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TRIA bills'
introduction
renews hope

Backers hail actions
of House, Senate

By MARK A. HOFMANN

WASHINGTON—Supporters of ex-
tending the Terrorism Risk Insur-
ance Act by two years say they have
renewed hopes, now that extension
bills have been introduced in both
chambers of Congress.

House Democrats’ introduction
last week of the Terrorism Insur-
ance Backstop Extension Act came
only a couple of weeks after Sens.
Robert Bennett, R-Utah, and
Christopher Dodd, D-Conn., intro-
duced a similar bill in the Senate.

TRIA, which established a federal
financial backstop for insurers cov-
ering losses from future catastroph-
ic terrorist attacks, is slated to expire
at the end of the year. Extension
proponents—including risk man-
agers and insurers—have argued
that the backstop must be main-
tained to prevent market disrup-
tions.

The House Democrats, all mem-
bers of the Financial Services Com-
mittee, introduced H.R. 1153 on
March 8.

“We need to act now to extend
the program while we work on
long-term solutions to protect
American workers and our cities
and towns against possible terrorist
attacks,” the bill’s chief sponsor—
Rep. Michael Capuano, D-Mass.—
said in a statement.

Reps. Barney Frank, D-Mass., Paul
Kanjorski, D-Pa., and Joe Crowley,
D-N.Y., also sponsored the bill. Rep.
Frank is the Financial Services Com-
mittee’s ranking Democrat.

In addition to extending TRIA
through the end of 2007, the bill
would extend the backstop cover to
group life policies as well as proper-
ty/casualty insurance and would re-
quire that policies issued during the
last year of the program retain the
terrorism coverage backstop until

See TRIA/page 19
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COMPENSATION CRISIS

Minnesota AG hints Willis
violated consumer laws

By SALLY ROBERTS

With two of the three megabrokers
having settled self-dealing charges
over the collection of contingent
commissions, prosecutors’ focus
may be shifting to Willis Group
Holdings Ltd.

Although no charges have been
filed against London-based Willis in
connection with various state in-
vestigations into brokerage com-
pensation practices, Minnesota At-
torney General Mike Hatch said last
week that he has a “reasonable ba-
sis” to believe that Willis may have
engaged in fraud and deception in
violation of Minnesota’s consumer
protection laws, court documents
show.

Specifically, Mr. Hatch said he

Demanding documents

B Minnesota Attorney General
Mike Hatch is seeking to compel
Willis to provide documents on its
business practices and those of
wholesale unit Stewart Smith,
including the payment of
contingent commissions.

B Mr. Hatch says he has
“reasonable grounds" to believe
Willis may have breached
consumer protection laws.

B The attorney general calls
Willis" response “lackluster,” a
statement Willis denies, saying he
has refused requests to discuss
the investigation's scope.

has evidence that suggests the
world’s third-largest brokerage may
have steered clients to insurers pay-
ing it the most contingent commis-
sions and that it may have engaged
in fraud by using its wholesale bro-
kerage unit, Stewart Smith Group,
in order to “churn” additional com-
missions, the documents note.
None of these commissions appear
to have been disclosed to clients,
Mr. Hatch said.

In a statement issued in response
to Mr. Hatch’s motion, Willis
claims that the document “contains
a number of inflammatory and in-
accurate statements.”

Mr. Hatch’s claims, which were
contained in a motion seeking to
compel Willis and several of its sub-

See WILLIS/page 16

Charges spanned Aon operations
Suits say top execs, various units implicated

By DOUGLAS McLEOD

In mid-September of 2000, Aon
Corp. Chairman Patrick G. Ryan
met for dinner at the Four Seasons
Hotel in Chicago with Chubb Corp.
Chairman Dean R. O’Hare to talk
over their companies’ deteriorating
relationship.

Mr. Ryan was pressing to have
Aon’s reinsurance subsidiary, Aon
Re, take over placements for
Chubb’s newly acquired Executive
Risk unit, according to the lawsuit
New York Attorney General Eliot
Spitzer filed against Aon earlier this
month. Mr. O'Hare countered that
Aon was not placing enough retail
business with Chubb; Chubb offi-

cials had already complained that
Aon never followed through on an
earlier promise to boost retail place-
ments in exchange for a casualty
reinsurance assignment for Aon Re,
the suit states.

After the dinner, Mr. O’Hare told
his executives to “see what Aon can
do for us,” but those executives lat-
er recommended keeping the Exec-
utive Risk program with a rival in-
termediary, according to the suit.

Mr. Ryan then tracked down Mr.
O’Hare, who was traveling in Brazil,
to reargue his case. This time, Mr.
O'Hare overruled his staff and or-
dered the program shifted to Aon
Re, the suit claims.

Mr. Ryan “told Dean that Aon
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handling (reinsurance) is critically
important to Aon and Chubb hav-
ing positive relations,” according to
notes taken by a participant in a
subsequent Chubb conference call
and cited in the suit. “Ryan willing
to put his personal credibility and
friendship w/Dean on the line to
make sure Chubb receive preferen-
tial treatment from Aon.”

Spokesmen for Aon and Chubb
declined to comment on the allega-
tions. Mr. O’Hare, who retired from
Chubb in 2002, could not be
reached.

This episode is only one of many
supporting charges of fraud and
anti-competitive practices at Aon in

See AON/page 18

Late News
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A UAL plan for ground work-
ers will be terminated.

PBGC takes over
second United plan

The Pension Benefit Guaranty
Corp. on Friday moved to
terminate a United Airlines plan
covering more than 36,000 active
and retired ground employees,
saddling the agency with one of its
biggest losses. The plan has $1.2
billion in assets and $4.1 billion in
benefit obligations. Of the $2.9
billion funding shortfall, the PBGC
will guarantee $2.1 billion. Last
year, the PBGC took over a United
pilots’ pension plan, which cost the
agency $1.4 billion.

Sentencing postponed
for Near North's Segal

The sentencing of convicted Near
North National Group Inc. owner
Michael Segal has been postponed
from April 6 until June 29, under a
motion approved last week by
Judge Ruben Castillo of the U.S.
District Court for the Northern
District of lllinois. The delay was
granted in part because of the
complexity of the case, and partly
due to a psychiatric evaluation
finding that Mr. Seqgal suffers from
attention-deficit disorder, a lawyer
for Mr. Segal said. In June, Mr.
Segal was found quilty by a federal
jury of fraud and racketeering.

P/C renewal rates
flat in February

The property/casualty market
continued to soften in February,
with average renewals coming in
flat, according to Internet-based
insurance exchange MarketScout.
"“This is the first time in over four
years that renewals are being
placed with a composite average
of a 0% rate increase,” Richard
Kerr, chief executive officer of
Dallas-based MarketScout, said in
statement. The flat rate contrasts
with a 9% increase in February
2004 and a 25% increase in the
same month in 2003, according to
MarketScout's analysis, which is
See LATE NEWS/page 19
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PBGC final ruling to ease paperwork for employers

By JERRY GEISEL

WASHINGTON—Employers with
large underfunded pension plans
soon will have to file electronically
to the Pension Benefit Guaranty
Corp. certain financial and actuarial
information under a final PBGC
rule.

In addition, another rule, which
the PBGC is proposing and seeking
comment on, would mandate elec-
tronic filing of PBGC premium-re-
lated information to the agency
starting next year.

The final rule—significantly
modified and improved, benefit ex-
perts say, from an earlier PBGC pro-
posed rule—involves a decade-old
law that requires employers whose
pension plans are underfunded by
at least $50 million to disclose to
the PBGC certain pension plan ac-
tuarial and corporate financial in-

formation.

The requirement also applies if
the Internal Revenue Service has
imposed a lien of at least $1 million
on the employer for missed re-
quired pension plan contributions
or if the IRS has approved a pension
plan funding waiver of at least $1
million and a portion of that waiver
is outstanding.

Last December, the PBGC pro-
posed that the information provid-
ed by employers be filed electroni-
cally—in many cases by April
2005—using the PBGC's Web-based
software application.

While that filing deadline still
stands, the PBGC made several
changes that will ease the transition
to electronic from paper-based fil-
ing.

The most significant change af-
fects employers with dozens or even
hundreds of small units that are

What final rule allows

B PBGC eases electronic filing
requirements for large
underfunded plans

B |nformation can be filed this
year using commercial
software programs

B [dentifying information not
automatically required for very
small members of corporate
controlled groups

part of the corporate “controlled
group.” The original proposal
would have required affected em-
ployers to supply to the PBGC iden-
tification-related information on all
members of the controlled group,
regardless of the size of the entity.
In the final regulation, though,
the PBGC said such information
will not be required for very small
controlled group members that are
not a contributing sponsor to the
underfunded pension plan. These
so-called exempt entities, among
other things, cannot have revenues
greater than 5% of that of the con-
trolled group and whose annual op-
erating income can be no more
than the greater of $5 million or 5%
of the controlled group’s income.
The PBGC will only seek infor-
mation from the exempt entities
when the information is “vital” to
protecting the PBGC’s insurance

program.

Benefit experts welcome the
change in the PBGC's position, say-
ing that—in most cases—funds the
PBGC could recover from small
members of a controlled group
would be tiny while the reporting
burden on employers would have
been significant.

“The PBGC was asking for some-
thing that could have been really
burdensome for employers” and
not necessarily relevant for the
PBGC, said Sandy Wheeler, a direc-
tor with the HR Services unit of
PricewaterhouseCoopers L.L.P. in
Washington.

Also changed from the proposed
regulation was the requirement that
corporate financial and plan actuar-
ial information be filed electronical-
ly using the PBGC's web-based soft-
ware application.

See PBGC/page 6

California judge dismisses suit
over reorganization of CIGNA

SAN FRANCISCO—In the latest
development in a long legal battle,
a California judge has dismissed in-
surers’ lawsuit against the ACE
Group of Cos. over CIGNA Corp.’s
1996 reorganization, citing a new
statutory limitation on suits charg-
ing unfair business practices.

In 1996, CIGNA used a Pennsyl-
vania law to split a subsidiary, In-
surance Co. of North America, in
two without policyholder approval.
One piece retained the operation’s
ongoing profitable business and the
name INA. The other assumed sole
responsibility for most of INA’s pre-
1996 liabilities, including its long-
tail asbestos and environmental lia-
bilities. CIGNA then merged that
piece into an existing licensed unit,
Century Indemnity Co.

The Pennsylvania Supreme Court
upheld CIGNA’s reorganization in
1999. The same year, both INA’s
ongoing business and the separate-
ly capitalized runoff facility,
Brandywine Holdings Ltd., were

sold in a $3.5 billion deal to ACE
Ltd.

American International Group
Inc. units AICCO Inc. and Granite
State Insurance Co. and Chubb
Corp. unit Northwest Pacific In-
demnity Co. filed suit in California
state court later that year, claiming
the reorganization violated Califor-
nia’s unfair competition law.

Why suit was tossed

B Proposition 64 stipulates that
lawsuits under California’s unfair-
competition law can be brought
only by plaintiffs who have
suffered harm as a result of
allegedly unfair business
practices.

In 2001, a California state appel-
late court overturned a lower court
ruling and said a trial could proceed
on the issue.

But in his March 4 decision, Cali-
fornia Superior Court Judge James

Inside Business Insurance

L. Warren dismissed the case, citing
Proposition 64. The proposition,
approved by California voters in
November, stipulates that such law-
suits can be brought only by plain-
tiffs who have suffered harm as a re-
sult of allegedly unfair business
practices.

“Plaintiffs do not claim to have
suffered any injury themselves as a
consequence of defendants’ ac-
tions,” said Judge Warren in his de-
cision.

Judge Warren noted that al-
though state appellate courts have
differed over whether Proposition
64 should be applied to cases that
were pending at the time of its in-
troduction, he finds “persuasive”
those decisions holding that it
should apply to such suits.

An AIG spokesman said, “We are
appealing, and we are hopeful that
the decision will be overturned.” A
Chubb spokesman had no com-
ment.

—By Judy Greenwald

Most states’ tort
systems ‘poor to fair’
Corporate attorneys give low marks
to the tort systems in most states,

according to a Chamber of
Commerce survey. Page 4

States mull changes in
selecting requlators

Business advocates say Connecticut
and Maryland should resist proposals
to elect their commissioners. Page 4

Liquidator of HIH

may still pursue Gen Re
The liquidator of HIH Insurance Ltd.
says he may seek more funds from

General Re as compensation for
alleged deceptive conduct. Page 4

Brokers must change...
and change now

Brokers must act quickly if they want

to rescue their name, one of this
week's editorials says. Page 8

U.K. delays cost-shifting
on workplace injuries

U.K. Health Minister Rosie Winterton,
above, announced that the
government had postponed plans to
charge insurers for the cost of
treating workplace injuries. Page 13

Tort system not to blame
for med mal rates: Study

By MARK A. HOFMANN

Increased medical malpractice
insurance premiums in Texas
did not spring from problems
with that state’s tort system, ac-
cording to a study conducted by
four law professors.

Instead, the study—*Stability,
Not Crisis: Medical Malpractice
Claim Outcomes In Texas, 1988-
2002"—found that, adjusted for
inflation, the number of claims
above $25,000 in 1988 dollars
remained roughly constant dur-
ing the study period, while the
number of claims below $25,000
dropped. During the period
2000-2002, there was an average
of 4.6 paid claims per 100 prac-
ticing Texas physicians com-
pared to 6.4 paid claims per 100
practicing physicians in 1990-
1992.

But the authors found that
during the period 1998-2003

Online

alone, medical malpractice in-
surance rates increased by a
weighted average of 135% for
the state’s three largest medical
malpractice insurers.

The authors conclude that
medical malpractice insurance
price spikes could stem from a
variety of factors. These include
the general nature of insurance,
which depends in part on in-
vestment income; catastrophe-
driven stresses across broad in-
surance and reinsurance mar-
kets; and the long-tail nature of
medical malpractice insurance.

The authors also say that
“many malpractice insurers or
undiversifed, single-line compa-
nies are sponsored by state and
local medical societies....These
member-owned insurers may
feel pressure to estimate future
losses on the low side, and then
need to compensate for past un-

See TORT/page 6

Departments

+ The Datebook calendar lists
upcoming industry seminars and
meetings and allows you to add info
about your own event.

« Searchable directories provide
access to all the listings of industry
vendors found in Bl's Market
Sourcebook.

« New Opinion Poll for readers: Do
you think employers not offering
health care coverage should be
required to pay a fee to the
government to help subsidize
coverage for the uninsured?

Advertiser Index .................. 18
Business Resources ............... 12
Commentary ........coovvvvvnnn.. 12
International ..................... 13
Letters .....covvviiiiiiiniiin.y 8
OpiNioNS .ovieeeee e 8
Perspectives ..................... 10
Products & Services ............... 12
Professional MarketPlace ........... 14
Ticker «.oueneiiniiiii i 19
Paul Winston ....................l 6
World Updates .................... 13

right © 2005 by Crain Communications Inc.

REPORTING ON CORPORATE RISK AND EMPLOYEE BENEFIT MANAGEMENT NEWS

Business Insurance (ISSN 0007-6864) Vol. 39, No. 11, is published weekly by Crain Communications Inc., 360 N. Michigan Ave., Chicago, Ill. 60601-3806. Periodicals postage is paid at Chicago and at additional mailing offices.
POSTMASTER: Send address changes to Business Insurance Circulation Department, 1155 Gratiot Ave. Detroit, Mich. 48207-2912. $5 a copy and $97 a year in the U.S. $130 in Canada and Mexico (includes GST). All other countries, $230 a year (includes
expedited air delivery). Canadian Post International Publications Mail Product (Canadian Distribution) Sales Agreement No. 40012850, GST No. 136760444, Canadian return address: 4960-2 Walker Road, Windsor, ON N9A6J3. Printed in U.S.A. Copy-

e



Bl

03-14-05 A 4 3/11/05 4:40 PM

Page 1

—p—

Business Insurance

March 14, 2005

Elect or appoint? Requlators’ post debated

By MEG FLETCHER

Insurers and businesses will see no
benefit from proposals in Connecti-
cut and Maryland to change the
post of insurance commissioner in
those states to an elected post
rather than an appointed one, sev-
eral observers say.

Elected insurance regulators are
more likely to take a narrow view of
insurance regulation and base their
decisions on popular appeal, they
say.

States that already have elected

commissioners would do better to
follow the example of Oklahoma,
which currently is considering a
measure that would change its
elected insurance commissioner of-
fice to an appointed post, they say.

But supporters of electing com-
missioners say that regulators who
are selected by popular votes are
more accountable than appointed
commissioners are and likely to be
more aggressive in enforcement ac-
tions.

The lack of uniformity about the
“right way” to choose an insurance

ELECTED REGULATORS

A dozen states have insurance
commissioners who are elected:

H California B Mississippi

B Delaware B North Carolina
EFlorida* B North Dakota
B Georgia B Oklahoma

B Kansas ®Montana

B | ouisiana B \Washington

* Voters in Florida elect the state's chief
financial officer.
Source: NAIC

commissioner is reflected national-
ly. More than three-fourths of states
require that their governors appoint
the top insurance regulator, while a
dozen states elect them.

There are potential advantages
and disadvantages to each ap-
proach, according to Robert W.
Klein, associate professor and direc-
tor of the Center for Risk Manage-
ment & Insurance Research at Geor-
gia State University in Atlanta.

Most observers sympathetic to
business interests, though, general-
ly favor the stability and cohesion

that they say comes with having
governors appoint commissioners.
Many are wary of elected commis-
sioners because they must seek po-
litical support from individual vot-
ers, as well as campaign contribu-
tions from both industry groups
and individuals.

Connecticut’s proposal to change
from appointing to electing its
commissioner is garnering special
attention.

That legislative proposal was in-
spired by hearing testimony from

See REGULATORS/page 15

From Best to Worst
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State tort system
ranked ‘poor to fair’
by corporate lawyers

WASHINGTON—Three-fifths
of the corporate attorneys sur-
veyed for the U.S. Chamber of
Commerce’s Institute for Le-
gal Reform gave the state-
based tort system an overall
ranking of “poor to fair,” the
ILR announced Tuesday.

While some states won
praise as maintaining what
the report called a “fair and
reasonable litigation system,”
60% of those surveyed ranked
the overall system fair to poor,
an increase from the 56% who
did so in 2004, according to
the report.

The finding in “The Harris
Interactive 2005 State Liability
Systems Study” was based on
interviews with 1,437 senior
corporate attorneys.

The corporate attorneys
once again ranked Delaware at
the top of their list, followed
by Nebraska, North Dakota,
Virginia and Iowa.

Mississippi once again re-
ceived the worst ranking, fol-
lowed by West Virginia, Al-
abama, Louisiana and Illinois.

The survey asked respon-

dents to give each state
a grade in each of the follow-
ing areas: tort and contract lit-
igation, treatment of class ac-
tion suits, punitive damages,
timeliness of summary judg-
ment/ dismissal, discovery,
scientific and technical evi-
dence, judges’ impartiality
and competence, and juries’
predictability and fairness.

The attorneys were asked to
identify the most important
issue that “state policymakers
who care about economic de-
velopment should focus on to
improve the litigation envi-
ronment in their state.”

In 2005, 22% of the respon-
dents cited tort reform, com-
pared with 17% of the respon-
dents in 2004.

Sixteen percent of this
year’s respondents named
punitive damages as the most
important issue, compared
with 24% of respondents in
2003.

The complete survey is
available at www.institutefor-
legalreform.org.

—By Mark A. Hofmann

Errors & Omissions

® A chart accompanying a March 7
story on captives licensed in Hawaii
listed incorrect information about
the number of captives managed by

Beecher Carlson/RiskCap (Hawaii).
The company managed 34 captives
at the end of 2004 and 27 at the
end of 2003.

Mexico RIMS stresses fostering
resiliency in companies, workers

By ROBERTO CENICEROS

MONTERREY, Mexico—Risk man-
agers have a key role to play in
building resiliency into their organi-
zations and helping them grow
their business by taking, and man-
aging, increasing levels of risk, ac-
cording to a technology company
risk manager.

By working with operating units
to help them prepare for adversity,
risk managers can help other man-
agers make operational decisions,
said Christina S. Kite, senior director
of global risk management at Cisco
Systems Inc.

Through such an approach, risk
managers can help develop oppor-
tunities at their companies rather
than simply protect them from loss-
es, she said.

Ms. Kite spoke to the 300 regis-
trants at a conference hosted by the
Mexico chapter of the Risk & Insur-
ance Management Society Inc. in
Monterrey, Mexico, earlier this month.

By embedding resiliency in their
operations, Cisco’s business man-
agers can assume more risks when
making business decisions, such as

whether to enter or exit certain mar-
kets, Ms. Kite said. They can also re-
cover faster after unforeseen events.

“Part of building resiliency into
an organization is very similar to
how we build resiliency into our
own bodies,” Ms. Kite said.

“We don’t know what virus lurks
around the corner. But how do we
make sure we are strong physically
and mentally, so that, whatever
could hit us, we could quickly
bounce back? And what do we need
to do for prevention, so we don’t
get sick in the first place?”

'Part of our role in risk
management is helping those
organizations that often only
know their part of the overall
business...help them see the
business from an end-to-end
perspective.

Christina S. Kite
Cisco Systems Inc.

San Jose, Calif.-based Cisco, with
34,000 employees worldwide, pro-
vides software, hardware and ser-
vices for communications and In-
ternet networking. Its employees
must take on risks because they
have to be willing to fail as well as
succeed when developing new
products for markets that demand
quick responses, Ms. Kite noted. So,
by helping employees assume more
risk, risk management can be
viewed as an opportunity for
growth rather than an impediment

See MEXICO/page 14

HIH liquidator probing Gen Re deal

Berkshire units may face claims over reinsurance

By ELIZABETH FRY

SYDNEY, Australia—The liquida-
tor of defunct Australian insurer
HIH Insurance Ltd. may seek fur-
ther compensation from units of
Berkshire Hathaway Inc. for their
alleged role in HIH's 2001 collapse.

HIH's liquidator—Tony McGrath
of Sydney-based McGrath Nichol &
Partners—confirmed that following
the collapse of HIH and the result-
ing Royal Commission inquiry, he
is still investigating a range of
claims against various parties that
may have contributed to the insur-
er’s insolvency.

Mr. McGrath has contacted Berk-
shire units General Reinsurance
Australia and Kolnische Ruckver-
sicherungs-Gessellschaft, notifying

e

them of “claims it intends to assert
arising from insurance transac-
tions” Gen Re Australia entered into
with FAI Insurance Ltd., Berkshire
revealed last week in its annual re-
port.

The liquidator contends that
“GRA and KR engaged in deceptive
conduct that assisted FAI in im-
properly accounting for such trans-
actions as reinsurance,” Omaha,
Neb.-based Berkshire notes.

HIH’s 1999 takeover of FAI,
which eventually became insol-
vent, has been cited as part of the
reason for HIH's unraveling, and
Gen Re Australia last year agreed to
pay $27.2 million Australian ($19.9
million) to HIH's liquidator to settle
charges that reinsurance contracts it
wrote were designed to hide FAI's

true financial condition.

A spokeswoman for McGrath,
Nichol said the liquidator has not
yet served any claims against the
Berkshire subsidiaries, though he
has filed papers with the Supreme
Court of New South Wales. “Our
preference is for mediation or an
out-of-court settlement,” she said.

According to William Thiele,
General Re Corp.’s New York-based
senior vp and operating manager
for Asia Pacific, U.S. disclosure rules
require Berkshire to note the HIH
liquidator’s actions. “The note to
Berkshire Hathaway’s financial
statements is in accord with those
rules,” he said.

In its report, Berkshire notes that
it cannot estimate the potential fi-
nancial impact of the matter.
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PBGC: Ruling mandates e-filing

Continued from page 3

Instead, for the first year, the re-
quired information will still have to
be filed electronically, but the infor-
mation can be presented using such
widely available commercial pro-
grams as Microsoft Word and Excel
or in an Adobe PDF file rather than
they the PBGC’s Web-based soft-
ware.

Benefit experts say employers
could not have changed their infor-
mation gathering systems in time
to adapt to the PBGC’s Web-based
system this year.

“It would have been an unmiti-

gated disaster,” said Ethan Kra,
chief actuary for Mercer Human Re-
source Consulting in New York.

This is “needed flexibility,” said
Harold Ashner, a partner with the
law firm of Keightley & Ashner
L.L.P. in Washington and a former
PBGC assistant general counsel. The
delay will give the PBGC time to ex-
plore the feasibility of allowing
multiple users to enter data for a fil-
ing, which, Mr. Ashner said, is a
shortcoming of the PBGC’s web-
based system.

Still, there are concerns about the
new filing system, including

Tort: Variety of causes

Continued from page 3
derpricing when assets are deplet-
ed.”

The authors say that they “mean
to deny neither the importance of in-
surance prices nor the desire of poli-
cyholders to address significant price
increases.” Rather, “our point, which
has been largely neglected in the furi-
ous battle over malpractice liability,
is that attempts to avoid crises in
malpractice insurance prices should
focus on insurance, not litigation.”

The study, which will appear in

the May issue of the Journal of Em-
pirical Legal Studies but which was
made available Thursday on the In-
ternet, was based on 15 years of
closed medical malpractice claim
reports gathered by the Texas De-
partment of Insurance.

The study was sponsored by the
Center on Lawyers, Civil Justice and
the Media at the University of Texas
Law School and the University of
Illinois School of Law.

The study can be accessed online
at http://ssrn.com/abstract=678601.

whether the PBGC has done
enough to ensure adequate elec-
tronic security is in place to protect
the information, some of which
could be sensitive.

“This could be a potential target
for hackers,” said Kyle Brown, an at-
torney with Watson Wyatt World-
wide in Washington.

The PBGC says its Web-based
software application uses the best
available information security mea-
sures.

Meanwhile, under the proposed
regulation, large pension plans—
those with at least 500 partici-
pants—would be required, starting
in 2006, to file electronically their
PBGC premium-related informa-
tion to the agency. The same re-
quirement would be imposed on
smaller pension plans starting in
2007. Currently, electronic filing is
optional.

Observers doubt, after working
through transitional issues, such a
requirement would be difficult for
plan sponsors.

“Once systems are put in place, it
should not be any more difficult
compared” to paper filing, Mr.
Brown said.

The PBGC says it is now working
with a vendor to enable employers
to use private sector software to pre-
pare premium filings.

“Dempsey, Myers’ BI Values study provided our first

real-world assessment of potential losses at every location.”
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Paul Winston

Industry proves
it’s not above fray

If hindsight is 20/20 vision, then it's
probably safe to say that foresight is
legally blind.

A few short years ago, as
repeated corporate governance and
fraud scandals rocked the corporate
landscape, few industry analysts
expected the insurance industry
could be similarly tainted by the
disclosure of shady practices and
uncompetitive dealings. While the
broader business world was reeling
from charges of accounting fraud
and deceptive practices at some of
the world's biggest companies,
including Enron, WorldCom, Tyco,
Adelphia and others, many felt the
insurance industry was above the
fray.

| recently stumbled across
evidence of this myopia

particularly of the large insurance
companies, tend to have had ‘above
average' (marks) on the integrity
scale,” he said. “That's partly due to
the nature of the business, because
it is a business of trust. People are
giving you money for uncertain
returns, and so built into the
business is a sense that insurance
companies are going to be upright
and make sure that the money is
available to pay claims.”
Unfortunately, much of that trust
has vanished among customers of
these companies, and in all likelihood
among some of those analysts, too.
You'll notice | withheld their names
to protect the innocent, or should |
say gullible? But then, we reported
and printed that story, so | guess
that also makes us

in a 2002 Business
Insurance article,
“Insurers Unlikely as
Source of Next
Accounting Scandal.”
The 2002 article
quoted analyst after
analyst basically
proclaiming the
possibility of
Enronesque
shenanigans was
extremely remote in

quilty of being too
trusting of what we
were told.

| expect many buyers
will be a little less
trusting of their
brokers and insurers,
now. And that's a sorry
basis for a business
relationship. But after
the deception and self-
dealing, it's hard to
blame anyone for being

insurance. At most they
ventured, the industry
might make some errors in reserving
that could artificially inflate income.

Given the close scrutiny the
insurance industry receives from
regulators, analysts, rating agencies
and auditors, “it would probably be
less likely that something like what's
happened with a WorldCom could
actually get by all those different
constituencies that are scrutinizing
the industry,” said one analyst.

"A lot of the other scandals,
whether it's Enron or WorldCom or
Tyco, are all about ways of changing
or modifying your financial
statement in ways that investors
would not have expected or didn't
think about, whereas in the
property/casualty industry, investors
know specifically how the managers
can do it, so there's no mystery in
what they can do,” another analyst
commented.

One observer specifically drew a
contrast between acts of dishonesty
at some companies and honest
reserving errors in insurance.

In some of these other scandals,
you “hear of blatant dishonesty that
has happened. I guess the type of
thing that might happen in the P/C
industry might be better categorized
as saying it could be a mis-
estimation of what reserves should
have been. That doesn't necessarily
mean it was dishonest,” he said.

And one industry executive
suggested such scandals could never
happen in an industry founded on
trust.

"l would say the weight of history
suggests the management,

Paul Winston

cynical. The brokers
that have settled with
Eliot Spitzer-Aon and Marsh—have
pledged to redouble their
commitments to ethical practices
and honest dealings, but mere words
no longer count for as much as they
once did. Consider the words of Aon
CEO Pat Ryan, in a Dec. 5 article in
the Chicago Tribune:

“I'm very comfortable with our
past behavior,” Mr. Ryan said. “You
can talk to 1,000 Aon brokers, and |
would defy you to find one who
would say they ever placed
business” by steering their clients
toward a favored insurance company
solely so Aon would earn a bigger
commission. “They just don't do it,
and they don't get paid that way.”

Mr. Spitzer's detailed complaint
and Aon’s own settlement
agreement and apology clearly
suggest differently. Marsh similarly
dragged its feet and denied any
wrongdoing, until it was forced to
admit otherwise. How many other
brokers are hoping no one shines a
light on their dark practices? And
how many insurers have benefited
from the fact that Mr. Spitzer has
focused so far on the
intermediaries?

Given all that, why should buyers
trust anything these companies say?
Instead, they will have to prove
themselves in what they doto regain
the trust and loyalty of clients; that
is, if it's not already too late.

Editorial Director Paul Winston's
commentary appears fortnightly.
He can be reached at
pwinston@businessinsurance.com.
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Brokers need to put clients first

IRST MARSH, NOW AON. Mis-

conduct at insurance brokers

appears not to be so isolated af-
ter all.

As our coverage shows, state at-
torneys general aren’t done with
the largest brokers. Aon Corp. re-
cently agreed to settle suits by three
states on charges that it steered
business and engaged in “claw-
backs” linking retail and reinsur-
ance placements. And now Min-
nesota is investigating Willis Group
Holdings Ltd. on suspicion of simi-
lar improprieties.

When New York Attorney Gener-
al Eliot Spitzer filed his bombshell
lawsuit against Marsh & McLennan
Cos. Inc. in October 2004 on

charges of fraud and bid rigging,
few in the industry—and at Business
Insurance—believed that wrongdo-
ing was widespread.

The egregious acts of which
MMC was accused led to several
guilty pleas and an exodus of high-
ranking executives, including the
company’s chief executive, and an
$850 million settlement. But the
misconduct appeared to be con-
fined to excess casualty business
and rooted in Marsh’s now-dis-
banded Global Broking system.

The recent suits against Aon, on
the other hand, alleged that the
brokerage steered business in many
areas, both commercial and person-
al lines.

Bid rigging and antitrust viola-
tions may not have occurred, but
clearly Aon put its own interest
ahead of clients more than once.
And the brokerage agreed to pay
$190 million in restitution, plus an-
other $38 million last week on oth-
er related litigation. Statements of
“values” and “client focus” ring
hollow alongside the allegations in
the suits.

The current chief executive offi-
cers of MMC and Aon have apolo-
gized for improper actions that oc-
curred but have studiously avoided
admission of any wrongdoing.
Willis has asserted its internal inves-
tigations have found nothing im-
proper.

Urgency needed on TRIA

VERYONE LEARNS AT an early age that haste usu-

ally makes waste.

the Senate.

Still, we welcome any movement on reauthorization

But that’s not necessarily the case when it comes
to reauthorizing the Terrorism Risk Insurance Act. The
act, which provides a federal backstop for insurers pay-
ing losses from future catastrophic terrorist attacks, will
expire on Dec. 31 if it is not extended. Insurers have al-
ready indicated that their appetite for writing terror
coverage without the TRIA guarantee won't be great.

We think there should be a sense of urgency about
extending the act and, fortunately, some lawmakers
agree. A bipartisan group of senators introduced a two-
year extension bill in the Senate last month, and last
week a group of Democratic lawmakers introduced ex-
tension legislation in the House of Representatives as
well.

We certainly would have preferred that a bipartisan
bill be the first out of the gate in the House as well as in

Schillerstrom

legislation this early in the session. After all, there is
considerable support for a two-year TRIA extension on
both sides of the aisle in both houses of Congress. This
shouldn’t be controversial.

And it’s an issue of great importance to the national
economy in general and to risk managers in particular.
Without the federal backstop, terrorism coverage would
be less available and less affordable, particularly in the
central financial districts of major cities. Uncertainty
over whether that coverage will be available on New
Year’s Day and thereafter could have a negative eco-
nomic impact even before TRIA expires.

Extending TRIA as soon as possible is one of few situ-
ations in life in which haste, rather than making waste,
may prevent economic opportunities from being lost
unnecessarily.

To say that misconduct at Aon,
or at Willis, if any evidence
emerges, paled in comparison to
that at Marsh is to miss the point.
The good name of the insurance
brokerage business is at stake, and it
had better take immediate action to
prove clients really do come first.

Buyers aren’t convinced, as last
week’s BI online poll suggests (see
results, page 19). We asked readers
if they plan to change their brokers
in light of alleged improper prac-
tices. Virtually the same number
said yes as said no, and a smaller
percentage said they don’t know.

If brokers want to stay in busi-
ness, they must return their focus to
the client.

Letters to the Editor

HUD's rule on ratings
intended to protect

To the editor: I want to commend
Business Insurance for its Feb. 28
coverage of Department of Hous-
ing and Urban Development’s ac-
ceptance of Demotech Inc. Finan-
cial Stability Ratings of A or better
for risk retention groups, captive
insurance companies, regional in-
surance companies and risk-bear-
ing entities seeking to qualify un-
der the requirements of the Sec-
tion 232 Program associated with
long-term care facilities.

It is my understanding that
HUD's concerns emanated from
their duty to protect citizens
and taxpayers from potential fi-
nancial losses associated with as-
suming the financial burden in-
cumbent in the Section 232 guar-
antees.

To mitigate the possibility of a
Section 232 guarantee being trig-
gered due to an insurance compa-
ny being unable to honor a claim
and the nursing home owner or
operator declaring bankruptcy be-
cause they were effectively unin-
sured, HUD imposed its original
criteria to protect citizens and tax-
payers.

Once Demotech Inc. was able
to demonstrate that the applica-
tion of our Management Audit
Process and assignment of a Fi-
nancial Stability Rating to risk
retention groups, captive insur-
ance companies, regional insur-
ance companies and risk-bearing
entities would provide sufficient
assurance of effective insurance
coverage, we were accepted by
HUD.

Our goal is to level the playing
field for regional insurance com-
panies. We are delighted to have
been successful once more.

Joseph Petrelli
President
Demotech Inc.
Columbus, Ohio

Business Insurance welcomes letters to the editor. The section is intended to be a forum for readers' opinions and comments.
We reserve the right to edit letters for clarity or space. We will not publish unsigned letters. Please send your letters to:
Letters to the Editor, Business Insurance, 360 N. Michigan Ave., Chicago, llIl. 60601-3806; fax: 312-280-3174; e-mail: rcoccia@businessinsurance.com
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How to motivate a nation of desk potatoes

Employers have an active role to play in their workers' fight against obesity

By Kenneth Mitchell

uch has been reported
about obesity recently,
but no one has

concentrated on the employer’s
role. Because American workers
spend more time at work today
than at any other time in recent
history, it
makes
perfect
sense for
employers
to play an
active role
to reduce
the
obesity
epidemic.

Ina
nutshell,
America has become a workforce of
desk potatoes. Manufacturing work
that typically involves more
manual labor is declining, while
more-sedentary jobs that depend
on technology are increasing. In
addition, time-crunched workdays
contribute to the rise of vending-
machine junkies.

All this adds up to a weighty
workforce that is unhealthy and a
drain on a company’s bottom line.

Nationwide, obesity costs
employers $13 billion a year,
according to the National Business
Group on Health. And with two-
thirds of Americans considered

overweight or obese, there is a high
likelihood they’re also someone’s
employees.

Suffice to say, it's employers that
assume the financial burden of
these employees. Consider these
staggering statistics:

® Employees with weight
problems incur 36% higher annual
health care costs, due in large part
to other chronic health concerns
associated with excessive weight.

e UnumProvident Corp., the
leading disability insurer, reports a
10-fold increase in the incidence of
disability claims attributed to
obesity, showing an average annual
cost of $51,023 per claimant.

® Obesity is associated with 39
million lost workdays per year.

This should be corporate
America’s wake-up call.

Even in his “Call to Action to
Prevent and Decrease Overweight
and Obesity” report, the U.S.
surgeon general highlights the
important role employers play in
the fight against obesity. Employers
are being asked to provide a
corporate environment that
encourages employees to achieve
and maintain a healthy body
weight.

Work and health are not
independent issues—each
influences the other. But how close
is the interaction between work,
productivity and employee health?

Recent research by Minneapolis-

based Health Partners examined
workers’ health and lifestyles in a
variety of occupations. The
tindings showed obesity had a
significant and negative affect—
poor health, increased health costs,
excess absences and problematic
workplace relationships. However,
as physical fitness increased, so did
the quantity and quality of work
performed.

Similarly, a study by the
University of Michigan examined
the relationship between medical
costs and weight. Research showed
average annual medical costs were
lowest for healthy-weight groups,
whereas medical costs steadily
increased as the body mass index
increased—generally regardless of
gender or age.

Therefore, employers have a
vested interest in controlling
weight and obesity-related health
conditions, especially in today’s
economy, where health care costs
consistently rise.

The workplace can be an
extremely effective part of an
overarching public health initiative
aimed at obesity as large numbers
of people can be reached at
relatively low costs. And because
most people spend the majority of
their waking hours at the office, the
worksite offers a built-in group
support system of co-workers—a
key component to successful
weight management.

A company wellness program is a
starting point for many
organizations. Helping employees
focus on healthy behaviors can
lead to a reduction in illness and
injury, not only for the employees
but also for their families.

Benefits of a strong corporate
wellness initiative can extend
beyond the workplace. Employees
who learn proper eating and
exercise habits will transfer their
behavior to their homes, where
they will prepare healthier meals
and be more active.

Employers are starting to look at
the relationship between their
employees’ health and that of their
business. Employers are also
realizing the impact employee
health and productivity have on
the bottom line, as well as the
importance of investing in
programs to manage them. The
following illustrates some best
practices for employers:

® Provide healthy lunch and
snack options. Office snack
machines and corporate cafeteria
menus should provide a variety of
low-calorie, low-fat and/or low-
carbohydrate choices.

o Offer weight-control classes
and nutrition programs. Local
hospitals, universities and weight-
loss organizations make excellent
partners, especially if businesses
aren’t large enough to devote
internal resources.

® Encourage activity. Employers
can promote the use of stairs and
persuade employees to walk to co-
workers’ offices for discussions
instead of e-mailing individuals
who are around the corner.

o Partner with a fitness center.
Adding a campus workout facility
or partnering with a community
center can provide an employer
with significant savings in
employee health care expenses.

® Provide employee assistance
programs. An employee assistance
program is an effective portal to
private counseling or community-
based weight management.

o Offer incentives. Some
companies offer employees
incentives to participate such as
discounts on employee
contributions to health care
premiums or reduced costs
associated with joining a fitness
facility.

Collectively, the degree of
interaction between work and
health issues affects any
organization’s overall well-being.
Employees are ultimately
responsible for their own well-
being, but employers, through a
commitment to help fight obesity
in the workplace, can see healthier
employees, lower health costs and
improved work.

Kenneth Mitchell is vp-corporate
return-to-work program development
for Chattanooga, Tenn.-based
UnumProvident Corp.

Have a topic to address?
Submit a B/ Perspective

Business Insurance accepts articles
from experts in commercial in-
surance, risk management and
employee benefits management
for publication in its Perspectives
section.

The section is intended to be a
forum for readers’ opinions and
the discussion of technical topics
that do not lend themselves to
news stories. Therefore, Perspec-
tives articles should take a point
of view, offer advice or explain a
technical subject. They should
not present case studies or pro-
motional information.

All articles for the Perspectives
page should address the con-
cerns of the corporate buyer of
insurance; i.e., the risk manage-
ment or employee benefits man-
ager. Material written to address
only the concerns of brokers or
underwriters is not appropriate.

To submit an article for the
Perspectives section:

e Send a letter describing the
topic you would like to address.
Writers might want to suggest al-
ternative topics. For each topic,
briefly describe what you intend
to say and accomplish in the Per-

spectives article.

e You will receive notification
from Business Insurance accepting
or declining your article idea.

e If accepted, we will respond
with comments and request the
full article, which generally
should be 1,200 to 1,500 words
in length.

e Each article is to be accompa-
nied by a black-and-white photo-
graph of the author and a brief
biography.

e We will notify you of any
questions we have about your ar-
ticle or any substantial editing
we think is necessary.

Each author must assign the
copyright on his or her article to
Business Insurance.

Because of the volume of Per-
spective submissions we receive,
we cannot guarantee the edition
date on which an article will ap-
pear. For the same reason, we
will not run more than one arti-
cle in a calendar year from the
same author.

To submit a Perspectives arti-
cle query or find out more infor-
mation, please send a note to
biweb@crain.com.
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Have some funds
with this idea

President George W. Bush's modest
Social Security proposal has me
thinking about ways to fix another
system that's clearly broken:
property/casualty reserving.

Take a look at the record. The St.
Paul Travelers Cos. recently filled in
a $1.01 billion hole in its asbestos and
environmental liability reserves. Not
long before, ACE Ltd. said it would
charge a few hundred million against
2004 earnings for its own asbestos
losses. Those moves follow reserve
increases of several hundred million
to several billion dollars over the last
few years by a host of companies,
from The Hartford Financial Services
Group Inc., CNA Financial Corp. and
Royal & SunAlliance Insurance Group
P.L.C. to—oops—Travelers and ACE
again.

free to move into higher-yielding
investments like frozen orange juice
futures and South African rand
forward contracts.

This simple change would have
far-reaching effects. The
tremendous gains in investment
income would allow policyholders to
build more-than-adequate reserves
in their private accounts and would
more than offset insurers’ cost of
borrowing.

But it wouldn't end there.

As enhanced earnings from
short-selling zinc and funding
nanotechnology research roll in,
Private Reserves would likely expand
to 25% or more of policyholders’
insurance placements. As they pay
off debt and prior years' losses,
cash-rich insurers—

Nobody's
clairvoyant. No one can
foretell the future. But
come on. If these quys
were William Tell,
they'd have no
grandchildren.

Something needs to
be done, and luckily
President Bush has
shown us the way.
Here's my conservative
proposal:

unburdened by future
liabilities that have
been shifted to private
accounts—would
suddenly find
themselves able to
offer huge rate cuts to
their clients.
Policyholders may
actually see their
Private Reserves
accounts turn into
profit centers. By some

Property/Casualty
Private Reserves®.

Borrowing a page from
segregated cell captives, P/C Private
Reserves would allow a policyholder
to divert a portion of its premium
into a private account maintained by
its insurer. The insurer would be
relieved of any liabilities associated
with the diverted portion of the
business; any gain or loss would
belong to the policyholder. This gives
the policyholder a much bigger
ownership stake in its underwriting
results and dovetails nicely, | think,
with the president's call for an
ownership society.

Private Reserves could start out
shifting, say, 10% of a policyholder's
business into its account. This would
work only on a prospective basis.
Some policyholders, after all, might
be a little antsy about taking
ownership of decades of asbestos-
exposed liability policies. It might
also require some heavy new
borrowing by insurers, who would be
losing 10% of their premium volume
while still having to fund prior years'
losses and administer the new
program.

Here's the beauty of Private
Reserves, though.

It would also loosen the artificial
constraints on free market
investment choice that have
hampered the property/ casualty
industry's performance for years.
Private Reserves account holders and
insurers would no longer be tethered,
as they have been historically, to
investing in worthless IOUs like U.S.
Treasury securities and AAA-rated
corporate bonds. They would now be

Douglas McLeod

calculations—mainly
those of my cousin,
who is a Certified Public
Accountant-the combination of
double- or triple-digit investment
gains and sharp premium reductions
could mean that the accounts would
not only reduce their owners' cost of
risk to zero but could virtually print
money.

The regulatory implications are
also astounding. Insurers, of course,
would be enjoying improved
investment performance at the same
time that they're shedding a
significant portion of the liability on
business they write. My proposal,
therefore, calls for the elimination of
burdensome risk-based capital
rules—an unnecessary irritant in a
free market—-and an eventual
reduction or elimination of minimum
capital and surplus requirements.

If all of the advantages of Private
Reserves weren't impressive
enough, think of the branding
possibilities. For example: “The St.
Paul Travelers 2005 Private
Reserve-The Premier Cru of
Workers Compensation."”

(Note to CFOs: Keep @ managed
portfolio of fine wine in mind as an
investment option for your account.)

For anyone interested in following
up on this proposal, | would be happy
to discuss authorized use of the
name for a reasonable royalty. And,
of course, I'll be forwarding a
contingent commission to the
Republican National Committee.

Senior Editor Douglas McLeod
can be reached at
dmcleod@businessinsurance.com.
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AIG unit introduces
new benefit products

NEPTUNE, N.J.—AIG American
General, the domestic life
insurance operations of American
International Group Inc., has
launched a set of employee benefit
products for small and midsize
companies.

The program is marketed by AIG
Employee Benefits and features
group life, which includes spouse,
domestic partner and children’s
coverage options; group accidental
death and dismemberment, which
is available bundled with a term life
plan or on a stand-alone basis for
groups of 10 or more insureds; and
group dental, which allows
employees to select a PPO or
indemnity plan. Other program
offerings include group vision and
group short- and long-term
disability.

Services offered with the
program include online support,
which allows employers and
employees to view premium
statements as well as access policy
forms, product information and
network provider listings; and a
medical underwriting tracking
system that provides employers
with automated weeKkly status
reports on coverage applications.

For more information, contact
Cynthia Osofsky, senior vp-
marketing and product
development for AIG Employee
Benefits, at 732-922-7035. More
information also can be found on
the company’s Web site at
www.aigemployeebenefits.com.

JLT offers coverage
for privacy risks

LONDON—JLT Risk Solutions Ltd.,
in cooperation with Jardine Lloyd
Thompson L.L.C., both units of
Jardine Lloyd Thompson Group
P.L.C., have introduced an
insurance product for privacy and
security risks marketed to U.S.
financial and health care industries.

Enterprise Privacy Protection
includes several insuring
agreements. Those include third-
party privacy suits, which deliver
coverage for claims arising from an
insured’s breach of privacy under
defined privacy regulations, such as
the Gramme-Leach-Bliley Act, the
Health Insurance Portability &
Accountability Act and state
privacy protection laws. Also
included are network security,
which covers legal liability and
legal costs for claims due to
computer attacks caused by
security failures, including
identity theft and client
information theft; and regulatory
fines and penalties, which provides
defense of a regulatory action or
complaint.

The coverage is offered through
London and U.S. excess markets.

The normal maximum limit is
$15 million, but London-based JLT
Risk Solutions will consider limits
of up to $25 million. Retention
options are also available starting at
$25,000, with a policy minimum
premium of $25,000. The
regulatory fines and penalties
agreement has a sublimit of
$500,000 with some co-insurance
participation.

For more information, telephone
Emily Freeman, senior vp of Jardine
Lloyd Thompson L.L.C., in London
at 44-207-528-4679 or in San
Francisco at 415-835-1263. She can
also be contacted via e-mail at
emily_freeman@jltgroup.com.

CIGNA expands
HSA offering

BLOOMFIELD, Conn.—CIGNA
HealthCare has expanded its
consumer-driven health savings
account, CIGNA Choice Fund HSA.

The expansion extends the
availability to employers with 51 to
200 employees. The plan
previously was available only to
employers with more than 200
employees. The program offers
savings accounts with tax
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advantages, a high-deductible
health plan and financial
management services from New
York-based JPMorgan Chase & Co.

The Bloomfield, Conn.-based
company’s CIGNA Choice Fund
HSA is now available to employers
in Connecticut, Maine, New
Hampshire, New Jersey, New York,
North Carolina, South Carolina,
Tennessee and Vermont. It is
available for plans that take effect
on or after May 1, excluding those
in New Jersey and New York. The
HSA expansion in New Jersey and
New York will be for plans with
effective dates of June 1.

To learn more, visit CIGNA’s
Web site at www.cigna.com.

IFEBP publishes
book on benefit issues

BROOKFIELD, Wis.—The
International Foundation of
Employee Benefit Plans has
published a book focusing on
multiemployer benefit issues.

The Brookfield, Wis.-based
IFEBP’s “Employee Benefit Issues—
The Multiemployer Perspective,
Volume 46” is a compilation of
session presentations that took
place at the 50th Annual Employee
Benefits Conference, which was
held Nov. 30-Dec. 1, 2004, in New
Orleans. It consists of more than 30
chapters that present instructional
advice for trustees and other
benefit plan fiduciaries. The book
also discusses other topics that
relate to multiemployer, corporate,
public-sector and Canadian benefit
plans. Some of the topics include
fiduciary responsibility, which
provides information on reviewing
a fund’s insurance needs and
developing a fraud policy; health
care issues, which consists of
chronic disease management in a
Taft-Hartley indemnity plan; and
pension issues, which discusses
withdrawal liability, including
Social Security and Medicare
finances.

To obtain a copy of the book,
contact the IFEBP’s Publications
Department at 888-334-3327,
option 4, or at books@ifebp.org.
More information can also be
found at www.ifebp.org/bookstore.
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By SARAH VEYSEY

LONDON—The Court of Appeal in
London has upheld a 2004 High
Court decision that will limit the
amount of reinsurance and retro-
cessional recoverables on claims
that insurers have already paid out
for the 1989 Exxon Valdez oil
tanker spill.

In the case of D.G. King Syndicate
745 vs. Brandywine Reinsurance Co.
(U.K.) Ltd., the appeals court ruled
in favor of Brandywine, a runoft ve-
hicle for policies written by CIGNA
Reinsurance Co. (U.K.) Ltd., which
was a reinsurer and retrocessionaire
for the D.G. King Lloyd'’s of London
syndicate—the liabilities of which
were later assumed by runoff rein-
surer Equitas Ltd.

The appeals court upheld the
lower court’s ruling that certain
reinsurers were not liable to reim-
burse primary insurers who had
paid out Exxon’s claims under vari-
ous sections of its insurance policy.

It ruled that claims made by Hous-
ton-based Exxon under the property
damage and third-party liability sec-
tions of its general corporate excess
insurance policy, underwritten by
syndicates at Lloyd'’s, and paid by
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International
Court limits reinsurance recoveries on Valdez
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Exxon paid about $2 billion to clean up oil spilled after the Exxon
Valdez tanker ran aground in Alaska's Prince William Sound in 1989.

the insurers, were not covered by the
policy and that reinsurers, therefore,
were not liable to cover the claims.
Exxon, now Exxon Mobil Corp.,
paid about $2 billion to clean up
the 11 million gallons of crude oil
that had fouled Prince William
Sound in Alaska and killed wildlife.
After a court action in Texas in
1996, Exxon’s primary insurers set-
tled claims under the property dam-
age section of the general corporate
excess policy, and in 1997 they set-

tled claims against the liability sec-
tion of the policy for $480 million.
Brandywine argued that the cost of
these claims should not be recover-
able from reinsurers.

Payments made under the ma-
rine section of the policy were not
disputed by the reinsurers.

Wider implications

“The case has huge implications
for the London Market Excess of

Loss spiral, since many insurers
have already paid Exxon Valdez
reinsurance and retrocession claims
as if they were liable for them,” law
firm Holman Fenwick & Willan,
which represented Brandywine,
said in a statement.

“The unscrambling and reim-
bursement of the invalid elements
of these claims could prove very
complicated,” it added.

The so-called LMX spiral oc-
curred in the 1980s as large losses
hit London market insurers that
had reinsured the risks with each
other.

In a statement, Equitas, the
runoff reinsurer for the pre-1993
longtail liabilities of Lloyd’s syndi-
cates, which was involved on both
sides of the dispute, said it was
pleased that the long-running case
had been brought to an end.

“Following the Court of Appeal
decision, we are currently looking at
identifying the most expedient and
commercially viable way of finally
settling these claims trapped in the
LMX spiral,” the statement said.

Equitas noted that because it was
involved on both sides of the dis-
pute it would face no material im-
pact from the court ruling.

U.K. liability market too fragile for NHS proposal

Government postpones plan to allow recovery of workplace injury costs

By CAROLYN ALDRED

LONDON—The U.K. government has postponed
its plans to allow the country’s National Health
Service to recoup from employer’s liability insur-
ers the costs of treating workplace injuries.

The decision to call off the proposed April 1
start date for the program was made, in part, be-
cause of the continued “fragile” state of the em-
ployer’s liability insurance market, according to a
Department of Health statement.

Still, the plan has not been abandoned and
will be in place by October 2006, the statement
said.

The plan, which was first announced last
September (BI, Sept. 27, 2004) would have ex-
tended the ability of the government-funded
NHS to recover costs from insurers for treating
patients beyond traffic accident victims to in-

clude workplace injuries, among other things.

At the time, Health Minister Rosie Winterton
said: “It is unacceptable that taxpayers have to
pay for the medical treatment of someone in-
jured at work simply because employers fail to
take adequate steps to protect their workforce.”

After a consultation period, however, Ms. Win-
terton said earlier this month that: “One of the
key messages to come out of our initial scrutiny
was that high levels of concern remain about the
insurance market’s ability to cope with the new
changes. After further discussions, I have decided
that now is not the right time to introduce the
expanded scheme.”

However, the government remains “commit-
ted to the principle of ‘polluter pays’ that under-
pins” the plan, she said.

The Assn. of British Insurers welcomed the de-
cision.

The plan “would have put more cost pressures
on an already fragile liability insurance market.
In particular, it would have put more pressure on
many businesses who have already faced increas-
es in the cost of their liability insurance,” an ABI
statement said.

The ABI estimates that the proposal would in-
crease employer’s liability costs by 5%.

U.K. employers have seen sharp increases in
employer’s liability premiums over the past three
years, but the increases are moderating.

According to an ABI survey released last week,
employer’s liability premiums increased 7% in
2004.

And some employers are still seeing significant
premium increases.

A survey of members of the Electrical Engi-
neering Federation found that firms are facing an
average 23% increase in premiums in 2003.

Fitch assigns g-ratings to 166 E.U. insurers

By SARAH VEYSEY

LONDON—Fitch Ratings Ltd. in
London has published unsolicited
public information ratings on 166
insurers in France, Germany and
the United Kingdom.

The publication of the Quantita-
tive Insurer Financial Strength rat-
ings comes three months after in-
surers in Germany objected to the
plan saying that Fitch had not pro-
vided sufficient information on its
rating methodology.

Fitch had delayed publication of
the ratings from the start of the year
after the German insurer associa-
tion, Gesamtverband der Deutschen

Taking a ‘Q’

Fitch's g-ratings are:

m"Point in time" ratings that are
valid as of the insurer’s balance
sheet date

mBased on the same publicly
available information that is
typically available to brokers and
financial advisors

m“Stand alone,” in that they
exclude parental/affiliate
relationships

m Purely quantitative, as factors
requiring subjective assessment

are not considered
Source: Fitch Ratings

Versicherungswirtschaft e.V., raised
concerns.

In response to the GDV’s con-
cerns, Fitch, this week published de-
tailed information on its methodol-
ogy and a report outlining the con-
cerns raised by the GDV and other
insurer groups and detailed re-
sponses. The expanded methodolo-
gy published by Fitch includes de-
tails on the assumptions it uses to
make cost of equity and investment
return calculations.

Michael Wolgast, chief economist
for the Berlin-based GDV, said the
association was pleased that Fitch is
providing greater transparency
about its methodology, that the rat-

e

ing agency is now making clear to
users that the so-called “q-ratings”
are unsolicited and that it is also
making clear when companies have
provided supplementary informa-
tion to the rating agency.

Mr. Wolgast said that when Fitch
first announced it would be publish-
ing unsolicited g-ratings, the GDV
had been concerned that this might
make companies feel pressured to
seek an interactive rating. That pos-
sible pressure, he said, would be
eased by now that the g-ratings will
be marked as unsolicited.

A list of the 166 insurers assigned
“Q-ratings” can be viewed at
www.fitchratings.com.
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World

Updates

Benfield to expand
primary brokering

Benfield Group Ltd. plans to
offer primary coverage
brokerage services to marine,
energy and power companies
later this year, the London-
based reinsurance broker
announced. Large corporations
have increasingly been seeking
alternative primary brokers
following the broker
compensation scandal sparked
by New York Attorney General
Eliot Spitzer's investigation of
the insurance industry, said
Grahame Chilton, chief
executive officer. The primary
insurance brokering operations
will be ringfenced from the
company's reinsurance
operations, he said.

Markel to open
Madrid office

Markel International Insurance
Co. Ltd., the London-based arm
of Markel Corp., is opening an
office in Madrid, Spain. Markel
initially will focus on professional
indemnity and directors and
officers business, the company
said in a statement, but will offer
other coverages over time. The
Madrid office will be headed by
Esteban Manzano, formerly a
senior director at Madrid-based
wholesale broker Global &
Partners, the statement said.

Amlin posts
profits increase

Amlin P.L.C. reported pretax
profits of £121.6 million ($233
million) for 2004, up slightly
from the £120.3 million ($230.5
million) recorded in 2003. The
company, which operates
multiline syndicate 2001 at
Lloyd's of London, said that
losses from U.S. hurricanes and
Japanese typhoons during 2004
totaled £74 million ($141.8
million). The syndicate's
combined ratio for 2004 was
82%, a slight improvement from
83% in 2003, it announced.
Gross written premiums
increased less than 1% to
£945.6 million ($1.8 billion) in
2004.

Briefly noted

David Gay has retired from his
post as non-executive director of
Cooper Gay (Holdings) Ltd. Mr.
Gay founded the London-based
broker in 1965 with Derek
Cooper.... Goshawk Insurance
Holdings P.L.C. posted a loss of
$3.2 million for 2004, compared
with a loss of $108.3 million in
2003. The London-based
company said its 2004 loss
resulted largely from net claims
of $40 million from natural
catastrophes in the third
quarter.
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Mexico: Fostering resiliency in companies, workers

Continued from page 4
to the development of new prod-
ucts or services.

One way risk managers can help
develop resiliency and promote em-
ployee willingness to assume more
risk is by facilitating business units’
understanding of possible adverse
outcomes through scenario plan-
ning, she said.

Often, business units consider
“best case” or “most probable case”
scenarios, Ms. Kite said, but they are
less likely to run “worst-case” sce-
narios. Understanding those poten-
tial outcomes can help them deter-
mine mitigation and prevention

measures. It can also help them
grasp how much more risk they are
capable of assuming.

“By running worst-case scenarios,
they absolutely build up resiliency
into an operation, a process or a
building,” Ms. Kite said.

Helping business units accom-
plish more by managing greater
amounts of the risks they generate
also motivates them to seek the risk
management department’s help in
preventing potential problems, Ms.
Kite said.

In order to build resiliency into
the company, one of risk manage-
ment’s roles at Cisco is to help busi-

ness units assume complete respon-
sibility for managing the risks they
generate. The company, though,
does not believe in allocating risk
costs to each unit, she said.

But risk management does seek to
help each unit understand that,
even though they may be willing to
assume certain risks, they need to
weigh the ramifications of their de-
cision for other units throughout
the company, “upstream and
downstream,” Ms. Kite said.

“Part of our role in risk manage-
ment is helping those organizations
that often only know their part of
the overall business...help them see

the business from an end-to-end
perspective,” Ms. Kite said. “That is
one of the major roles that a risk
management team can play.”

Cisco Systems has learned that
employees, and not just business
systems, have to become resilient,
Ms. Kite added.

“Part of building resiliency in at
Cisco is that we want individuals,
when they are faced with adversity,
when things don’t go 100% the way
they thought they would... how do
we make sure they are adaptable,
flexible and agile?” Ms. Kite said.

One way to increase the resilien-
cy of employees is to cross-train

them in a variety of roles to help
them “think on their feet” and esca-
late their decision-making abilities
in emergencies, Ms. Kite said.

Cisco also provides crisis manage-
ment training videos on an employ-
ee Intranet site, conducts crisis
management drills and has a huge
network of employee volunteers
whom the company trains in crisis
management, Ms. Kite said.

Overall, risk management should
help a company grow faster and not
just protect it from loss, Ms. Kite
said. In that way, risk management
contributes to shareholder value,
she said.
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Reinsurance Attorney

Leading Chicago law firm seeks an
attorney with extensive reinsurance
litigation/ADR experience to join our
national insurance coverage and rein-
surance counseling and litigation prac-
tice that includes facultative and
treaty reinsurance and involves toxic
tort, environmental, construction de-
fect, professional liability, and other
types of commercial claims. Ideal can-
didate should have between 3 and 10
years of reinsurance litigation, ADR,
and counseling experience; possess
excellent analytical and writing skills,
be creative, and be able to excel in a
fast paced challenging environment.

We offer a competitive compensation
and benefit package including health,
dental, LTD, vision care, Life, 401(k),
and a collegial work environment. All
inquiries should be made by mail only
(no calls or e-mail please). Please send
a cover letter, resume, and a non-privi-
leged writing sample to:

Meckler Bulger & Tilson LLP
123 North Wacker Drive
Suite 1800
Chicago, IL 60606
Attn: Mr. Scott M. Seaman
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DIRECTOR, RISK MANAGEMENT

in our Association office.

Association vehicle and driver policies.

WWw.ymcanyc.org

The YMCA of Greater New York is a community service organization that
promotes positive values through programs that build spirit, mind and

=m body, welcoming all people with a focus on youth...since 1852. We are
currently offering an excellent opportunity for a Director of Risk Management to work

In this position, you will protect the assets and corporate integrity of the Association
through sound practices of risk management, risk financing and loss control and will
assist in the management of the Association's overall Insurance Program. Key
responsibilities include: identifying all Association loss exposures; conducting semi-
annual loss control surveys at all facilities; monitoring the safety program; managing
all insurance-type claims against the Association; updating and publishing the annual
Emergency Procedures booklet; assisting in the development, maintenance, and
testing of the Association's contingency plans; and monitoring and controlling the

To qualify, you must possess a Bachelor's Degree and 5 years of risk management
experience. An MBA in CPCU and ARM are desirable.

We offer a competitive compensation package and comprehensive benefits. Please
send your resume, indicating your salary requirements to: alhr@ymcanyc.org. Please
indicate the job title "Director, Risk Management" in the subject line of your email.

EOE

BUSINESS FOR SALE

Small P&C Insurance Consulting Firm with
National Client Base.

Ideal as adjunct to agency, law firm, com-
peting consulting firm, or aspiring entre-
preneur.

Current owner willing to stay through
transition period.

Send inquiries to:

Business Insurance
Box 3229
360 N. Michigan Ave, Chicago, IL 60601

email: bibox3229@BusinessInsurance.com

LEGAL NOTICE

IN THE SUPREME COURT OF BERMUDA
CIVIL JURISDICTION
NO. 29 OF 2003
NOTICE OF TERMINATION OF
SCHEME OF ARRANGEMENT
BETWEEN
BNIB INSURANCE COMPANY
LIMITED
(IN LIQUIDATION)
AND ITS SCHEME CREDITORS
dated 7th February 2003 (the “Scheme”)

Take notice that the Scheme in relation to BNIB Insurance
Company Limited (In  Liquidation) was terminated in

accordance with its terms on the 24th day of February,
2005.

Dated this 24th day of February 2005
D. GEOFFREY HUNTER

PAUL A.B. EVANS

Scheme Administrators

RECRUIT THE INDUSTRY'S
MOST QUALIFIED CANDIDATES!

When the most talented men and women
in the insurance industry want to
make a move, they turnto...

Business Insurance

Advertise in the

Professional MarketPlace
Call 312-649-5340

RESERVE YOUR SPACE NOW
FOR THESE UPCOMING ISSUES
March 28
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Benefit Consulting & Outsourcing
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April 4
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Philadelphia Tourism Preview

Ad closing: March 29

www.Businessinsurance.com/Recruitment

IN THE COURT OF SESSION, SCOTLAND
IN THE PETITION OF
THE MERCANTILE & GENERAL
REINSURANCE COMPANY
LIMITED
FOR AN ORDER SANCTIONING A SCHEME OF
ARRANGEMENT UNDER SECTION 425 OF THE
COMPANIES ACT 1985
NOTICE OF
SCHEME MEETING
Notice is Hereby Given that, by an order dated 24 February
2005 (the "Court Order"), the Court of Session, Scotland has
directed that a meeting (the "Scheme Meeting") be
convened of certain creditors (“Scheme Creditors" as
defined in the scheme of arrangement referred to below) of
The Mercantile & General Reinsurance Company Limited
(the "Company") for the purpose of considering and, if
thought fit, approving (with or without modification) a
scheme of arrangement (the "Scheme") proposed to be made
between the Company and its Scheme Creditors and that
such Scheme Meeting will be held at Skinners' Hall,
8 ' Dowgate Hill, London EC4R 2SP at 11:00 a.m. (London
time) on 26 April 2005 at which place and time all Scheme
Creditors of the Company are requested to attend.
Registration will commence at 10:00 a.m. (London time).
Scheme Creditors may vote in person at the Scheme Meeting
or they may appoint another person, whether a Scheme
Cre(éilor or not, as their proxy to attend and vote in their
stead.
The proposed Scheme and the explanatory statement
required to be provided to Scheme Creditors pursuant to
Section 426 of the Companies Act 1985, together with a
Voting Form for use at the Scheme Meeting have been
circulated to known Scheme Creditors as well as brokers and
other intermediaries. Copies of these documents, as well as
blank Voting Forms, may be obtained by attending at, or on
written application to, the offices of Clifford Chance LLP at 10
Upper Bank Street, London E14 5JJ, United Kingdom
(Contact: Stuart Tait) and 31 West 52nd Street, New York,
USA (Contact: Peter Chaffetz) and Dundas & Wilson CS LLP
at Saltire Court, 20 Castle Terrace, Edinburgh EH1 2EN,
United Kingdom (Contact: Colin Hutton); alternatively these
documents can be downloaded from the Company's website
at www.mgre.co.uk.
It is requested that completed Voting Forms be lodged with
the Company marked for the attention of Richard Harris or
Karen Veale at 30 St Mary Axe, London EC3A 8EP, not later
than 9:00 a.m. (London time) on 22 April 2005 but, if
Voting Forms are not so lodged, they may be sent by
facsimile transmission to the Company to facsimile number
+44 (0) 20 7933 6688 by the same time on the same date
provided the original forms are handed to the chairman of
the Scheme Meeting at the relevant meeting or posted to the
above address so as to be received by Richard Harris or
Karen Veale not later than 2 Business Days after the date of
the Scheme Meeting.
By the said Court Order the Court of Session, Scotland has
directed that the chairman of the Scheme Meeting shall be
Deborah Chesney or, failing her, Andrew Hitchcox or,
failing both of them, Philipp Hoch. The said Scheme will be
subject to the subsequent sanction of the Court of Session,
Scotland.
Any Scheme Creditor who is unclear about or has any
uestions concerning the action he is required to take

should contact Richard Harris or Karen Veale on the
helpline number: +44 (0) 20 7933 4688 or to facsimile
number: +44 (0) 20 7933 6688.
DATED 14 March 2005

For 2005 B/ Rates
or Editorial
Calendar
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Regulators: Businesses like appointed commissioners

Continued from page 4

Connecticut Attorney General
Richard Blumenthal that was
prompted by recent probes into al-
legedly deceptive insurance indus-
try practices. With an elected com-
missioner, “enforcement will be
more aggressive and accountable,”
Mr. Blumenthal said earlier this
month.

The Hartford, Conn.-based Con-
necticut Business & Industry Assn.
is “opposed to the measure,” said
counsel Bonnie Stewart. “Politiciza-
tion of the position could be disas-
trous,” Ms. Stewart said. “We need
to be sure that we have a healthy
and stable (insurance) environ-
ment.”

Meanwhile, a spokesman for Del-
egate Herman L. Taylor Jr., D-Mont-
gomery County, the lead sponsor of

the Maryland bill, said switching to
an elected commissioner would in-
crease “accountability to people”
and add “checks and balances” in
the governor’s cabinet.

Conversely, the bipartisan bill in
Oklahoma to switch to an appoint-
ed commissioner should reduce
“the opportunity for impropriety”
that occurs when an elected insur-
ance commissioner—like the im-
peached Carroll Fisher—tries to
raise money from a regulated indus-
try, said Oklahoma Rep. John
Carey, D-Bryan County, a co-spon-
sor of the bill.

Pro and con

The lack of uniformity nationally
in choosing state insurance com-
missioners reflects that “arguments

Feds subpoena MBIA
over finite coverage

Bond insurer restates financials

By JUDY GREENWALD

ARMONK, N.Y.—MBIA Inc. said
last week it has received a subpoena
from the U.S. attorney’s office in
New York seeking information re-
lated to two financial reinsurance
agreements with the former Zurich
Reinsurance North America that it
entered into in connection with
bonds insured by its MBIA Insur-
ance Corp. unit in 1998.

Earlier in the week, the financial
guarantee insurer said it will restate
its financial statements for 1998
and subsequent years to correct its
accounting treatment of the agree-
ments.

Armonk, N.Y.-based MBIA said
the restatements are not expected
to have a material effect on its fi-
nancial position, nor on its AAA rat-
ings.

According to MBIA, the two 1998
reinsurance agreements with Zurich
Re, which was renamed Converium
Reinsurance (North America) Inc.
after a 2001 spinoff, consisted of a
quota-share agreement and an
excess-of-loss agreement involving
$265 million of bonds issued by
Allegheny Health, Education and
Research Foundation and insured
by MBIA.

Under the excess-of-loss agree-
ment, Zurich Re reimbursed MBIA
for $70 million of the $170 million
loss that MBIA experienced on the
bonds.

Under separate agreements to
which MBIA was not a party, Zurich
Re reinsured losses in excess of $13
million with AXA Re Finance S.A., a
subsidiary of Paris-based AXA Re
Group.

AXA Re contended it had an oral
agreement with MBIA under which
MBIA would replace AXA Re as a
reinsurer to Zurich Re no later than
October 2005. The reinsurer, now
named Converium Re, was put into
runoff by its Zug, Switzerland-based

parent, Converium Holding A.G.,
last year shortly after the reinsurer
was downgraded by rating agencies.

After an investigation, the audit
committee of MBIA’s board of di-
rectors said it appears likely there
was such an agreement, which led
to the decision to restate its finan-
cial statements.

MBIA now says that in light of
this, it will change its accounting
treatment of the $70 million.

The $70 million was originally
recorded as an offset to the $170
million loss. MBIA says that the ap-
propriate accounting treatment is
to record the $70 million as a de-
posit, and to record the subsequent
premium cessions under the quota-
share agreement as a repayment of
the deposit with imputed interest.

As a result of the restatement,
MBIA will report net income of
about $386 million for 1998, or $47
million less than the amount
previously reported. In addition,
net income will be reduced by
about $6 million for 1999, $4 mil-
lion for 2000, $3 million for 2001
and by a nominal amount for 2002,
according to MBIA. Its earnings
will increase by about $2 million for
2003 and by about $4 million for
2004.

MBIA said it also had excess-of-
loss agreements with AXA Re and
Munich Re related to Allegheny
Health, as well as quota-share agree-
ments. MBIA said it continues to
believe its accounting for these
agreements is appropriate.

In addition to the U.S. attorney’s
office subpoena, MBIA has previ-
ously reported that in November it
received subpoenas from the Securi-
ties and Exchange Commission
and New York Attorney General
Eliot Spitzer’s office related to non-
traditional reinsurance arrange-
ments, including the Allegheny
Health reinsurance transaction.

can be made on both sides,” said
Carl Martincich, director of human
resources and risk management for
Love’s Travel Stops & Country
Stores Inc. The Oklahoma City-
based company operates facilities in

‘An appointed
commissioner would be
better for business’
because ‘an elected
commissioner has to

constantly run for office.’

Jim Crockett
Denver Water

26 states.

From the perspective of promot-
ing business interests, “appointed
commissioners are definitely bet-
ter,” said Robert H. Myers Jr., an at-
torney with Morris, Manning &
Martin L.L.P. in Washington.

Having a commissioner on the
governor’s team facilitates the de-
velopment of a good captive pro-
gram and encourages legislative
suppotrt, said Mr. Myers, who repre-
sents the National Risk Retention
Assn.

“Generally, appointed commis-
sioners tend to put insurance in a
larger context,” and that is good

not only for the insurance market
but also for business, said David
Snyder, vp and assistant general
counsel with the Washington-based
American Insurance Assn. Also,
there typically is less risk of market-
place issues—such as pricing and
underwriting—becoming  politi-
cized with appointed commission-
ers, he said.

“An appointed commissioner
would be better for business” be-
cause “an elected commissioner has
to constantly run for office,” said
Jim Crockett, manager of risk and
benefits for Denver Water. The gov-
ernor has to appoint qualified indi-
viduals, though, and not “political
cronies,” he said.

“We know of no other indus-
try...that has elected regulators,”
said a spokesman for the Des
Plaines, Ill.-based Property Casualty
Insurers Assn. of America.

“Those states with elected com-
missioners tend to have overregu-
lated markets,” especially in person-
al lines, because elected regulators
want to win support from voters by
showing that they are controlling
rates, the PCI spokesman pointed
out.

“Their livelihood depends on
votes,” Lance Ewing, vp-risk man-
agement for Las Vegas-based Cae-
sars Entertainment Inc., said of
elected commissioners.

Louisiana, though, is an excep-
tion, because the elected commis-
sioner there has “campaigned ag-
gressively for a more market-based
approach to regulation,” the PCI
spokesman said.

Some observers say that elected
commissioners have to show that
they are qualified for the office and,
once elected, they must show that
they are responsive to voters’ con-
cerns.

But consumer advocate Bob
Hunter both said he did not think
that it mattered whether a commis-
sioner was appointed or elected.
That is especially true in the ab-
sence of campaign-financing re-
form, Mr. Hunter said.

Even appointed commissioners
face “serious pressures” from state
legislators, said Mr. Hunter, who
previously served as Texas’ appoint-
ed insurance commissioner. He is
now director of insurance for
the Consumer Federation of Ameri-
ca.

Washington attorney and lobby-
ist James T. McIntyre agreed that
the elected and appointed regula-
tors can both be effective as their
staffs are often professional regula-
tors.

“I get a fair hearing before all de-
partments regardless of whether
they have appointed or elected
commissioners,” he said.

insurance problems.

Duane Morris is pleased to announce that

Joseph P. Monteleone, Esq.

former Vice President at The Hartford
has joined the firm as a partner in its New York City office

Mr. Monteleone will be a member of the firm’s Insurance & Financial Products Group,
counseling clients on professional liability legal and insurance coverage issues, and cover-
age and litigation strategies. Mr. Monteleone also will be undertaking assignments as an
expert witness, arbitrator and mediator in connection with professional liability legal and
insurance coverage disputes.

For more than 15 years, Duane Morris" Insurance and Financial Products lawyers have
been trusted legal advisors to both domestic and international insurance clients in
professional liability and related insurance coverage matters. From handling trial and
appellate work before state and federal courts to monitoring claims for the
insurers of major public companies and investment banks, clients turn to Duane Morris’
Insurance and Financial Products team to deliver solutions for their most significant

For more information, please contact:
Joseph P. Monteleone
Duane Morris LLP
380 Lexington Avenue
New York, NY 10168-0002
p:212.692.1048 | f:212.692.1020
jpmonteleone@duanemorris.com

www.duanemorris.com

Duane Morris — Firm and Affiliate Offices

New York | London | Chicago | Houston | Philadelphia | San Diego | San Francisco | Boston | Washington, D.C.
Atlanta | Miami | Pittsburgh | Newark | Allentown | Wilmington | Harrisburg | Princeton | Westchester
Duane Morris LLP — A Delaware limited liability partnership
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Willis: Minnesota seeks information on practices

Continued from page 1

sidiaries to provide additional infor-
mation for Mr. Hatch's investiga-
tion into the company, mark the
first time a state prosecutor has
publicly said that Willis—like its
two biggest rivals—may have en-
gaged in improper compensation
practices.

In late January, Marsh & McLen-
nan Cos. Inc. agreed to pay $850
million to clients and to change its
business practices to settle New
York Attorney General Eliot
Spitzer’s allegations that Marsh Inc.
rigged bids and steered clients to fa-
vored insurers to maximize contin-
gent commissions (BI, Feb. 7).

Weeks later, Aon Corp. agreed to
pay $190 million in restitution to
jointly settle allegations from five
agencies in three states—including
Mr. Spitzer's office—that it steered
clients to insurers and reinsurers
paying the highest contingent com-
missions and linked insurance
placements with reinsurance bro-
kerage business (see story, page 1).

Neither Willis nor Mr. Spitzer’s
office would comment on whether
negotiations are under way to re-
solve any investigations into Willis’
compensation practices.

In the cases of Marsh and Aon,
the settlement amounts resemble
the $845 million and $169 million,
respectively, they collected in 2003
contingent commissions. In 2003,
Willis collected $70 million in con-
tingent commissions, which the

brokerage—along with Marsh and
Aon and others—stopped accepting
shortly after Mr. Spitzer sued MMC
last October.

State probes

Willis has received requests for
documents and information per-
taining to its compensation prac-
tices from 19 states and the District
of Columbia, according to U.S. Se-
curities and Exchange Commission

sponse to the state’s (civil investiga-
tive demand) and has withheld the
vast majority of documents sought
by the state,” Mr. Hatch’s motion
states.

The motion, which was filed
Tuesday in Ramsey County District
Court in St. Paul, seeks to compel
Willis, Willis North America Inc.,
Willis of Minnesota Inc. and Stew-
art Smith to provide information
and documents as requested in the
state’s civil investigative demand,

Minnesota Attorney General
Mike Hatch, left, says he has
reason to believe Willis steered
business to its wholly owned
wholesale unit, Stewart Smith
Group, to produce additional
commissions.

filings.

“We continue to cooperate with
Mr. Spitzer and all other attorneys
general and all governmental and
regulatory authorities that have
asked for information,” a Willis
spokesman said.

Minnesota’s attorney general,
however, says Willis has not been
forthcoming with all information
he has requested.

Willis has failed to provide “any-
thing other than a lackluster re-

issued Dec. 15, 2004.

That order seeks documents and
information relating to Willis’ and
Stewart Smith’s business practices,
including the payment to Willis of
contingent commissions by insur-
ers and the practice of brokering
business originated by Willis
through Stewart Smith, court pa-
pers say.

Willis quickly responded to Mr.
Hatch’s motion, saying in a state-
ment that it has made “several at-

MMC reveals other regulators
investigating its businesses

By SALLY ROBERTS

NEW YORK—Marsh & McLen-
nan Cos. last week revealed more
investigations into its units’ busi-
ness practices and further clari-
fied its plan to shed much of its
small-commercial business.

In its annual report filed with
the Securities and Exchange
Commission, MMC reports that
it recently received a subpoena
from the Department of Labor
seeking documents pertaining
to services provided by MMC
subsidiaries to employee benefit
plans, including documents
relating to how such subsidiaries
have been compensated.

The subpoena also seeks infor-
mation concerning market ser-
vice agreements—also known as
contingent commission agree-
ments—and the solicitation of
bids from insurers in connection
with such services.

The company said that it is ful-
ly cooperating with all the inves-
tigations and examinations.

MMC recently settled for $850
million New York Attorney Gen-
eral Eliot Spitzer’s suit alleging
that the company’s brokerage
unit rigged bids to steer business
to those insurers paying it the
highest contingent commissions

(BI, Feb. 7).

MMC also reported that its
Mercer Investment Consulting
Inc. unit has received requests
for information from the SEC
in connection with an examina-
tion of the practices, compensa-
tion arrangements and disclo-
sures of consultants that provide
services to sponsors of pension
plans or other market partici-
pants.

In addition, MMC, Putnam In-
vestments and Mercer Inc. have
been advised by the Boston office
of the SEC that it is conducting
an informal investigation of how
companies within MMC refer
business to one another and re-
ceive compensation for such re-
ferrals, the company said.

Separately, Marsh elaborated
on its new business model that
calls for cutting business—mainly
small accounts—that it deems
unprofitable.

While Marsh will no longer
service most stand-alone small-
commercial accounts that require
individual local service and have
premiums below $50,000, it will
continue to service the small-
commercial market on a limited
basis, explained John Chippin-
dale, chief executive officer of
Marsh’s global Consumer &

Small Commercial Division in
New York.

For example, Marsh will con-
tinue to provide full brokerage
services to small-commercial
clients through its technology-
driven service center in San Anto-
nio, Mr. Chippindale said. The
brokerage will transition some of
its stand-alone small-commercial
accounts to this service center,
which handles businessowners
policies business.

Marsh also will continue to ser-
vice small-commercial clients
within its program and affinity
operations, Mr. Chippindale said.

AXIS stake for sale

Meanwhile, AXIS Capital
Holdings Ltd. said that MMC
unit Marsh & McLennan Risk
Capital Holdings Ltd. has agreed
to sell 3.7 million AXIS Capital’s
common shares in a block trade.
Marsh Risk Capital, the founding
investor of the Bermuda-based
company, will receive all net pro-
ceeds from the sale, which repre-
sents about half of its current
ownership of AXIS Capital’s com-
mon shares. Marsh Risk Capital
will retain approximately 3.7 mil-
lion shares, AXIS Capital said in a
statement.

e

tempts to discuss the scope of the
Attorney General’s request, which
seeks extremely voluminous infor-
mation on a global basis within a
short timeframe.

“Mr. Hatch’s office has consis-
tently refused to engage in such a
discussion. In every other state that
has made similar requests for infor-
mation, the regulatory or govern-
mental agencies have been willing
to discuss the terms of their re-
quests. This is the first time any au-
thority has ignored our requests for
a dialogue or expressed dissatisfac-
tion with Willis’ cooperation,” the
statement adds.

Mr. Hatch said he needs further
information and documents from
Willis in order to proceed with his
investigation, for which he said he
has “reasonable grounds” to believe
that Willis may have violated Min-
nesota laws.

'Reasonable grounds'

Internal documents from the bro-
kerage, for example, show a key
strategy within Willis to maximize
premium volume flow to key insur-
ers with the most attractive contin-
gent commission agreements, Mr.
Hatch states in his motion. Copies
of several contracts between Willis
and Minnesota clients show such
contingent commissions have not
been disclosed, the motion states.

In addition, Mr. Hatch says he
has reason to believe Willis steered
business to its wholly owned
wholesale unit, Stewart Smith, in
order to produce additional com-
missions.

Citing an internal memo, the
motion asserts that Willis brokers
were instructed to “maximize a new
volume bonus arrangement with
Stewart Smith by moving accounts
to Stewart Smith that are written
net of commission.”

“The State has copies of contracts
with Willis’ clients where the prac-

tice of generating commissions for
the company by running business
through its wholly-owned whole-
saler was not disclosed,” court pa-
pers say.

Willis announced last month
that it was selling Stewart Smith to
Charlotte, N.C.-based American
Wholesale Insurance Group for an
undisclosed sum (BI, Feb. 21).

Willis maintains that the sale, ex-
pected to close later this month, is
part of its overall strategy to focus
on its core retail business and is not
related to ongoing investigations.

Observers say that, in light of the
Marsh and Aon settlements, it’s not
surprising that attention is now
turning to Willis.

“It’s logical to assume that there
would be a progression down the
line on the first three insurance bro-
kers to be subpoenaed almost a year
ago,” said Donovan Fraser, an asso-
ciate director with Standard &
Poor’s Corp. in New York and a
Willis credit analyst. “Marsh, Aon
and Willis...are the global brokers
that have market clout, albeit Willis
being a distant third to Marsh and
Aon. However, it does make sense
they would be next on the radar
screen,” he said.

S&P is maintaining its review of
Willis’ credit rating with a negative
outlook and views the develop-
ments in Minnesota as part of the
overall uncertainty surrounding the
company, Mr. Fraser said.

“Willis is on the hot seat right
now,” said Donald Light, a senior
analyst with Celent Communica-
tions.

“At this point, I'd say it’s signifi-
cant that they have not announced
any establishment of a (settlement)
reserve,” Mr. Light said. “With that
said, given the unattractive picture
we've seen inside Marsh and the
unattractive picture we've seen in-
side Aon, has Willis actually man-
aged to avoid the same unattrac-
tiveness? I don’t know.”

Business Insurance
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Aon: Charges span operations

Continued from page 1
suits filed this month by Mr. Spitzer
and the attorneys general of Con-
necticut and Illinois.

Citing e-mails and other docu-
ments, the suits allege a broad Aon
corporate policy of steering business
to insurers paying it the highest
contingent commissions and of us-
ing retail insurance production to
extract reinsurance brokerage busi-
ness from insurers.

Aon brokers even manipulated
pricing on client placements, ac-
cording to Mr. Spitzer’s suit, in one
case allowing an insurer to raise its
winning bid on a client’s workers
compensation program by almost
17.5% to repay an obligation the
broker felt it owed the insurer on
another client’s program.

Aon settled the three actions ear-
lier this month, agreeing to create a
$190 million restitution fund for
clients and to reform its business
practices (BI, March 7). Last week,
the broker also agreed to a $38 mil-
lion settlement of class action litiga-
tion brought on behalf of its clients.

Announcing the March 4 settle-
ment with state prosecutors, Mr.
Ryan said, “While we do not agree
with a number of the allegations in
the complaints, the settlement per-
mits us to look at the future.”

Aon also asserted that its internal
review of the charges found “no evi-
dence” of bid-rigging or solicitation
of fictitious quotes and that the
suits themselves do not level an-
titrust charges related to tying, a
specific antitrust offense under New
York law.

No Aon employees have been
charged criminally in the investiga-
tions, and Aon said it does not ex-
pect any to be charged. A
spokesman for Mr. Spitzer’s office
declined to comment.

The Aon complaints do not in-
clude the most serious charge lev-
eled against rival Marsh Inc.—de-
manding inflated quotes from cer-
tain insurers to rig bids in favor of
others. The Aon suits also do not in-
clude antitrust charges. Such
charges were included in Mr.
Spitzer’s complaint against Marsh.

Nevertheless, the complaints
against Aon charge a much broader
effort to maximize profits by stifling
competition. While Mr. Spitzer’s
Marsh complaint focused only on
its retail brokerage business, the
charges against Aon encompass its
retail brokerage, reinsurance, em-
ployee benefits consulting and even
personal lines insurance arms.

And, while the Marsh complaint
cites senior Marsh executives in the
alleged schemes, the Aon com-
plaints accuse the broker’s top offi-
cers—Mr. Ryan and his second in
command, Senior Executive Vp
Michael D. O’Halleran—of direct in-
volvement in alleged wrongdoing.

An Aon spokesman said that Mr.
Ryan, Mr. O’Halleran and other
Aon officials cited in the complaints
would not comment on the
charges. Aon officials mentioned in
the suits either could not be reached
or declined to comment.

Aon Risk Services

Following the lead of Marsh and

Spitzer's charges

PHOTO: GETTY

its Global Broking unit, Aon Risk
Services, the company’s commercial
retail operation, sought in 2001 to
consolidate control over contingent
commission agreements in a single
unit, known as the Syndication
Group.

The Syndication Group led a
broad Aon effort to steer business to
“premiere” or “partner” insurers
paying the highest contingent com-
missions, resulting in higher premi-
ums and less advantageous insuring
conditions for Aon clients, prosecu-
tors charge.

Negotiating an agreement with a
unit of Royal & SunAllance Insur-
ance Group P.L.C., the suits say,
Carol Spurlock, Aon’s managing di-
rector of commercial risk, wrote:
“we are looking for a national agree-
ment that would incent us to move
the (workers comp) business...Let
me further confirm our ability to
(affect) placement behaviors. Our
syndicators are evaluated on the
percentage of their books that are
with our ‘premiere’ markets. Each
regional syndication director is held
accountable as well. This is a mea-
surable, compensated item that
each syndicator is financially moti-
vated to drive.”

In an internal e-mail, another
Aon official, Peter Trunfio, dis-
cussed Travelers Indemnity Co.’s
insistence on holding down contin-
gent commissions on renewal busi-
ness, according to Illinois Attorney
General Lisa Madigan's lawsuit.

“When I pointed out that a Trav-
elers renewal at 12.5% is a new busi-
ness opportunity (17.5%) to Chubb,
I think they saw the fatal flaw in
their strategy,” he wrote. “For that
kind of ‘incentive,’ I'd rather give
the premium to Chubb.”

The contingent commission
agreements typically included pre-
mium volume targets that would
trigger higher levels of commission
for Aon, and internal e-mails show
Aon officials steered business to
make those goals, the suits say.

In December 2003, for example,
Aon was close to meeting a premi-
um target that would trigger addi-
tional commissions from CNA Fi-
nancial Corp., and Ms. Spurlock ex-
horted Aon brokers and CNA offi-
cials to reach the goal, documents
cited in Ms. Madigan’s complaint
show.

“Every little bit at this point,” Ms.
Spurlock wrote others at Aon. “I am
obsessed with hitting this number.”

Aon also punished insurers that
displeased it by steering business
away from them, Mr. Spitzer’s suit

New York Attorney General Eliot
Spitzer's suit charges that Aon:

B Steered business to insurers paying
the highest contingent commissions

B Funneled retail business to insurers
in exchange for their agreeing to use
Aon's reinsurance brokerage services

B Negotiated confidential "clawbacks"
to offset discounts on reinsurance
placements

alleges. When Hartford Financial
Services Group Inc. dropped Aon as
the broker of its directors and offi-
cers liability program in 2003 and
offered to “make it up” by using
Aon to broker some of its property
coverage, top Aon officials were not
satisfied, Mr. Spitzer’s suit says.

“Let’s also take some business
from them,” Mr. O’Halleran wrote
in an e-mail to Robert Needle, man-
aging principal of retail syndica-
tion. Mr. Needle responded by
noting that Aon could steer busi-
ness away from Hartford in lines
where its contingent commission
levels were less favorable than other
insurers’, according to the com-
plaint.

Aon’s pursuit of its own interests
over those of its clients also led to
inflated bids on client programs,
Mr. Spitzer’s suit charges.

In September 2003, Zurich Ameri-
can Insurance Co. bid $246,922—
well below the expiring premium—
for the workers comp business of
Columbia, Md.-based real estate
company Fieldstone Investment
Corp., according to the New York
attorney general’s suit. Aon brokers,
however, told Zurich it could raise
its bid without losing the business,
and Zurich responded with a suc-
cessful $290,005 quote, the com-
plaint says.

The reason for this, the suit
charges, is that Zurich was unhappy
with an unrelated Aon client’s busi-
ness, for which it had decided to
buy additional excess-of-loss rein-
surance at a cost of $18,000. The
added premium charged to Field-
stone was aimed at making up that
cost, the suit says.

“We allowed Zurich to get more
money on this,” an unidentified
Aon employee reported to Ms. Spur-
lock in a document cited in the suit.
“This is an example of Aon letting
Zurich have more rate and premi-
um when we could have held them
at a cheaper price.”

Fieldstone officials could not be
reached.

Aon Re

Top Aon officials, meanwhile,
also promised to steer retail business
to several insurers in exchange for
their use of Aon Re for reinsurance
placements, the lawsuits charge.

In addition to Mr. Ryan’s con-
tacts with Chubb’s Mr. O’Hare, Mr.
Ryan as early as 1994 allegedly de-
manded reinsurance assignments
from CNA in exchange for a
promise to deliver two lines of retail

e

business to the insurer, Mr. Spitzer’s
complaint charges, citing docu-
ments from rival intermediary
Carvill America Inc.

Aon Re officials made similar de-
mands of American International
Group Inc. and Liberty Mutual In-
surance Co., according to the com-
plaint.

A number of insurers ultimately
protested Aon Re’s high brokerage
commissions and threatened to
shop their accounts, leading Mr.
O’Halleran to negotiate what be-
came known as “clawback” agree-
ments, the suit says.

Under these confidential deals,
Aon Re agreed to discount its com-
missions if an insurer agreed to
write more Aon-produced retail
business. Aon Re would then recap-
ture the commissions based on the
volume or profitability of the retail
business.

Mr. O’Halleran negotiated one
such agreement with Liberty Mutu-
al, which had complained about
Aon’s reinsurance commissions and
threatened to switch to another in-
termediary, according to Mr.
Spitzer’s complaint.

After the clawback arrangement
was in place, an Aon Re property
practice group official wrote in an
internal e-mail that he would speak
to the head of Aon’s property retail
department “about the reality of
putting significant business into
(Liberty Mutual) in order to trigger
the partnership dividend,” the suit
notes.

A Liberty Mutual spokesman de-
clined to comment on the com-
plaint but said the insurer is cooper-
ating with “all regulatory authori-
ties.”

Aon Re executed similar clawback
agreements with RLI Insurance Co.
and Travelers, according to the law-
suit.

Aon Consulting

The broker’s employee benefits
unit, Aon Consulting, also steered
clients to insurers that served the
broker’s interests, forced “pay-to-
play” arrangements on insurers and
inflated bids on client accounts,
prosecutors in Connecticut, Illinois
and New York charge.

Aon Consulting made it clear to
insurers that they would lose
ground to competitors if they did
not pay an adequate contingent
commission, the suit filed by Con-
necticut Attorney General Richard
Blumenthal charges.

Aon brokers also suggested a sim-
ple method for insurers to recoup
the commission costs, Mr. Blumen-
thal alleged: pass them on to clients.

One executive of Aetna Inc. relat-
ed the broker’s advice: “Their com-
ments: Load the rates for the addi-
tional comp and you'll start to get
the business. If the comp is right,
they will sell the rates,” the suit
says.

In a statement, Aetna noted that
it is not named as a defendant in
the suit and said, “we believe that
our business practices in Connecti-
cut are consistent with applicable
law.”

One Aon Consulting client dam-
aged by the alleged schemes was
Herkimer County, N.Y., which
hired Aon to help place stop-loss
coverage for its self-insured employ-
ee health care plan, according to

Mr. Spitzer’s complaint.

While Aon Consulting agreed to
handle the job for a flat fee, it did
not tell county officials that it was
demanding a 15% “pay-to-play”
commission from insurers as a con-
dition of bidding on the program.
Over five years, the broker collected
$78,153 in undisclosed commis-
sions, the suit alleges.

In 2001, Aon did not submit the
program’s lowest bid, from Blue
Cross & Blue Shield, because the in-
surer did not add the 15% commis-
sion, according to the complaint.
Herkimer officials later found out
about the bid and demanded that
Blue Cross be included. The insurer
won the county’s business, despite
Aon Consulting having added its
commission to the bid without dis-
closing it, the suit says.

Herkimer severed its relationship
with Aon and sued the broker over
its actions in 2003. Aon settled the
suit last month for $450,000, said
Robert J. Malone, Herkimer County
attorney.

Another client damaged by the
broker’s alleged schemes was Yale
University, which used Aon Con-
sulting for its employee health, dis-
ability and other coverages. Like
Herkimer County, Yale agreed to
pay Aon an annual retainer: in the
university’s case, $18,650. Yale was
not told, though, that one insurer
Aon recommended—Anthem Blue
Cross & Blue Shield—was paying it
contingent commissions that to-
taled $1.2 million in 2003, the Con-
necticut attorney general charges.

Aon’s agreements with Anthem,
on the one hand, and Yale, on the
other, outline the plan design, com-
munication and claims services the
broker is to provide, and is seeking
compensation for from both enti-
ties, in virtually identical terms.

“The university,” Mr. Blumenthal
alleges, “was effectively being
charged twice for the same service.”

In August 2004, after Connecticut
authorities questioned Aon’s com-
mission arrangements, the broker
sent a letter to Yale saying, “We are
in the process of updating our files
and note that we have not sent you
a disclosure statement within the
last three years.”

In fact, Aon had never sent Yale a
disclosure statement regarding its
compensation, the suit says.

Robert Schwartz, Yale’s assistant
vp for human resources, declined to
comment.

An Anthem spokesperson could
not be reached.
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based on business placed through
the portal.

Munich Re out of U.S.
direct liability business

Munich Reinsurance Co. has stopped
underwriting direct casualty and
professional liability insurance for
large U.S. corporations. A
spokeswoman for the German
reinsurer said Munich-American Risk
Partners, a unit of its U.S. subsidiary,
American Re, had stopped
underwriting such business at the
start of the year because it does not
view the business as profitable in the
long term and because it is volatile.
Direct liability insurance for large
U.S. corporations generated
premium volume for the company of
about $136 million last year, she
added.

Rules give guidance on
‘abandoned’ 401(k) plans

Proposed Labor Department rules
issued last week lay down
procedures for financial institutions
that hold assets of “abandoned”
401(k) plans to distribute plan assets
to participants. Under the proposed
rule, a qualified termination
administrator-the entity that holds
plan assets and is an eligible plan
trustee—would have the authority to
determine whether a plan has been
abandoned, such as by an employer
no longer in business. Such
administrators would calculate
benefits payable to participants,
distribute benefits and file a
summary termination report with the
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Labor Department.

Universal health care bill
introduced in California

A California health insurance
premium tax of 2.35% that now only
applies to commercial insurers would
be extended to nonprofit insurers
under recently introduced universal
health care coverage legislation. A.B.
1670 also would require all
Californians to have coverage under
a plan with a deductible no greater
than $5,000. The state would,
among other things, subsidize
coverage of lower-income
employees who work for small
companies. California also would set
up purchasing pools through which
employers could purchase coverage.
California’s health coverage “play or
pay" law was repealed last year.

Nebraska passes
comp reforms

Insurers will be able to “file and use”
workers compensation rates under a
new law in Nebraska. The law,
enacted last week, is intended to
increase competition in the state’s
workers comp and personal lines
markets, said Eric Dunning, counsel
to the Department of Insurance. In
addition, the measure, which takes
effect in September, allows insurers
the option of increasing or
decreasing filed workers comp rates
by as much as 40%.

GAO expects to release
RRG analysis in June

The first comprehensive government
analysis in more than 15 years of
how well the federal Risk Retention
Act is working should be released in

—p—
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early June, the director of the
upcoming report says. For more than
a year, the Government
Accountability Office has been
collecting information to determine
the impact that risk retention groups
have had on the availability and
affordability of commercial liability
insurance. Federal legislators felt a
new analysis was needed because so
much time has passed since the last
report on RRGs, said Lawrence Cluff,
the GAQ's assistant director of
financial markets and community
investment.

Archdiocese, insurer
settle over abuse claims

The Roman Catholic Archdiocese of
Boston has reached a settlement
with a former insurer, Lumbermens
Mutual Casualty Co., over the
insurer’s denial of claims stemming
from sexual abuse charges brought
against the church, the archdiocese
reported. Terms of the settlement
were not disclosed. The dispute
arose from Lumbermens' refusal to
contribute to the $84.3 million sum
that the Catholic church in Boston
agreed to pay in late 2003 to settle
more than 550 clergy abuse claims
(BI, May 3,2004).

NCOIL disclosure rules
narrower than NAIC's

The National Conference of
Insurance Legislators has adopted a
producer compensation disclosure
model act that is more lenient than
one the National Assn. of Insurance
Commissioners adopted in
December. Under the NCOIL
recommendations, formally adopted
at the organization’s recent spring
meeting in Hilton Head, S.C., only

producers that receive
compensation from both the
customer and the insurer or another
third party will be required to
disclose compensation for the initial
placement of insurance. The NAIC's
Producer Licensing Model Act
requires disclosure not only when
the insurer and customer both pay
the producer, but also when
someone “represents” the customer.

Briefly noted

American International Group Inc.
has elected Stephen L. Hammerman
to its board of directors. Mr.
Hammerman, who is a former vice
chairman of Merrill Lynch & Co., also
has served as New York regional
administrator for the Securities and
Exchange Commission and an
assistant United States attorney for
the Southern District of New York,
among other positions.... Steven
Kandarian, former executive director
of the Pension Benefit Guaranty
Corp., will join MetLife Inc. in New
York next month as chief investment
officer.... Brokerage Lockton Cos. Inc.
has formed a Washington office,
headed by President Robert T.
Connolly and Executive Vp and Chief
Operating Officer Leonard J.
Gemma, both formerly of Marsh Inc.
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TRIA: Extension legislation moves ahead

Continued from page 1

they expire. It would also require
the Treasury Department to draft
recommendations about long-term
ways to deal with terrorism reinsur-
ance.

Extension supporters hailed the
introduction of the bill.

Janice Ochenkowski, vp-external
affairs for the Risk & Insurance
Management Society Inc., said in a
statement that “both legislative
chambers have now confirmed
what RIMS has championed all
along—the TRIA program is a nec-
essary measure to provide effective
and reasonable commercial insur-
ance options against catastrophic
terrorist attacks.”

“It’s indicative of the importance
that’s attached to this issue, espe-
cially considering how early this is
in the 109th Congress,” said David
Winston, senior vp in the National
Assn. of Mutual Insurance Cos.’
Washington office. He said he
hopes for “early action” on exten-
sion.

Julie Gackenbach, an assistant vp
at the Property Casualty Insurers
Assn. of America, called the move a
“first step toward mitigating the
negative effects TRIA’s expiration
would have on our nation’s econo-
my‘ll

“It's a sign that Congress recog-
nizes that, without a backstop, the
economy and our markets will suf-

fer,” said Maria Berthoud, principal
and vp at B&D Sagamore, a Wash-
ington lobbying firm that deals
with insurance and financial ser-
vices issues.

“Recognizing the public com-
ments of Republican leadership...
the introduction of a Democratic
bill reflects a bipartisan desire to
continue a public-private partner-
ship dealing with terrorism risk,”
said Frank Nutter, president of the
Reinsurance Assn. of America.

“If we can't agree on a long-term
partnership and convince Congress
and the business community that it
serves their goals, then it seems that
an extension with a mandate to
agree on a long-term program is in-

evitable. Congress certainly has re-
sisted the notion that TRIA could be
extended indefinitely,” said Mr.
Nutter.

A spokesman for the American
Insurance  Assn.—which  also
praised the new bill—cited another
sign of increased interest in TRIA
reauthorization. He said that a
group of AIA member company
chief executive officers met with
Treasury officials as well as lawmak-
ers of both parties in both houses
last week.

They urged their listeners to deal
with the issue quickly and “were
encouraged by what they heard at
both Treasury and Congress,” he
said.
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Online Poll

[3/7-3/11]

Do you plan to change brokers
in light of alleged improper
practices by insurance
intermediaries?

No
43.3%

Bl Stock Index

[3/7-3/11]

Up-to-the-minute data for
all 87 companies that comprise
the BI Stock Index can be found
at www.businessinsurance.com.

Percentage change of BI Stock
Index vs. key indicators

BI Stock Index
2484.35 -0.59
Dow Jones '
10774.36 -1.52
S&P 500

1200.08 -1.80
Largest gains

Gainsco Inc. 16.43%
UNUM Corp. 2.712%
Vesta Insurance Co. 2.271%
Transatlantic Holdings 2.17%
Alleghany Corp. 1.94%
Largest losses

Argonaut Group -1.94%
PMA Capital Corp. -1.74%
Harleysville Group -1.16%
Willis Group Holdings Ltd.  -5.40%
Marsh & McLennan Cos. Inc. -4.94%
Weekly change

by market segment

Brokers -2.34%
Insurers/Reinsurers -0.73%

Managed Care Organizations -2.62%

Source: FinancialContent Inc.
(http://financialcontent.com)
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