, respectively.

Using real-life examples, “Captives
101: The Benchmark Course” will con-
centrate on the basic concepts of risk fi-
nancing in general and captives in par-
ticular. While intended for those new to
the subject, the session also will offer

See Captives on page 21
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Continued from page 1
Hill, N.J. “I'm not a great propor.ent of
mergers.”

But, he added, service has improved
since his HPR insurer, Alleadale Mu-
tual Insurance Co., merged inio the
single entity called Factory Mutual In-
surance Co., based in Johnston, R.I
Since its early days as an AT&T Corp.
subsidiary, Lucent had purchased
property coverage from Allenda’e.

As long as Factory Mutual sticks to
what it does best and doesn't make
any changes in its operating philoso-
phy. “I don’t foresee a proklem,” said
John Watson, director of instrance
and risk management at Pepperdine
University in Malibu, Cali”. Even so,
he added, “I would be a pocr risk
manager if I didn’t keep an 2ye out for
these kinds of problems.”

Stephen M. Wilder, vp-risk man-
agement at The Walt Disnev Co. in

Burbank, Calif., said he, too, has seen a
more efficient Factory Mutual since
the merger. He said the blending of the
insurers that “all did things different-
ly” into one entity has resulted in “a
more streamlined” insurer that pro-
vides “bettar serviee, quicker.”

The wave of HPR consolidation that
began in the 1990s was partly prompt-
ed by dismal underwriting results in
the specialized property market.

“Price levels have been dropping
steadily over time and it's not like the
market was growing in any significant
way,” said Shivan S. Subramaniam,
president and chief executive officer of
Factory Mutual. In such a scenario, the
only way to provide products and ser-
vices at a reasonable price is to consol-
idate, he said.

Gail P. Norstrom, president and
CEO of IRI in Hartford, Conn., pointed
out that the large-risk property mar-
ket “has been a tough market for the
past 10 years. I don’t think any of us
were getting the returns we would

Fave liked.”

Less-than-satisfactory results and a
cesire to maximize skareholder value
Fave helped fuel the desire fo HPR in-
surers to merge, Mr. Morstrom said.
And reinsurers are “weking up to the
riotion that there is a higher cost of ca-
pacity,” he remarkad. “You start
adding all that up and it makes more
sense to be a larger, sca able yrganiza-
tion.”

The deal by AIG -e acquire HSB
Inoks to be largely abcut market op-
portunities.

“Combining the two, I think,
strongly complements Dotk oroaniza-
tions,” said Daniel J. Byan, assistant
vp at A M. Best Co. in Olcwvick, N.J.
“AlG 1s a major conrrercia. lines in-
surance company wizk a huge global
broker market presence. Needless to
cay, HSB is very specalized and has a
similar distribution network.”

The deal gives H33 aceess to a
“much bigger client bese” and AIG a
¢pecialty in which it now participates

only minimally. Mr. Ryan said. “It just
fits.”

While neither AIG nor HSE woulc
comment on the zcquisition, a tran-
seript from a conference call w2-h ana-
lysts—during whizh the insurers ar
nounced the deal—indicates tkat HSB
hopes the union will give it the ability
to offer new products and services.

Richard H. Booth, HSB Group’s
chairman, president and CEO, said
during the call that HSB is ar. “engi-
neering-driver. ccmpany” with pro-
jects in around 8) countries Often,
however, the insurer has to »ass up
opportunities to offer produczts end
services to large companies that ask
for them because of the “small size of
our balance sheet.”

Mr. Booth said he tainks that the
deal with AIG means HSB now will
have the financial strength to exploit
those opportunities. “That is a signifi-
cant upside in my opinion.”

Risk managers and insurers sav
rates are slowly rising in the HPR

-
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property market, but the shuffling
among insurers is not to blame,

In fact, consolidation probably i
helping keep rates from rising faste:
than they are, according to Mr. Subra-
maniam. In the case of the Factory
Mutual merger, a more efficient anc
streamlined operation helps keey
down expenses that would have beer
passed to policyholders, he said.

Suzanne Douglass, managing direc-
tor-property at Willis Risk Solutions
in New York, said it may be some time
however, before risk managers see :
break in pricing from the efficiencies
that HPR insurers may be realizing
The streamlining does not appear to be
having much of an effect on insurance
prices, she said. “I suppose there are
some economies of scale; whether tha
has converted directly into a savings
I'm not convinced.”

Policyholders have enjoved low
rates for some time, Mr. Subramanian
said, and even though rates currently
are rising, the increases are not drastic

“Only in the last nine or 10 month:s
has there been some stabilization anc
inching up” of HPR property rates
Mr. Subramaniam pointed out.

Reinsurance rates figure into prop:
erty insurance costs, Mr. Subramani-
am pointed out, and “a lot of properts
reinsurers are starting to push uy
rates. I don’t think that has anything
to do with the mergers.”

“Rates are still very soft in the HPE
market,” said Best’s Mr. Ryan. HPE
property risks are large accounts with
savvy risk managers who, with thei
brokers, have become adept at negoti-
ating favorable prices for their cover-
age, he explained.

In the conference call with analysts
AIG Chairman and CEO Maurice R
Greenberg said that while property
prices are improving, the increases are
“still not enough and we want it to g
much higher. We've got to remembe
that rates went down for almost ¢
decade and the fact that they are going
up one or two years very incrementally
is still not adequate.”

He said AIG and HSB share the phi-
losophy of “underwriting for a profi
and not for market share. That wil
continue to be the way it will be run;’
he said of HSB.

Ms. Douglass mentioned that HPR
insurers focusing on those types of
risks alone might be putting them-
selves at something of a competitive
disadvantage by offering such a nar-
row product line. Commercial proper-
ty business is a small portion of the
overall commercial market, and HPR
risks are a small piece of the property
market, she explained.

“Some argue that there will always
be a place for the niche market,” Ms
Douglass remarked. But many insur-
ers are offering a widening array of
property/casualty coverages as buyers
increasingly look for integrated pro-
grams.

For underwriters that handle jusf
HPR property accounts, there is nc
“competing halance built into thei:
books,” she said.

It raises the question of “what is the
long-term prognosis for companies
that do only property?” she said.

James Noble, director of corporate
risk management and insurance at
Colgate-Palmolive Co. in New York
said the amount of coverage he pur-
chases from Factory Mutual has de-
creased since his company instituted
an integrated risk program last year
Allendale wrote primary property
coverage for the company for around
70 years, but Factory Mutual has only
a piece of Colgate-Palmolive's excess
insurance under the integrated pro-
gram.

Mr. Noble said Factory Mutual
made the right move in “going where
their strength is” and remaining an
HPR specialist. On the other hand, the
inability to write other coverages
means policyholders have to be selec-
tive when using the insurer, he noted.
“So that limits what they can do,” he
said of the insurer. | Bl
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Congress must fix ADEA

congressional intervention, a ruling last month by
the 3rd U.S. Circuit Court of Appeals is it.

As we reported, the court found that under the Age
Discrimination in Employment Act, age discrimination
suits can be brought against employers that provide less-
er health care benefits to Medicare-eligible retirees than
to other, younger retirees.

The ruling came as a shock to employers, which have

long thought that ADEA applies only to employees and

not to retirees. There is, in fact, good reason for employ-
ers to be surprised. In looking at the legislative history
behind ADEA, it is clear that Congress intended that the
law apply to the benefit programs offered to a compa-
ny’s active employees and not to its retiree population.

IF THERE EVER WAS a court decision that calls for

While the appeals court acknowledged that history, '

the judges nevertheless ruled that nothing in the legisla-
tive language itself excludes retirees and the benefit
plans offered to them from ADEA’s reach.

This is an oversight that Congress should quickly cor-
rect if legislators are interested in preserving what is left
of the shrinking base of employer-provided retiree
health care plans. If the ruling is not addressed by
Congress, then employers will have few practical alter-
natives for minimizing their liability exposure other
than to cut back drastically on the benefits they offer
through retiree health care—or stop offering such bene-
fits altogether.

ADEA does offer employers a safe harbor against age
discrimination suits if they provide the same benefits to
older employees as to younger employees, or if they
spend the same amount on benefit plans for the two
groups.

In the real world, however, this defense against ADEA
claims is not practical when applied to retiree benefits.
Typically, an employer’s cost for providing health care
benefits to younger retirees will be several times higher
than to older retirees.

The reason for that is simple: Medicare provides basic
health care coverage for retirees 65 and older. As a re-
sult, employers, if they offer retiree health care coverage,
only need to supplement Medicare coverage, such as by
providing prescription drug benefits. By contrast, in the
case of retirees under 65, who are not eligible for Medi-
care, employers will typically offer those younger re-
tirees the same health care plans they provide to active
employees. Obviously, that is going to cost a lot more
than a health care plan that fills in the gaps left by Medi-
care.

To equalize their costs for the two groups, employers’
choices are limited. One option would be to add a whole
slew of health care-related benefits for Medicare-eligible
retirees. Obviously, though, that wouldn’t be very practi-
cal, as employers already are struggling to restrain the

Business
Insurance.

Reporting weekiy on corporate risk,
employee benefit and managed health care news
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costs of their existing benefit programs and would not
want to increase their costs by expanding benefits.

Another alternative would be to equalize benefits for
the two groups, but that, too, would not be very practi-
cal. For starters, determining what is an “equal” benefit
package would not be an easy task. Indeed, in the litiga-
tion before the appeals court, the employer—Erie Coun-
ty, Pa.—offered Medicare-eligible retirees a health
maintenance organization with lower cost-sharing re-
quirements than a point-of-service plan that was pro-
vided to younger retirees. In spite of the lower out of

-pocket costs, the Medicare-eligible retirees argued that
their plan was less generous because they had to go
through the HMO's provider network to receive benefits.

If it is not overturned, the appeals court decision will
lead to years of litigation, as courts wrestle with trying to
determine whether benefit packages for different classes
of retirees are equal. That wouldn't be a very appealing
prospect to employers, and many no doubt would termi-
nate health care plans for both groups of retirees.

That would hardly be in the public interest. Nor would
yet another alternative employers would have: providing
an “equal” but stripped-down health care package to
both groups.

Clearly, the only action that does make sense—which
is what legislators intended, but failed to do when draft-
ing ADEA—is to rewrite the law to make explicit that
ADEA does not apply to benefits offered to younger and
Medicare-eligible retirees. Those groups, because of
Medicare, do have different benefit needs, and Congress
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LETTERS

should recognize that basic fact.

Loss mitigation an important safeguard

To the editor: Your July 31 article on
the California Earthquake Authority’s
good risk management and investing
position, “Safer Homes as Important as
Strong CEA,” was encouraging, but one

LETTERS TO THE EDITOR

Business Insurance welcomes letters to
the editor. The section is intended to be a fo-
rum for readers’ opinions and comments.
We reserve the right to edit letters for clari-
ty or space. We will not publish unsigned
letters. Plense send your letters to Letters to
the Editor, Business Insurance, 740 N. Rush
St., Chicago, Ill. 60611; fox: 312-280-3174;
e-mail: pwinston@crain.com

major factor continues to receive less at-
tention than it should: loss mitigation.

More public and private efforts need
to focus on promoting mitigation as the
best means to safeguard people and
property from the devastation of earth-
quakes and other natural disasters.

Within homes, techniques such as an-
choring bookcases to walls are well
known and increasingly being used by
the public. Efforts such as those by the
Federal Emergency Management Agen-
cy to educate the public on these tech-
nigues are commendable.

Several weeks ago, researchers at the
University of San Diego at California
found that frame and stucco homes built

under current codes held up much bet-
ter than expected to quake conditions.
New ccde requirements can and do
make a difference. Strict enforcement is
essential. And increasing limitations on
development in high-risk, environmen-
tally sensitive areas—such as along
coastlines and faultlines—is another
positive step that should be taken.

Loss prevention is the surest way to
reduce the impact of earthquakes; it is
the key to protecting valued belongings
and even lives.

David Farmer

Senior Vp of Federal Affairs
Alliance of American Insurers
Downers Grove, Il
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Producers on front line in fraud battle

By SALLY ROBERTS

hen it comes to
combating fraud
in the insurance
industry, agents
and brokers have
an important role

to play.

Because intermediaries are the
first access point to a policyhcld-
er’s application and are often the
first person a policyholder contacts
when filing a claim, agents and
brokers are in an ideal position to

spot signs of false or fraudulent ac-
tivity while it is its early stages, ex-
perts say.

Agents and brokers are “the first
line of defense,” said a spokesman
for the Washington-based Coali-
tion Against Insurance Fraud, an
insurer-backed organization that
was formed in 1993.

“Applications and claims are
each rife with warning signs, so if
an agent is trained to be alert to
red flags, they will be able to smell
a rat a mile awayv,” said the CAIF
spokesman.

The CAIF estimates that fraud re-
sulted in $79.7 billion in bogus in-
surance claims in 1997, the last
year for which the coalition has
solid data. And the National Insur-
ance Crime Bureau estimates that
at least 10% of all property/casual-
ty insurance claims contain some

‘ elements of fraud.

Those costs, not surprisingly, are
passed on to consumers in the
form of higher premiums. But it's
not only consumers that get hurt
by insurance fraud, experts say.
Agents and brokers also feel the ef-

fects of fraud in the form of lower
contingent commissicns from in-
surers, who pay intermediaries fees
based on the profitability of bocks
of business placed, expla.nad
Madelyn Flannagan, vp-research
and development for the Indepen-
dent Insurance Agents of America
Inc. in Alexandria, Va.

Fraudulent claims result in Figh-
er loss ratios, which causes insurers
to take a closer look at their agenzy
contracts, she said.

In addition to bottom-line
repercussions, agents and brckers
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also face exposure to errors and
omissions claims when customers
commit insurance fraud, experts
say.

If an agent or broker gets caught
up in an insurance fraud scandal,
the question is asked: “With a little
more diligence, should the agent
have known about it?” explained
the CAIF spokesman. “Courts to-
day are holding agents to a higher
standard of scrutiny.”

And agents and brokers also face

the loss of key insurer relation-
ships. :
“If an agency becomes a con-
duit for a bad application or a bo-
gus claim, that agency’s relation-
ship with the company will suffer
mightily,” the CAIF spokesman
said.

Tim Curry, assistant vp-corpo-
rate and regulatory counsel for
Chubb Executive Risk in Simsbury,
Conn., agrees.

Agents and brokers can “dam-
age, if not destroy the relation-
ship...if it becomes obvious that
the agent or broker should or did
know with reasonable care that an
insured misrepresented facts of an
application,” Mr. Curry said.

At Chubb Executive Risk, which
specializes in claims-made profes-
sional liability coverages, fraud is
most likely to take place in the ap-
plication process, he said.

“That’s where agents and bro-
kers come in, because they are in
the front line,” he said.

In one typical fraud scenario, a
person or business seeking cover-
age fails to say that the coverage is
for a potential claim that may arise
due to an event that has already
occurred, Mr. Curry explained. In
some cases, the applicant doesn’t
realize that he or she is commit-
ting fraud by concealing facts
about a prior event.

“As an insurance company, we
feel we have an obligation to help
our broker and agent force do their
job...being part of the fraud pre-
vention machinery,” Mr. Curry
said.

To do this, Chubb Executive
Risk gives its distribution force a
list of fraud “red flags” that are
based on industry experience with
fraudulent claims.

Some of the red flags include:

® The applicant is a new client,
previously unknown to the agent
or broker; or the applicant is unso-
licited, new walk-in business and
was referred by an existing policy-
holder.

® The applicant walked into the
agent'’s or broker’s office at noon
or at the end of the day, when the
staff may be rushed.

See Fraud on page 12D
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Agent/Broker Topics

Fraud

Continued from page 12B

® The applicant neither works
nor resid=s near the agency.

® The applicant’s given address
is inconsistent with his/her statad
employment income.

e The applicant has lived at
his/her current address fcr less
than six months.

® The applicant refuses to pro-
vide a telephone number, or the
number provided is a mobile or
cellular phone number.
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“In the last couple of years, espe-
cially as the oress has brought in-
surance fraud into the forefront,
agents have become well-
versed...in looking for things,”
said Ms. Flannagan of the IIAA, re-
ferring to pcssible indications of
fraud.

“They don’t want to get caught
up in” fraudulen: activity, she said.

“They are -ruly involved in try-
ing to make sure that the insur-
ance industry maintains a good
name.”

Ms. Flannagan said that al-
though agents are taking various

steps to combat fraud, -hey need
to bacome “vigilant” abcut ccntin-
ually educating themselves about
insurance fraud. She suggests that
agents work with an insurer’s spe-
cial investigation unit or with vari-
ous state insurance departments to
keep up-to-date. There also are
some continuing education cours-
es on insurance fraud thet agen<ies
can take, she added.

The CAIF spokesman offered
other suggestions for what agents
and brokers can do to protect
themselves, their clients and their
insurers against insuranca fraud.

First, he said, agents and broxers
need to know both their clients
and how the business operates.
The more an agent knows about
the business, the better equipoed
he or she will be to determine
whether a claim makes sense. For
instance, if an agent is aware that
its client has been expanding its
employee base, yet the client re-
ports its old number of employees
on its workers compensation re-
newal form, that should raise a red
flag, he said.

Agents and brokers also need to
be aware of what fraud scena-ios

are out there, the spokesman sug:
gests. The more aware they are, the
more alert they will be to warning
signs, he said.

In addition, agents and brokers
need to know how to contact in
surers with evidence and suspi:
cions, he said.

The CAIF spokesman also sug-
gests that when claims are present-
ed, agents and brokers should ask a
lot of questions. “Make sure all the
data makes sense and is consis-
tent,” he said. “Clients may get ir-
ritated, but it protects the compa-

ny.” 1

Goalition

By MARK A. HOFMANN

hat a difference
seven years can
make.

When the Wash-
ington-based
Coalition Against
Insurance Fraud came into being
in 1993, insurance fraud wasn't
terribly high on many radar
screens—including those of insur-
ers. In fact, said Dennis Jay, execu-
tive director of the insurer-backed
coalition many insurers shied
away from aggressively investigat-
ing insurance fraud because they
didn’t went to be seen as fighting
their customers.

The issue wasn't terribly high cn
state lawmakers’ or regulators’
agendas, either. Howard Goldblatt,
the coalition’s director of gevern-
ment affeirs, pointed out that not
that mary years ago, he was the
only non-regulator who attended
the National Assn. of Insurance
Commissioners’ Fraud Task Force
meetings—meetings that weze
open to tae public. “1 had tc con-
stantly identify myself” and the
coalition, because no one had
heard of i, he said.

Today, however, the coalition
needs no introduction at regulato-
rv and legislative events. In fact,

has raised

the group car: pomt to the fact that
portions of its model bill on insur-
ance fraud have been enacted by
15 states and tha: awareness of the
costs of fraud has increased within
the industry, said Mr. Jay.

But he alsc pointed out that, as
the insurance ir:custry evolves, the
nature of fraud i evolving with it,
and that there’s no justification for
allowing anti-fraud efforts to flag.

A major part >f the process of
fighting insurance fraud is to in-
volve a key victim—the insurers
themselves, szid I4r. Jay. When the
coalition began, “there were a lot
of clueless insuzers out there” that
accepted the loss2s associated with
fraud as a cost of doing business,
he said.

That perspective has by and
large disappezred. said Mr. Jay. But
“there’s still a bit of apprehension
when it comes to the commercial
insurance side,” because under-
writers don’t want to risk losing
large-premiurn accounts by taking
suspicions of fraud to law enforce-
ment officials he said.

The coalition’s membership ex-
tends beyond th.e insurance indus-
try. In addition rc individual insur-
ance and reinsurance companies
and trade grouds, the coalition’s
members include such diverse
groups as the Consumer Federa-

awareness of fraud

tion of America, the Nationa! Dis-
trict Attorneys Assn. and the Cen-

.ter for Consumer Affairs at the

University of Wisconsin-Milwau-
kee.

Enactment by 15 stat=s of por-
tions of the coalition’s broad raud

‘model law, which reflects the con-

cerns of insurers, government cffi-
cials and consumers, has seen a re-
placement of previous, narrowly
focused laws with what Mr. jay
called “a tool kit for victims.” Key
to the model measure is that it

. grants insurers the “broadest possi-

ble civil immunities” when investi-
gating fraud, he said.

Thre model law defines a fraudu-
lent insurance act as “an act ccm-
mitted by anyone who, know.ngly
and with intent, defrauds another
person for gain.” This act applies to
claims fraud, application frauc and
fraud by insurers themselves. The
model provides for civil penalties
against perpetrators of insurance
fraud and requires insurers to co-
operate with authorities by disclos-
ing any information requestad,
whilz also providing insurers—or
anycne else—with some civi. im-
munity for providing informztion
about fraud.

But the coalition hasn’t sought
the spotlight in its efforts, he said.
“We like to stay in the back-
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ground” with other interested par-
ties taking the lead, he said.

Mr. Jay said that one of his ma-
jor disappointments is that the
coalition has not been able to
maintain a high level of public at-
tention to the issue. “It's a constant
process to keep the issue on the
forefront.”

In addition, Mr. Jay expressed
disappointment over the fact tnat
polling results still show that many
Americans do not regard insurance
fraud as a crime. Many people -ol-
erate insurance fraud because they
view it as a way to get back money
that they paid in insurance premi-
ums, he said.

Looking ahead, Mr. Jay scid,
“there are still a lot of wild schernes
out there” by which con artists at-
tempt to defraud insurers and poli-
cyholders, For example, staged
auto accident rings still operate as
do elaborate workers compensa-
tion fraud schemes.

In addition, changes in business
processes have created new av-
enues for fraud, and the coalition
intends to stay on top of them, he
said. )

“We're taking a very defirite
look at e-commerce” and the po-
tential for insurance fraud tha: it
represents, said Mr. Jay. Although
e-commerce has not thus far
played a major role in insurance
fraud, Mr. Jay said he believes it
will become a significant problem
and that that neither the insurance
industry nor the government is ad-
equately prepared for the chal-
lenge.

Mr. Jay noted that there is “un-
believable lack of understandir.g”
about how stringent privacy regu-
lations could hamper anti-fraud ef-
forts. Various forms of privacy l2g-
islation have been introduced at
both the state and federal levels.

The life insurance industry is de-
coming an increasing target ‘or
perpetrators of fraud—some prefer-
ring violence to the more common
tools of insurance fraud, he said.
Mr. Jay pointed to three broad ar-
eas of life insurance fraud: homi-
cides to collect on life insurancze,
faked deaths and viatical fraud.

Viatical fraud, he said, is of par-
ticular concern. In some cases, par-
fectly healthy people sell policies
on which investors won't collect
for decades. Sometimes, these indi-
viduals are aided by unscrupulcus
agents, who also reap financial

benefits from the fraud, he added.

Organized crime remains a play-
er in insurance fraud of all sorts,
said Mr. Jay. Its activities range
from arranging accident rings to
“phantom billing"” for medical ser-
vices that never occurred to laun-
dering money through the insur-
ance process.

Organized criminals within vari-
ous immigrant communities also
use insurance fraud to swindle
newly arrived immigrants, he not-
ed. For example, some fraud perpe-
trators have sold burial insurance
to bereaved families after a loved
one has already been buried, prey-
ing on the fact that the fraud vic-
tims, whose command of English
often is sketchy at best, do not un-

. derstand that they cannot insure

against an event after it has oc-
curred.

Mr. Jay ticked off several of the
coalition’s long-term goals. One is
becoming involved in a massive
public awareness campaign high-
lighting the costs of insurance
fraud. This campaign would in-
volve industry, government and
consumer groups and might not
be carried out under the direct
aegis of the coalition, he said.

Another of the coalition’s goals
is to promote uniformity among
state anti-fraud laws and regula-
tions. Mr. Jay noted that the anti-
fraud enforcement tools available
to crime fighters vary substantially
among the states.

Meeting the challenge of grow-
ing diversification in the financial
services industry is another of the
coalition’s long-term goals. As the
businesses of banking and insur-
ance blur together following the
1999 passage of the federal
Gramme-Leach-Bliley Act, there will
be new avenues for fraud, said Mr,
Jay. In addition, there will also be
the possibility of applying to insur-
ance anti-fraud efforts the lessons
learned in combating bank fraud.
“It's going to create new threats and
opportunities forus,” hesaid.  IE
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New technology keeps a watch over fraud

By John Powers and
Bill Kizorek

s the 21stentury

opens, we are

witnessing a dramaric

transformation of the

surveillance industry.

Overnight, it seems.
the standard VHS tape is
beginning to look as though it
will soon go the way of the
eight-track audio system. Digital
tapes, evidence on CD-ROMs,
Internet transmission of
streaming video—these are all
realities now, with not even a
single insurance-related court
case challenging the use of such
technology.

Before burning any bridges
with the past, however, it is
important to remember what
surveillance is all about in the
first place. Just 25 years ago,
plaintiff attorneys and claimants
were at the tail end of a long run
of victories. Those victories
centered on the accepted theory
that, “the more disabled, the
more money you had coming.”
Surveillance was not common_.y
used, as the film charges alone
could run $500 per assignment.

The gain in popularity of
surveillance corresponded with
the industry’s recognition that
too many claims seemed to be
inflated: Too many long-term
disabilities did not correlate
accurately to the original injury.
One early investigation we
worked on, for example,
involved on a Michigan man
who had been off work for 10
years with a fractured non-
dominant thumb.

In about 1980, video tapes
began to replace 8 mm and 16

mm films. Although the
technology was challenged in
court—because of the ease with
which scenes could be edited,
compared with film—the courts
quickly accepted that the real
evidence was the testimony of
the investigator and that the
tapes were simply a backup, a
reinforcement of what the
investigator witnessed. With
video technology, the costs of
surveillance dropped
dramatically, and the service
became more appealing to
insurers.

In Australia, the practice of
taping claimants was frowned
upon in the state of Victoria, so
the government there basically
outlawed it. Investigators could
just go out “and report what
they saw. No tapes.” Claimants
would come to court and tell
their story, investigators would
tell what they saw, and the
courts seemed to always side
with the claimants. Within a
couple of years, the state
government-funded “Work
Care"” program—comparable to a
workers compensation fund in
the United States—was so many
millions of dollars in the red
that the state brought video
surveillance back into the
system.

Back in the United States, as
the years went on, enough -
outraged claimants challenged
this evidence-gathering
procedure that the courts came
down with a series of rulings on
surveillance. In a nutshell, they
set the ground rules: They did
not like investigators climbing
trees to look into backyards, did
not like investigators cutting
holes in hedges to peep into
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bedroom windows, and they
took a dim view of investigators
gathering information by using
high-powered and intimidating
pretexts. So, in a very short
period, the rules of engagement
were codified:

® Do not harass or torment
the subject of the surveillance.

® Do not impersonate a police
officer, clergyman, FBI agent or
reporter.

® People who file claims
saccifice a certain amount of
their privacy, because
defzndants have a right to
investigate and look into the
matter. Nevertheless, all
claimants have a reasonable
expectation of privacy.

® Do not set up, or “rope” a
claimant into activities that he
or she otherwise would not have
performed.

In one such ruling, the
Supreme Court of Pennsylvania
ruled that, “It is in the best
interests of society that valid
claims be ascertained and
fabricated claims be exposed.”
And that's the way the ball
bounced. Surveillance
flourished, billions of dollars
were saved by insurers—one
insurer said tapes saved it $12
million on a single case—and
investigators behaved
themselves well enough to avoid
outraging legislatures into
restricting the profession.

Now, we are again on the
cusp of change. Our lives are
filed on the Internet. Privacy
concerns abound. The
legislatures are lobbing mortars
at the problem, and we
surveillance experts are ducking
the shell fragments.

While all this is going on, we
also must deal with such issues
as the evidentiary integrity of
digital video—which can be
easily edited, to the point of
changing heads on subjects—to

the privacy issues related to the
transmission of streaming
surveillance video.

So much for the history and
philosophy of surveillance.
Where are we now, and whe-e is
the technology going?

The digital age is here, with
this new video format offering
visible improvements in
resolution and color. Digital
video, which essentially is a
stream of numbers, can be
copied multiple times with no
image degradation. The copies
also can be copied, and they
look as good as the original
does.

Digital video also can quickly
and easily be uploaded to a
computer. Once stored on a
computer, the video can be
easily edited, stored on a CD-
ROM, digital video disc (DVD),
file server or can be streamed
over the Internet. Rather than
requiring that a huge file be
downloaded, the streaming
process approach takes a more
intelligent and cooperative
approach. Your computer and
the Web server communicate
with each other to transfer the
video data you want, when you
want it, as best fits within your
current Internet connections.
Streamers beware, however: The
approach is useful only wher:
there is enough bandwidth to
play the video in real time. If the
receiving computer lacks the
needed bandwidth, the videc
will look choppy.

Wireless Webcasting across
the Internet is truly the state of
the art. Current technology
allows remote video to be
securely transmitted to a PC,
which can then stream the video
feed across the Internet,
allowing an individual to view
covert activity anyplace in the
world at any time. Monitorirg
day care, schools, plant
management, theft preventicn
are just some of the applications
for this Webcasting technology.

This technology lets the user
remotely control the camera and
the recording device from
anywhere in the world, via the
Internet. For example, a person
can sit in Topeka with a laptop
computer and, by pushing the
arrow buttons on the computer,
move a camera lens up and
down in a plant in Shanghai.

How can today’s new
technology benefit the insurance
industry? One advantage is that
companies can maintain their
claim files, including
surveillance videos, on huge file
servers. Multiple viewers can
access and review the files and
videos at any time and any place
to help expedite the claims
handling process. For instance,
rather than sending a VHS copy
of a video to a treating
physician, a claims handler can
view the video with the doctor
at the same time, and they can
immediately discuss the results.

Qur predictions for the future?
Just look to the past. All of the
new technology will be accepted
by the courts. The technology
also will be embraced by insurers
because it will save them
personnel time—imagine how
much faster it is to fast forward
to an indexed number on a CD
versus playing a VHS tape.

The old values will remain in
place: investigative integrity; the
respect for claimants’ rights; and
probative evidentiary standards,
i.e., you must be able to see that
it is the claimant on the tape,
and not just a shadow. The new
technology will rapidly be
integrated with established
ethics and legalities.
Surveillance, in an even spiffier
and dazzling formats, can be
counted on to continue to help
separate the needy from the
greedy.

El

John Powers is managing director of
InPhoto Surveillance Inc. in Plainfield,
1l Bill Kizorek is a consultant to
Kroll-O'Gara Co. /InPhoto and the
author of nine books on surveillance
and risk management.
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Traditional financial companies face new competition

By GAVIN SOUTER

ell-establishec fi-
nancial services
companies  are
losing some of
their natural ad-
vantage over rew-
comers due to radical changes in
the way business is conducted,
says an executive for a finarcial
services group.

Maurice Lippens, chairman of
Fortis Group of Brussels, Bel-
gium, said that more open mar-
kets and developments in tech-
nology are making it easier for
new entrants to establish them-
selves in markets that previously
were dominated by entrenched
institutions.

To maintain their advantage
over the newcomers, traditional
financial services companies
must focus on their strenzths
and be willing to drop businesses
that are not sufficiently prof-
itable, Mr. Lippens said.

Mr. Lippens made his remarks
at the annual seminar of the In-
ternational Insurance Society
held in July in Vancouver, British
Columbia.

“The advent of the euro, the
liberalization of financial mar-

kets, the mobility of capital and
digitization, with its enormous
impact on transaction costs, are
creating an entirely different
playing field for traditional or in-
cumbent banks and insurance
companies,” Mr. Lippens said.

New market and corporate
structures are developing as a re-
sult of these changes, he said.

And traditional banks and in-
surers are losing some of their ad-
vantage over newer rivals, Mr.
Lippens said.

Customers of financial services
companies, however, do not
change companies overnight, he
said.

“Customers, make no mistake
about it, do move their business
to other institutions, but only if
they have a compelling reason
for doing so,” Mr. Lippens said.

So, if traditional financial insti-
tutions are to remain successful,
they must become “nimble in-
cumbents,” he said.

“Nimble incumbents know
how, where and when to move.
They exhibit a healthy sense of
urgency and know how to pace
themselves. They have the guts
to divest from certain businesses
and focus on some other ones in

which they are really good,” Mr.
Lippens said.

Few institutions have the ex-
pertise or capital to compete suc-
cessfully in all major banking
and insurance lines, Mr. Lippens
said.

Instead, successful financial
services companies will focus on
a limited number of sectors, Mr.
Lippens said. And while most
companies will remain regional
or local in their reach, they will
still need to focus on a specific
number of areas, rather than try-
ing to offer a full range of prod-
ucts to everyone, he said.

Also, individual sectors of the
banking and insurance business
are going through significant
changes, Mr. Lippens said. For
example, he said, life insurance
has become a significant savings
instrument for consumers.

Success in the new economy
will be a matter of meeting spe-
cific customer needs, Mr. Lippens
said. And the needs will differ de-
pending on whether the cus-
tomer is retail or wholesale, he
added.

“It will be a real challenge for
traditional banks and insurance
companies to ensure they have

the right combination of bank-
ing, asset management and in-
surance skills to serve ore or
more of these emerging customer
segments in a competitively su-
perior manner,” he said.

Fortis is adapting to the new
environment by analyzing its
business sectors and attempting
to determine whether each pro-
duces a satisfactory return on eq-
uity, Mr. Lippens said.

Where the returns are good,
the company seeks to identify
the reasons behind the success,
he said. For poor-performing sec-
tors, Fortis tries to determine
what improvements it needs to
make and whether it is capable of
making those changes. I the
company determines tha: the
improvements are not feasidle, it
disposes of that business. Mr.
Lippens said.

“We already have done so in
the past, for instance, with our
reinsurance business and, when
necessary, will do so agair,” he
said.

Also, in its successful business-
es, Fortis is establishing itself in
other countries, either indzpen-
dently or through joint ventures,
M. Lippens said.

All of the changes within the
banking and insurance industries
will produce a wider variety of
institutions, and each will have
its own identifiable profile, he
said.

“If we can project a clear image
and are able to consistently align
all our resources for an impecca-
ble delivery, then strong trust of
customers and growing share-
holder value will go hand in
hand,” Mr. Lippens said. | Bl
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Internet changes way personal lines insurance sold

By GAVIN SOUTER

he Internet will transform

the personal lines insur-

ance marketplace, says the

head of an online insur-

ance brokerage company.

Consumers will be able to

choose from a wide selection of in-

surers and obtain information about

them online, said Robert S. Bland,

chairman, president and chief execu-

tive officer of Darien, Ill.-based

Quotesmith.com Inc., which offers

life insurance quotes over the Inter-

net.

And online technology will allow

insurers to slash their costs and im-

prove their service by greatly reduc-

ing the number of errors that are
made in policies, he said.

Further regulatory reforms, howev-
er, are needed before insurers can ful-
ly realize the possibilities of the Inter-
net in the United States, said retired
Gen. Robert T. Herres, chairman of
United Services Automobile Assn. in
San Antonio.

Despite the repeal last year of the
Depression-era Glass-Steagal Act,
which barred certain affiliations
among financial services companies,
finandial services regulation is still too
complex and must be modemized to
incorporate Internet sales, he said.

Such sales will be the domain of a
new breed of financial services “su-
permarkets” that will exploit the full
power of the Internet to offer better
service to customers, Mr. Herres said.

The executives were speaking at
the International Insurance Society’s
annual seminar, held last month in
Vancouver, British Columbia.

Consumers are turning to the In-
ternet for instant insurance quotes
from a broad range of insurers, as
well as for information — including
unbiased ratings — about those in-
surers, said Mr. Bland.

Indeed, one of the key changes
that the Internet has brought to the
insurance market is an increase in the
amount of information available to
consumers, which shifts the buying
process from one controlled by inter-
mediaries to one that is controlled by
consumers, Mr. Bland said.

And although consumers have
greater power through the Intemnet,
they do not always opt for the cheap-
est coverage, he said.

Quotesmith’s two most popular
insurers do not offer the cheapest
coverage, Mr. Bland said. “Price is sec-
ondary to ratings and coverage,” he
noted.

For insurers, the Internet mini-
mizes acquisition and operating costs
and helps reduce data errors by elimi-
nating some data enfry, he said.

And Internet-based sales need not
disrupt insurers’ relations with agents
and brokers, Mr. Bland said. Policies
that require little or no advice—in-
cluding low-value life insurance, auto
insurance and homeowners poli-
cies—can be easily bought over the
Internet by a consumer, while other
products will still require the assis-
tance of a broker or agent, he said.

The Internet also will make it easi-
er for insurers to enter markets

| abroad, Mr. Bland said. Quotesmith
will likely expand outside of the
United States into other English-
speaking countries, he added.

But for insurers to take full advar-
tage of the Internet, the regulatory
environment in the United States
must be modernized, said Mr. Herres.

“The regulatory environment is
complex in our country, and inte-
grating e-commerce into that will be
a big challenge unless there are some
big changes,” he said.

And the opportunities for financial
services companies are so great that

regulatory barriers will have to be
eliminated or they will be circum-
vented, Mr. Herres said.

In particular, the Internet has cre-
ated new opportunities for compa-
nies to become financial services “su-
permarkets” offering a wide range of
products, Mr. Herres said.

Although companies that have
tried to develop one-stop financial
services shopping in the past have
achieved only modest success, the [n-
ternet will increase the chances of
success for such businesses, he said.

“The Intemet is going to create su-

permarkets galore,” Mr. Herres said.

The Internet has already become a
new marketplace for many con-
sumers, he said. Although conven-
tional insurance distribution net-
works will not be entirely replaced,
they will have to change, he said.

So far, most insurers have focused
on using the Intemnet chiefly as a
marketing tool, but its more impor-
tant use to insurers will be as a way to
provide better products and improve
service, he said.

“The Internet is another tool, not
the only tool. . .but you have to be

ready to exploit all of the possibili-
ties,” Mr. Herres said.

So far, banks and stock brokerages
have made more use of the Internet
than have insurers, he said.

“We should not overlook the fact
that product design and develop-
ment can be enhanced dramatically
through software tools. If we are not
creative and innovative with insur-
ance products, there are other prod-
ucts outside the insurance industry
that will achieve the financial protec-
tion that people seek,” Mr. Herres
said. Bl |
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TAKING STOCK
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Recent boom belies industry problems

By Myron M. Picoult

Special to Business Insurance

A quick review of analyst commentary
about the insurance industry’s second-
quarter results and prospects, coupled
with the stock market performance of
many high-profile
insurers, could
lead one to believe
that the industry
has attained
nirvana.

We do not think
50.

While we don’t
make light of the
fact that there isa
clear broadening
of price changes within the industry—
including the reinsurance sector—the
fact remains that the road to nirvana is
still full of curves and potholes.

While individual carriers reported
numerous differences in rate level
increases and retention rates in the
commercial lines sphere, there were
many common themes. Rate increases on
both new and renewal business have
been in the double digits. In fact, we get
a sense that the recent pace of price .
increases and the apparent ease of
acceptance by the buyers have surprised
a fair number of management teams.

There are also more signs that poor
automobile underwriting results have

begun to bite, and an in¢reasing number
of carriers are pursuing more rational
pricing and underwriting parameters.
Furthermore, there is a clear firming in
numerous reinsurance classes—which
was underscored by the July 1
renewals—and there are many signs that
this trend will continue at least into the
Jan. 1, 2001, renewals.

As one pores over the list of public
property/casualty entities, it becomes
painfully clear that the euphoria has not
engulfed all insurers. The upbeat
commentary of most industry observers
aside, the stock prices of many public
property/casualty insurers continue to
lag.

A significant part of this disparity
relates to liquidity concerns among
investors—specifically their ability to
accumulate a chunk of stock quickly
and, likewise, the ability to dispose of it
very quickly should industry dynamics
start to shift. We suspect it also relates to
a tenuous depth of belief in industry
prospects, which many are loath to
acknowledge,

It is quite difficult to fail to recognize
the shift in pricing momentum that
currently exists. However, it is crucial to
understand that the effects of the
debilitating price war that engulfed the
industry have not been totally offset by
the relatively recent rate relief. More
rate relief for an extended period of time
will be needed to return this industry to

a reasonable level of profitability. As a
wrap-up on this point, we find it
fascinating that industry observers have
largely overlooked cautionary comments
by industry management about
forthcoming third- and fourth-quarter
results, There remains a lack of
understanding among many industry
observers about the time frame needed
for the dollars in written premiums to be
translated into earned premiums, and
there is a lack of understanding, too, of
the degree to which some carrier balance
sheets have been compromised.

The undermining of balance-sheet
integrity has long been a focus for us.
Indeed, these are financial companies,
and without a strong balance sheet, an
insurer can be in a remarkably tenuous
position. Over the years, we have seen
organizations that have exceptional
actuarial capabilities and good
underwriting skills, but, for some
unexplained reason, the two facets are
not put together, and market-share
dynamics prevail.

There are, of course, numerous entities
that have one strong suit and a much
weaker second suit. Hence, when
underwriting problems arise, it is easier
to understand the source of those
difficulties. The convergence of the
financial services industry has resulted
in a sharper focus on expense and
distribution costs within the industry.
This is clearly better, although we

shudder to think what expense ratios
would have looked like over the past few
years if management had been less
focused.

In any event, various forms of
artificial intelligence have been and are
being promoted as one of the means of
getting a better balance on carrier
expenses. We would agree. However,
there may be an equally compelling
reason, if not a stronger one: Such
approaches may be the bridge to cover
the widening gap that has developed
over the years in underwriting
capability. While one should not
trivialize the need to become more
efficient, one should remember that the
leverage of the loss ratio is currently
double that of the expense ratio. Like we
said at the beginning, we have not yet
reached nirvana.

Myron M. Picoult is a director and
senior adviser to the financial
institutions group at Wasserstein
Perella & Co. Inc. in New York. He'is
the past president of the Assn. of
Insurance & Financial Analysts and a
‘member of the New York Society of
Security Analysts. An archive of Mr
Picoult’s columns for Business
Insurance can be viewed on the World
Wide Web at: www.businessinsurance.
com. He can be reached at
mpicoult@wpequity.com

Online dental plan enroliment, services offered

ALAMEDA, Calif.—Simpata
Inc., an Alameda, Calif -based In-
ternet human resource service
provider, has added Delta Dental
Plan of California to its stable of
online insurers and other benefit
providers.

Under the agreement, which
was reached last month, employ-
ees of Simpata customers with
dental coverage though Delta
Dental will be able to complete
open enrollment via the Internet
as well as manage their account
information online, 24 hours a
day, seven days a week.

Among the functions employees
will be able to perform are:

® Comparing coverage before
enrolling in a specific plan at the
time of open enrollment.

® Adding dependents to existing
policies both during open enroll-
ment and as necessary throughout
the year.

® Obtaining information on de-
ductibles and co-payments.

® Finding out whether proce-
dures, such as orthodontics or
crowns, are covered and to what
extent.

® Locating dentists who partici-
pate in Delta Dental networks in
an employee’s region of the coun-
try.

The contract with Delta Dental
brings to more than 50 the num-
ber of insurers and other employ-
ee benefit providers with which
Simpata has contracted since it
launched its Internet-based hu-
man resource, benefits and pay-
roll service in January.

The company, which is focusing
on the small and midsize employ-
er market, has 115 clients across
the United States, according to a
company spokesman.

In addition, Simpata’s online
service is available to clients of
San  Francisco-based broker
Goldman Insurance Services,
- which has been working with

Simpata for nearly two years,
consulting with the company’s
product development team and
testing early versions of the online
software.

Goldman also is using Simpa-
ta’s service for its own 75 employ-
ees, according to Mike Phillips, vp
of operations at the brokerage.

High-tech training tool

SAN FRANCISCO—A new
computer-based training course
from Employment Law Learning
Technologies Inc. aims to help
employers reduce their exposure
to harassment claims, workplace
violence and even cyber liability.

Following ELT's “entertain as
you train” philosophy, the inter-
active “Working People” training
series uses character identifica-
tion and storytelling to help man-
agers and employees learn the
critical aspects of their organiza-
tion’s employment law policies.

“A lot of the examples are sub-
tle, to help recognize potentially
harmful actions earlier,” ex-
plained Brian Grabowski, a senior
account executive at Porter Nov-
elli Convergence Group in Chica-
go. Mr. Grabowski demonstrated
the new ELT program at the re-
cent Society for Human Resource
Management conference in Las
Vegas.

San Francisco-based ELT was
formed in 1996 by the partners of
Littler Mendelson, a leading em-
ployment law firm, to help em-
ployers comply with employment
law requirements and to help
build and maintain a productive,
safe and litigation-free work envi-
ronment.

According to the Equal Employ-
ment Opportunity Commission,
nearly 1,500 workplace-related
lawsuits or claims are filed na-
tionwide on a typical day.

PRODUCTS & SERVICES

“At an average of $225,000 per
lawsuit, not including image and
morale costs and any award set-
tlements, employers can’t afford
to ignore the importance of train-
ing,” said Tom Herman, chief ex-
ecutive officer of ELT.

The “Working People” program

ccan be accessed via ELT's Web
site or is available on CD-ROM.
Volume discounts are available.
Additional consulting services are
also available from ELT on a fee
basis.

401(k) options

DENVER—Great-West Life &
Annuity Insurance Co. is giving
its 401(k) customers a self-direct-
ed brokerage option available
through DLJdirect Inc., the online
brokerage arm of New York-
based Donaldson, Lufkin & Jen-
rette Inc.

The self-directed brokerage op-
tion will allow members of 401(k)
plans administered by Great-West
to choose among more than 7,000
mutual funds as well as stocks
and bonds.

“Offering an online self-direct-
ed brokerage account is the next
logical step in maintaining our
lead in the 401(k) arena,” said
Steve Miller, senior vp-employee
benefit sales at Great-West in
Denver.

DLJdirect access will be provid-
ed via Great-West’s wholly owned
third-party administrator sub-
sidiary, Financial Administrative
Services Corp.

Streamlining claims

EAST NORRITON, Pa.—Third-

party administrator America’s
Choice Healthplans is wusing
HealthAxis.com technology to re-
duce its claims-processing costs
by up to 80%.

Under a multiyear agreement
announced recently by East Nor-
riton, Pa.-based technology firm
HealthAxis.com, ACH also hopes
to reduce its claims-processing
cycle time and transition toward a

fully electronic claims-processing
environment.

“We look forward to helping
ACH in its quest to improve cus-
tomer service while lowering op-
erating costs through the imple-
mentation of new technology,”
said HealthAxis.com President
and Chief Executive Officer
Michael Ashker.

King of Prussia, Pa.-based ACH
provides TPA services to national
employers with multistate loca-
tions and group sizes ranging
from 50 to 5,000 employees. =l
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INTERNATIONAL
GLOBAL BRIEFS

Sydney, Australia-based QBE Insur-
ance Group Ltd. posted net profits of
$156.9 million Australian ($94.2 million)
for the first half of 2000, a 26% increase
over the same period last year. Frank
O'Halloran, chief executive officer of
QBE, said he was very optimistic about
the next six months. He said the compa-
ny, which recently acquired Lloyd’s of
London vehicle Limit P.L.C., would
now look for acquisitions in the United
States and Asia. Mr. O’Halloran said
that he expected QBE to record gross
written premiums of $5 billion Aus-
tralian ($2.88 billion) in 2001. . . .Two of
Japan's largest insurers, Yasuda Fire &
Marine Insurance Co. and Dai-Ichi Mu-
tual Life Insurance Co., have announced
plans to merge. The deal represents the
first alliance between a major Japanese

property/casualty subsidiary into Yasu-
da Fire as well as cooperation in the life
insurance field between Dai-Ichi Life
and Yasuda Fire’s affiliated life compa-
ny, INA Himawari Life Insurance Co.
Ratings agency Moody's Investors Ser-
vice Inc. confirmed its A3 insurance fi-
nancial strength rating of Dai-Ichi Life
and its Aa2 rating of Yasuda Fire.
Moody's outlook on Dai-Ichi has
changed to positive from stable, while
its outlook for Yasuda Fire remains neg-
ative. Moody's cited cross-selling oppor-
tunities as a positive feature of the
merger. . . .Munich-based insurer Al-
lianz A.G. Holding has purchased a 51%
stake in Bucharest-based Asigurari Ion
Tiriac S.A. Allianz said it would merge
the new acquisition with its own Roma-
nian operation and rename the new unit
Allianz Tiriac Insurance. The company
will be the third-largest insurer in Ro-
mania, with expected premium volume
of $26 million for 2000. Terms of the
deal were not disclosed. . . .Indian siate-
owned bank Oriental Bank of Com-
merce plans to set up an insurance sub-
sidiary with Zurich Financial Services
Group. Zurich will likely fo take a 26%
shareholding, the maximum allowed
under India’s Insurance Regulatory and
Development Authority guidelines. The
bank has not announced whether its in-
surance subsidiary would operate in the
life or property/casualty sector. . . .Four
former underwriters at Limit P.L.C.
have joined Bermuda-based Associated
Electrical & Gas Insurance Services
Ltd. energy syndicate 1225 at Lloyd’s.
The four underwriters left Limit follow-
ing the announcement that Australian
insurer QBE was to take over the com-

cate 1225’s deputy underwriter with re-
sponsibility for its energy account. John
Chambers will be charged with develop-
ing a new non-marine property portfo-
lio. David Croom-Johnson will be in
charge of the syndicate’s marine liabili-
ty account, and Richard Palengat will
be responsible for AEGIS’ hull and ma-
rine short-tail accounts. AEGIS is seek-
ing to set up its own managing agent at
Lloyd’s, an AEGIS spokesman said

. .Basel, Switzerland-based Rhine
Reinsurance Co. Ltd. will be rebranded
as Alea Group. The company said the
Latin origin of its new name reflects the
company’s goal to be a global provider
of risk management solutions. . . .Lon-
don-based Equitable Life Assurance
Society, one of the world's oldest mutu-
al life insurers, has said it has received
inquiries from 15 prospective buyers.
The group put itself up for sale after los-
ing a court battle over its decision to re-
duce final bonus payments to 90,000
guaranteed annuity policyholders. Eq-
uitable said the legal fight had left it
with estimated liabilities of £1.5 billion
{$2.19 billion). The insurer plans to
draw up a short list of candidates by the
end of September and hopes to select a
buyer by December.

life insurer and a Japanese non-life |
company. The consolidation plan in- |
cludes the integration of Dai-Ichi Life’s |

pany. Paul Dawson will become syndi- |
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AXA, CGNU diverge on global rnisks

BY SARAH VEYSEY

PARIS—Two of Europe’s largest insur-
ance groups, London-based CGNU P.L.C.
and Paris-based AXA S.A ., have made rad-
ically different decisions about the future
of their respective global risks businesses.

CGNU announced in August that it will
withdraw from the global risks market and
shut down its Basildon, Essex-based global
risks arm. Also in August, AXA announced
that it had merged the operations of AXA
Re, AXA Global Risks and AXA Cessions
under the AXA Corporate Solutions banner
in an effort, the company said, to build its
global risks unit into a truly global compa-
nv.

‘CGNU, in announcing that it would shed
its industrial risks arm, cited its policy of
remaining only in the markets in which it
holds a top-five position. “The decision has
been taken to concentrate our commercial
activities to companies with (revenues) of
up to £100 million ($145.7million),” said

Asset/liability
linking urged

By EDWIN UNSWORTH

Asset-liability management, the practice of managing a busi-
ness so that decisions on assets and liabilities are coordinated, is
likely to play a growing role in the life and property/casualty

insurance industry, according to a study.

“Asset-liability Management for Insurers,”
last month as part of the sigma series published by Swiss Rein-
surance Co., says that, because of this growing role, insurers
and reinsurers need to adopt asset-liability management tech-
niques and that greater standardization of such approaches is

needed.

The study lists the forces that will compel insurers and rein-
surers to adopt asset-liability management. These include con-
solidation in the sector, which is creating ever-larger and more-
complex companies in need of the risk management tools that
ALM offers; closer ties between insurers and banks, which will

a report issued

Ken Wallace, CGNU intermediary business
director. “We are not leaving the commer-
cial market altogether, but the decision has
been taken to concentrate on the personal
lines and smaller corporate risk sectors. We
are looking to play to our strengths, and we
would like to make it clear that it is just the
global risk sector we are exiting.”

Eric Paire, executive vp of AXA Corpo-
rate Solutions in Paris, said he believes that
the two companies employed similar ways
of thinking in coming to their divergent
conclusions about the global risks sector.
“The thought process of the big insurance
groups. about this segment, we believe, was
that this is a segment that needs lots of re-
sources and capitalization,” Mr. Paire said.
“Either you're in it for good or you get out.
We believe that there was, maybe, a com-
mon approach with us (at CGNU), but they
decided to get out.”

“At AXA, we said, ‘Yes, that is a part of

our activity, but we have to look at it differ-
ently,’ ” Mr. Paire said. That, he said, ex-

Province

Alberta

British Columbia
Manitoba

New Brunswick
Newfoundland
Nova Scotia
Ontario

Prince Edward Island
Quebec
Saskatchewan

* Preliminary. Source: Insurance Information Centre of Canada

plains the name change. “These are risks
that are all around the world; they are dan-
gerous, and (these companies) have sophis-
ticated needs. If we want to handle these
risks, we need to be the first company to
handle them globally as a portfolio—one
worldwide portfolio managed globally,” he
said. “Practically, this means, on the indus-
trial risks side, we are not just looking at
Fortune 500 or 1000 companies. Our target

is all companies with international needs.”
And AXA, Mr. Paire said, will spread the
net wide to maximize potential. “A clear
aim is not to lock ourselves in a niche mar-
ket. We need to get a wide enough universe
of clients but (also) a universe large enough

to diversify to get results,” Mr. Paire said.
AXA Corporate Solutions will be head-
quartered in Paris and will be headed by
current AXA Re Chief Executive Officer
Jean-Marie Nessi. The new company, which
will be capitalized at 1.50 billion euros
($1.33 billion), will have offices in Labuan;
See AXA on next page

Provincial loss ratios in Canada |

2nd quarter 1999 2nd quarier 2000*
74.9% 74.3%
64.5 67.2
61.0 63.4
84.5 94.2
65.2 79.8
82.2 96.0
73.9 751
83.6 102.0
73.8 724
5312 71.9

Canadian P/G results
dip slightly in first half

TORONTO—Underwriting re-

of 1999, Mr. Kovacs said.

aid the spread of ALM best practices and a cross-fertilization of
approaches; the increasing focus by regulators and ratings
agencies on the ALM practices of the insurers they follow; and
dramatic improvements in computer technology, which support
a trend toward more-sophisticated modeling techniques.

The study points out that in recent years, mismatches be-
tween assets and liabilities have led to financial problems, in-
cluding insolvency, for some major insurers in the United
States, Europe and Asia. The study says that, “despite its signif-
icant potential benefits, few insurers have fully exploited what
ALM has to offer.”

The study warns that any insurer that does not coordinate its
decisions on assets and liabilities is “courting disaster.” It cites
the case of a major Japanese insurance company, Nissan Mutu-
al Life, which in April 1997 was ordered by Japan's finance
minister to suspend its business. Nissan Mutual had sold annu-
ities paying guaranteed rates without hedgmg these liabilities
and then went bankrupt when a plunge in government bond
yields to record-low levels created a huge gap between its com-

See Asset on next page

sults for the Canadian property/ca- “The results between regions vary
sualty insurance market deteriorat-  considerably. The Alberta market,
ed slightly in the first half of 2000, for instance, is showing signs of im-
but signs of a hardening market are  proved results, while the results for

beginning to show, accerding to
Paul Kovacs, chief economist at the
Insurance Bureau of Canada.

“The P&C industry is ready and
waiting for a hardening of the mar-
ket, but data for the second quarter
still do not show evidence of im-
proving underwriting results,” Mr.
Kovacs said in the latest quarterly
analysis of Canadian insurers by the
Toronto-based IBC, which was re-
leased last week.

The combined ratio for the indus-
iry crept up 10 106% in the first half
of 2000 from 105% in the first half

insurers in the rest of western Cana-
da deteriorated. The Ontario auto
market remains stubbornly weak.
Quebec insurers showed some im-
provement, but loss ratios in all of
the Atlantic markets continued to
climb,” he said.

There are possible signs of a po-
tentially hardening market in Cana-
da, however, Mr. Kovacs said.

For example, insurers’ net premi-
ums written increased 6.5% in the
first half of 2000 compared with the
same period in 1999.

—By Gavin Souter

Aussie husinesses tw to work amid the play

Many Sydney small businesses have not yet taken steps to
prepare for the effects of the Olympic Games, a survey found.

BY KATE TILLEY

SYDNEY, Australia—While
many businesses in Sydney, Aus-
tralia, are implementing special
arrangements for staff members

SYDNEY
QRHLYMPICS

to work from home and other risk
management plans to cope with
the influx of tourists, athletes and
officials during the Olympic
Games later this month, others
are employing temporary staff for
the duration of the Games.

But some companies are still
unaware of the potential impact

the Olympics could have on them.
Katie Lahey, chief executive offi-
cer of the New South Wales
Chamber of Commerce, said a
survey of small businesses in
tourism areas found that 75%
could not even name the exact
dates the Games would be held.

“It’s a concern,” Ms. Lahey
said. “But at the other end of the
scale, some big retailers have
planned to the extent that they
know the number of extra toilet
rolls they’ll need for the ladies’
loos.”

The Chamber of Commerce has
established an Olympics Com-
merce Centre, which has been
running seminars called “Busi-
ness As Usual.”

The seminars aim to help business-

See Games on page 17
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AXA

Continued from previous pege
London; Miami; Milan, Italy; Mon-
treal; New York; Sydney, Australia;
Singapore and Washington.

But the business will operate on
global—not regional—lines, and
these offices will be special “sxill
centers” rather than regional
branch offices in the traditional
sense, Mr. Paire said,

“AXA Corporate Solutions offers
clients a single point of entry into
the group, wherever they are in the
world. The client is no longer the
client of one group company and
can tap into the full range of the
group’s resources and service for its
insurance, reinsurance and related
service requirements,” AXA said in
a statement.

Because AXA Corporate Sclu-
tions will rely heavily on brokers, it
does not need a dense local network,
Mr. Paire said. The local offices will
provide individual areas of exper-
tise that can be accessed by the
whole company. For example, AXA
Corporate Solutions’ aerospace skill
center will be in Washington.

“We want to achieve the capacity
for a global portfolio, because we
see that as the only way to gat prof-
itability (in this sector),” Mr. Paire
said.

As for the legal structure of the
new group, Mr. Paire said, “we are
going towards a structure where the
capital base will be in one place.”

The timing of the move is gcod,

Mr. Paire said. “The good news is
that we are seeing in the market
that we are launching at a time
when our competitors are with-
drawing; they can’t compete in tkis
segment,” he said. “Also, the rein-
surance market is getting out of the
down cycle. Historically, a turn in
the reinsurance market has led to a
very strong movement in the indus-
trial risks merket.”

James Morgan, AXA Corporate

I
‘We are launching at @
time when our
competitors are
withdrawing,’ says Eric
Paire.

Solutions’ managing director in the
United Kingdom, agreed that this is
an auspicious time for the creation
of the new entity. “With CGNU
moving out, the selection process
(for business) is broader,” said Mr.
Morgan, who is based in Londecn.
“The timing is coincidental but, we
think, potentially very good.”

Merging the three arms—AXA
Global Risks, AXA Re and AXA
Cessions—will be of great benefit,
as it will allow the company to con-
solidate its skills, Mr. Paire said.
“Resources—for example, under-
writers—are difficult to find. The
training is long and expensive; we
are using them specifically.”

Part of the rationale behind
bringing AXA Cessions, AXA's
relnsurance buying arm, into the
fo.d was that its presence in the
company would act as an impetus
for AXA Re's underwriters, Mr.
Paire said. “AXA Cessions is one of
th2 biggest reinsurance buyers in
thz world. The presence of AXA
Cessions in AXA Corporate Solu-
tions means pressure or incentive
for the people in AXA Global Risks
to be as good as the people AXA
Cessions buys reinsurance from,” he
said. “It is also important because
we are both buyers and sellers. This
is a way to balance relationships
with the broker community and a
valid way to make them long-term.”

Mr. Paire said that AXA had con-
sulted with its brokers shroughout
ths merger process. “We said to our
brokers, ‘We want to become global.
Can you provide a global service? ”

The brokers saw the logic of
grouping AXA’s reinsurance buying
ard selling arms together, Mr. Paire
said. “We are pushing them to see
globally as we do,” he said. “Some
of them have told us tkat this has
actually helped them internally to
get a global view.”

Mr. Morgan added that AXA Cor-
perate Solutions is hoping that, if
lazger clients begin to retain more of
their risk as the market hardens,
they will turn to AXA to help them
service that self-retention. AXA
Corporate Solutions will also be
able to offer clients the AXA
group’s securitization services, he
said.

Asset

Continued from previous page
mitted interest rates and the returns
it was earning on its own invest-

ments.

| —
Insurers should
‘carefully coordinate
their management of
assets and liabilities,” a
Swiss Re study says.

In another case, the St. Loeuis-
based life insurer General Areri-
can Life had to be placed under
state supervision after a July 1999
rating downgrade by Moody’s In-
vestors Service Inc. led to a crisis of
confidence by investors.

Within days of the downgrade,
which lowered the rating to Aa
from Aaa, fund managers and other
investors demanded repayment of
about $4.5 billion of debt securities.
By August of that year, General
Life had agreed to be acquired by
Metropolitan Life Insurance Co. of
New York.

“These episodes illustrate the
need for insurers to carefully coor-
dinate their management of assets
and liabilities,” the study warns.

ALM can help insurers not only
to operate more soundly but also
more profitably, the study adds.

By measuring the impact of each
decision on an insurer’s financial
results, ALM shows how these deci-
sions are interrelated.

This helps the insurer make bet-
ter strategic choices on matters
such as how to reallocate invest-
ments to boost returns, reduce risk,
or both; how much reinsurance to
purchase, and of what type;
whether its rates are high enough to
permit a satisfactory return on cap-
ital or are too high to be competi-
tive; whether it should exit certain
lines of business or enter others;
whether an acquisition under con-
sideration will prove profitable;
whether it has enough capital to as-
sure its continued solvency,; and
whether it has excess capital that
might be redeployed or distributed
to shareholders.

For most insurers, these determi-
nations are made independently of
one another, by different sectors of
the company. “The company can
achieve a better result, however, by
taking into account the relationship
between these decisions,” the study
says.

®

Asset-liability Management for In-
surers, No. 6/2000 in the sigma se-
ries, is available free from Swiss
Reinsurance Co., Economic Re-
search & Consulting, P.O. Box CH-
8022, Zurich, Switzerland. The tele-
phone number is 41-1-285-2551, the
fax number is 41-1-285-4749, and
the e-mail address is sigma@swis-
sre.com. The study is also available
on the Internet at www.swissre.com,

Disaster

Continued from page 2

projects in a wide range of areas,
including education, health care
and the environment,” the spokes-
man added.

“There are many people who say
disaster risk is a consequence of
development,” said Mr. Krimgold,
who holds a doctorate in pre-disas-
ter planning from the Royal Uni-
versity in Stockholm, Sweden.

Economic d=velopment, the thecry
goes, results in an expansion of
risk.

And risk mitigation, Mr. Krim-
gold said, “is about money.” To
mitigate disaster risks, structures—
or even whole communities—either
have to be physically moved or
strengthened to better resist the
threat, both of which cost money.

This requires guidance from gov-
ernment, insurers or private
lenders, depending on the specific
situation. “There have been a lot of
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people who have been thinking
akout the role of the insurance in-
dustry in mitigation,” he said. In
some parts of some economies, in-
surance will be the dominant miti-
gating force. In others, sublic poli-
cy will fill that role, he said.

“Our philosophy is to use diverse
groups to accomplish goals,” said
Mr. Krimgold.

Mr. Krimgold said the new insti-
tute is trying to integrate its activi-
ties with those of other large inter-
national organizations, corpora-
tions and United Nations bodies.
He said the aim is to create an “in-
terface” among these parties as
wzll as academic institutions, so
that the institute will function in a
manner similar to the National In-
stitutes of Health.

The institute will have two co-di-
rectors—MTr. Krimgold and a Swiss
national. It will receive support
from participating academic insti-
tutions on a “non-full-time basis,”
Mr. Krimgold said.

The institute has nine affiliated
institutions: the University of
Texas at Austin; London School of
Economics; Germany’s Max Planck

Institute; the George Washirgton
University in Washington; Tur-
key’s Bogazici University; the Uni-
versity of Buenos Aires in Argenti-
na; University of Hong Kong,;
Yokohama University in Jepan;
and Mexico's National Center for
Disaster Prevention in Mexico
City.

The institute’s long-term strate-
gy includes identifying and focus-
ing on the most critical risk-prone
areas around the world. It will
evaluate, among other factcrs, a
country’s risk in terms of the vul-
nerability of its critical infrastruc-
tures, the interaction of risks with
social structures and its degree of
public risk perception and aware-
ness.

Its first project began earlier last
month, when the institute began
examining the post-earthquake
conditions in two Turkish munici-
palities, the Izmit and the Duzce
areas, that were struck by quakes
last year. This includes examining
certain aspects of the soil in affect-
ed areas, as soil conditions can
magnify a quake’s destructiveness.

“Our study is going to provide

guidance on where reconstruction
should be discouraged,” and where
it should be controlled, Mr. Krim-
gold said.

The institute has also proposed
to the Federal Emergency Manage-
ment Agency a study on the “incre-
mental rehabilitation” of existing
buildings in earthquake-prone ar-
eas in the United States. FEMA has
not yet approved that study.

“Rather than having the best be
the enemy of the better,” the insti-
tute wants to see how to get the
needed retrofitting started, and
then upgrade as opportunity arises
by integrating modifications into
normal maintenance schedules, Mr.
Krimgold said.

Looking ahead, the institute
would like to establish a world
database of disaster vulnerability.
Mr. Krimgold said that this would
probably start on a small scale and
should be of interest to govern-
ments, insurers, communities and
investors.

The ultimate aim is “developing
a database that is nuanced enough
to meet the needs of these various
audiences,” he said.
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three days and involved all Aus-
tralian security agencies, including
the Standing Advisory Committee on
Protection Against Violence, a body
set up by the federal government af-
ter Sydney's 1978 Hilton Hotel
bombing. Two people were killed in
that incident, when a bomb exploded
in a rubbish bin outside the Hilton
while a meeting of the Common-
wealth Heads of Government was

being held inside.

e
New South Wales Police
Minister Paul Whelan said
he is confident the police
force can cope with any
eventuality.
T

The spokesman said New South
Wales' 5,000-strong police force will
be supplemented by volunteers and
security guards, bringing the total
during the Games to 12,000.

New South Wales Police Minister
Paul Whelan said he is confident that
the police force can cope with any
eventuality. Mr. Whelan said the
counterterrorist exercises “tested po-
lice response, tactical response, com-
puter agency liaison and the overall
coordination for potential disasters.”

Police Commissioner Peter Ryan
said the exercises included mock se-
curity breaches in order to test re-
sponses. In Exercise Ring True, 40
people were taken hostage during a
baseball game by six armed terror-
1sts. The exercise also featured a con-~
current bombing in Canberra and a
nerve-gas attack on a hospitality
tent.

While details about how the exer-
cises were resolved is confidential,
Mr. Ryan did say that they proved
successful. “The cooperation between

the NSW Police Service and other
agencies was outstanding and rein-
forced the work that’s been done to
develop procedures.”

The federal government’s Aus-
tralian Security Intelligence Organi-
sation has assured foreign govern-
ments that it is ready to handle any
terrorism threats. Dennis Richard-
son, director general of the intelli-
gence network, said ASIO had been
preparing for the Games for four
years and had increased its staff from
100 to 600.

Up to 12 special agents of the U.S.
FBI have reportedly been sent to
Sydney to investigate rumors that

- Afghanistan-based Saudi Arabian

terrorist Osama bin Laden has
formed a network of extremists
throughout the Asia-Pacific region.
The FBI alleges that Osama bin
Laden masterminded the bombing of
two American embassies in 1998.

Australian Attorney General Daryl
Williams said it is government policy
not to comment on security issues.

“But, let me stress, Australia has
well-practiced cooperative arrange-
ments in place to respond to any se-
curity-related  incident,”  Mr.
Williams said.

ASIO and the New South Wales
Police and other agencies have estab-
lished the Federal Olympic Security
Intelligence Centre to coordinate se-
curity arrangements during the
Games.

Mr. Williams has said that Aus-
tralia’s security laws will not be
eased to allow countries to bring guns
in to protect their athletes. Israel is
understood to have sought permis-
sion to bring in weapons to protect its
athletes. At the 1972 Olympic Games
in Munich, 11 members of Israel’s
Olympic team were killed by Pales-
tinian terrorists.

The only exemption to the laws
that has been allowed was four years
ago, when President Clinton visited
Australia. His security guards were
permitted to bring into Australia
their own weapons with which to
protect the president.
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Continued from page 15

es anticipate transportation require-
ments, make staffing plans, consider
whether fougher security systems
may be required and develop alter-
natives for the delivery of goods and
services.

Ms. Lahey said Atlanta experi-
enced increased credit card fraud
during the 1996 Games, and the same
thing could happen in Sydney. “With
a new range of credit cards and trav-
elers’ checks, the potential for fraud
is heightened,” she said.

The needs of businesses will vary
greatly. While some will have extra
work, others will see a slowdown.
Ms. Lahey said about 10% of busi-
nesses are moving forward their an-
nual end-of-the-year closedown to
give staff time off to enjoy the
Games, which begin Sept. 15 and
continue until Oct. 1. “Businesses
which will be slow must consider
cash flow. Are they prepared?” she
asked.

Ms. Lahey advised businesses to
change working hours, where possi-
ble, or to allow staff to work at home,
using modems to communicate.
“Lots of staff are being asked to be
more flexible,” she said.

For example, Ms. Lahey said, Syd-
ney’s Parramatta Road, where many
new and used car lots are located, is a
main thoroughfare to Games venues.
But “people are unlikelv to be mak-
ing major purchases like cars when
they cannot access the car lots easi-
ly,” Ms. Lahey said.

While tourism and hospitality
businesses in central Sydney are ex-
pected to do well, those off the beaten
track and in the suburbs may not.

Ms. Lahey said that, of the busi-
nesses that had attended the Cham-
ber of Commerce seminars, 95% said
in a survey that they were prepared
and had implemented risk manage-
ment plans to cope with the changed
business environment during the
Games.
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Ms. Lahey said she is sympathetic
to those that had not planned ahead.
“That happened in Atlanta. It was
impossible to imagine the sheer size
of it; the density of the crowds,” she
said. “It caught some unaware. A lot
of businesses in Atlanta got into trou-
ble, and that’s why we've delivered a
wake-up call for Sydney businesses.
We want businesses to enjoy the
Games and for it to be a profitable or,
at the least, neutral experience, but it
won't be if they haven’t planned.”

Sydney likely will have more than
double its usual workday population
of 500,000 people, and it will be “a
partylike atmosphere for 21 days
straight.” The central business dis-
trict will have six sites equipped with
giant video screens showing high-
lights of the Games.

The Sydney-based Australian Se-
curities & Investments Commission,
a regulatory agency, anticipating po-
tential disruptions caused by the
Games, has granted an extension of
time for companies to submit finan-
cial data for the fiscal year that
closed June 30.

But while leniency is allowed for
annual reports, there will be none
when it comes to wages. Employers
have been warned that their obliga-
tions to employees do not stop while
the Games are in progress.

Susan Ryan, president of the Aus-
tralian Institute of Superannuation
Trustees Inc., a Sydney-based body
that represents more than 700
trustees who operate superannuation
funds, reminded employers that the
superannuation guarantee levy of 8%
will have to be paid, even if workers
were employed only temporarily dur-
ing the Games.

Under Australian law, all employ-
ers must pay 8%—on top of employ-
ees’ salaries—into pension plans
called superannuation funds. An em-
ployee selects the funds into which he
or she wants that money, called a su-
perannuation guarantee levy, to be
paid; the employee does not have ac-
cess to the money until retirement.

Ms. Ryan said staff recruited by the

Sydney Organizing Commitzes for
the Olympic Games and other Games
official bodies were covered by a spe-
cial Olympics Award. But she
warned that fhose individuals em-
ployed by contractors are still enti-
tled to receive the 8% levy.

“Whether they’'re washing potsin a
restaurant on the harbor, providing
information on the phone through a
call center or directing éraffic, all em-
ployees are entitled to the levy,” she
said.

Many emplcyees have taken leave
from their regalar jobs to be part of
“the biggest peacetime workfores in
Australia’s history,” Ns. Ryan said,
and she notec¢ that mary may be un-
aware that thay are entitled to tae
payments.

She said banks, retzilers, sour:st
operations, hatels, warehouses and
transportation companies are likely
to be hiring temporary staff during
the Games.

With two radar blackouts during
July and early August affecting air-
line services into Sydney Airport,
there is pressure on Air Services Aus-
tralia, the federal that operaties the
control system at the airport, to get
the problems rectified quickly.

Air Services Australia has appoint-
ed electrical engineering consultants
Quiggin Cook & Associates Pty. Ltd.
to prepare a report on the svstem,
and an internal review of mainte-
nance schedules and practices is in
Pro; A
The first blackout occurred when a
power system failed. Some planes
were diverted to other airports, while
others circled above the airport until
an emergency power svstem turned
on.

In the second incident. an interrup-
tion of electrical power caused radar
and communications systems to fail,
leaving pilots cut off from the control
tower for 10 minutes.

An ASA spokesman said there had
been “no service failure.”

“Planes were-able to land once sys-
tems were restored,” the spokesman
said.

WeDNESDAY, NOVEMBER 15
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Chubb a target of shareholder class action

NEWARK, N.J.—A San Diego
law firm has filed a proposed
class-action lawsuit charging
that Chubb Corp. officials made
misleading statements about the
company’s prospects to inflate
its stock price in advance of
Chubb’s 1999 acquisition of Ex-
ecutive Risk Inc.

The suit, filed in Newark, N.J.,
federal court on behalf of Chubb
shareholders by class-action
specialists Milberg, Weiss, Ber-
shad, Hynes & Lerach, alleges
that Chubb officials falsely re-
ported in early 1999 that rate in-

creases and non-renewal of un-
profitable commercial lines
business were improving its re-
sults faster than the company
had expected.

The statements, accompanying
better-than-expected first-quar-
ter 1999 results, preceded a sum-
mer rally that pushed Chubb’s
stock price to $76.38 per share
that spring.

The suit alleges that the “arti-
ficial” runup in Chubb’s stock
price allowed the company to is-
sue fewer shares to complete the
acquisition of Executive Risk in

July 1999, saving it at least $300
million to $400 million.

Shortly after the acquisition,
Chubb “shocked the markets”
by announcing worse-than-ex-
pected second-quarter 1999 re-
sults and predicting that its rate
increase and policy non-renewal
initiative would not improve its
performance until mid-2000 at
the earliest, the lawsuit alleges.
Chubb’s stock price fell through-
out the late summer and fall of
last year, hitting a low of $44 in
mid-October 1999.

The suit alleges that Chubb

and its top officers violated se-
curities laws by making fa'se
statements that allowed Chuxb
to complete the Executive Risk
deal at a substantially reduced
cost.

The proposed class consists of
Chubb shareholders who bougat
their stock between April 27,
1999, and Oct. 15, 1999. The
class would include former Ex-
ecutive Risk shareholders who
exchanged their stock for Chubb
shares in the acquisition.

In a statement, Chubb said:”
“We are totally perplexed why

anyone would bring such a law-
suit against Chubb. The charges
that the company made fraudu-
lent statements about its busi-
ness or prospects are completely
baseless. Chubb’s program to
improve its standard commercial
insurance business by raising
rates and pruning unprofitable
accounts has in fact been suc-
ceeding and continues to suc-
ceed.”

Chubb’s stock has bounced
back since last October and
closed Friday at $75.19 a share.

—By Douglas McLeod
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resume and salary requirements in strict confidence to:

Dehi Niess, Human Resources
Berkshire Hathaway Homestate Companies
9290 West Dodge Rd., Ste. 300
Omaha, NE 68114

technical

Producer / Account Executive

A member of the Berkshire Hathaway group of insurance companies
— =

&» Kimberly-Clark Corporation

Risk Management Department
World Headquarters, Las Colinas, Irving, Texas

Assistant Property Risk Manager. Assist with property
loss prevention, manage property and business interruption cEzims
up to $1 million, decide on allocations of cost and premium, direct
loss control engineers, arrange property insurance, analyze and
measure property risks. Global operations with need to travel to
mills and plants. 7-10 years of property risk management experi-
ence needed. Business or engineering degree required. Prefer Span-
ish as second language.

Property Insurance Analys# Il. Manage property insurance
claims up to $500,000. Prepare reports of insured values and dis-
tribute costs of selfassumed claims and insurance premium and pre-
pare forecasts of costs. Assist with administration of other property
risks to include crime, ocean marine and aircraft. Global risks. 2-5
years of claims experience needed. Business degree required. Limit-
ed travel.

Patrick Knuff, e-mail: pknuff@segalco.com or FAX: 212-251-5415.
Please visit our Web site at www.segalco.com.
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When the most talented men and women in the insurance
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No relocation allowance.
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Mail resume to: P.O. Box 619100, Dallas, TX 75261-92100
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Principals only. EOE.
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Results

Continued from page 3

age share of ceding insurers’ pre-
mium and losses—from excess-of-
loss contracts, according to Mr.
Watson. :

The pro-rata business generates
more premiums but also tends to
produce worse experience, Mr.
Watson said. “That’s really why
we're seeing growth in the first
half of the year,” he said.

The combined ratio for the top
20 was only slightly better than
the industry’s, coming in at
111.8%, compared with the over-
all figure of 112.2%. For the same
period last year, a similar but not
identical group of the largest rein-
surers recorded a 104.7% com-
bined ratio, again somewhat bet-
ter than the 107.6% recorded by
all of the RAA-surveyed compa-
nies.

For many of the 20-largest com-
panies, the expense ratio compo-
nent of the combined ratio actual-
ly declined in the first half, com-
pared with the year-earlier period.
But loss ratios jumped for a num-
ber of these companies, pushing
up combined ratios.

“The thing that stands out is the
number of reinsurers that are over
110%,” Mr. Karter noted. “It’s
really quite a number.”

Ten of the top 20 reinsurers
oosted combined ratios over 110%
in the first half, compared with
only five in the year-earlier peri-
ad.

The deteriorating experience is
visible in the companies’ reported
aet income: Net income for the

largest reinsurers plummeted
57%, to $503.7 million at June 30,
compared with the first half of
1999. For all of the RAA-surveyed
reinsurers, net income fell 61.7%,
to $496.6 million, from the year
earlier.

Six of the top 20 reinsurers
posted net losses for the first half,
while four did not report net in-
come figures. In the first half of

there, but it’s really the whole in-
dustry that is still definitely suf-
fering.”

“Everybody’s suffering, and, ob-
viously, it can’t go on,” he said.

. Reinsurance market sources
agree that the soft pricing of re-
cent years will not go on past the
end of this year and that rates for
property and other programs re-
newing midyear are already firm-

‘One has to recognize that there’s still a
large amount of capital in the business and
on the sidelines that could temper the turn
in the cycle,’ says Kenneth Zuckerberg.

1999, only three reinsurers report-
ed net losses,

Policyholder surplus, mean-
while, eontinued to decline for all
reinsurers. The 20 largest saw sur-
plus slide 3%, to $20.2 billion as of
June 30, compared with year-end
1999. For all the surveyed reinsur-
ers, surplus declined 4.4%, to
$23.3 billion as of June 30, com-
pared with Dec. 31, 1999.

The results show that reinsurers
are still feeling the effects of rising
losses—particularly in property
lines, but also in such lines as di-
rectors and officers liability, med-
ical malpractice and professional
liability—and the lingering impact
of soft pricing, reinsurers say.

“For the six months, (results)
aren’t much better than they were
at the end of last year,” Mr. Karter
said. “It’s not one company here or

ing.

Mr. Karter said that a “very
few” reinsurers are still trying to
build volume through rate compe-
tition but that most companies are
no longer cutting prices. SCOR it-
self, he said, has sought higher
prices for many risks and has lost
$200 million in business over tha
last two years as a result.

Reinsurers’ results so far this
year may be poor, but some ana-
lysts are not focusing on the cur-
rent financials, Mr. Zuckerberg
said. Instead, they are focusing on
the fact that “double-digit price
increases in several areas of com-
mercial insurance and reinsurance
are, in fact, a reality.” ‘

Terms and conditions for prop-
erty programs already began to
tighten during July renewals, and
underwriting guidelines should

Largest U.S. reinsurers’ first-half 2000 results

become stricter for the upcoming
January renewals, Mr. Zuckerberg
said.

Mr. Karter predicted that pri-
mary property insurance prices
will rise an average of 5% to 15%,
with reinsurance prices following
suit. Primary rate hikes will flow
directly to reinsurers writing pro-
rata business, and excess-of-loss
reinsurance contracts will be rene-
gotiated at higher rates, he said.

Along with property lines,
where reinsurers have suffered
large losses over the last year, avi-
ation, workers comp and accident
and health business will also see
significant tightening, market ob-
servers add.

Workers comp programs, partie-
ularly those covering .California
risks, have produced poor results,
and the workers comp reinsurance
market was further damaged by
last year’s collapse of reinsurance
facilities run by Unicover Man-
agers Inc,

Assuming the market does tight-
en at year end, the next question is
whether the tighter conditions will
last, or whether reinsurers will be
forced back into competition by
the emergence of alternatives,
such as capital markets products.

“One has to recognize that
there’s still a large amount of cap-
ital in the business and on the
sidelines that could temper the
turn in the cycle,” Mr. Zuckerberg
observed. He noted that about $4
billion in new capital flowed into
start-up Bermuda reinsurers “in a
heartbeat” after Hurricane An-
drew struck Florida in 1992.

“The big question for primary
companies and reinsurers is how

sustainable is the recent rate ral-
ly,” he said. “We expect rates to
continue to firm through 2001.”

Reinsurers will need it, Mr.
Zuckerberg said. Reinsurance
pricing has been inadequate for at
least two years, and “double-digit
rate increases will be necessary fo-
the next two years to help reinsur-
ers return to profitability,” he
said.

Even so, reinsurers’ results
won't improve quickly, market
observers say.

“It takes time for (rising prices)
to really start impacting bottom-
line results,” said Robert Garofa-
lo, a senior financial analyst with
A M. Best Co. in Oldwick, N.J.

“Any increases in rates are go-
ing to come too late fo help the
reinsurance industry this year,”
S&P’'s Mr. Watson agreed.

“I don’t see (combined ratios)
coming down significantly until
the end of the year and sometime
into next year,” Mr. Karter added.
“You don’t see it in the numbers,
but you will see it in the market-
place” during upcoming renewals,
he said, speaking of improving
conditions for reinsurers.

First-half results, meanwhile,
showed continuing consolidation
in the reinsurance industry.

Absent from the top 20 at June
30 is Reliance Reinsurance Co.,
which troubled parent Reliance
Group Holdings Inc. sold to
Bermuda-based Overseas Partners
Ltd. earlier this year.

In addition, gone is Risk Capital
Holdings, which sold its Risk
Capital Reinsurance Co. unit te
Folksamerica Reinsurance Co. in
May.

Ranked by net reinsurance premiums written. All amounts in thousands of dollars.
rein:‘uer‘ance reins':ler;nce Policyholders Net Losses
Reinsurer p:::'i'tii:rr?s ﬂ::?lit:':s (r:i“nrgtlll::rs i?ﬁaos?)e‘ d:aéfriint Loss Underwriting Expense co?a?ii: » cn::tjii: i
2000 1999 only) 2000 expenses ratio expenses ratio 2000 1999
1 Employers Re Group $1,954,974 $1,680,694 $4,786,254 $74,315 $1,419,182 79.5% $656,342 33.6% 113.0% 110.0%
2 American Re-Insurance Co. 1,508,974 1,394,976 2,014,187 (60,611) 1,274,716 84.5 489,437 324 1169 1005
3 General Re Group ' 1,455,199 1,233,195 4,849,453 234,203 1178137 83.6 417,035 28.7 112.3 99.9
4 Swiss Re America Corp. 851,707 457,280 1,098,603 70,782 587,423 82.4 282,048 33.1 1155  115.0
5 Transatlantic Re/Putnam Re 738,129 665,056 1,509,185 83,224 549,416 75.0 193,030 26.2 1011 99.5
6 St. Paul Re? 680,777 582,600 N/A N/A 563,777 928 174,927 25.7 118.5 91.5
7 Everest Reinsurance Co. - 588,645 521,386 1,234,602 78,941 440,293 78.8 149,805 254 1042 1034
8 Zurich Reins. (N.A.) Inc. 588,223 482,644 855,957 37,360 340,463 66.1 212,942 36.2 1023  108.1
9 CNARe? 555,700 673,451 N/A N/A 385,000 75.0 188,800 34.0 1090 108.0
10 Hartford Re Co. 455,526 392,117 N/A N/A 288,180 75.1 135,949 29.8 1049 1024
11 Gerling Global Re 441,463 387,209 605,116 (7,470) 354,820 81.6 138,519 314 113.0 1063
12 Berkshire Hathaway * 417,000 685,000 N/A N/A 241,000 79.0 100,000 32.8 111.8 91.7
13 Odyssey Re Corp./Odyssey AmerRe* 282,105 257,812 884,397 28,476 215,884 72.9 98,379 34.9 1078 1108
14 Folksamerica Reinsurance Co.® 266,409 96,349 318,762 (30,990) 144,291 79.1 80,894 30.4 109.5 1059
15 SCOR U.S. Group 241,168 303,701 342,481 (33,146) 273,687 106.7 87,489 36.3 1430 1103
16 Signet Star Reinsurance Co. 206,670 197,463 310,515 5,387 140,739 7.8 65,721 31.8 1036 1089
17 ACE Financial Services 198,416 98,824 354,678 24,610 48,651 47.7 47,125 244 72 N/A
18 Partner Reins. Co. of the U.S. ¢ 166,485 91,124 329,805 (14,607) 117,664 80.4 55,793 33.5 1139 1193
19 PMA Reins. Corp. 135,699 117,041 282,105 16,112 91,731 713 40,237 29.7 101.0 1003
20 Underwriters Reinsurance Co. 128,156 226,539 421,451 (2,910) 140,489 101.2 42,565 332 1344  103.7
Total for top 20 $11,856,425 $10,544,461  $20,197,551 $503,676 $8,554,543 80.6% $3,557,037 31.2% 111.8% 104.7%
Total RAA results $12,295,148 $10,323,333  $23,268,411  $496,623 $9,288,556 80.9% $3,853,204 31.3% 112.2% 107.6%
1. All data presented on a North American Combined Statutory Basis for the General Re Group. Excludes other affiliates from the &@n Haﬂlaway.ﬁmﬁp. 2. Results include combined U.S. and non-U.S. affiliate operations. 3. Excludes General Re Group units. 4. Includes pro farma combined resuits
osio m gzﬁunmﬁﬂﬂirm OdyssayAme:m Re Com. (formerty TIG Rehsum Co,) 5. Im figures include reia-asuzarm busmess acquired from Risk Capita! Reinsuranca Go. on 5/5/2000. 6. Excludes results of PartnerRe Insurance Co. of New York. 7. Exdu@ Berkshire Hathaway Gmup
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Recall

Continued from page 1
electronic component makers are
putting together insurance pro-
grams for product recall.

But such coverage hasn't always
been available, he noted. Other than
recall liability coverage for the food
and beverage industry, recall cover-
age for other industries has only
been available for about two years,
Mr. DeConti said.

Bruce Graham, products special-
ist with The Hartford Financial
Services Group Inc. in Hartford,
Conn., explained that recall insur-
ance “has been very expensive in
the past and in some people’s minds
they never really resurrected the
idea of purchasing product recall
insurance.”

Generally, companies don’t pur-
chase product recall coverage be-
cause they don’t foresee having to
making a recall, he said. “Most of us
are prepared for the ordinary—it’s
the extraordinary that is always dif-
ferent every time it comes along,”
according to Mr. Graham. “I'm not
sure how many companies could
withstand the financial pressure
and the cash-flow pressure on their
business processes if they had to di-
vert their energies to doing a mas-
sive recall—that’s where the insur-
ance comes into play.”

Recall liability coverage, howev-
er, can be expensive. “Premiums are
significant although I think they’re
reasonable. A typical automotive
component maker with $100 million
in sales and $10 million in limits
might be spending a couple hun-
dred thousand dollars a year on
product recall,” according to Mr.
DeConti, who said the costs vary
widely depending on exposures.

According to Tony Defelice, se-

nior vp and director with Willis
North America Inc. in New York,
some companies don’t buy product
recall insurance because of the
amount of pride they have in the
products they manufacture.

“They believe that their research

i ——
‘Most of us are prepared
for the ordinary—it’s the
extraordinary that is
always different,’ says
Bruce Graham.

I

and development and quality con-
trol procedures are such that won't
lend to a large type of product recall
situation,” he said.

Additionally, Mr. Defelice said
some clients believe the limits that
would be available on their product
recall would not be sufficient for the
type of recall that they would
have—so they end up self-insuring.

“Certainly the pharmaceutical in-
dustry would be prone probably to
not buying product recall because
the limits they would need probably
would not suffice in terms of what
their actual exposure would be.
Also, a typical product recall policy
would cover such things as addi-
tional advertising, expense, dispos-
al, transportation, but it wouldn’t
cover the replacement of the prod-
uct itself, which would be a very
large component,” Mr. Defelice
said.

The type and value of the product
manufactured will play a large part
in a company’s decision to buy cov-
erage.

“Whenever someone has a recall,
the question is how many people ac-
tually return the product. The rea-

son that Bridgestone/Firestone will
have a fairly high response rate is
because in addition to the people
worried about the safety aspect,
some people might take advantage
of it because they'll get a new set of
tires, which is over a $400 item,”
Mr, DeConti said.

Many recalls are based on the na-
ture of the product being recalled,
Mr. Graham said. He said compa-
nies need to ask themselves, “How
likely is it to, or has it caused injury
to people either in terms of bodily
injury of property damage?”

“If there is something of immi-
nent and serious potential liability,
like the Tylenol case a number of
years ago, they (companies) have to
identify what kind of cost they
would incur in order to quickly get
out there, locate the product, recall
the product and avoid any future li-
abilities,” Mr. Graham said.

Other factors companies need to
think about when considering

Tire recall leads to

In the weeks since Bridgestone/Fire-
stone Inc. announced that it was re-
calling millions of tires, both the tire-
maker and Ford Motor Co., which uses
the affected tires on certain vehicles,
have been hit with a barrage of law-
suits, with more suits being filed daily.

On Aug. 31, the National Highway
Traffic Safety Administration released
a database of more than 1,400 com-
plaints related to Bridgestone/Fire-
stone tires, including more than 250
reported injuries and 88 reported fa-
talities.

California, Florida and Texas had
the highest number of reported com-
plaints, with a combined total of ap-
proximately 750.

The recall, which was announced

whether to purchase product recall
coverage, according to Mr. Graham
are, “What is the potential size of a
recall? Is their product such that the
only likely thing to go bad is one
batch of materials? If so, that may
limit the size of the recall and there-
fore the amount of expense that
would be incurred to process a re-
call,” Mr. Graham said.

Companies then need to decide if
they can handle that kind of a fi-
nancial impact on the company.

When a company is going through
a recall, it is diverted from what it
does best, which is manufacturing
its product, according to Mr. De-
Conti. He recommends that compa-
nies use outside help to communi-
cate recall information so they can
get back to manufacturing.

“For a lot of companies, it’s their
first time going through this. If it's
not their first, they will at least have
some new people and it's usually a
different type of recall,” explained

Aug. 9, involved an estimated 14.4 mil-
lion tires that contained a safety-relat-
ed defect. Bridgestone/Firestone es:i-
mated that approximately 6.5 million
of the tires covered by the recall are

The Nashville, Tenn.-based tire
manufacturer does not have insurance
to cover costs related to the recall. In-
stead, the company will pay for the re-
call out of corporate revenues, accord-
ing to John Marcum, risk manager of
Bridgestone/Firestone in Nashville.

Bridgestone/Firestone is reported to
have set aside reserves of $350 million
to help cover expenses related to the
recall.

Sherman Joyce, president of the
American Tort Reform Assn. in Wash-

Mr. DeConti.

For companies that opt not to buy
recall liability coverage, there are
other ways of protecting them-
selves, said Mr. Defelice.

“They can put together a finite
risk type of program which will
smooth out any bumps in terms of
recall activity. A finite risk program
would prevent a large impact to
your earnings because you can rely
on that quasi-self-funded policy to
protect you in an event of an inci-
dent like what we had at Firestone,”
Mr. Defelice said.

Companies that do decide to pur-
chase product recall insurance need
to make educated decisions about
how much to buy, said Mr. DeConti.

“They need to decide what limits
to buy, and typically more is better
than less. Bridgestone/Firestone
took out a $350 million reserve,
many people think it will end up be-
ing a much higher figure than that,”
Mr. DeConti said. | Bl

lawsuits

ington, said he believes that both Ford
and Bridgestone/Firestone are making
a “very good immediate effort” in
handling the recall. Mr. Joyce ex-
pressed concern, however, that claims
made by individuals who had not sus-
tained injuries will slow the process
for those who did.

“Litigation is appropriate if people
are hurt. What concerns us is the sort
of unnecessary fanning of the flames,
making things more difficult for con-
sumers,” Mr. Joyce said.

“With respect to the regulatory pro-
cess,” he said, “we hope it’s fact-driv-
en, not media-, PR- or fear-driven. In
the absence of facts, we need to let the
experts do their jobs.”

—By Lee Fletcher

Arbitrate

Continued from page 2
source organization with 5,000 mem-
bers,

Employment arbitration agree-
ments—which typically call for a pri-
vate judge to settle a claim—have
grown in popularity in recent years, as
employers in California and other
states have sought to curb losses stem-
ming from employment-related
claims.

The New York-based American Ar-
bitration Assn. reports that 500 em-
ployers currently use its services to ad-
minister employment dispute resolu-
tion programs through arbitration or
mediation. Before 1991, only a dozen
employers used the non-profit associa-
tion for those services, an AAA
spokeswoman said. The AAA is the
nation’s largest dispute resolution or-
ganization.

Prior to the recent high court ruling,
California employers that attempted
to enforce their arbitration agreements
faced conflicting lower court decisions
about their legitimacy. Plaintiff’s at-
torneys have vigorously opposed the
practice.

“There were a lot of cases, and some
were going against employers,” Mr.
Emanuel said. “There was a lot of un-
certainty, which led to a lot of litiga-
tion. The certainty provided by this
decision will help employers avoid
costly litigation, because they will
know how to do it right.”

In 1998, the San Francisco-based
9th U.S. Circuit Court of Appeals
ruled against the use of mandatory ar-
bitration agreements in employment
matters. The appeals court held that
the Civil Rights Act of 1991 prohibited
their use in the settlement of civil
rights-related claims. But the Califor-
nia Supreme Court’s decision prevails
over the 9th Circuit’s decision, Mr.
Emanuel said.

The U.S. Supreme Court is also ex-

pected to weigh in next year in a case
involving Circuit City Stores Inc. The
high court will decide whether a 1926
federal arbitration law applies to em-
ployment contracts signed by non-
union workers. That case also came
from the 9th Circuit, which had ruled
against the employers.

T
The Supreme Court’s
guidelines have
created ‘a whole new
world out there,’ says
consultant Jim Kuns.

Arbitration is “really a fair and
prompt method for resolution of dis-
putes rather than a vindictive pro-
cess,” which court action often turns
out to be, said Jeffrey W. Pettegrew,
vp—risk management and insurance
for Westaff Inc., a Walnut Creek, Cali-
fornia-based temporary staffing ser-
vices company.

Mr. Pettegrew said his company
finds that the arbitration agreements
it applies to areas other than employ-
ment issues save considerable money
and reduce from years to months the
time spent settling disputes. Addition-
ally, arbitrators’ decisions often lead to
creative solutions that Westaff can im-
plement to improve its business prac-
tices, he said.

Still, Westaff had held off imple-
menting employment “predispute
agreements” because courts were so
divided over the issue. But in light of
last week’s ruling, it will consider in-
troducing the agreements to new hires,
Mr. Pettegrew said.

Nonetheless, while arbitration
agreements may work well for some
employers, they're not appropriate for
all industries, said Eugene F. Kiernan,
director of risk management and in-
surance for National Semiconductor

in Sunnyvale, Calif.

In California’s Silicon Valley, where
competition for employees is fierce, an
agreement can scare away potential
job applicants, Mr. Kiernan said. His
company does not use them.

“Now the insurance industry would
love mandatory arbitration, because
then your employment practices poli-
cies would never get into court,” Mr.
Kiernan said.

Those California employers that do
have existing mandatory arbitration
agreements may now want their legal
counsel to review them to ensure that
they pass muster, said Jim Kuns, an
Employers Group staff consultant
specializing in labor relations.

The Supreme Court’s guidelines
have created “a whole new world out
there,” Mr. Kuns said.

The Armendariz vs. Foundation
case reviewed by the court stems from
a sex discrimination complaint filed
by two heterosexual female workers.
The women claim they were fired in
1996 from Foundation due to discrim-
ination by homosexual supervisors
and co-workers at the San Rafael,
Calif., managed care company. The
employees had signed agreements that
required arbitration and capped the
damages they could collect. Yet the
agreements allowed the employer to
pursue unlimited damages in court.

The high court concluded that the
arbitration agreement “possesses a
damages limitation that is contrary to
public policy and that is uncon-
scionably unilateral.” Defense experts
say it is important to note the court did
not allow the employer in the case to
“strike” those parts of the agreement it
found objectionable while upholding
the remainder. Instead, the court ruled
the entire confract unenforceable.

Employers with mandatory arbitra-
tion agreements must provide employ-
ees with the opportunity to collect the
same amount of money for statutorily
imposed remedies as the employers
can collect through court proceedings,

the court said. That applies to dam-
ages for emotional distress, punitive
darnages and attorney fees, said Tere-
sa R. Tracy, an employer defense ex-
pert in the Los Angeles office of Baker
& Hostetler LL.P. Ms. Tracy has
helped many clients draft arbitration
agreements.

Ms. Tracy noted many existing
agreements are silent on damage re-
covery or limit to back pay the amount
an employee can collect; those provi-
sions are no longer acceptable. Ms.
Tracy said employers will now want to
spell out for their employees what
damages they are entitled to.

Some existing agreements also shift
arbitration costs to employees. But the
court ruled employers must pay thase
costs that are unique to arbitration,
such as the hourly fees paid to arbitra-
tors. It will, however, still be appropri-
ate for employees to pay for some
costs, such as those they would incur
to depose witnesses, Ms. Tracy said.

The court also ruled that arbitra-
tion agreements cannot be unilateral,
requiring only the employee to submit
to arbitration. Both sides will now
have to submit employment-related
issues to arbitration. For example, if
an employer were to include trade se-
cret restrictions in an employment
contract, Ms. Tracy said, the employer
may want to spell out that it would be
subject to arbitration should a dispute
arise over that issue.

The court also said that an employ-
ee must be allowed to conduct reascn-
able discovery and have access to doc-
uments and witnesses. Ms. Tracy said
that, while many existing agreements
tend to be silent on the issue of discov-
ery, courts now will want discovery
rules contained in the agreements.

While some experts say many em-
ployers will now need to revise their
agreements, not all will have to change
them. Mr. Emanuel noted that those
agreements held by his clients have al-
ready considered the due process is-
sues addressed by the court. He ac-

knowledged that those employers that
do have to revise agreements could en-
counter employee resistance and per-
haps even the filing of lawsuits.

“There will be some transitional is-
sues that will come up while this new
approach is being phased in,” Mr.
Emanuel said. “There will be a lot of
advice work for employers’ attorneys,
and there will be some litigation that
will arise. No doubt about it.” Still, he
said, the important point is that em-
ployers can require mandatory arbi-
tration agreements.

In its ruling, the high court also set
out requirements for arbitrators. The
court ruled that arbitrators must fair
and neutral; they must also write out
their findings for subsequent court re-
view, if necessary.

Marybeth Armendariz et al. vs,
Foundation Health Psychcare Ser-
vices Inc., California Supreme Court,
S075942.
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Copying this article
Is strictly prohibited

There is a legal battle being waged whose outcome could dramatically
affect how business is done in the new millennium.

You may have heard of this dispute, involving a software program
called Napster, and figured it had little to do with you because: a) You
don’t listen to Metallica, and b) You couldn’t download a music file
from the Internet even if you wanted to. I believe, however, that the
Napster dispute has the potential to destroy current copyright
protections for any material—including this column—and wreak havoc
on free market economies.

Napster is a program that enables computer users to copy and
exchange digital music files, resulting in a vast, automated exchange
where files are freely traded. Essentially, Napster allows your computer
to search the files on other computers using its software and download
copies of whatever you like. If you want to find a particular song by
Metallica, for example, you put your query online, and the software
matches you with people who have these selections, just as people are
perusing your hard drive and wondering whether to download your -
Toto music library. It’s an automated process, so you can enter your
search parameters, go away, and come back to find the job has been
completed.

I mention Metallica because that band has taken the lead in trying to
shut down Napster, charging that this free exchange of its music is
copyright infringement and theft. Contrary to the warm fuzzy feelings
that Metallica invokes, the band does what it does
for the money, and it has no interest in giving its
work away for free. While many other artists share
Metallica’s view, some do not; they see the free
exchange of their music as an excellent way to gain
recognition and interest. Often, though, these
Napster supporters are bands that are not now
making any money on their music anyway, and as
soon as people start paying for their CDs, they’ll
likely change their minds and start to vote
Republican.

The issue, as I see it, boils down to one of choice:
Whether an original literary or artistic work is freely
copied and shared should be up to the person or
entity that created it in the first place.

If Metallica says no, that should be its right, and violators should be
prosecuted. If Ned’s Garage Band from Pocatello, Idaho, wants its
musical message to spread as widely as possible, it should be free to use
Napster, MP3 or whatever other technology exists to share its songs of
potato love.

Current U.S. copyright statutes clearly protect the ability of the
originator of material to control the copying, publishing and sale of that
work. So it is amazing to me that the courts hearing the Napster dispute
are even contemplating any argument that would contravene that right,
which long existed under common law before it was the subject of
legislation. While a trial court moved recently to block Napster Inc.,
creator of the software, a federal appeals court that will hear arguments
next month has stayed that move.

If courts ultimately rule that copyrights do not block the exchange
and copying of music or published material, not only will a lot of
musicians find their revenue streams dry up but so too will any business
that relies on intellectual property as an asset or source of income,

Book publishers, broadcasters, newspapers and software developers
are among those that would be especially hard hit. If people were free to
copy, print and exchange books, instead of buying them, pretty soon
authors and publishers would have to find other lines of work to feed
themselves. Where would Harry Potter be in this brave new world? And
what about Amazon.com, let alone the cormer bookstore? _

Technology is the source of this new battle over ownership of the right
to distribute information. Technology has enabled images, sounds and
words to be broken down into a digital code. With the spread of
personal computers and the growth of the Internet, it has become quite
easy to share these perfect copies with millions of others.

Not only does Web technology make this possible but it also has
conditioned us to expect to receive free information. As early companies
sought to stake out a place on the Internet and lure visitors to their
sites, they often offered free information. Book publishers offered free
excerpts. Music companies offered free electronic singles. News
organizations put all their information online for free.

I believe that the resulting mindset—that we are entitled to whatever
we find on the Web—is at least partly responsible for the belief by some
individuals that copyrights aren’t worth the pixels used to display them.

If this view that all information should be free prevails, eventually
there will be nothing worthwhile for those pixels to display. The vast
majority of companies and individuals will likely conclude, despite lip
service to such noble concepts as art for art’s sake and media’s duty to
serve the masses, that if no one is willing to pay for their efforts, then
why should they bother?
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Paul D. Winston

Editor Paul D. Winston's commentary appears fortnightly and on
www.businessinsurance.com. He can be reached at pwinston@crain.com

Captives

Continued from page 3
more experienced participants insight into some of
the latest twists on captive basics.

Panelists will include Nicholas Dove, president
of Skandia International Risk Management in
Hamilton, Bermuda; D. Hugh Rosenbaum, princi-
pal at Tillinghast-Towers Perrin in London; and
Paul Pittman, vp-human resources, Americas and
global compensation and benefits at JTT-Macdon-
ald Corp. in Toronto.

At the same time, another panel will examine
what the e-commerce revolution means for risk
managers, brokers and insurers and how they do
business. Participants in “Basics of E-Commerce
and E-Business” will include Michael Kim, princi-
pal at Tillinghast-Towers Perrin in New York; and
Christopher Lathja, corporate risk manager at
Schlumberger Ltd. in Paris. Martin J. Ross, associ-
ate publisher of Business Insurance in New York,
will moderate the session.

Tuesday morning begins with the keynote ad-
dress, “Into the 21st Century,” presented by Erwin
Zimmermann, divisional chief executive at Swiss
Re New Markets in Zurich, Switzerland.

Following Mr. Zimmermann’s discussion of key
risk financing issues and trends at the start of the
new century, a panel will comment on his remarks.
Panelists will include Paul F. Buckley, treasury di-
rector-risk management at Lucent Technologies
Inc. in Murray Hill, N.J,; and Allison O’Sullivan,
director-risk management at the Atlanta-based
Coca-Cola Co. Kathryn J. McIntyre, publisher and
editorial director of Business Insurance in Chicago,
will moderate.

The morning will continue with a pair of concur-
rent sessions, one focusing on group captives and
the other on capital markets and risk management.

The session on group captives will examine fac-
tors behind the success of such captives and will

" include a case study of a thriving group captive.

The session will be moderated by Robert J. Rosser,
senior vp at Skandia in Hamilton, Bermuda, and
panelists will include Robert S. Cubbin, president
and chief operating officer at Meadowbrook Insur-
ance Group in Southfield, Mich.; Steven C. Black-
burn, president of Telcom Insurance Group in
Greenbelt, Md.; and James R. Cameron, partner at
Baker & McKenzie in New York.

Meanwhile, the capital markets panel will dis-
cuss the trend toward a broader deployment of in-
surance as a corporate finance tool. The panel will
include Douglas F. Bateson, vp at J.P. Morgan Se-
curities Inc. in New York; and Amy M. Bradach,
principal at Centre Solutions in New York, and
will be moderated by Ms. McIntyre.

The first pair of Tuesday afternoon sessions will
include a panel on new captive uses and another on
health care risks.

“New Ways to Use Your Captive/Decontrolling
Captives” will explore advanced financing possi-
hilities for mobilizing captive assets and liabilities.
Tillinghast-Towers Perrin's Mr. Rosenbaum will
moderate the session, which will include Paul
Bawecutt, chairman of the Risk & Insurance Re-
search Group in London; J. Brady Young, presi-
dent of Strategic Risk Solutions in Waltham,
Mass.; and Bob Golden, president, global business
at Zurich Corporate Solutions in Zurich.

“New Risks: A Healthcare Perspective” will ex-
amine whether health care organizations can
adopt an enterprise risk financing approach or
whether conflicting influences they face limit them
to a traditional approach to risk. The panel will in-
clude Mitch H. Melfi, senior vp and chief risk offi-
cer at Catholic Health Initiatives in Cincinnati;
Elizabeth D. Mariner, vp at Towers Perrin Rein-
surance in Stamford, Conn.; and Brenda Saylor,
director of risk and insurance management at
ProMedica Health System in Toledo, Ohio.
Michael Maglaras, principal at Michael Maglaras
& Co. in Stamford, Conn., will moderate the ses-
sion.

The first of two concurrent sessions in Tuesday
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afternoon’s final pairing will examine opportuni-
ties and new developments in the rent-a-captive
area. Panelists will include F. Michael Heffernan,
president of Walnut Creek, Calif -based Heffernan
Petersen Insurance Brokers; Charles F. Holdren,
founder of Cornerstone Risk Management & Insur-
ance Services L.L.C. in Huntington Beach, Calif ;
and James W. Blankenship, tax partner at KPMG
in Hamilton, Bermuda. Skandia’s Mr. Dove will
moderate the session.

The other session, “Employee Benefits/Pensions
and Captives,” will offer a “how-to” of captive use
for U.S. and non-U.S. benefits and pension pro-
grams. It will explore advantages, tax and regula-
tory challenges and the insurers involved in the
area. Panelists will include JTI-Macdonald’s Mr.
Pittman; Kathleen Davis, an attorney with Downs,
Rachlin & Martin in Burlington, Vt,; and Cynthia
Beerbower, chairman of Reeve Court Insurance
Ltd. in Bermuda. Mitchell J. Cole, principal with
Towers Perrin in New York, will moderate the dis-
cussion.

Wednesday morning begins with a session of
captive case studies. A highlight of the forum, the
case study session offers an in-depth examination
of state-of-the-art risk financing programs. This
year's case study panel will include Lucent’s Mr.
Buckley; John Donahue, risk manager of the Cali-
fornia State Automobile Assn. in San Francisco;
and Schlumberger’s Mr. Lathja. Mr. Rosenbaum
will moderate the session.

The morning will continue with a pair of concur-
rent sessions, one focusing on reinsurance and the
other on enterprise risk.

The reinsurance panel will examine reinsurance
trends and how they apply specifically to captive
insurers. It will include Rob Bartholomew, princi-
pal at USA Program Administrators Inc./USA
Risk Group in Medford, N.J.; Robert D. Byler,
president, Alternative Risk Division, Rhine Re in
Rocky Hill, Conn.; and Robert D. Schultz, presi-
dent of Artis in Windsor, Conn. Skandia’s Mr.
Rosser will be the moderator.

The corresponding panel will discuss real-life
examples of enterprise risk financing, examining
how the deals were structured and priced, as well
as discussing some of the potential drawbacks in
enterprise risk programs. The panel will include
Robert E. Curtis, account executive at X1 America
in Stamnford, Conn.; Michael J. McAndless, corpo-
rate risk manager at United Grain Growers Ltd. in
Winnipeg, Manitoba; and Coca-Cola's Ms. O'Sulli-
van. Towers Perrin’s Mr. Cole will moderate the
session.

The afternoon begins with a session examining
both the present and future of U.S. and interna-
tional tax positions as they apply to captive own-
ers. The panel will include Baker & McKenzie’s
Mr. Cameron and KPMG's Mr. Blankenship, with
Business Insurance’s Mr. Ross moderating.

The afternoon will end with the forum’s final
session, a conference roundup moderated by Mr.
Rosenbaum that will give attendees a chance to
ask unanswered questions or follow up on topics
from other sessions, .

Full registration for risk managers for the forum
is $975. Registration for non-risk managers is
$1,250, with a $975 fee for second and subsequent
registrations from the same company. The ex-
hibitor fee is $2,750, which includes one full regis-
tration, with a $750 fee for additional exhibit per-
sonnel, to a maximum of two. Non-industry guest
registration is $150. The fee for an optional golf
tournament, beginning at 8 a.m. on Monday, Nov.
13, is $200.

The special World Captive Forum room rate at
the PGA National Resort and Spa is $159 per
night, with an additional resort service fee of $5
per day. To receive the group rate, individuals
must mention the World Captive Forum and make
reservations by Oct. 11.

For more information, contact the World Cap-
tive and Alternative Risk Financing Forum, 4248
Park Glen Road, Minneapolis, Minn. 55416; 952-
928-4659; fax 952-929-1318; or wwiv.captive.
com/CaptiveForum. | B |
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TOP 100 WOMEN LUNCHEON

Sponsored by Business Insurance,
the most successful and influential female executives involved in the commercial
insurance market worldwide...insurance, reinsurance, brokerage, benefits,
risk management and educational fields...will be honored at a luncheon at the
Fairmont Hotel, Chicago

October 10, 2000.
For details and reservations, please e-mail: jfreeman@crain.com
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Pensions

Continued from page 1

tion, which has charged that too
many of the benefits of the House-
passed pension bill were directed at
higher-income individuals.

As the bill nears its Finance Com-
mittee vote, benefit experts say pas-
sage by the panel is virtually as-
sured. “The prospects are almost
certain. All the reports we have had
have been very strong,” said James
Delaplane, vp-retirement policy at
the Assn. of Private Pension & Wel-
fare Plans in Washington.

“This is a big event in terms of ad-
vancement of pension reform,”
added Frank McArdle, a consultant
with Hewitt Associates L.L.C. in
Washington.

Assuming the bill clears the Fi-
nance Commiitee, the full Senate
would take it up, most likely in the
week of Sept. 18, benefit lobbyists
say.

Still, although the bill appears to
face smooth sailing, uncertainties
remain—chiefly what the commit-
tee will do in the area of cash bal-
ance plans. Two committee mem-
bers—Sens. Charles Grassley, R-
Iowa, and James Jeffords, R-Vt.—
have been especially concerned
about the impact that conversions
of traditional plans to cash balance
plans have had on older employees’
expected pension benefits.

Sen. Jeffords’ interest was trig-
gered last year when International
Business Machines Corp., Vermont’s
biggest private-sector employer,
switched to a cash balance plan.
That action, in turn, led to a revolt
by thousands of older, longer service
IBM employees, who said the con-
version would significantly slice the
benefits they had expected to re-
ceive. IBM, under an agreement
Sen. Jeffords announced, later
agreed to double the number of em-
ployees who would be given a
choice of remaining in the tradition-
al plan or moving to the cash bal-
ance plan.

The extent of cash balance
changes in the reform measure isn't
known as yet. “Discussions are con-
tinuing. Final decisions have not
been made yet,” the APPWP's Mr.
Delaplane said.

But at a minimum, the bill would

mandate more extensive disclosure
requirements for cash balance and
other pension plan conversions,
while the measure also likely would
include provisions dealing with
wear-away.

Wear-away can occur when a new
benefit formula is applied to em-
ployees’ past and future service.
Under this approach, though, feder-
al rules stipulate that an employee
can never receive less than he or she
earned under the old formula.

The term is so-named because the
minimum benefit the worker ac-
crued under the old formula eventu-
ally will “wear away,” or no longer
apply because the new formula at
some point will generate a larger
benefit.

[ ———
‘This is a big event in
terms of advancement
of pension reform,’
Frank McArdle says of
the reform bill.

The advantage to this approach
rather than the “sum all” ap-
proach—in which the frozen benefit
earned under the old plan is added
to the benefit earned for future ser-
vice under the new formula—is ad-
ministrative simplicity. Plan admin-
istrators don’t have to track benefits
under two formulas for one individ-
ual for an extended period of time.

If benefit conversions that result
in wear-away are banned, benefits
earned under the new and old plan
would have to be kept separate.
That would mean—in the case of a
conversion to a cash balance plan
from a traditional plan—that bene-
fits accrued under the old formula
could not be converted to an open-
ing account balance in the cash bal-
ance plan. That would make it more
difficult for employees to know the
cash value of the benefits they had
accrued in the old plan.

While it remains to be seen how
extensive proposed cash balance
plan-related changes will be—much
less their impact—it is known that
the Finance Committee bill will
mimic the House bill in numerous
areas. These include:

® Gradually raising to $15,000
from $10,500 the maximum annual
salary deferral that could be made
to 401(k) plans.

Employees 50 and older also
could contribute an extra $5,000 an-
nually to a 401(k) plan through a so-
called catch up provision. This pro-
vision would be a boon to women
who have left the workforce to raise
children and only now have the op-
portunity to save for retirement.

® Increasing to $200,000 from
$170,000 the amount of annual em-
ployee compensation employers can
consider in calculating pension ben-
efits—a change that could consider-
ably increase benefits.

® Increasing to $160,000 from
$135,000 the maximum annual ben-
efit that can be funded through a
defined benefit plan, while raising
to $40,000 from $30,000 the maxi-
mum annual contribution that can
be made to defined contribution
plans.

Aside from increasing benefits
that can be provided through pen-
sion plans, the Finance Committee
bill is expected to pick up most, if
not all, of the provisions in the
House bill that would reduce the re-
duce the administrative hassle asso-
ciated with sponsoring a pension
plan. Some of those provisions in-
clude:

® Non-discrimination testing.
One significant change would ease
non-discrimination testing proce-
dures for 401(k) plans that allow
both pretax and aftertax contribu-
tions. This would be accomplished
by allowing employers to use the
same basic test—used to compare
contributions of highly compensat-
ed and rank-and-file employees—
on both pretax and aftertax contri-
butions.

By contrast, current law requires
a complex testing procedure for
savings plans that allow both pretax
and aftertax contributions.

® Portability. Account balances
could be transferred between
401(k), 403(b) and 457 nlans when
employees change jobs between the
private, non-profit and governmen-
tal sectors. 403(b) plans are the non-
profit world’s rough equivalent of
401(k) plans, while 457 plans—of-
fered by state and local govern-
ments—also are similar to 401(k)

plans. | Bl |

Funding

Continued from page 3

sources to do the job?” wrote Mr.
Hunter, who now serves as the
Washington-based CFA’s director
of insurance. “This paper will not
review the other vital condition for
effective regulation to be in place:
do the states have the will to effec-
tively regulate even if the insurance
industry opposes such regulation?”

In general, there has been a slow
but steady increase in the percent-
age of premium taxes returned to
the departments since 1988. In that
year, the Consumer Insurance In-
terest Group—a joint project of the
CFA, Public Citizen, the National
Insurance Consumer Organization
and the National Assn. of Profes-
sional Insurance Agents—recom-
mended that states allocate at least
10% of the premium taxes they col-
lect for insurance regulation.

At a Washington news confer-
ence on the report last week, Mr.
Hunter noted that no one involved
with the original 1988 study had
argued that returning 10% of pre-
mium taxes to regulators was too
much. Among other things, the
CIIG had recommended that fund-
ing be used to assure that each in-
surance department had least one
professional actuary on its staff
and that states be able to pay com-
petitive salaries to retain qualified

personnel.

At that time, only four states met
the 10% goal. By 1998, 15 jurisdic-
tions—including the District of
Columbia and the U.S Virgin Is-
lands—met the goal of returning at
least 10% of their premium tax col-
lections to their insurance depart-
ments. These departments received
grades of A+ or A- from the CFA
report.

Seven states, however, returned
less than 4% of premium tax rev-
enues in 1998 to their regulators,
according to the CFA report. These
states—Arizona, Georgia, Indiana,
Nevada, South Dakota, Tennessee
and Utah—received a grade of F.

In a statement issued shortly af-
ter the CFA report's release,
George Nichols IIT, the Kentucky
insurance commissioner who cur-
rently serves as president of the
National Assn. of Insurance Com-
missioners, said: “I view this report
very positively because it docu-
ments how far we've come. We will
continue to build upon these dra-
matic gains and successes, and yet I
know that every commissioner
wants to do more, while carefully
balancing how we spend public
dollars.”

Mr. Nichols added: “I might de-
bate Bob’s method of grading and
measuring,” noting that the 10%
figure was “simply a benchmark.
Each state must take into account
specific differences in the cost of

regulation, directly related to the
size of their insurance market, pop-
ulation and number of domiciled
carriers.”

“Overall, the report shows why
we must continue building on our
successes and do more for con-
sumers. This report may even help
my colleagues convince state law-
makers and taxpayers for increas-
ing support and recognition of the
return on investment when con-
sumers are properly protected by
state departments of insurance,” he
said.

Kentucky received a grade of B
from the report. In fact, the CFA
report cited Kentucky &s an exam-
ple of a small state that had made
“excellent progress” in increasing
the amount of resources it dedi-
cates to regulation.

“Consider Kentucky that went
from under 3.5%...in 1988 to 9.43%
in 1998, almost to the 10% stan-
dard. During the decade, Kentucky
saw its staff go up well over 50%,
market conduct exams go up and
actuaries go from 0 to 2 on staff,”
according to the CFA report.

The CFA survey was based on
data from NAIC resources reports.

Copies of “1988, 1993 and 1998
Changes in State Insurance De-
partment Resources” cost $10 and
are available from the Consumer
Federation of America, 1424 16th
St. N.W., Suite 604, Washington,
D.C., 20036; 202-387-6121. ER
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NAIC product-review body

KANSAS CITY, Mo.—The fastest way to bring new insurance prod-
ucts to market is to establish a new entity to coordinate advertising and
rate and form review and to oversee compliance with emerging national
standards, according to a proposal by a National Assn. of Insurance
Commissioners’ subgroup.

During meetings early last week, the NAIC's Speed to Market Work-
ing Group outlined steps for establishing the Coordinated Advertising,
Rate and Form Review Authority, or CARFRA. The proposal was also
discussed during the NAIC’s meeting last week in Kansas City, Mo,, by
the working group co-chair, Diane Koken, who is Pennsylvania's insur-
ance commissioner, and Frank M. Fitzgerald, Michigan's financial and
insurance services commissioner. Under the proposal, one insurance
commissioner from each state could agree to participate in the new au-
thority, which would operate under a board of directors. Member states
would contribute staff, to be appointed to review teams that would ana-
lyze insurers’ submissions from their respective state offices.

CARFRA members’ initial duties would include determining which
products are appropriate for such treatment and adopting standards,
including a uniform definition of “exempt commercial policyholder.”
Their decisions, which would be subject to appeal, would be reported to
the respective commissioners, who would make final decisions.

Under the plan, individual insurers would be responsible for filing to
a central electronic repository and paying applicable fees to states and
CARFRA for each review. But CARFRA is optional, and insurers could
continue to file new-product information on a state-by-state basis.

“This process is analogous to the state securities Central Equity Re-
view,” though there are far fewer products and federal securities regu-
lation is more extensive, according to the commissioners’ presentation.

CARFRA is expected to aid consumers by speeding products to mar-
ket and improving the review that new products undergo, regulators
say.

The NAIC working group expects to receive comments on the report
at its quarterly meeting Sept. 9-13 in Dallas, an NAIC spokeswoman
said. ‘

Aon forms technology group

CHICAGO—Aon Corp. has formed a new Technology Risk Group to
serve the insurance and risk management needs of several sectors, in-
cluding dotcoms; hardware, software, and technology service providers;
and life science and biotech corrpanies.

The move is part of Aon’s ongoing strategy of providing specialized
expertise to specific industry segments, the Chicago-based broker said
in a statement. Aon launched 10 global practice groups earlier this year
(BI, July 17).

The new technology group initially is focusing on U.S. business, but it
will eventually become a global practice group, explained Michael D.
Rice II, a director with Aon Financial Services Group in Denver.

“We are really addressing all the technology risks of technology com-
panies as well as all the technology risks of non-technology companies,”
said Mr. Rice, who will head the new group with Michael Marcon, exec-
utive vp for Aon’s merger and acquisitions group in San Franeisco.
These risks include Internet liability, intellectual property and directors
and officers lability, Mr. Rice said.

The Technology Risk Group will be managed out of Aon’s San Fran-
cisco and Denver offices. '

Postal violence overstated: Study

WASHINGTON—Despite public perceptions, postal workers are no
more likely to physically assault, sexually harass or verbally abuse their
co-workers than are employees in the workforce in general, says a re-
port by the independent U.S. Postal Service Commission on a Safe and
Secure Workplace.

The 249-page report, which studied data on workplace homicides
from 1992 through 1998, also found that postal workers are only one-
third as likely as are those in the national workforce to be victims of
homicide at work. Compared with postal workers, retail workers are
eight times more likely and taxt drivers are 150 times more likely to be
homicide victims while at work, the study found.

“‘Going postal’ is a myth and a bad rap causing unnecessary appre-
hension and fear among 900,000 postal workers,” said Joseph A, Cali-
fano Jr., chairman of the Washington-based commission and president
of The National Center on Addiction and Substance Abuse at Columbia
University in New York, in a statement. “This report should shatter the
myth that postal workers are more violent than other workers and dis-
courage the pejorative use of that expression,” he said.

Attention was drawn to the tensions at and safety of postal work-
places after several homicides took place in the late 1980s and early
1990s.

The report also surveyed nearly 12,000 postal workers and 3,000 em-
ployees in the national worldforce. It found that, in the past year, 5% of
both postal workers and other workers were physically assaulted at
work, 14% of postal workers and 16% of other workers were sexually
harassed at work, and 36% of postal workers and 33% of other workers
were verbally abused on the job.

In examining homicide at work from 1992 through 1998 in all major
industries, the report found the retail trade had the highest rate, at 2.10
homicides per 100,000 workers annually. The next-highest rate was in
public administration, which included police work, with a homicide
rate of 1.66 per 100,000. Among occupations, the report found homicide
rates were highest for taxi drivers and chauffeurs, at 31.54 per 100,000;
followed by police, at 6.46 per 100,000. Homicide rates for postal work-
ers ranked low, at 0.26 per 100,000, while the homicide rate for the na-
tional workforce overall was .77 per 100,000 workers.

The independent commission was established in 1998 by Postmaster
General William J. Henderson to help the postal service create the safest
possible environment,

A full copy of the report can be found at www.casacolumbia.org.




FOR THE RECORD

) RELIANCE SELLOFF Markel Corp. is buy-
ing renewal rights to about $27 million in
oross premiums of Reliance Group Hold-
ings Inc.’s specialty business for an undis-
closed sum. The business comprises $12
million 12 social services liability premi-
ums, $11 million in health care liability
and $4 million in child care liability.
Markel will not be taking on any liabilities
for existing busi-

Reliance

ness or any Reliance
staff, said Britton L. Glisson, president and
chief operating officer of Markel Insurance
Co., an operating unit of Glen Allen, Va.-
based Markel. Markel will seek to renew
the business as it expires. But should a pol-
icyholder seek to cancel its Reliance con-
tract immediately due to Reliance’s poor
ratings, Mr. Glisson said, Markel will issue
a new policy, provided Markel is satisfied
with the policy’s terms and price. The sale
s the latest step in the winding down of
Reliance’s business. Reliance, which faces
1 massive debt burden, announced last
month that it plans to run off its proper-
ry/casualty business and that it may seek
bankruptcy protection.

p- NON-COMPETE PACT COVERAGE A product
unveiled lasc week covers companies for
he legal costs of enforcing non-compete
agreements against ex-employees and re-

L INBURANCE BROKARS

covering intellectual property they have pi-
rated. Evanston, Ill.-based underwriting
manager Shand Morahan & Co. Inc, a
subsidiary of Markel Corp., will under-
write the coverage for affiliate Evanston
Insurance Co. Wholesale broker Gresham
8¢ Associates Inc. of Stockbridge, Ga., will
have exclusive marketing rights for the
coverage, which is called the “Competitive
Fdge Protection Policy.” Evanston Insur-
ance Co. will offer limits ranging from
$250,000 to $1 million. More information

Excerpts from Bi’s Daily Online Updates, Aug. 28 - Sept. 1, 2000

is available at www.gresham-inc.com.

P> CLAIMS OUTSOURCING Reliance Group
Holdings Inc. plans to outsource the claims
management for its discontinued opera-
tions to a unit of Aon Corp. Under a tenta-
tive agreement announced last week, Aon
unit Cambridge Integrated Services Group
Inc. will form a new division solely to
manage Reliance claims. Cambridge will
offer positions to most of Reliance’s cur-
rent claims staff. Jamesburg, N.J.-based
Cambridge will manage the claims from
investigation through settlement but will
not assume any of the underwriting risk,
an Aon statement said. Reliance has ap-
proximately 200,000 outstanding claims,
according to a Reliance spokesman. The
spokesman would not comment on Re-
liance’s payment arrangements with Aon.
The agreement, which must be approved
by Reliance’s board and state insurance
regulators, marks another step in the wind-
ing down of Reliance’s insurance opera-
tions.

p SHARPENING FOCUS UnumProvident

Corp. last week announced moves de-
signed to focus its operations on its core
business of dis-
ability under-
writing and to
increase its fi-
nancial flexibili-
ty. The compa-
ny’s action fol-
lowed Moody’s
Investors Service
downgrade of
UnumProvi-

dent’s financial
strength rating
of the compa-
ny’s insurance units, to A2 from Al late
last month. Then, the next week, A.M.
Best & Co. reaffirmed its A+ (superior)
rating of the group, but it said that
UnumProvident’s outlook remains nega-
tive. In its principal transaction,
UnumProvident purchased reinsurance
from Jacksonville, Ill.-based Reassure
America Life Insurance Co., an affiliate of
Swiss Re Life & Health America Inc., for

its in-force individual life insurance and

UNUa

corporate-owned life insurance business.
In addition, the company announced that
it will sell Provident National Assurance
Co., an inactive subsidiary, to North-
brook, Ill.-based Allstate Life Insurance
Co. That proposed move prompted Best to
review Provident National’s A+ (superior)
rating. UnumProvident also plans to enter
into an agreement with Hamilton, Bermu-
da-based Max Re Ltd. to reinsure a por-
tion of its group long-term disability
claims. UnumProvident esti-

mates that the net impact of the
transactions, which are ex-
pected to close by
the end of
this
year,
will be
n excess
of $550 million

of statutory capi-

tal for its various insurance subsidiaries
and holding company. This capital is ex-
pected to be used to increase the risk-based
capital ratios of the insurance subsidiaries
involved and to return holding company
leverage. Late last month, J. Harold Chan-
dler, UnumProvident’s chairman, president
and chief executive officer, said that the
company strongly disagreed with Moody’s
downgrade.

P> CITATION RULE CLARIFIED A decision is-
sued last week by a panel of the 8th U.S.
Circuit Court of Appeals strikes down the
court’s own rule that prohibited it from re-
lying on opinions that were written but
never published. The decision in Anasta-
soff vs. United States of America arose out
of a lawsuit brought by Faye Anastasoff
against the federal government involving
overpayment of her taxes. Citing a long-
standing 8th Circuit rule, Ms. Anastasoff
asked the court to disregard a 1992 appel-
late decision because that decision was
never published. The rule cited by Ms.
Anastasoff states that the court should not
consider unpublished opinions as prece-
dent and parties should not cite them to
the court. Last week, though, the 8th Cir-
cuit panel in St. Louis rejected her argu-
ment, saying that the rule violated the
Constitution. The opinion states that it

Business Insurance, September 4, 2000 / 23

was the intent of the Constitution’s
framers that judicial power should include
the ability to look at all prior cases. “The
judge’s duty to follow precedent derives
from the nature of the judicial power it-
self,” wrote Judge Richard Arnold for the
three-judge panel. Further, Judge Arnold
wrote, courts can still decide not to publish
every decision. Nonetheless, he wrote,
these decisions cannot simply vanish. “We
point out, in addition, that ‘unpublished’
in this context has never meant ‘secret,” ”
Judge Arnold wrote.

B> BRIEFLY NOTED The State of Hawaii Pub-
lic Employee Health Fund has contracted
with Hartford Life Insurance Co. to pro-
vide long-term-care coverage as a volun-
tary, self-paid benefit to public employees.
Up to 100,000 people will be eligible for
the benefit. . . .Ratings agency Fitch IBCA
in Chicago has lowered its rating of Re-
liance Insurance Group to DDD from B.
The action follows Reliance’s recent an-
nouncement that it will submit to more-
stringent regulatory oversight. . . .The Na-
tional Committee for Quality Assurance
has made it easier to gain access to its re-
port card of health plans. Starting Oct. 1,
Web surfers can go directly from two sites
to the NCQA’s Health Plan Report Card.
The sites, wwiw.cbshealthwatch.com and
www.medscape.com, will offer direct links
from the library sections of their Web sites.
MedicaLogic/Medscape Inc., an Internet
health information company, owns both
sites. . . .SINSER Holding A.B., the captive
management unit of Skandia Group, has
changed the names of its units in Bermuda
and Vermont to SINSER Management Ser-
vices (Bermuda) Ltd. and SINSER Man-
agement Services { Vermont) Inc., respec-
tively. Previously, the captive managers
carried the name “Skandia International
Risk Management.” | Bi

B> To get breaking news as it occurs, visil
Business {insurance’s free oniine Updales
at www. businessinsurance.com. Al of
the materisl in the For The Record columnm,
as well as other content in this week’s issus,
Is generated from dally news postings that
appeared on the Web site in the previous week.

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

BROKERS Prica % thange % change
Apn Com. NYS B3 292 -11.72
Brown & Brovmn NYS 2688 -2.27 4029

Clark Bardes Hoklings NDQ 10.00 000 -30.43
E.W. Blanch Holdings Inc. NYS. 2118 030 541
Gallagher Arthur J. & Co. NYS 4800 am 4826
Hi, Rogal & Harmiton NYS 4013 063 4204
Kaye Group e, NDQ 763 -758 -8.98
Marsh & MclLaonan NYS 11906 17 2443
BROKERS AVERAGE -1.07 13.44

INSURERS/REINSURERS
ACE Ltd. NYS 3475 277 108.24
Accel Intermaional Corp. NDQ 059 000 40,70
Acceptance Ivswance Cos. NYS 6.00 17.07 4.35
AEGON NV, NYS 3944 -0.47 741
Astna Life & Casuaky NYS 5581 056 00
AFLAC Inc. NYS 53.44 047 1325
Alimerica Frencial Corp. NYS 6038 343 8.54
Alistate Cop. NYS 2950 283 2260
Ambac Francial Group NYS 54.63 3. 2383
American Fnancial Group NYS 24.75 339 6,16
American General NYS 7125 281 810
Amencan intl Sroup NYS 88.50 466 2277
American Salaty Insurance NYS 406 -152 3750
Argonaut Grop NDO 15.75 -0.40 -20.75
AXAUAP Group MNYS 70.13 822 -1.23
Baldwin & Lycas Inc. NDO 1944 651 ~12.15
Berkley W.R. Corp. NDQ 26.18 423 2545
Berkshire Hathaway Inc. NYS 5970000 356 642
Capilol Transamerica Corp, NAS 1169 6.25 16,15
Chubb Corp. NYS 7519 300 3352
CIGNA Comp, NYS 94.13 -3.34 1683
Cincinnati Financial Comp. MYS 3813 150 1961
Citigroup NYS 57,50 071 373
CNA Fnancia Corp. NYS 3913 195 048
CNA Surety NYS 1138 000 1250
EMC insurance Group Inc. NDQ 9683 6384 548
ESG Re Limited NDQ 294 -5.00 -51.66
Enhance Financial Senicas NYS 1475 709 923
Evarest Reinsurance NYS 3975 031 78.15
Fremoni General Corp. NYS 333 385 -57.63
Frontier insusrance Group NYS 034 1538 8000

Year to date

High Low Vol.(000) Price
42.75 2069 2523 Geinseo Inc. NYS 3.88
2750 1538 85 Harleysville Group NDQ 19.00
2100 850 19 HSB Group Inc, NYS 39.94
7075 1656 640 HCC Insurance Holdings NYS 21.13
50.00 2806 264 ING Groep MV, NYS 67.25
4213 2238 a7 IPC Holdings Ltd. NDO 16.38
11.88 500 14 Hartford Financial Services NYS 66,068
127.38 6175 2384 Jan Hancock Financlal Sevice  NYS 2475
LaSalle Re Holdings Lid. NYS 1800
Lincoln National NYS 51,88
MAIC Holdings Inc. NYS 1200
Markei Comp. INYS 14538
3725 1406 3108 MBIA Insurance Group NYS 05,00
1.50 050 22 Meadowbrook Insur, Groug NYS 400
15.31 275 190 Mettile NYS 2488
4913 3150 478 Mutual Risk Mgmi. Lid, NYS 2081
B4 31 3850 2363 Navigators Group NDO 1150
5894 3056 2656 NYMagic Inc. NYS 14.38
6344 3506 879 Ohio Casualty Corp. NDO 763
3662 1719 9198 Old Republic Intl NYS 2356
68.69 3888 1478 Pariner Re Lid. NYS 4181
3383 1838 209 Penn-America Group Inc. NYS 790
8219 4563 3883 PMA Capital Corporation NDO 17.63
018 5238 11939 Philadeiphia Cans, Halding NDO 16:44
818 375 3 PXRE Comp. NYS 1363
2663 1444 150 Refiance Group Holdings NYS 022
81.50 5375 4701 RefiaStar Financial Corp. NYS 5394
2394 1525 13 RenaissanceRe Holdings Lid.  NYS 4769
2681 1400 648 ALl Corp. NYS 850
6690000 40800.00 1 St Paul Cos, NYS 4681
1475 938 =8 SCOR NYS 44.25
7956 4325 213 SAFECO Com, NDQ 2544
10684 6075 3300 SCPIE Holdings Inc. NYS 2169
4331 219 ou Seibels Bruce Group NDQ 091
59.13 3089 37448 Seleclive Ins. Group NDQ 17.63
4213 2456 339 Tokio Marine & Fire NDQ 51.19
1525 975 3t Torchmark Com, NYS 2750
1300 681 2 Transailanic Holdings NYS 87.44
1675 250 211 Trerwick Group Ing. NYS 1869
2263 863 405 Unico American Corp, NDQ 688
4400 2050 1089 United Fire & Casualty NDO 1863
17.50 289 1792 Unitriny NDO 2075
14.75 a3 885 UNUM Corp. NYS 2075

Weekly Yaarto date Year to datg

Weekly Year to date Year to date

% change % change  High Low Vol.{00D) Price %change %change High Low Vol.(COO0)
Iz 2. 834 475 548 Vesta Insurance Co. NYS 500 25 200 783 344 216
430 W|a A28 NS 207 ¥ Capital Lid. NYS 6663 065 2843 7238 3900 1489
016 1811 408 2150 645 Zenith National lrs. NYS 2213 -3 1212 2484 1875 2
060 6049 2294 800 379 INSURERS/REINSURERS AVERAGE 006 456
A00 1025 6994 4681 476
438 1008 2% 475 108 HEALTH MAINTENANCE ORGANIZATIONS
445 3945 6950 2038 3515
780 4550 2538 1344 5916 Foundtion Health Sysiems Ine,  NYS 17.31 073 7421 1763 625 1855
336 909 193 w08 75 Humiana Inc. NYS 838 551 228 106 475 2880
1086 2960 5450 2263 7380 Oxford Health Plans NDO 056 1104 14083 3|/ 975 6447
403 4338 2005 1000 187 Facificars Heallh Sys: NOQ) 5463 594 307 7231 3113 1507
056 £21 19188 11150 35 Siarra Health Services NYS 363 3182 4579 1325 244 874
410 2308 6688 3631 1018 United HealthGroup NYS B4 467 7682 9588 3038 3006
857 05 1300 3% 58 Wellpoint Health Metworks NYS 8504 610 3185 9231 4825 1988
520 7456 2513 1425 6668 HMOs AVERAGE 941 048 ;

419 2379 3075 98 319 ALL COMPANIES 273 1949
47 1785 1800 883 28
044 500 1875 1228 10
942 6250 1850 650 1291
080 7254 2463 1063 153
202 2880 4250 2838 699
000 423 1038 68 4

070 1132 2100 1550 190
2 uw  ae  om & B/ Iinsurance Index
091 481 W78 994 s2
22 8670 775 043 3108
035 3784 5394 2375 440
039 1667 5113 3Bag 175
082 1324 3963 2625 67
218 2896 495 2131 3108
615 000 5363 3838 B
252 226 3850 1800 2059
145 9249 3654 1900 MNA
1940 4821 404 053
208 285 2038 1463 465
477 342 6700 4500 104
208 538 3600 1875 1458
212 1201 9156 68.75 58
281 1033 2428 1200 279
000 479 1025 450 103
087 1768 2525 1550 76
271 82 3975 2rae 317
573 828 5250 1194 5382 N4 1 728 B4 BA1 B8 825 94

Base=100 on Dec. 29, 1578

Top advancing Issues: Sierra Health Services, Accaptance Insurance Cos., Oxford Health Plans. Leading declinera: Reliance Group Holdings, Seibals Bruce Group, Frontier Insurancs Group. Mest active issus; Citigroup. The &/ Index increased 1.4%; the Dow Jones 30 In-
dustrials rosa 0.4%; the S&P 500 went up 1.0%, and the NYSE Composite incraased 0.8%. Average F/E: Brokers, 21.1; Insurers/reinsurers, 24.0; HMOs, 14.5.

Saurce: ONET Investor (investor.cnet.com) Boulder, Colo.
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It takes courage to do something that’s never been done before. To attempt a feat that goes beyond conventicnal thinking.

But, it also takes planning and a complete understanding of all the problems that may arise. No one has better firsthand
knowledge of the inherent risks of daring enterprises than we do. In fact, we're the leading U.S-based provider of custom-tailored
risk solutions for companies all over the world. So the next time you wake up, mind ablaze with an idea that nobody's

attempted to pursue before, contact AlIG. We're the organization that helps challenging ventures get off the ground.

WORLD LEADERS IN INSURANGCE AND FINANGIAL SERVICES

Insurance and services provided by membe-s of Americen International

Group, Inc., 70 Pine Street, Departmert A, New fork, Naw York 10270.
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