
PBGC takes over
more United plans
The Pension Benefit Guaranty
Corp. last week took over two
more massively underfunded
pension plans sponsored by
bankrupt United Airlines. The Assn.
of Flight Attendants, which is
pursuing legal action to try to undo
the termination, says the takeover
triggers its United members’ right
to strike; United says such an
action would be illegal. The flight
attendants’ plan has about $1.8
billion in unfunded benefits that
are guaranteed by the PBGC. The
other terminated plan covers
management and public contact
employees and retirees and also
has $1.8 billion in PBGC-
guaranteed benefits. The PBGC
earlier terminated a United plan
covering ground employees, while
a plan covering United pilots has
yet to be terminated.

ROA execs
get jail time
A federal judge last week
sentenced Kenneth R. Patterson,
former president and chief
executive officer of seized
malpractice insurer Reciprocal of
America, to 12-and-one-half years
in prison, while Carolyn B. Hudgins,
former executive vp, was given a
five-year sentence. The two
admitted to attempting to save
ROA from collapse by concealing
and misrepresenting its
deterioration through fraudulent
accounting reports submitted to
Virginia regulators, ROA’s board
and insureds, according to the U.S.
attorney’s office for the Eastern
District of Virginia.

OneBeacon names
Miller as chief
OneBeacon Insurance Group has
appointed Mike Miller as president
and chief executive officer. He
succeeds John Cavoores, who is
leaving OneBeacon “for personal
reasons,” the company said in a
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Industry questions findings of TRIA report

By MARK A. HOFMANN

WASHINGTON—The U.S. Congress should move
swiftly to deal with the terrorism insurance issue
in the wake of the Treasury Department’s recom-
mendation that the Terrorism Risk Insurance Act
not be extended in its present form, risk man-
agers and insurers say.

In a June 30 letter accompanying his depart-
ment’s long-awaited report on the state of the
terrorism insurance market, Treasury Secretary
John Snow said that “continuation of the pro-
gram in its current form is likely to hinder the
further development of the insurance market by
crowding out innovation and capacity building.
Consistent with its original purpose as a tempo-
rary program scheduled to end on Dec. 31, 2005,
and the need to encourage further development
of the private market, the administration oppos-
es extension of TRIA in its current form.”

But Mr. Snow added said that the Bush admin-
istration would accept an extension of the pro-
gram under certain conditions. These include in-
creasing the size of the terrorism loss needed to
trigger TRIA coverage to $500 million; requiring
insurers to pay higher deductibles; and eliminat-
ing a number of lines of coverage, including
commercial automobile and general liability,
from TRIA’s protection.

Risk managers, insurers and brokers have sup-
ported an extension of TRIA, holding that the
private market would lack the capacity to meet
the demand for terrorism insurance without the
TRIA backstop. Others, such as the Consumer
Federation of America, a Washington-based con-
sumer advocacy organization, urge that TRIA be
allowed to expire, because they consider it little
more than a bailout for the insurance industry.

TRIA, which was enacted in late 2002, created
a federal backstop for insurers paying losses from
possible future catastrophic terrorist attacks. In
his letter, which went to the chairmen and rank-
ing members of the Senate Banking Committee
and the House Financial Services Committee, Mr.
Snow said that the Treasury Department report
found that “TRIA has achieved its goals of sup-

“Continuation of the program in
its current form is likely to

hinder the further development
of the insurance market.”

John Snow
U.S. Secretary of Treasury
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EETreasury opposes
renewal of program
without changes

Insurer eliminating
Starr compensation
to key executives

By RUPAL PAREKH

NEW YORK—American International Group
Inc.’s move to eliminate a decades-old executive
compensation plan that paid top officials
through affiliated entities is prudent and won’t
burden the company financially, observers say.

In an annual proxy statement filed last week
with the U.S. Securities and Exchange Commis-
sion, the embattled insurer disclosed that certain
of its current and past officers—including former
Chairman and Chief Executive Officer Maurice R.
Greenberg and current top executive Martin J.
Sullivan—for years were promised deferred com-

House bill would prevent
‘meltdown’ of PBGC

By JERRY GEISEL

WASHINGTON—Legislation to stiffen pension
funding rules and avoid a possible employer- or
taxpayer-funded bailout of the federal agency
that insures corporate plans is beginning to move
through the U.S. Congress.

Last week, the House Education and the Work-
force Committee cleared the measure, setting the
stage for a vote by the full House later this
month.

With the United Airlines pension plan debacle
as a catalyst, committee members said Congress
has to act now to strengthen pension funding
rules to reduce the likelihood of more multibil-
lion-dollar pension failures, which could swamp
the Pension Benefit Guaranty Corp., which 
already is $23 billion in the red. That, in 
turn, could lead either to big PBGC premium
hikes, which could exacerbate the growing em-
ployer exodus from defined benefit plan sponsor-

ship, or a costly taxpayer-funded bailout of the
PBGC.

Referring to those possibilities, Rep. John
Boehner, R-Ohio, the chairman of the Education
and the Workforce Committee said: “We have an
environment that demands action.”

Rep. Boehner said his bill, co-sponsored by sev-
eral other House Republican leaders, would avert
a PBGC financial collapse by strengthening cor-
porate pension plans.

“I think the effect of this bill, over the next 10
to 20 years down the road, will be to prevent a
meltdown of the PBGC,” he said.

Others concur that the Boehner legislation, if
enacted, could avert the agency’s failure and, as a
result, eliminate the need for big PBGC premium
hikes or a taxpayer bailout of the agency.

This legislation is a key step in moving toward
a better structure,” said Ethan Kra, chief actuary

See TRIA / page 34

See PENSIONS / page 32
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Group captive reaches antitrust deal 
Justice Department questioned data-sharing among competing members

By MICHAEL BRADFORD

WASHINGTON—A settlement reached with
the U.S. Department of Justice by a captive in-
surance company has antitrust implications
that could trip up other unwary captives.

Professional Consultants Insurance Co.
Inc., a Burlington, Vt.-based group captive,
and its three actuarial consulting firm mem-
bers, agreed in a settlement filed June 24 in
U.S. District Court in Washington to stop
sharing information regarding the use of limi-
tations of liability in client contracts.

The Justice Department has not revealed
the existence of any other similar investiga-
tions into captive activity, but its antitrust
theory could extend well beyond this one
professional liability insurer and its actuarial
consulting firm members.

“The principle or the legal rule on which

this case was brought would apply outside the
actuarial consulting industry,” said J. Bruce
McDonald, deputy assistant attorney general
in the Justice Department’s antitrust division.
“It would also apply outside the captive insur-
ance business and the insurance industry,” he

added.
It is a case that group captives should be

aware of in their dealings with members, Mr.
McDonald said.

“If there are other captives involving pro-
fessional services who might be interested in
capping their liability,” there could be some
implications from this case, concurred Sean F.
Bowland, an attorney with Howrey L.L.P., a
Washington law firm that represented PCIC.

The case could also have ramifications for
insurance associations in which information
might be shared, Mr. Bowland noted.

PCIC provides professional liability insur-
ance to the three members, which were not
identified in court documents. The three
firms, which are competitors, “each employ
hundreds of professional actuaries through-

See CAPTIVE / page 33

JLT opts to disclose all U.K. compensation
LONDON—Jardine Lloyd Thompson
Group P.L.C. will begin disclosing to U.K.
corporate clients all compensation it re-
ceives on their business regardless of
whether clients request that information.

In addition, JLT said that it may alter its
compensation structure for small- and
middle-market business when competing
with regional brokers that still collect con-
tingent commissions.

JLT, like many of its peers, announced
last fall that it would no longer collect con-
tingent commissions from insurers. The
broker said at the time that such payments
made up less than 2% of its £429.0 million
($701.0 million) revenues in 2003.

Ken Carter, executive chairman of the
London-based brokerage, said the disclosure
move came in response to the Assn. of Insur-
ance & Risk Managers’ recent call for brokers
to automatically provide information on re-
muneration to clients (BI, June 17).

Currently, the Financial Services Author-
ity requires brokers to respond to buyers’
requests for information about payments

only when specifically asked.
In an announcement Friday, JLT said

that by the end of 2005 it would begin dis-

closing all compensation on U.K. business
placed through its risk solutions and gen-
eral corporate insurance units.

Mr. Carter said that for some small- and
middle-market business, where JLT is in di-
rect competition with regional brokers
that may still be using contingent commis-
sion arrangements, JLT may charge addi-
tional “appropriate market remuneration”
but that those payments would be fully
disclosed.

Such payments may, in some cases, be
commissions paid by insurers, said a
spokesman.

In the United States, JLT did not collect
contingent commissions on property/casu-
alty business, according to Mr. Carter, and
most business it places for major U.S. clients
is conducted on a fee basis, he noted.

JLT said that in markets outside of the
United Kingdom and United States where
the broker acts for corporate clients, it will
comply with local regulatory requirements
about disclosure.

—By Sarah Veysey

Canada cracks down on bulk drug exports
OTTAWA—Canada’s federal health minister
last week proposed changing the law to allow
the government to ban bulk exports of pre-
scription drugs to the United States when
necessary to protect the Canadian drug sup-
ply.

Health Minister Ujjal Dosanjh said he in-
tends to introduce legislation under the Food
and Drugs Act that will allow the government
to prohibit the bulk export of prescription
and other drugs when necessary.

“In light of potential American legislation
legalizing the bulk import of Canadian pre-
scription and other medications, our priority
must be the health and safety of all Canadi-
ans and the strength of our health care sys-
tem,” the minister said in a statement. “We
must be proactive in making sure that the
supply of affordable prescription medications
remains stable and sufficient to meet the
needs of Canadians.”

Mr. Dosanjh also wants to strengthen exist-
ing federal regulations governing the sale of
prescription drugs in Canada to require an es-
tablished patient-practitioner relationship.

Cross-border drug sales often involve pre-
scribing practices in which there is no clear
patient-practitioner relationship, with Cana-
dian doctors signing prescriptions for U.S. pa-
tients whom they have not examined.

The minister is also working with the
provinces and territories and various stake-
holders to establish a network that would pro-
vide Health Canada with comprehensive data
on Canada’s prescription drug supply.

According to estimates from the U.S. De-
partment of Health and Human Services Task
Force on Drug Importation, some 12 million
prescription drug products at a cost of nearly
$700 million entered the United States
through Canada in 2003 alone.

Under current law, it is illegal for anyone
other than the original manufacturer to reim-
port prescription drugs into the United States.
Several states and cities, though, have devel-
oped arrangements to facilitate the importa-
tion—from both Canada and elsewhere—of
prescription medicines for employees and res-
idents.

—By Gloria Gonzalez
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By GLORIA GONZALEZ

Canadian employers attempting to
control rising pension and benefit
costs by reducing, eliminating or
modifying their plans have been
significantly hampered by strong
unions in Canada.

For the most part, Canadian
unions have been able to resist pen-
sions and benefits changes that are
more common in the United States,
particularly the development of
two-tiered pension programs.

“Unions really have managed to
control, in good measure, what’s
happening with respect to pensions
and benefits here,” said Lee
Shouldice, a partner in the labor and
employment group of Blake, Cassels
& Graydon L.L.P. in Toronto.

Canadian unions derive their

strength mostly from a legislative
environment that observers de-
scribe as more union-friendly than
in the United States.

For example, certification of a
union in Canada gives it the au-
thority to negotiate on behalf of all
employees, regardless of whether
they support the union, Mr.
Shouldice said. In contrast, if a
union in the United States has only
the support of a fraction of the
workforce, that may force the
union to shy away from certain is-
sues, including pensions and bene-
fits, he said. In Canada, “the unions
wouldn’t have that insecurity,” Mr.
Shouldice said.

Canadian labor laws also dictate
that when a company becomes
unionized, the union must negoti-
ate all terms and conditions of em-

ployment, which usually includes
pensions and benefits.

For unions, “generally, the legal
environment is more favorable here

than in most
states” in the
United States,
said Bob Bald-
win, the out-
going director
of social and
economic pol-
icy for the
Canadian La-
bor Congress,
an association
of labor
unions based
in Ottawa.

The work-
force in Cana-
da is also

more heavily unionized than in the
United States, which gives Canadi-
an unions some of their leverage,
observers say. In 2004, about 31%
of Canadian workers belonged to a
union, according to Statistics Cana-
da, the federal government’s re-
search agency. In contrast, only
about 12.5% of wage and salary
workers in the United States belong
to a union, according to the U.S.
Department of Labor.

In addition, unions have been
fairly successful in negotiating for
representation on the boards of
trustees of pension plans. This al-
lows them to influence the agenda
of organizations in ways that they
have historically not been able to,
according to Patrick Gilligan-Hack-
ett, a partner in the employment
and labor law practice of Ogilvy Re-

nault L.L.P., based in Vancouver,
British Columbia.

Resisting change

Because of their influence, Cana-
dian unions have been able to resist
many attempts by employers to re-
vamp their pensions and benefits
programs.

In particular, observers note,
Canadian unions are steadfastly op-
posed to one cost-cutting method
popular in the United States: the
creation of a two-tiered pension sys-
tem, in which current employees
remain in defined benefit plans
while new hires are placed into new
defined contribution plans.

It is very rare that companies are
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Canada’s unions make pension changes a tough sell
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Feds investigate safety
of fire protection system
in Praxair blast inquiry

By MICHAEL BRADFORD 

ST. LOUIS—A federal agency in-
vestigating the explosion at a
Praxair Inc. distribution center
has come away from the site
with concerns about the facili-
ty’s fire protection system.

The June 24 blast at the St.
Louis facility damaged the plant
and several homes, businesses
and automobiles in the neigh-
borhood. At least one home suf-
fered heavy damage. No serious
injuries were reported. Praxair
said in a statement that 22 em-
ployees and two customers at
the plant at the time of the ex-
plosion got out safely.

Investigators from the U.S.
Chemical Safety & Hazard Inves-
tigation Board wrapped up a
two-day investigation on June
27, and while no cause for the
explosion and fire that resulted
was determined, the three-per-

son team left the site with plans
to examine how the blaze was
able to grow.

The “broader issues of the inci-
dent” that the investigators will
consider include “the plant’s fire
protection system and whether
there are opportunities for im-
provement of fire suppression in
outdoor storage facilities,” said
Steve Selk, investigations manag-
er with the Washington-based
agency, in a statement.

Praxair, which is based in Dan-
bury, Conn., packages acetylene,
oxygen, nitrogen, propane and
other gases into cylinders at the
St. Louis facility. The gases are
then shipped from the distribu-
tion center to Praxair customers.

Praxair said in a statement
that tests conducted by the Mis-
souri Department of Natural Re-
sources found asbestos in ashes

See EXPLOSION / page 33

See CANADA / page 33

Massachusetts attorney general
tells Marsh clients to delay settling

By SALLY ROBERTS

BOSTON—Massachusetts Attorney
General Thomas F. Reilly is advis-
ing clients of brokerage Marsh &
McLennan Cos. Inc. in the state to
hold off before deciding whether to
accept restitution from the compa-
ny in accordance with its $850 mil-
lion settlement with New York At-
torney General Eliot Spitzer earlier
this year.

The letter, sent to roughly 150
Marsh clients in Massachusetts last
month, noted that Mr. Reilly is cur-
rently working with a “multistate
group of attorneys general to inves-
tigate various allegations against
Marsh and other brokers.” 

“It may be advisable for you to
take your time deciding whether to

sign on to
the settle-
ment
agree-
ment,
since by
accepting
the settle-
ment of-
fer, you
would be
waiving
various
rights,”

Quentin Palfrey, assistant attorney
general in the insurance division of
Mr. Reilly’s office, wrote in the let-
ter. “There is no advantage to re-
sponding to Marsh well in advance
of the Sept. 20 deadline.”

A spokeswoman for Mr. Reilly’s

office declined to comment further
on the multistate investigation.

New York-based MMC sent let-
ters detailing potential restitution
amounts on May 20 to 135,000
clients nationwide that qualify for
reimbursement. MMC in January
agreed to pay affected clients $850
million to settle charges by Mr.
Spitzer that it steered clients to in-
surers paying the highest contin-
gent commissions and colluded
with insurers to produce inflated
quotes to channel business to those
favored insurers (BI, Feb. 7).

“There’s no new investigation.
This is a continuation of the inves-
tigation and we’re continuing to
cooperate with all the attorneys
general,” an MMC spokeswoman
said.

California gaining self-insurers
By ROBERTO CENICEROS

Despite falling insurance costs
stemming from workers compensa-
tion reforms in California, self-in-
surance groups are gaining in popu-
larity.

There are now 22 authorized self-
insurance groups, with more appli-
cations pending, according to Mark
Johnson, manager of the Self Insur-
ance Plans office of the California
Department of Industrial Relations,
the Sacramento-based state agency
that authorizes employers to self-in-
sure for workers compensation loss-
es.

California regulations adopted in
1993 allowed companies in the
same industry to form self-insur-
ance groups—or SIGs—for workers
comp. But because of plummeting
insurance pricing, employers did
not immediately gravitate to them.
The first SIG approved by the state
did not begin operating until Jan-
uary 2002, when prices were rising.

And even though rates are drop-

ping again, self-insurance propo-
nents say the groups will continue
to recruit new members.

A California Department of In-
surance report shows that, in the
wake of workers comp reforms
adopted in 2003 and 2004, insurers
filing rates in June for July 1 re-
newals planned to reduce their rates
an average of about 15%.

The report also shows that many
insurers complied with or exceeded
Commissioner John Garamendi’s
recommendation last month that
work comp insurers reduce their
rates by 18%, with some reporting
reductions as high as 26%. 

Even with falling insurance rates,
though, Chris Stafford, assistant vp
for ABD Insurance & Financial Ser-
vices in Redwood City, Calif., said
he still expects that SIGs can draw
strong participation.

ABD Insurance currently is mar-
keting Independent Banks Self-In-
surance Group Inc. The recently ap-
proved pool hopes to begin insur-
ing community banks by Aug. 1

and has several banks now seeking
the Self Insurance Plans office ap-
proval to participate, Mr. Stafford
said.

If you exclude 20% of Califor-
nia’s community banks—those
with the worst loss history—then
the remaining banks have a loss ra-
tio of about 30%, Mr. Stafford said.
Therefore, there remains a signifi-
cant gap between the price insurers
charge banks with a good loss histo-
ry and the banks’ claims costs, Mr.
Stafford said. Additionally, his pool
should be able to maintain lower
administration costs than an insur-
er, he said.

But the falling insurance rates are
making SIGs less competitive on
price, other pool administrators say.
Nonetheless, they say they still ex-
pect SIGs to continue growing.

For example, a pool for members
of the San Francisco-based Western
Independent Bankers association
had enjoyed a 30% to 40% pricing

Union membership
As a percent of workers

vs.

31%31%

12.5%12.5%

TThhoommaass  FF..  RReeiillllyy  aanndd
ootthheerr  ssttaattee  AAGGss  aarree
pprroobbiinngg  bbrrookkeerrss..
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Pension system
deserves attention
It took a financial disaster for tens
of thousands of United Airlines’
employees and retirees and for
the Pension Benefit Guaranty
Corp., but Congress finally is
waking up to the need to address
serious flaws in the nation’s pen-
sion system. 

With United terminating four
underfunded plans as part of its
bankruptcy reorganization, many
of its employees and retirees will
see their benefits cut by more
than one-third. Of the $9.8 bil-
lion in unfunded United pension
plan liabilities, the PBGC only
guarantees about two-thirds.

For the PBGC, taking over the
plans will produce a $6.6 billion
loss. This not only is by far the
agency’s biggest loss, but United’s
plans alone account for more
than 25% of its overall deficit.

Jarred by the United plan ter-
minations—and the likelihood
that more and bigger losses are
down the road—Congress finally
is taking a long-overdue look at
how fragile the nation’s private
pension system has become. Last
week, a House committee passed
legislation that would strengthen
pension funding rules for under-
funded plans. It is an important
first step, but has yet to win pas-
sage in the full House and Senate.

Members of Congress have a
choice: either toughen funding
rules for underfunded plans, or
start planning a taxpayer-funded
bailout of the PBGC.

Lawmakers also need to recon-
sider whether it is fair for taxpay-
ers and other employers to shoul-
der the cost of fulfilling another
employer’s failed pension obliga-
tions, thereby letting the original
sponsor emerge from bankruptcy
free of the benefit liabilities it has
amassed. If I ran a competing air-
line that was still solvent and
funding a pension, I’d feel like
United had just dropped a big
block of blue ice on my runway.

Some members of Congress ap-
pear to agree. The full House in
June passed an appropriations bill
containing a provision that
would block the PBGC from us-
ing any funds to take over Unit-
ed’s underfunded plans. While it
sounds impressive, in reality the
measure was merely an attention
grabber, as the PBGC does not re-
quire congressionally appropriat-
ed funds to take over a pension
plan. While perhaps symbolic,
the House action underscores

concerns about the impact of the
termination of United’s plans and
the way in which the termination
process was handled.

This heightened scrutiny of
pension policy marks a potential
turning point in this country—
perhaps as pivotal as the adop-
tion more than 30 years ago of
the Employee Retirement Income
Security Act—as lawmakers strug-
gle to maintain a healthy private
pension system that is not overly
burdensome to employers while
assuring that the benefits of em-
ployees and retirees are protected.

ERISA was enacted because
lawmakers recognized there were
flaws in the operation of private
pension plans, which they
wished to preserve as the corner-
stone of America’s retirement se-
curity system. In addition to cre-
ating the PBGC, the law intro-
duced new safeguards to strength-
en participant rights, plan fund-
ing, oversight and disclosure.

Today, it is obvious that while
ERISA did much to improve re-
tiree benefits and the rights of
participants, serious problems re-
main with pension funding and
making such plans attractive for
employers to offer. If lawmakers
and regulators want to encourage
employers to maintain their cru-
cial role in the nation’s retire-
ment system and improve the se-
curity of retirement benefits, they
have their work cut out for them.
Not only must funding require-
ments be strengthened to protect
existing benefit promises, but fed-
eral regulations also must be over-
hauled to make it more likely that
employers would want to offer
some sort of retirement benefits.

As long as America relies on the
private sector to deliver the lion’s
share of retirement income bene-
fits, the government has an obli-
gation to make the system work.
Pension funding reform is
doable—especially if Democrats
and Republicans agree on the ne-
cessity of reform. Hopefully, the
increased attention of lawmakers
will result in action. The future
well-being of the nation’s defined
benefit plan system demands it.

Of course, there is another op-
tion: Congress could leave the
flawed private system alone and
instead improve the funding of,
and benefits provided by, the So-
cial Security system for all. But I
realize that’s as politically likely
as pigs taking wing.
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Wanted: Top benefit managers for
BI’s Benefit Manager of the Year
Business Insurance is pleased to an-
nounce the launch of its first Benefit
Manager of the YearTM award to rec-
ognize excellence and innovation in
employee benefits management.

The inaugural award in benefits
follows in the tradition of the maga-
zine’s longstanding Risk Manager of
the YearTM competition. BI invites
readers to nominate outstanding
benefit managers for this award, the
winner of which will be announced
in the Dec. 5 issue of the magazine.

Any full-time employee of a cor-
poration, nonprofit organization or
government entity who oversees or
administers benefit functions is eligi-
ble. A nominee need not manage
benefit programs as his or her sole re-
sponsibility but must be a full-time
employee of his or her organization.

An independent panel of judges
will score each nominee on how well
he or she:

� Solved one or more major prob-
lems for his or her employer.

� Innovatively applies benefit pro-

grams to his or her organization’s
needs.

� Effectively uses benefit programs
to help control costs.

� Exhibits leadership in achieving
change within his or her organiza-
tion.

� Established an effective system
for communicating benefit programs
to employees.

� Skillfully administers benefit
programs through the application of
technology.

� Develops in his or her career and
promotes the advancement of the
benefits management profession.

The value or generosity of specific
benefits will not be judged; the
award is intended to honor out-
standing performance in managing
and administering benefit programs
overall. The highest-scoring candi-
date will be named Benefit Manager
of the YearTM. Judges will include rep-
resentatives of employee benefit con-
sulting firms, brokerage firms, health
insurers/managed care organizations

and benefits industry vendors.
“At a time when benefit programs

are becoming a strategic challenge
for employers, and with Business In-
surance covering benefit issues close-
ly since the magazine’s inception, we
think it’s a great moment to give spe-
cial recognition to leaders in the ben-
efits field,” said BI Editor Regis Coc-
cia. “We invite all our readers to help
us identify the top benefit managers
by submitting nominations.”

Candidates may nominate them-
selves or be nominated by a supervi-
sor, colleague, broker, consultant or
service provider, but the nomination
must be accompanied by a letter
from a superior who is familiar with
the candidate’s work. The deadline is
Aug. 26.

To nominate a candidate, please
download a nomination form at
www.businessinsurance.com/BMOY or
request one from Regis Coccia at 360
N. Michigan Ave., Chicago, Ill.
60601; or e-mail rcoccia@business
insurance.com.
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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, Ill. 60601-3806; 
fax: 312-280-3174; or e-mail:
rcoccia@businessinsurance.com
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A revised TRIA better
than no program at all
WHILE WE’RE DISAPPOINTED with
the U.S. Treasury Department’s rec-
ommendation that the Terrorism
Risk Insurance Act, at least in its 
present form, be allowed to expire at the
end of the year, we realize that the situation
could be worse.

That’s because, even in advocating that
TRIA sunset on Dec. 31, the administration
has left the door open to the maintenance
of some sort of federal backstop for insurers
faced with paying claims stemming from a
future catastrophic terrorist attack.

Treasury Secretary John Snow made clear 
that an acceptable program, among other
things, would have to include far more 
risk bearing by the insurance industry 
and, by extension, its customers. It would
also have to exclude coverage for certain
lines of business such as commercial auto-
mobile coverage that the administration be-
lieves do not present sufficient aggregate
terrorism exposures to merit a federal back-
stop.

Call it TRIA Lite. We would have pre-
ferred a straight-out extension for two
years, with the requirement that proposed
long-term solutions to the problem of in-
suring against terrorism be presented to
Congress long before a reauthorized TRIA
expired. But, given political realities, the
sometimes-incomplete understanding of

the business of insurance on Capitol Hill
and the industry’s recent troubles, simply
extending the program might have been
nearly impossible regardless of what Trea-
sury said.

And a long-term solution is what the is-
sue of terrorism insurance demands. This is
a peril that defies the normal rules of under-
writing, yet must be covered. It is more akin
to an act of war than a natural disaster, but
is quite possibly less predictable than an act
of war. 

The amount of potential loss is unquan-
tifiable, and there is no way that the private
insurance industry could bear all of the risk
by itself. Without some sort of government
guarantee, the property/casualty insurance
industry could be sent spinning into near-
collective insolvency by a single terrorist
act.

We’re glad, then, that Treasury at 
least left the door open—if only by a
crack—for some sort of government role 
in the provision of terrorism insurance.
While it’s far from a perfect solution, this is
certainly a situation in which the perfect
cannot be allowed to become the enemy of
the good, or, in this case, the barely ade-
quate.

There is too much at stake to allow even
the smallest of openings to go unexplored
in the effort to find a permanent solution to
a deadly serious issue.

Softening of market belies some hard truths
IT’S RENEWAL TIME AGAIN, and the
consensus so far is that rates in most
lines of coverage are flat to falling.
As rates continue to decline, 
many buyers may cheer, but we see clouds
on the horizon.

As we report in our annual Midyear Mar-
ket Report, beginning on page 11, the pric-
ing environment for risks is stabilizing or
easing. In the past few renewal periods, un-
derwriters have invariably vowed they’ll
maintain discipline and not, as they have
done so often in the past, cut rates to im-
prove market share. Time will tell whether

they’ll keep their promise.
Buyers, who now may be enjoying lower

rates, should have no illusions about the
consequences of undisciplined underwrit-
ing.

Rather than see prices cut and then raised
sharply and capacity reduced following ad-
verse claims, underwriters should strive for
consistency—price risks so the buyer gets
value while also generating a profit for the
insurer. This approach, often preached but
seldom achieved, would curtail the yo-yo ef-
fect that has historically wreaked havoc on
policyholders’ attempts to accurately budget
what they expect to be paying for insurance

coverages. Given the lack of predictability in
the traditional market, it’s no surprise that
retentions have increased over the last sever-
al years as buyers have tried to mitigate the
shocks to their balance sheets. Or haven’t
underwriters noticed?

At the same time, brokers are implement-
ing new compensation models, some of
which could reduce underwriting expenses.
Most major brokers have ceased accepting
contingent compensation and pay for ser-
vices to underwriters, but insurers have been
mum on reducing premiums by a commen-
surate amount. The rate reductions we’re re-
porting in this issue are based more on mar-

ket conditions and competition than any
stated objective by insurers to return excess
capital.

Brokers expect and deserve to be compen-
sated for the value they offer. Insurers 
ought to communicate a similar approach.
Nobody wants to pay more when they don’t
have to, but buyers would be wise to ask
whether underwriters offering the store at
renewal time are really committed to offer-
ing long-term value. If the prices and terms
and conditions seem too good to be true,
they probably are, and buyers should expect
an unpleasant surprise sooner rather than
later.
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By Daniel Lentz 
and Joe Galanti

Toxic mold claims have skyrocket-
ed in recent years, fueled by media
hype and a heightened public sensi-
tivity. Mold has become the latest
“tort du jour” of the plaintiffs’ bar,
with well-publicized mold-related
verdicts such as the $32 million Bal-
lard decision, as well as multimil-
lion-dollar mold claims brought by
celebrities. As mold claims escalate,
commercial property owners need
to be mindful of the toxic mold
claim hourglass.

The insurance industry is reeling
from mold-related losses. According
to the Insurance Information Insti-
tute, mold-related property damage
grew from $700 million in 2000 to
$3 billion in 2002—nearly a 330%
increase in only two years. Other
losses, such as business interruption
and third-party liability, often can
dwarf remediation and property
damage expenses, so the III’s esti-
mates grossly understate the bur-
geoning costs of mold contamina-
tion.

Insurers did not see mold as a sig-
nificant threat until a few years ago,
when claims began to grow in lock-
step with the public’s awareness
and fear. As mold-related claims
percolated through the adjustment
process and the court system, insur-
ers identified holes in their policies

that provided coverage for mold-re-
lated losses. They have since filled
those holes with exclusionary lan-
guage and endorsements to pre-
clude future claims. Basically all
new policies, except those written
to specifically cover pollutants such
as mold, purport to preclude most
claims for mold-related losses.

Due to these changes, time is
running out for property owners
and other stakeholders to recover
mold-related losses from their in-
surers. As time passes, insurers’
rapid adoption of new policy lan-
guage more effectively excludes
coverage for mold-related losses.
Potential coverage opportunities are
slipping away like sand through an
hourglass.

But while newer policies general-
ly preclude recovery of such losses,
many mold claims are attributable
to issues that arose in earlier policy
years. The water damage that causes
most mold-related losses often can
be traced well into the past, trigger-
ing earlier policies without mold ex-
clusions. Determining causation
grows more difficult as time elapses,
and tracing causation to periods be-
fore 2002, when coverage often ex-
isted, becomes even more arduous.
Policyholders need to act now or
their coverage will vanish.

Ignoring resident complaints can
increase third-party liability and en-
able problems to grow—literally.

Property owners must develop ap-
propriate protocols for mainte-
nance personnel so the extent of
mold problems and their causes can
be determined quickly. The proto-

cols should dictate how to address
mold growth, including finding
and eliminating the water source.
Simply cleaning up mold spores
with biocides like bleach without
eradicating the water source will
not prevent future mold growth.

Records important

Management should also keep de-
tailed records to substantiate claims
and ensure there are proper report-
ing mechanisms in place so that ex-
ecutives are made aware of problems
before they become unwieldy.

While most commercial property
losses consist solely of property
damage, business interruption and
extra expenses, nearly all mold
claims also have a liability compo-
nent. This makes the management
and quantification of such claims
far more onerous. Not only do poli-

cyholders need to be cognizant of
the various policies and limits that
may apply but also the policy years
that may respond. The interplay
among insurers can be mind-bog-

gling on complex mold losses.
Determining the dates and causes

of loss on mold claims and match-
ing the policy provisions that afford
coverage with specific areas of loss
can be extremely complex. For ex-
ample, it may be difficult to segre-
gate mold-related property damage
from normal operating expenses
without a firm understanding of
the types of costs involved, such as
desiccant systems, engineering con-
sultants, retrofitting and other re-
mediation expenses.

In addition, rental properties of-
ten have high turnover and vacillat-
ing rents, making it difficult to
quantify business interruption and
third-party costs of residents. Iden-
tifying who was in what unit for
what period of time and at what
rent level can get quite tricky over
long intervals, especially when resi-
dents are displaced for remediation.

Many policyholders think that
they do not have coverage for
mold-related losses. Trusted brokers
sometimes tell them that they lack
coverage and should not pursue a
claim when, in fact, they do have
potential coverage.

The decision to file a claim,
though, should involve weighing
the expected recovery relative to
the anticipated costs—including re-
mediation and retrofitting expens-
es, higher future premiums, poten-
tial third-party liability and reputa-
tional losses. Policy language and
provisions differ on every policy,
and a coverage opinion from an ex-
perienced attorney should be
sought for larger claims.

New insurance policies have
much more effective mold exclu-
sions, and, under them, losses may
not be covered. But when the in-
sured peril that caused the mold
growth occurred during an earlier
policy year, coverage may exist. Af-
ter getting advice from counsel, pol-
icyholders should pursue claims im-
mediately, before the coverage
hourglass runs out.

Daniel Lentz is a partner in Ernst &
Young’s investigative and dispute ser-
vices practice in Washington. Joe
Galanti is a senior manager in Ernst &
Young’s investigative and dispute ser-
vices practice in Miami.

Clock ticking on mold claims
New exclusions make recovery under old policies urgent
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Facility sale ruled not a ‘layoff ’ for pension purposes
The 6th U.S. Circuit Court of Ap-
peals in Cincinnati ruled that an
Employee Retirement Income Secu-
rity Act plan administrator did not
act arbitrarily and capriciously in
determining that employees did
not experience a “layoff” within the
meaning of the plan providing for
immediate retirement benefits
upon layoff.

Employees of SKF USA Inc. were
employed until June 11, 1999, in
SKF’s tapered roller bearing divi-
sion. On that date, SKF sold the di-
vision to Tyson Bearing Co. The
employees became employees of
Tyson immediately after the sale at
the same facility with no period of
unemployment or interruption of
wages. Tyson agreed to provide a
pension plan equivalent to the SKF
plan. The employees subsequently
filed claims with the SKF plan, argu-
ing that they were entitled to pen-
sion benefits because they were
“laid off” from SKF employment as
a result of the June 11, 1999, sale.
The plan administrator denied their
claims, asserting that the employees
were not “laid off” when they be-
came employees of Tyson immedi-
ately after the sale. The employees
then brought this suit under ERISA
seeking pension benefits. The trial
court ruled against the employees.
They appealed.

On appeal, the employees argued
that the permanent termination of

their employment with SKF consti-
tuted a “layoff” under the plan. But
the appellate court said that the
separation of employees from their
original employer and immediate
employment by the company pur-
chasing the original employer’s fa-
cility did not constitute a layoff.
The court emphasized that there
was no interruption in the employ-
ees’ employment because they im-
mediately became employees of the
purchasing company upon comple-
tion of the sale. The trial court deci-
sion was affirmed.
Morgan vs. SKF USA Inc., 6th U.S. Cir-
cuit Court of Appeals, Oct. 8, 2004
(BI/02/M.-$10)

Attack not compensable

An employee’s injuries incurred in a
scuffle with a co-employee did not
arise out of his employment and,
thus, the employee was not entitled
to workers compensation benefits,
according to the Court of Appeals
of Indiana.

Anthony Farmer was clocking
out of his third-shift service at
DePuy Inc. As he was headed to-
ward the time clock, a first-shift co-
employee was waiting to begin his
shift. While passing this employee,
Mr. Farmer brushed his time card
against the co-worker’s side.

The record indicated that the co-
worker, having a bad day and being

in a grouchy mood, became en-
raged and attacked Mr. Farmer. Mr.
Farmer sustained severe injuries to
his back. These injuries led to his
taking time off of work, surgery and
large medical bills. Mr. Farmer ap-
plied for and was awarded workers
compensation benefits. The em-
ployer appealed.

The appellate court said that the
record was devoid of any evidence
that, at the time of the battery, the
co-worker assaulted Mr. Farmer be-
cause of a disagreement arising out
of their customary work obliga-
tions.

“Rather,” the court said, “we find
that the quarrel was a consequence
of (the co-worker’s) bad start of the
day and grouchy mood.” According
to the court, starting out irritably,
the co-worker introduced his per-
sonal problems into the work envi-
ronment, which eventually resulted
in Mr. Farmer’s injuries.

Thus, the court concluded that
Mr. Farmer’s injuries, although sus-
tained in the course of his employ-
ment, did not arise out of his em-
ployment with DePuy. The court re-
versed the award of benefits.
DePuy Inc. vs. Farmer, Court of Ap-
peals of Indiana, Oct. 5, 2004
(BI/01/M.-$10)

No cover for idiopathic fall 

Harm that can be attributed to a
personal or idiopathic cause is uni-
versally noncompensable under
workers compensation, according
to the Court of Appeals of Nebras-
ka.

In March 1996, Kyle Lucas
worked as a manager of an automo-
bile dealership. On March 31, 1996,
Mr. Lucas was sitting at his desk
talking to a co-worker. He stood up
from the desk and a look of severe
pain crossed his face. Mr. Lucas
then fainted and fell to the floor.
Mr. Lucas remembered waking up
with several people standing over
him. In the emergency room, he
was treated for his fainting spells
and complaints of hip pain.

Tests revealed that Mr. Lucas had
broken his hip and required
surgery. His fainting was deemed
due to hypoglycemia. Later medical
treatment included the resetting of
his hip and the amputation of his
left leg above his knee. Mr. Lucas
filed for workers compensation
benefits, claiming that he injured
his left leg in a work-related acci-
dent. A trial court awarded him
benefits. The employer appealed. A
review panel reversed the trial court
and denied Mr. Lucas benefits. He
appealed.

On appeal, Mr. Lucas argued
that, even though he fainted be-

cause of hypoglycemia, a personal
cause, he was entitled to recover be-
cause the desk and chair at which
he was sitting changed the manner
in which he fell, increasing his risk
of injury.

The appellate court said that the
trial court found that Mr. Lucas
fainted because he was hypo-
glycemic and that he fell as a result.
Because the trial court found that
Mr. Lucas’ fall was not an unex-
plained fall, but, rather an idiopath-
ic fall, the court said that he was re-
quired to show some affirmative
employment contribution to offset
the fact that his fall was precipitated
by a personal condition. According
to the court, there was no evidence
to support the trial court’s finding
that his risk of injury was increased
because he was getting up from a
chair behind a desk when he fell to
the ground. The court affirmed the
decision denying Mr. Lucas bene-
fits.
Lucas vs. Ford, Court of Appeals of Ne-
braska, Oct. 12, 2004 (BI/03/M.-$10)

These abstracts were prepared by
Mayo H. Stiegler. Copies of these
decisions are available, at $10 each,
by sending a check payable to Mayo
H. Stiegler, to Business Insurance,
360 N. Michigan Ave., Chicago, Ill.
60601-3806. Provide the listed
number for each opinion ordered.

Legal Briefs

Potential insurance coverage opportunities
for mold-related claims are slipping away like

sand through an hourglass.
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D&O market sees
marginal moves

By DAVE LENCKUS

The directors and officers liability
insurance market is stabilizing from
the sharp price decreases over the
past 12 months but buyers are pur-
chasing additional limits and nego-
tiating coverage enhancements,
brokers and insurers say.

Some risks were able to slice their
primary coverage rates by 20% to
40% during July 1 renewals, market
executives note. But those buyers
had suffered the largest rate hikes
during the hard market and were
among the last policyholders to ob-
tain rate relief, the market execu-
tives say.

Such large rate cuts will not be
available for other risks that already
have negotiated significantly lower
rates, said broker Todd Jones, North
American practice leader at New

York-based Willis Executive Risk, a
unit of Willis Group Ltd.

Nashville, Tenn.-based HCA Inc.,
the nation’s largest multihospital
company, renewed recently for
about 12% less than last year, even
though it purchased higher limits,
said James D. Hinton, vp-risk and
insurance.

After D&O problems in the late
1990s, HCA strengthened its board

Prices in GL market 
mostly flat or down

By MICHAEL BRADFORD
and GLORIA GONZALEZ

Insurance buyers are finding a gen-
eral liability market that, with a few
exceptions, is welcoming them
with flat or falling coverage prices.

“I think we’re seeing a true swing
in the market now,” said Tim
Brady, national casualty practice
leader at Marsh Inc. in New York.
While the rate of price increases was
moderating a year ago, many buy-
ers are seeing “flat or decreasing”
rates at 2005 midyear renewals, he
said.

Competition in the primary gen-
eral liability market has heated up
and capacity is plentiful for most
risks, industry sources say. Some
buyers of excess layers will also find
good deals in a marketplace that
has remained stable over the past
year, sources say.

An energy company risk manager
is among those with a smooth lia-
bility renewal.

“General liability across the mar-
ket is kind of flat,” said Reed Wykes,
director of risk management for
Houston-based Parker Drilling Co.
“You’re not seeing big swings either
way. If you have a consistent pro-
gram to last year, you’ll see things
generally flat.”

As for capacity, “we’ve had no
problems,” Mr. Wykes said. “There
are more people entering the mar-
ket right now.”

Another risk manager plans to
buy general liability coverage after
four years of self-insuring the expo-

Property rates favorable,
but TRIA still in question

By MARK A. HOFMANN 
and SALLY ROBERTS

It’s still a buyer’s market for property
insurance.

Rates continue to decrease, albeit
not quite as steeply compared to this
time in 2004 as they had between
midyear 2003 and midyear 2004. Ca-
pacity for most risks remains ade-
quate.

But questions surrounding the
availability of terrorism insurance
this time next year are beginning to
have their impact on the market.
While terrorism coverage remains
relatively inexpensive despite the
U.S. Congress’ failure to reauthorize
the Terrorism Risk Insurance Act, in-
surers have begun inserting terrorism
sunset clauses in property policies
that extend beyond TRIA’s Dec. 31
expiration date.

TRIA’s long-term outlook became
even hazier last week when the Trea-
sury Department recommended that
the act not be extended in its current
form. Treasury left open the possibil-
ity that the administration could ac-

cept a significantly scaled back pro-
gram (see story, page 1).

Still, buyers right now have a good
deal with which to be pleased.

“The property market, in general,
is competitive. There are a lot of
players, and, certainly, we are in a
soft-market phase,” said Tim Rose,
president of Liberty Mutual Property
in Weston, Mass. “I don’t think
there’s that big of a difference be-
tween January and June and July,”
he said. “As far as rates go, we’re in

the high single-digit to lower double-
digit rate decreases. For larger ac-
counts, they are averaging a little
more than that, and medium-sized
accounts a little less.”

“So far this year, our average ac-
count has probably been turning
over with premium reductions of be-
tween 5% and 10%. But averages
don’t always tell the full story,” said
Randy Schreitmueller, vp at John-
ston, R.I.-based Factory Mutual In-
surance Co., which does business as
FM Global. “Clients who really went
the extra mile to improve their facili-
ties would be at the high end of the
spectrum.”

There has been no wholesale
movement of accounts, Mr. Schreit-
mueller said.

“In general, at least client reten-
tion is holding up very well. In bat-
ting-average terms, we’re still proba-
bly in the mid- to high .900s,” he
said. “All things considered, I don’t
think we’re seeing a lot of business
changing hands,” Mr. Schreitmueller

See P/C / next page See LIABILITY / page 18

See D&O / page 22

Terrorism policy options
allowing rate revisions
worry buyers. Page 20.
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said. It’s “more of a struggle” to get
new business, he said, because insur-
ers are defending their accounts.

“Honestly, I think there is a lot
more downward pressure. I don’t
think there’s any more competition;
the market’s competitive whether it’s
in the up or down cycle,” said Mike
Petruzzello, senior vp and chief un-
derwriting officer of Hartford Steam
Boiler Inspection & Insurance Co. in
Hartford, Conn.

“In many cases, there becomes a
mindset that the market is soften-
ing” and brokers are expected to
come back with lower quotes on re-
newal, Mr. Petruzzello said. “I think

it’s softening; I wouldn’t say it’s soft.
It’s not unbearable.”

“The rate of decrease is less than it
was a year ago,” noted Gail Nor-
strom, managing director-property
practice group for Aon Risk Services
in Avon, Conn. “In round numbers,
we’re probably looking at 10%. It’s
all over the lot, though—about a
third of our customers are getting de-
creases of 10% to 25% and probably
a like amount having as-is renewals,”
he said. Mr. Norstrom said that al-
though in “a very few cases,” clients
are facing increases, “the general
trends are still favorable to the poli-
cyholders.”

“We found it as a continuation of

an improved marketplace,” said
Bradley R. Wood, senior vp-risk man-
agement for Marriott International
in Bethesda, Md. “Premiums, on av-
erage, decreased 15% to 20% but var-
ied considerably among the perils.
We saw a much larger decrease on
terrorism insurance; wind-exposed
locations saw no decrease or were
virtually flat,” said Mr. Wood, whose
property program renewed in April.

“We saw sunset clauses on a signif-
icant share of our program, which
underscores the importance of the
reauthorization of TRIA,” he said.

“We had another good property
year,” said Steven La Shier, deputy
director-risk management for the Los

Angeles Unified School District. “We
saw rate reductions across the board
on most items.”

The district’s excess property rate
went down 5%, its earthquake policy
on its 29-story headquarters building
went down 10%, and its boiler and
machinery rate decreased 12%, Mr.
La Shier said.

It’s the second year in a row for
rate decreases at the district, which
retains the first $500,000 on each
property claim. “Everything went up
from 9/11 until July of last year,” Mr.
La Shier said. “I had even bigger de-
creases last year, but this year I unfor-
tunately had 8% to 14% property
value increases.”

“I have $8 billion worth of proper-
ty, so when you raise property up
8%, even though rates went down
5%, my net premium was an in-
crease,” Mr. La Shier said. He noted,
though, that “if I had the old rates
from last year, I would have paid an
extra $232,000 in premium” rather
than just the $40,000 extra the dis-
trict paid on its most recent property
renewal.

“Not only have the rates come
down, but a few of the bells and
whistles are coming back that we lost
in the late ’90s and, obviously, post
Sept. 11,” Mr. La Shier said. “I got en-
hanced limits, I got enhanced cover-
ages and I got rate reductions at the
same time.”

Despite four hurricanes hitting
Florida last year, Mike Benishek, risk
manager for the Palmetto, Fla.-based
Pacific Tomato Growers, said he
doesn’t expect “anything shocking”
when he renews his property cover-
age on Aug. 31. The Tomato Grow-
ers’ property coverage is part of a
commercial package policy.

In fact, after receiving a rate de-
crease on the property portion of the
package policy last year, Mr. Ben-
ishek said he anticipates even softer
rates this year.

Current market conditions should
not change soon absent negative ex-
ternal developments, said Liberty
Mutual’s Mr. Rose.

“It will remain competitive
through the rest of this year,” he pre-
dicted. “When it will end, I’m not
sure. There are certain events that
could influence the insurance cycle.
Certainly, one manmade or natural
catastrophe…would have an impact
on the cycle, maybe bringing it to an
end.”

Mr. Rose noted that, similarly, a
significant improvement in the in-
vestment climate could extend the
length of the current cycle

Whether current market condi-
tions persist will depend on insurer’
results, said Aon’s Mr. Norstrom. He
noted that deductibles are still high,
but a major earthquake or another
active windstorm season could turn
the market.

Still, the rate decreases won’t last
forever, said Bob Howe, director-
global property placement for Marsh
Inc. in New York. “Accounts that
have had major reductions may see
some pushback from underwriters.
Underwriters are getting close to that
line where they’re looking closely at
rates and how the rates stand up to
where they think they’re appropri-
ate. We’ve seen some underwriters
walk away from business,” he said.

“Clients need to be very conscious
of the compounding effect of these
multiyear reductions,” he said.

Mr. Howe said some rate decreases
might be misleading because of an
escalation in replacement values
used by some underwriters. Higher
costs for construction materials such
as steel and cement have caused
some underwriters to increase re-
placement values to the point where
they significantly reduce the rate
cuts, he said.

TRIA’s hazy future, if it has any fu-
ture at all, is definitely having an im-
pact, said Alexandra Glickman, man-
ager director and practice leader of
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By JUDY GREENWALD
and SARAH VEYSEY

Reinsurance rates are declining, but
not dramatically, say many reinsur-
ers and intermediaries.

Both property and casualty rein-
surance rates are slipping during
midyear renewals, reflecting a gen-
eral softening across most of the in-
surance market, they say.

One of the few exceptions is
Florida property catastrophe rates,
where increases are being pushed
through in light of the losses from
the series of hurricanes that bat-
tered the state last year.

And although capacity is expand-
ing for traditional reinsurance cov-
erages, there is little appetite to buy
or sell finite risk coverage as that
line of business continues to be
scrutinized by state prosecutors.

The market is experiencing a
“gentle slide downwards,” said
Steven Bolland, president of rein-
surance intermediary Gill & Roeser
Inc. in New York.

“The general market trend is
slightly down, but the feeling ap-
pears to be…we’re coming off one
of the best rating environments in
years, and therefore you could re-
duce the rates a little bit and still

maintain an element of profitability
on an underwriting basis,” said Mr.
Bolland. Florida is an exception be-
cause of last year’s hurricanes, but it
is “not enough to offset the general
trend,” he said.

“It’s OK. It’s nothing dramatic.

Very orderly,” said John Berger,
president and chief executive offi-
cer of Chubb Re in Bernardsville,
N.J., of the midyear renewals.

“I think, just in general, there’s
erosion in pricing and terms and
conditions,” with a “steady spiral
downwards,” he said. Rates overall
are down “anywhere from flat to
10% on the reinsurance side, which
is compounded by about the same
thing on the insurance side,” said
Mr. Berger. “On quota share, you
see buyers pushing for more com-
mission and loosening of terms, but
nothing dramatic.”

The renewals are proceeding in a

“rational way,” said Gregory T.
Doyle, executive chairman of Shel-
ton, Conn.-based BMS Vision Re.
“Where there are exposure changes
up or down, the market’s taking
that into account,” he said. “While
there is a little more competition on
the price side than there was at Jan.
1, it’s nothing that seems terribly
out of line with normal market
trends.”

For U.S. business, the market has
been generally stable, said James
Few, chief underwriting officer and
head of property reinsurance for
Bermuda-based Aspen Insurance
Ltd. Terms and conditions remain
steady, and although price reduc-
tions are inevitable as the market
softens, so far, the rates decreases
have been moderate, he said.

The market is softening, said Cal-
lum Stewart, head of North Ameri-
can treaty business at London-
based broker Alwen Hough John-
son Ltd. The hurricanes that hit the
United States last year had a stabi-
lizing effect on prices at the Jan. 1,
2005, renewal, he noted.

But those hurricanes had a
greater effect on primary layers
than on reinsurance and it is in-

Arthur J. Gallagher & Co.’s Gallagher
Real Estate & Hospitality Services
unit in Glendale, Calif.

“This is a schizophrenic market.
We’re seeing rate decreases, includ-
ing catastrophic perils, in the 15%-
plus range. At the same time, the
threat of TRIA not being extended is
limiting a lot of carriers from provid-
ing capacity to the commercial real
estate and finance industries,” Ms.
Glickman said.

“Until Treasury and Congress gets
this sorted out, my concern are
clients are going to be paying ridicu-
lous premiums for stand-alone cover-
age that they may not need if, in
fact, (TRIA is) extended,” she said.

“I think you’re beginning to see in
the industry conditional extensions”
for terrorism coverage on property
policies, said Liberty Mutual’s Mr.
Rose. “We’ll see some withdrawal of
capacity, and some carriers have said,
beyond the Dec. 31 date, they will
not provide the cover. I think very
shortly the pressure will build, de-
pending on what Treasury decides.”

“It’s a very real and very big issue
for property carriers and for the in-
surance industry,” Mr. Rose said.
“There’s a lot of interest in the indus-
try to see it extended, and, if it’s not,
then there will be a reaction, from an
underwriting standpoint, as to pric-
ing and capacity.”

“If TRIA is not reauthorized, we’re
going to have a pretty difficult situa-
tion,” said Mr. Norstrom, adding
that almost 60% of Aon’s customers
purchase terrorism coverage.

“Absent TRIA, terrorism coverage
will be very scarce and very expen-
sive,” he said.
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evitable that the market will contin-
ue to soften, Mr. Stewart said. Re-
cently, he renewed a major catas-
trophe program for which there was
a “vast amount” of available capaci-
ty and the coverage was provided at
a “reasonable rate,” Mr. Stewart
said.

Clement Booth, chairman and
chief executive officer of Aon Re In-
ternational in London, said cedents
are paying “a little less” for their
coverage than they were doing a
year ago.

But although prices are falling,
cedents that took higher retentions
to offset some of the price increases

during the hard market are unlikely
to reduce those retentions as the
market softens, Mr. Booth said.
Many cedents now feel comfortable
with the levels of retentions that
they are taking, he said.

Price reductions for property
reinsurance are a continuation of
an existing trend said Richard Di-
Clemente, president of New York-
based THB Intermediaries Inc., a
reinsurance intermediary.

“The prices, of course, have been
dropping for quite a while now,
anywhere from 10% to 25% on
property renewals, primarily due to
all the excess capacity that’s in the
marketplace, except for areas that

are heavily exposed for cat business,
as in wind areas, for example. We’re
even starting to see the (difference
in conditions) business getting pres-
sure downward, which is usually
one of the signs the property mar-
ket’s really reaching a fairly soft lev-
el,” he said.

Large property business is “under
significant pressure pricingwise all
the way from the primary on up,”
said Chuck Hewitt, Boston-based
executive vp, client development,
for intermediary Benfield Blanch
Inc. “The reinsurance rates may not
be declining that much, but when
you combine it with the declining
primary rates, the amount that they

are getting for the business” is
down at least 10% year over year,
which is on top of last year’s rate
declines, “so it’s a continuing pres-
sure.” An exception is Florida catas-
trophe business, where rates may be
up 10% to 20%, said Mr. Hewitt.

In the casualty area, “we’re seeing
a relatively small but continuing re-
duction in pricing in rates,” but
that is being driven by “having a
much higher comfort level that the
base pricing is much more adequate
than it’s been,” with the industry’s
emergence from a “very rough peri-
od” in 1997-2002, said Mr. Hewitt.

But Dom Addesso, president of
the direct treaty unit at Princeton,
N.J.-based American Re-Insurance
Co., said primary rates, particularly
on the casualty side, are falling
“more quickly and to a greater de-
gree than we had expected, and
that is particularly true in the large
account arena. It’s also something
we’re seeing in the (directors and
officers liability) marketplace, and
something that we didn’t fully ex-
pect now,” said Mr. Addesso.

Some observers see a change in
the market’s buying and selling
habits. Insurers are buying reinsur-
ance more opportunistically than

they have in the past, said Mr. Di-
Clemente. “They’re viewing rein-
surance as much more of a com-
modity, and buying just in areas
where they feel there’s a specific
need, as compared to the past,
where it may have been more rela-
tionship-driven,” he said.

BMS Vision Re’s Mr. Doyle said
reinsurers are now more willing to
venture into other market areas. “As
things have gotten a little bit more
competitive, there’s been a little bit
of expansion in terms of reinsurers
being more willing to look at seg-
ments that six months ago, and cer-
tainly 12 months ago, they would
have been more reluctant to look
at,” he said.

But despite this, little if any finite
reinsurance is being written, which
is a direct result of the scrutiny it
has undergone by New York Attor-
ney General Eliot Spitzer and oth-
ers, say observers. “I think there’s
little demand for finite right now,
just because it’s going to receive
scrutiny even if it’s a legitimate fi-
nite deal,” said Patrick J. Denzer,
president and chief executive offi-
cer of intermediary John B. Collins
Associates Inc. in Minneapolis.

The insurance industry investiga-
tions have in general made market
participants more cautious, say ob-
servers. “I think most reinsurers, in-
surers and brokers are not putting
their heads above the parapet,” said
John N. Gilbert Jr., chairman and
CEO at New York-based Holborn
Corp., a reinsurance intermediary.
“They’re keeping their heads down
and hoping that this too shall
pass,” he said.
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Reinsurance industry executives
generally agree rates for coverage
are declining in the following lines:

PPrrooppeerrttyy  rreeiinnssuurraannccee:: 10% to 25%,
except for catastrophe-exposed
business, where rates may be up at
least 10%.

CCaassuuaallttyy  rreeiinnssuurraannccee:: Rates continue
to decline, with easing of terms.

FFiinniittee  rriisskk:: Low demand amid
industry investigations.

Buyers are “viewing
reinsurance as much

more of a commodity.” 

Richard DiClemente
THB Intermediaries Inc.
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sure.
Nick Hensgen, vp of risk manage-

ment at ResCare Inc., a Louisville,
Ky.-based provider of services for
people with mental disabilities, said
he is buying $2 million in per-oc-
currence limits with a $20 million
three-year aggregate. “For the first
time in four years,” he said, the
company received a “viable quote”
and in late June was lining up the
coverage with XL Ltd.

“This year there has been some
new capacity” from existing players
in the general liability market and
from new entrants, he said.

“The market has very definitely

gotten more competitive than what
we have seen in the last couple of
years,” said Russell M. Johnston,
New York-based president of do-
mestic risk management at AIG
Global Risk Management, a unit of
American International Group Inc.

Liability rates generally are flat,
though some prices for excess layers
have dropped significantly, said
Kathy Woodliff, senior vp, liability
line of business director for Zurich
North America in Schaumburg, Ill.

John Q. Doyle, president of
American Home Assurance Co., an
AIG unit in New York, character-
ized the excess market as “relatively
stable. We’re seeing very little price

change and very little change in
terms of coverage.”

Mr. Doyle said he has seen some
tightening of capacity in the excess
market. “One competitor has exited
and one is selectively nonrenewing
parts of its book,” he said. 

Even as prices have flattened or
fallen, sources note underwriters are
not reckless, and more competition
does not mean an across-the-board
softening.

“We’re not seeing anything irra-
tional,” said Charles H. Dangelo,
president of AIG Global Risk Man-
agement. “It is a good competitive
market out there.”

Sources agree the current market

is driven by healthy insurers with
expanding capacity, and no one is
predicting drastic rate reductions by
underwriters eager to raise cash.

A return to such a market is un-
likely, Ms. Woodliff said, as is a
“prolonged rate decrease.” 

“We haven’t seen a precipitous
slide” in rates, said Jonathan Zaffi-
no, executive vp of Willis Risk Solu-
tions in New York. “We are seeing
underwriters taking into account
loss experience, and, for the good
risks, we are seeing rate reductions
of 5%, 10%, 15%.”

“We’re seeing the market operate
within a pretty defined range in
terms of scope of coverage and the

rate environment,” he said.
Mr. Wykes said he believes the

general liability market will remain
flat into 2006. He said he does
think, though, that next year could
see “some reductions if the capacity
continues to increase. But the dis-
claimer there is if you have another
9/11 or you have extensive losses
the industry has to absorb. If it’s
business as usual, I think you’ll see
a reduction.”

Risks with less than stellar loss
records and those in classes tradi-
tionally considered by underwriters
as tough—pharmaceuticals for ex-
ample—won’t see the price breaks
given to accounts with few claims
in safer classes, said Mr. Johnston of
AIG Global Risk Management.

Ms. Woodliff said some large ac-
counts such as pharmaceutical
companies or others with heavy
product exposures have begun to
self-insure their defense costs be-
cause insurers’ appetite for that risk
has changed.

And there are some smaller ac-
counts that have had so much trou-
ble finding affordable general liabil-
ity insurance that they have turned
to an alternative coverage source.

The general liability market for
small to midsize construction risks
went from “a very competitive soft
market” a few years ago to “just
stopping” in recent months, said
Annette Singer, vp and director of
United Contractors Insurance Co., a
Washington-based risk retention
group.

The RRG, approved by regulators
last October, has written coverage
for around 767 accounts since it be-
gan accepting risks in January. The
insurer writes $1 million in per oc-
currence general liability limits and
the same for products and complet-
ed operations. The coverage carries
a $1 million aggregate.

“It’s been phenomenal,” Ms.
Singer said of response to the RRG.

Buyers should evaluate alterna-
tive markets, even when there is
ample capacity from traditional in-
surers, because some alternatives
may be better suited to a company’s
objectives, said Willis’ Mr. Zaffino.
Even though most buyers are not
being driven to alternatives by a
lack of capacity or other market-
place dislocations, there are “many
benefits to evaluating those pro-
grams,” he said.

Although buyers in the tradition-
al market are finding attractive
prices, many are still eager to retain
some exposure, sources said.

“It’s our sense overall,” said Mr.
Brady of Marsh, that companies
generally are maintaining or raising
their retentions.

Mr. Wykes of Parker Drilling said
that’s the case for his company. A
spike in energy prices has helped
Parker keep more of its risk, he said.

“When our profits are up, we are
able to take higher retentions and
that reduces our insurance premi-
ums,” Mr. Wykes said.

Many large clients are taking sig-
nificant retentions for general lia-
bility lines, said Mr. Zaffino, but
also are seeing some stringent col-
lateral requirements from insurers.
“The level of required collateral is
pretty significant and that doesn’t
seem to be changing at all,” he said. 
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By BARBARA COCKBURN
and SARAH VEYSEY

LONDON—Rates for marine hull
business were generally flat or mod-
estly higher at July renewals, as an
abundance of capacity kept rates
level.

Hull rates are generally remain-
ing stable, said Jonathan Macey, a
broker in the marine division of
London-based Tyser & Co. Ltd.

After the terrorist attacks of Sept.
11, 2001, Mr. Macey said, rates for

marine hull business rose by be-
tween 25% and 50%. Such increases
have since slowed, and the stabiliza-
tion is being driven by the abun-
dance of capacity, he said.

Kevin Juniper, operations direc-
tor at London-based Aon Ltd., 
said hull rates were rising by 5% to
10%, with plenty of capacity gener-
ally available for all but the largest
risks.

Nicholas Bonnar, head of special-
ty lines at Aspen Re, a unit of
Bermuda-based Aspen Insurance
Holdings Ltd. in London, also not-
ed that primary rates have risen for
some marine hull business. Mr.
Bonnar said, though, that the price
increases are less pronounced than
those in 2004 and 2003 and that
the ’03 and ’04 price hikes were
coming off extremely low rates be-
fore 2002.

One factor behind the continued
increases, he said, is the high cost of
raw materials—particularly steel—
which has led to an expectation
that claims costs will increase, he
said.

Nic Wilmot, senior vp of Gard
Services, a unit of Norwegian ma-
rine insurer Gard in Bergen, said
that “while there has been a small
decline in the number of (acci-
dents), the average cost of (acci-
dents) is rising. And, overall, the to-
tal claims picture is not getting any
better.”

Mr. Wilmot said that the in-
creased cost of steel, coupled with
rising freight traffic, could be in
part to blame for rising claims costs.
And the cost trends, he said, are de-
terring underwriters from slashing
rates.

But Christine Dandridge, execu-
tive director at Lloyd’s of London
managing agency Atrium Under-
writing P.L.C., said hull rates gener-
ally are down by 5% or less.

She said that hull business “is not
a very profitable class” and added
that the fact that “there’s so much
competition is a surprise.” Some of
that competition, she said, is com-
ing from new entrants from Bermu-
da.

Simon Beale, a divisional under-
writer at Lloyd’s managing agency
Amlin Underwriting P.L.C., said:
“There are too many underwriters
who want to write hull business,
and that overcapacity drives the
pricing down. The persistence of
underwriters not letting go could be
due to them harking back to the
good times in the early 1990s, and
those underwriters are expecting it
to return.”

Meanwhile, rates in the energy
market have risen significantly, Ms.
Dandridge said.

A key factor behind those in-
creases has been Hurricane Ivan,
which struck in the Gulf of Mexico
last September, causing underwater
mudslides that resulted in property
and business interruption losses for
many underwriters, she said.

“This has really challenged the
market, and rates are going up sub-
stantially because of it,” she said.

Mr. Bonnar also noted that 
offshore energy risks in the Gulf 
of Mexico are seeing price increases
in the wake Hurricane Ivan, and
some businesses that suffered losses
from Ivan are seeing dramatic rate
hikes.
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Overflow marine hull capacity
keeping rate increases low

TRIA clauses worrying
Brokers warn of policy option to renegotiate rates
Risk managers with midyear re-
newals need to consider the conse-
quences of policy endorsements
some insurers are linking to the
possible expiration of the Terrorism
Risk Insurance Act.

TRIA is scheduled to expire in De-
cember unless it is reauthorized by
Congress. The act provides a federal
reinsurance program that provides
insurers with coverage in the event
of losses related to terrorist acts.

In a move that “concerns us
greatly,” some insurers are adding
policy endorsements that will allow
them to “unilaterally renegotiate

the premium in the event of the ex-
piration of TRIA,” said Tim Brady,
national casualty practice leader at
Marsh Inc. in New York.

The renegotiation can occur re-
gardless of a policyholder’s expo-
sure to terrorism, even if no terrorist
incident has taken place, he said.

After pressure from brokers, some
insurers have agreed not to include
the endorsement, Mr. Brady said.

The presence of the endorse-
ments, Mr. Brady said, “should be
of great interest” to all companies
with renewals.

—By Michael Bradford
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By RUPAL PAREKH

For the majority of risk managers
renewing errors and omissions lia-
bility coverage at midyear, things
could be worse.

Unlike the double-digit price
hikes of the past two years, E&O
rates are now stable to down slight-
ly, insurers and brokers say, with no
dramatic changes in the market-
place arising since January.

Buyers on average are negotiating
rates that are flat or 5% to 10% low-
er than six months ago, said
Michael W. Smith, president of the
professional liability division at Na-
tional Union Fire Insurance Co. of
Pittsburgh, Pa., a New York-based
unit of American International

Group Inc.
Rate softening is more common,

and slightly deeper, in excess layers
than in primary layers, market exec-
utives report. If primary E&O rates
decrease by as much as 10%, then
excess E&O rates may go down as
much 15%, according to Sandy
Codding, senior vp with Marsh &

of directors, its board audit commit-
tee and its corporate governance.
Those changes have made it an at-
tractive risk for insurers, even
though HCA is in a tough industry,
Mr. Hinton said.

In addition, HCA’s premiums
shot up more than sevenfold four
years ago, though Mr. Hinton noted
that was partly due to the purchase
of additional coverage.

Most risks saw only marginal rate
movement at renewal. Broker
Michael D. Rice, the Denver-based
managing director of Aon Financial
Services Group, a unit of Aon Risk
Services Inc., described the market

as “stable,” with typical rate move-
ments falling within a range of 5%
decreases to 5% increases.

Rate hikes, though, “are still rare,
absent a risk having a problem or
claims or something like that,” ob-
served Tony Galban, senior vp and
global D&O product manager at
Warren, N.J.-based Chubb Specialty
Insurance, a unit of Chubb Corp.

John W. Keogh, president and
chief executive officer of National
Union Fire Insurance Co. of Pitts-
burgh, Pa., agreed that rates are gen-
erally lower. New York-based Na-
tional Union is a subsidiary of
American International Group Inc. 

“Since January, I think, there has

been some needed stabilization,”
with primary rates typically flat to
10% lower, he said.

Risks that faced the toughest re-
newals included financial institu-
tions, pharmaceutical manufactur-
ers and large technology companies.

Some of those risks, including in-
surers looking for their own D&O
protection, not only faced higher
rates but also could not find markets
willing to write Side B coverage, Mr.
Keogh said. Side B D&O insurance
reimburses a corporate entity after it
has indemnified its executive man-
agement for their D&O losses and
legal expenses.

Any kind of risk with a large mar-
ket capitalization also generally was
unable to negotiate rate discounts,
market experts say.

For the months ahead, brokers
and insurers—who often complain
that rates are too low given recent
losses and claim activity—say they
do not expect to see a marketwide
rate spike, unless the market suffers
severe losses.

“I’m not prepared to say that
hardening is necessarily imminent,”
said Gary Dubois, the New York-
based chief underwriting officer for
Liberty Mutual Underwriters, a unit
of Liberty Mutual Group Inc. of
Boston.

Instead, Mr. Dubois observed, the
market is “taking a breather” as it
tries to figure out where to head
with plenty of capacity but a full
pipeline of claims.

Excess coverage rates are some-
what softer than primary rates, be-
cause that market is attracting more
capacity, several executives say.
Rates for low excess layers typically
range from 75% to 80% of the un-
derlying rate, while rates for high
excess layers generally range from
85% to 90%, market executives say.

Those rates could create trouble
for excess insurers, because losses
are hitting those layers much sooner
than in the past, Chubb’s Mr. Gal-
ban said.

Many excess underwriters are
“only a couple phone calls away”
from a loss instead of “years of liti-
gation away,” he said. “They’re in
for a real punishing revelation.”

But some excess insurers are be-
ginning to stop chasing business
that they would have to underprice,
as some reinsurers are restricting
how much insurers can cut rates,
said Devin Beresheim, a managing
director in New York with Marsh
FINPRO, a unit of Marsh Inc.

Worldwide D&O market capacity
also remains stable at an estimated
$1 billion to $1.5 billion of stated
capacity and $800 million to $900
million of capacity that they actual-
ly will use, market executives say. 

While even actual capacity far ex-
ceeds risk managers’ coverage ap-
petite, more buyers are beginning to
purchase a separate tower or are
building up their existing towers of
Side A-only coverage, market execu-
tives report. Side A coverage indem-
nifies directors and officers directly
for legal fees and losses that corpo-

rate entities are barred from cover-
ing. 

The interest in more Side A pro-
tection among the largest compa-
nies grew earlier this year, after exec-
utives at Enron Corp. and World-
Com Inc. settled D&O liability
claims by agreeing to contribute a
portion of their personal assets to
the settlements. And that interest
increased further during July re-
newals, market executives note.

Additional Side A protection
would not aid executives under sim-
ilar circumstances, market execu-
tives acknowledge. But it could pro-
vide more protection for executives
at companies that are barred from
indemnifying them or at companies
that file for bankruptcy and see their
traditional D&O coverage, which
combines Side A and B protection,
frozen as a corporate asset in
bankruptcy court. 

Few companies smaller than the
Fortune 500 have Side A coverage,
but “that’s where you see people
buy it” for the first time now, Na-
tional Union’s Mr. Keogh noted.

HCA’s Mr. Hinton said he used
some of the savings HCA obtained
during renewals to purchase an ad-
ditional $50 million of Side A-only
difference-in-conditions limits.

While D&O insurers generally are
not agreeing to significant rate cuts,
many are offering risk managers
coverage concessions, market execu-
tives report.

Risk managers increasingly are
able to negotiate nonrescindability
language for their policies, though
insurers typically offer that en-
hancement only for Side A policies,
market executives report.

Some insurers, though, now will
include that language in primary
Side A coverage on a case-by-case
basis, rather than on just DIC Side A
policies, Mr. Beresheim noted.

More insurers also will recognize
and sever innocent executives from
corrupt individuals for coverage
purposes, market executives say. In
addition, some risks have been able
to either reduce the number of top
executives whose knowledge of
wrongful acts would be imputed to
all covered executives or eliminate
that coverage-limiting language al-
together, market executives note.
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McLennan Cos. Inc.’s FINPRO
group in New York and co-leader of
Marsh’s national E&O practice.

Exceptions to the broad deceler-
ating trend exist in the form of
slight upward movement—in the
5% to 10% range—on rates for large
law firms and other large accounts
with complex E&O exposures, ac-
cording to Cathy Kelly, vp of the
Hartford Financial Services Group’s
professional liability division in
New York and head of Hartford’s
E&O practice.

While pricing is sluggish or hold-
ing steady for a variety of business
sectors, professional liability re-
newals continue to be challenging
for accountants, actuarial firms,
managed care organizations, large
technology vendors, banks and oth-
er financial institutions, insurers
and brokers say.

Small accounts continue to be 
a preferred E&O risk, while “real 
estate hasn’t been a difficult class”
and “smaller technology has 
been easy,” noted Clint Johnson,
senior vp, ACE USA Professional
Risk, a unit of Philadelphia-based

ACE USA.
All classes of business should be

able to find capacity, Hartford’s Ms.
Kelly said, though large risks may
encounter difficulty in attaining all
of their desired capacity. For law
firms with more than 200 attor-
neys, for example, “we are more
careful about where we attach,” she
said.

Accounting firms are currently
struggling to secure about $100 mil-
lion in deployed capacity, while
large law firms are typically unable
to find over $250 or $300 million,
Marsh’s Mr. Codding has observed.

Overall, however, the profession-
al liability marketplace is more fa-
vorable for employers during this
summer’s renewals than it has been
in recent years, executives say.

While there are still only a hand-
ful of players writing primary E&O
coverage, risk managers are benefit-
ing from increased competition in
the excess E&O market, according
to Kevin Kalinich, managing na-
tional director of technology and
professional risks in Aon Corp.’s fi-
nancial services group unit in
Chicago.

In the past year, and even since
January, the number of excess in-
surers in the E&O market has
grown, with entrants coming pri-
marily from London and Bermuda,
Mr. Kalinich said.

Additionally, “Terms and condi-
tions are substantially negotiable, as
they were last year,” said Geoffrey
K. Allen, senior vp and E&O and e-
risk product leader at Willis Group
Holdings Ltd. in New York, with
underwriters making no major
changes to policies in the form of
coverage restrictions.

“We were able to negotiate a 
19% reduction on premiums, but
they’ve had to raise the deductible a
bit,” said Jane A. Keegan, enterprise
risk manager for the Port of Oak-
land, with responsibility for Oak-
land International Airport, in Cali-
fornia, who recently completed a
midyear E&O renewal. National
Union is the port and airport’s pri-
mary E&O insurer, writing the first
$15 million in limits, while ACE
USA is their excess insurer, writing
the following $10 million, Ms. Kee-
gan said.

Ms. Keegan is pleased with the

structure of their E&O program and
the rate reduction achieved during
this renewal, and believes that
“large amounts of senior employees
retiring early” helped to improve
their E&O exposure, leaving fewer,
and younger, workers to potentially
file claims.

One change she noted during the
process was having increased paper-
work to complete on behalf of her
broker of several years, Marsh, than
in the past. “I had never experi-
enced this amount of disclosure or
requirements to bind,” she said.

MMC in January agreed to pay
$850 million to end regulatory in-
vestigations of fraud. As part of its
settlement, it and other brokers that
have since entered similar settle-
ments pledged to enhance trans-

parency for clients, which Ms. Kee-
gan says contributed to the extra
paperwork.

The keys to a successful policy 
renewal are no secret, under-
writers say: get started early, and
present complete submission infor-
mation.

“Risk managers should work
closely with producers and meet
their underwriters to ensure that all
parties understand the risks to the
best possible degree,” said Ms. Kelly.
“That’s how they’ll get the program
they need that is also best for their
business.”

Face-to-face meetings are valu-
able not only between primary in-
surers and risk managers, Mr. John-
son of ACE said, but between high-
er towers of coverage as well.

By ROBERTO CENICEROS 
and MEG FLETCHER

Flat to lower renewal rates for work-
ers compensation coverage are now
typical, while ongoing state reforms
and the fate of the Terrorism Risk In-
surance Act stand to affect future in-
surance purchases.

Large buyers, in particular, are cur-
rently benefiting from a bit more in-
surer competition and improved in-
surer profitability, observers say.

“We are seeing either flat renewals
or renewals that are 5% to 10% less
than expiring rates,” said Craig Si-
mon, managing director and nation-
al casualty marketing leader for
Willis North America Inc. in New
York.

Several other market observers
say, though, that rates, on average,
are staying closer to flat. They cau-
tion, nonetheless, that workers
comp prices vary from account to
account and from state to state,
making generalizations difficult.

But the greater the policyholders’
retentions, the more likely they will
receive rate reductions from last
year, said Tim Brady, managing di-
rector-national casualty practice for
New York-based Marsh Inc.

With current pricing, “there is a
lot more dancing around” than a
year ago, Mr. Brady said. Rates are
now about flat or range from 5% de-
creases to 5% increases, he said.

Excluding coverage for risks in
California, where reforms have re-
duced pricing more than the nation-
al norm, rates for 2005 are running
about flat to minus 2%, said Joe
Treacy, assistant vp-workers com-
pensation for Hartford Financial Ser-
vices Group Inc. in Hartford, Conn.

Because of reforms enacted in Cal-
ifornia during 2003 and 2004, The
Hartford filed to reduce rates in that
state by an average of 18% for poli-
cies that incepted July 1, Mr. Treacy
said.

Agricultural processor Archer
Daniels Midland Co. found that, for
nationwide excess workers comp
coverage that renewed July 1, pric-
ing remained relatively flat from a

year earlier, according to Michael
Lusk, ADM’s corporate vp for insur-
ance and risk management in De-
catur, Ill.

ADM purchased its coverage from
Old Republic Insurance Co. and ex-
perienced a slight premium increase
only because it increased its payroll,
Mr. Lusk said.

David Turner, senior vp-risk man-
agement for Chicago-based Equity
Office Properties Trust, said that

while renewing coverage last sum-
mer, he experienced flat pricing.
This year, he expects a 5% to 6% de-
crease, on average.

Mr. Turner explained that he ex-
pects better pricing over last year be-
cause workers comp insurers have
returned to profitability. Additional-
ly, risk managers’ efforts to prevent
losses are paying off with a general
decrease in overall claims frequency,
he said.

But there is less pressure for work-
ers comp underwriters to lower their
rates than there is for other lines of
insurance, noted Paul Ramont, vp of
workers compensation product
management for St. Paul Travelers
Cos. Inc. in Hartford, Conn. Mr. Ra-
mont added that while workers
comp results are improving, the line
is still not as profitable as other
forms of insurance.

A National Council on Compen-
sation Insurance Inc. report on in-
surer results released in May states
that insurers’ calendar year com-
bined ratio dropped four points, to
105%, the best performance since
1997. Insurers’ accident year com-
bined ratio dropped to 94%, repre-
senting the best performance in over
a decade and a 45-point improve-
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ment in five years.
But with medical cost inflation ris-

ing at about 10.5%, insurers cannot
lower their rates significantly even
though they are showing improve-
ments, said John Flatley, workers
compensation treaty product leader
for GE Insurance Solutions in Kansas
City, Mo. Mr. Flatley said that he is
seeing neither significant rate in-
creases nor rate decreases, as most
insurers strive to maintain rate ade-
quacy, stay ahead of inflation and
keep their results from slipping into
the red.

Overall, Mr. Flatley described the
workers comp market as “stable.”

But more insurers are committing
increased capacity to the line, Trav-
elers’ Mr. Ramont said. Insurers that
had shown less interest in the work-
ers comp market have in the past 18
months grown more comfortable
with offering coverage, he said.

There currently exists “more vig-
orous” competition for large ac-
counts, Willis’ Mr. Simon said. But
there is also competition for middle-
market risks, he said.

“Capacity is generally easy to find
for most companies that are finan-
cially well managed and can prove

that they are taking an active inter-
est in reducing and controlling their
losses,” Mr. Simon added.

There are also more insurers will-
ing to provide a voluntary-market al-
ternative for certain companies in
assigned risk plans, said Jonathan
Hall. Mr. Hall is risk manager for
Minneapolis-based EMPO Corp.
Inc., a professional employer organi-
zation that provides administrative
services, including some workers
comp claims handling and loss con-
trol.

Risk managers and insurers,
meanwhile, said they hope that the
expected results stemming from re-
forms adopted in California will
eventually lead the workers comp
market overall to make improve-
ments. The reforms have already at-
tracted some additional insurance
capacity to California and have be-
gun to drive down rates there, more
so than has been observed in other
U.S. locations.

“The reforms are the most poten-
tially transformative we have seen in
the last 10 to 15 years,” said Mr. Ra-
mont of St. Paul Travelers.

Some of the most significant as-
pects of California’s reforms include
their call for “evidence-based” med-
icine and their allowance of employ-
ers and insurers to steer employees
into networks that can help control
provider practices.

If those measures can drive down
losses and rates in California, then
employers in other states are likely

to seek similar measures in their ju-
risdictions, Mr. Ramont said.

“If it can work in that environ-
ment—which, from a legislative and
judicial standpoint, has not all al-
ways been considered pro employ-
er—a lot of it will migrate,” Mr. Ra-
mont predicted. But he noted that
expected workers comp changes
have not always played out as de-
sired in California, and so insurers
remain cautious.

On June 1, Texas also adopted a
major reform law allowing employ-
ers and insurers to direct employees
into new physician networks and
calling for the adoption of treatment
guidelines.

For their part, more employers are
making sure they get the most from
their insurance purchases by de-
manding more information from in-
surers. In particular, more policy-
holders want details about what por-
tion of their premium dollars is go-
ing to insurer administration costs
and what portion is going to medi-
cal costs, said Anne Ritter, practice
leader in Hartford, Conn., for Aon
Workforce Strategies, a unit of Aon
Corp.

“People are asking much more
about every single element,” Ms. Rit-
ter said. Some of her clients are go-
ing so far as to include in their insur-
er request for proposals 40 or so

workers comp medical claims and
asking insurers how they would
price each claim. That way, they can
better determine what the insurers
propose to charge them for certain
medical services.

One of the biggest concerns hang-
ing over buyers and insurers alike is
the fate of the Terrorism Risk Insur-
ance Act, which currently is set to
expire on Dec. 31. TRIA affects em-
ployers’ workers comp liability dif-
ferently than other lines of insur-
ance, because nearly every state
mandates terrorism coverage for
workers comp injuries.

Employers that purchase workers
compensation policies with TRIA

coverage may face additional un-
specified premium charges for the
portions of the policies that are in
force after TRIA expires, should law-
makers fail to renew the act. Work-
ers comp insurers asked the Boca Ra-
ton, Fla.-based NCCI to prepare an
endorsement to address a premium
increase in such cases, but an NCCI
spokesman said he could not com-
ment on how frequently the en-
dorsement has been used.

Insurers say, though, that if TRIA
were to expire, though, capacity
could become more of an issue than
pricing, as insurers re-evaluate their
commitment to the workers comp
market.
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IF EVERY POLICY WAS 
A PUSSYCAT, YOU WOULDN’T 
NEED A BROKER LIKE US.

WWoorrkkeerrss  ccoommpp::  Reforms in California credited with driving down rates
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California workers
comp “reforms are the

most potentially
transformative we have
seen in the last 10 to 15

years.”

Paul Ramont
St. Paul Travelers Cos. Inc.
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By JERRY GEISEL

Health care plan cost increases are
continuing to ease, with average
rate hikes in 2006 likely to be in the
range of 7% to 9%, marking the
first time in about half a decade
that typical rate increases will not
go into double-digit territory.

Cost increases first began to
moderate this year, after several
consecutive years of accelerating
rates. In 2005, rate hikes generally
were in the range of 10% to 12%, a
decline from the 15% to 20% rate
increases that were common in
2003 and 2004.

Now, with two consecutive years
of slowing rate hikes, experts be-
lieve the era of double-digit health
care plan inflation is over, at least
for a while.

“We are seeing signs that cost in-
creases are moderating, with high
single-digit increases becoming
much more common,” said Ed
Lehman, West division director in
Los Angeles of Watson Wyatt
Worldwide’s group and health care
practice.

“Cost increases are abating,” con-
curred Dave Guilmette, a managing
director with Towers Perrin in
Stamford, Conn.

Several factors, experts say, are

driving the slowdown in health
plan cost increases, including:

● Cost-shifting. After years of re-
fusing to shift costs to employees,
many employers starting in 2004
began to significantly hike de-
ductibles and other cost-sharing re-
quirements.

By boosting deductibles, for ex-
ample, many more claims simply
will not pierce the level at which
the employer pays all or some of
the cost, while employees will use
services more carefully, said Barry
Barnett, a principal with the HR ser-
vices unit of PricewaterhouseCoop-
ers L.L.P. in New York.

“After a while, a $100 deductible
begins to lose its potency,” said
Paul Harris, a consultant with He-
witt Associates Inc. in Norwalk,
Conn.

● Insurer profitability. With most
managed care plans enjoying flush
profits, insurers have topped off
their reserves and are competing
more aggressively for business.

“They (insurers) have built their
reserves and surplus and now are
trying to grow,” said Harvey Sobel,
a principal and consulting actuary
in the Secaucus, N.J., office of Buck
Consultants, a unit of Affiliated
Computer Services.

“Carriers are in a much better fi-

nancial position” to be more ag-
gressive on rates, said Bill Sharon, a
senior vp with Aon Consulting in
Tampa.

● Provider rate moderation. Both
hospitals and physicians are moder-
ating their demands for big rate in-
creases from insurers, taking pres-
sure off insurers, in turn, to increase
rates for employers.

“We are not seeing the ridiculous

increases from providers that were
common just a few years ago,” said
Blaine Bos, a consultant in the Min-
neapolis office of Mercer Human
Resource Consulting. Negotiations
between insurers, Mr. Bos noted,
have gotten a lot less contentious.

“Providers may have felt they
have done a good job of catching
up,” said Buck Consultants’ Mr. So-
bel.

● Health promotion programs.
Employers in increasing numbers
have added programs to give em-
ployees incentives to participate in
programs designed to detect health
conditions such as hypertension
before they result in costly medical
treatments.

“These programs are becoming
very widespread” and can be very
effective in controlling costs, said
Mercer’s Mr. Bos.

Additionally, employers are test-
ing the waters and are looking for
other ways to keep costs increases
to more reasonable levels. One ex-
ample: limiting their coverage to a
flat dollar amount for prescription
drugs in a certain class, such as
cholesterol-lowering medications,
to make employees more aware of
the cost differences not only be-
tween brand names and generics
but also the differences in costs

among branded products in the
same class of drugs.

Such a design change starts to
drive employee behavior, said Tow-
ers Perrin’s Mr. Guilmette.

While cost increases are easing,
experts point out that they still are
running several times higher than
inflation overall. And while the per-
centage hikes are lower compared
to a few years ago, the actual dollar
increases are very high, because the
base from which cost increases are
measured now is much bigger than
it was a few years ago.

Yet there is much greater opti-
mism that cost increases can be
kept to more reasonable limits
compared to a few years ago, when
health care inflation was running
rampant.

Part of that optimism is ground-
ed in the knowledge that, slowly
but surely, much more information
about the quality of health care ser-
vices is becoming available. With
that kind of information available,
employees will be able to make bet-
ter, more cost-efficient choices.

“You can drive the system when
you have quality information,” Mr.
Bos observed.

“I am optimistic about the direc-
tion the health care system is go-
ing,” Mr. Sharon said.

Cost-shifting, insurer profits and health promotion programs slowing increases to about 7% to 9%
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• Broker compensation crisis

• Threats to the solvency of the U.S. pension system

• Impact of the softening market on the cost and
scope of coverage

• Fallout in market if Congress fails to extend TRIA

• Losses from major hurricanes and ongoing 
catastrophe perils

• Battle in the Senate over how to reform 
asbestos liability

Abating health care costs keep rate hikes in single digits

“We are not seeing the
ridiculous increases
from providers that
were common just a

few years ago.”

Blaine Bos
Mercer Human Resource Consulting
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By LAURA B. BENKO

Blue Cross & Blue Shield plans have
dived headlong into pay-for-perfor-
mance for physician services de-
spite lingering questions about how
best to design such programs and
hesitation among doctors to em-
brace the trend.

According to a survey, 29 of the
nation’s 51 Blues plans have
launched a total of 37 pay-for-per-
formance programs in 32 states,
and 14 more Blues plans expect to
roll out similar programs soon.
These efforts ultimately could cover
physicians treating 84 million pa-
tients in 46 states, according to the
survey by Harvard Medical School
researchers.

Only six Blues plans publicly re-
port physicians’ performance, but
eight others have said they planned
to do so by 2006 or 2007.

Dr. Allan Korn, chief medical of-
ficer at the Blue Cross & Blue Shield
Assn., which commissioned the sur-
vey, said the organization intends
to collaborate with Harvard and the

University of California at San Fran-
cisco to study incentive programs
to assess what works.

“We do believe that the way to
successfully impact quality and out-
comes with integrity is to improve
the level of medical care every physi-
cian in the United States is capable
of providing,” Dr. Korn said in June
at a news conference. 

Right now, universal physician
participation seems far off. Among
Blues-plan providers, 59% of prima-
ry-care physicians were eligible to
take part in a pay-for-performance
program, and 68% of those chose to
do so. Among specialists, 34% were
eligible to participate and just 48%
of those opted to do so. 

Many physicians report concerns
about the validity and fairness of
the measures used to judge their
performance and discontent with
payment methods. Others say they
are frustrated by the lack of stan-
dardization across programs.

All 37 incentive programs of-
fered by the Blues plans gauged
doctors on compliance with a vari-
ety of clinical guidelines. Twenty-
two incorporated patient-satisfac-
tion scores, 17 measured doctors’
accessibility to patients, and 15
scored physicians on their use of in-
formation technology. 

Many programs also used cost-re-
lated measures, such as pharmacy
utilization, but the survey did not
specify to what extent.

Laura B. Benko is a reporter for Mod-
ern Healthcare, a sister publication of
Business Insurance.
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By LAURA B. BENKO

California hospitals are at risk of
overspending on large construc-
tion projects as they race to im-
prove their earthquake readiness,
according to a research brief by
Moody’s Investors Service.

Many California hospitals ex-
ceeded their original spending es-
timates by 15% to 40% in recently
completed major capital projects,
Moody’s said. Overspending is
likely to continue as other hospi-
tals scramble to complete exten-

sive retrofitting, Moody’s analyst
Lisa Martin said.

California law requires hospitals
to ensure by either 2008 or 2013
that their buildings will withstand
a major temblor and to guarantee
by 2030 that the buildings could
continue operating after a quake.
State officials have estimated that
40% of all hospital buildings need
upgrades to meet the standards.
That could cost the state’s hospi-
tals up to $41 billion. 

“While hospitals nationally are
at risk of overspending on large

projects, we’re seeing an early
trend developing in California,
where hospitals face a number of
additional regulatory challenges,
and the sheer size of the construc-

tion projects magnify their risk,”
Ms. Martin said.

The California Hospital Assn. is
sponsoring a bill aimed at easing
some of the pressure. The bill,
which is before the state Assem-
bly’s health committee after pass-
ing the Senate in May, would al-
low hospitals to skip the 2008
deadline as long as they meet the
stiffer 2030 requirements by 2020.

Laura B. Benko is a reporter for Mod-
ern Healthcare, a sister publication of
Business Insurance.

Hospitals overspending to meet quake standardsBlues plans launch
incentives despite
doctors’ concerns

BI 07-04-05 A 27,28  6/30/05  3:52 PM  Page 1



New coverage launched
for independent directors
NEW YORK—National Union Fire
Insurance Co. of Pittsburgh, Pa., a
unit of American International Group
Inc., has launched an independent
director liability insurance program.

New York-based National Union’s
IDL Max consists of Side A excess
liability insurance with difference in

conditions coverage for independent
directors of publicly traded
corporations. The program also
drops down to provide first-dollar
coverage should the corporation
refuse to indemnify the independent
director and the traditional D&O
policy fail to respond due to
threatened or actual rescission of
the underlying insurance policy,
wrongful refusal to pay by any
underlying carrier or financial
insolvency of any underlying carrier,
among other situations.

For more information, e-mail
managementliability@ aig.com or
visit www.aignationalunion.com.

Monitor releases EPL
program for restaurants
ROLLING MEADOWS, Ill.—Monitor
Liability Managers Inc., a subsidiary
of W.R. Berkley Corp., is offering a
new employment practices liability
program for restaurants.

The customized EPL program,
Restaurant InsurePak, is available to
full-service restaurants, fast-food
restaurants, cafeterias, food services
contractors and vendors. It is

targeted to small-to-midsize
restaurants ranging from five to
2,000 employees. Liability limits of
up to $5 million are available.

For more information, contact the
Rolling Meadows, Ill-based company
at 847-806-6282 or visit
www.monitorinsurepak.com.

Online courses target
sexual harassment
ST. GEORGE, Utah—LearnKey Inc.,
a provider of online training courses,
has developed a sexual harassment
prevention training series for
businesses.

The Preventing Sexual
Harassment Series helps companies
comply with initiatives and improve
workplace environments. The series
consists of two online courses,
“Preventing Sexual Harassment for
Employees” and “Preventing Sexual
Harassment for Employers/
Supervisors.” Each course is self-
paced, and the courses can be taken
at any computer with Internet
access. Employers also have the
ability to track which employees
have taken the courses.

The courses provide information
on employment law, the different
types of sexual harassment and the
proper procedures for dealing with
each type. The courses are led by an
attorney from the Seattle-based law
firm of Lane Powell Spears &
Lubersky L.L.P.

To learn more, contact the
company at 866-306-7241 or visit
www.compliancetraining.org.

CDHP available for
Illinois employers
ROSEMONT, Ill.—Flexible Benefit
Services Corp. and Blue Cross & Blue
Shield of Illinois have partnered to
offer a consumer-driven health care
program for Illinois employers.

The FlexWORKPLACE program
offers voluntary health benefits that
help employees customize their

individual health plans according to
their budgets and needs. There are
no participation requirements, and
an employer contribution is not
required. The program includes
FlexHSA, which consists of a BCBSIL-
compatible health savings account
with banking and investment options.
It also features HSA55, which is an
HSA designed for individuals age 55
and older. HSA55 is paired with a
compatible BCBSIL health plan,
allowing individuals to accelerate
their tax-free contributions to help
build savings for retirement and
post-retirement health benefits.

Chicago-based BCBSIL supports
FlexWORKPLACE by providing
access to its consumer-driven health
plans, including BlueEdge Individual
HSA, BlueEdge Individual HSA 5000,
High-Deductible Plan, Children’s
Major Medical Plan and Children’s
Alternative Plan. FBSC provides
distribution as an independent
general agent for BCBSIL, offering
its FlexHSA and HSA55 products.

For more information, contact the
Rosemont, Ill.-based company at
877-353-9967 or visit its Web site at
www.flexworkplace.com.

IREM updates book
on building security
CHICAGO—The Institute of Real
Estate Management has published its
second edition of “Spotlight on
Security for Real Estate Managers.”

The book has been updated and
expanded to address the latest
building security measures following
the terrorist attacks of Sept. 11, 2001,

and contains the latest efforts
available for protecting buildings and
occupants. Some of its highlights
include legal issues including
negligence and liability, crime
prevention strategies and asset
protection strategies for a variety of
properties. New chapters cover
protecting computers and data from
viruses and hackers, security in the
mailroom and security at
construction sites, among other
topics. New appendices include
Internet resources and a
recommended reading list.

To order the book, contact the
Chicago-based IREM customer
service department at 800-837-
0706, ext. 4650, or online at
custserv@irem.org. More
information can also be obtained by
visiting the organization’s Web site
at www.irem.org.

Second edition
of HSA guide available
WASHINGTON—The HSA Insider
Inc. and the HSA Coalition have
published the second edition of “HSA
Road Rules,” which provides
information on the health savings
account marketplace.

The guide is available for
employers, insurers, administrators,
trustees and consumers, and it
includes nine new HSA road rules for
administrators, banks and employers
to help ease HSA administration. The
guide is published in an easy-to-
understand format and provides
facts as they apply to the targeted
readers.

To download the “HSA Road
Rules,” visit www.hsainsider.com.

Chubb offers bonds
for big projects
WARREN, N.J.—Chubb Corp. is
offering a surety bond for
construction projects over $500
million.

The SuretyPlus product intends to

respond to the protection needs of
large-scale construction projects.
SuretyPlus provides payment bonds
of up to $250 million in excess of a
minimum of $500 million of primary
bond limits. The product is available
through Atlantic Star Intermediaries
L.L.C., a wholesale broker based in
New York.

More information can be obtained
by contacting Bob Kelly, vp-Chubb
Surety, at 908-903-4584 or Nate
Lampard, vp-Atlantic Star
Intermediaries, at 212-233-5015.

Venture expands
hospitality program
WEST CHESTER, Pa.—Venture
Insurance Programs has expanded
its hospitality program targeted to
full-service restaurants, hotels and
resort properties.

The new addition to the Venture
Hospitality program offers property,
general liability, liquor liability,
commercial auto and umbrella
coverage. 

The package is underwritten by
Hannover Insurance Co., a
property/casualty insurer based in
Worcester, Mass. The limits available
for property are up to $20 million
per location, general liability limits
are up to $2 million aggregate, auto
and liquor liability limits are up to $1
million aggregate and umbrella limits
are available up to $25 million.

More information can be obtained
by contacting Annamarie Keen,
director of corporate sales, at 
800-282-6247, ext. 278, or visiting
www.ventureprograms.com.

We’d like to report on new risk
management and employee benefit
products and services offered by
your company. Send information
about your new offerings to: Carrie
A. Peinado, Business Insurance, 360
N. Michigan Ave., Chicago, Ill. 60601-
3806; telephone: 312-649-5313; fax:
312-649-7801; e-mail:
cpeinado@businessinsurance.com.

To place your ad, contact Tina Vasilakis at (312) 649-5340 / fax: (312) 649-7937 / E-mail: tvasilakis@BusinessInsurance.com
Business Insurance, Business Resources, 360 N. Michigan Ave., Chicago, IL  60601-3806.
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Broker is first solvent
employer to get OK

By SARAH VEYSEY

LONDON—Heath Lambert Group
has become the first solvent em-
ployer to get preliminary approval
to transfer pension obligations to
the United Kingdom’s recently cre-
ated guaranty fund for pension
benefits.

London-based Heath Lambert
last week received notification from
the London-based Pension Protec-
tion Fund that its three defined
benefit pension plans have been
validated to enter the fund’s assess-
ment period. Following that period,
which could last a year or longer,
the plans may be admitted to the
rescue fund.

While some observers say that
cases like Heath Lambert’s will be
relatively rare, others warn that
such moves could encourage other

solvent companies to make pension
promises they know they can’t keep
and then push the burden onto
other employers through the fund.

Heath Lambert last week became
the sixth company to enter the
PPF’s assessment period since the
fund, which is similar to the Pen-
sion Benefit Guaranty Corp. in the

United States, began operations in
April.

In May, Heath Lambert said that,
as the final part of a financial re-
structuring of the company that has
been underway since December
2003, it would seek to enter the
three plans into the PPF. 

Sources said that investors in
Heath, who provided capital as part
of the restructuring, had agreed to
do so on the condition that a reso-
lution was found for the company’s
pension funding problem. 

Plans in peril

Under U.K. Financial Reporting
Standard 17, which calculates the
assets and liabilities of defined ben-
efit pension plans, the Heath Lam-
bert plans had a combined deficit of
about £210 million ($382.2 mil-
lion) when the company ap-
proached the PPF, according to a
spokesman for Heath Lambert. He
declined to provide further details

about the assets and liabilities of the
plans.

The three defined benefit pen-
sion plans—the Heath Lambert
Group Pension Fund, the Lambert
Fenchurch Pension Fund and the
Morgan Insurance Brokers Pension
Fund—all were closed to new en-
trants between 2000 and 2002, ac-
cording to the spokesman. As part
of the recent restructuring, the de-
fined contribution plan that re-
placed those plans will be modified
with enhanced benefits, the Heath
Lambert spokesman said, declining
to provide details.

About 6,000 current and former
staff of Heath Lambert participate
in the three plans, according to the
spokesman.

The PPF is intended to safeguard
the pension benefits of employees
at insolvent companies with under-
funded plans, though exceptions
may be made if a company can
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QBE merges some
European units
QBE European Operations, the
European arm of Australian
insurer QBE Insurance Group, has
merged its non-Lloyd’s of London
underwriting operations. London-
based QBE European Operations
said that its European
commercial and European retail
divisions will trade as QBE
Insurance (Europe).

Buyers split on plan
to revise safety law
Roughly half of the respondents
to a survey said they believe a
proposal to toughen corporate
manslaughter law in the United
Kingdom would promote better
health and safety performance.
The survey, conducted by the
London-based law firm of CMS
Cameron McKenna, polled 320
risk managers, health and safety
managers and company lawyers
about the U.K. government’s
proposal, currently in a public
comment period, to revise
corporate manslaughter law to
make it easier to prosecute
companies when safety failures
lead to the deaths of employees
or third parties.

ABI links climate to
higher storm losses
Climate change could result in as
much as a two-thirds increase in
the worldwide cost of major
storms by the 2080s, according
to the Assn. of British Insurers’
global analysis of the potential
effects of projected climate-
change trends. “Financial Risks of
Climate Change” notes that
under “high-emissions
scenarios”—in which carbon
dioxide levels double—weather
changes could boost insurers’
capital requirements for U.S.
hurricanes by more than 90%
and for Japanese typhoons by
more than 80%.

Cooper Gay expands
Middle East business
The Cooper Gay Group, a Lloyd’s
of London-based insurance and
reinsurance broker, now has
expanded its business to cover all
lines in the Middle East, following
the announcement of a
partnership with marine
insurance broker LMG (ME) E.C. in
Dubai.

Aon Re U.K.
names new CFO
Aon Re U.K. has appointed
London-based Michael Reynolds
as chief financial officer of Aon
Re International. Mr. Reynolds will
also continue in his role as CFO
for Aon Captive Services Group
and will join the boards of Aon Re
U.K. and Aon Re International. Mr.
Reynolds is currently responsible
for the financial management of
the three business units of
Chicago-based Aon Corp.

� 66,,000000:: Number of participants
in Heath Lambert Group’s three
defined benefit plans. The plans
were closed to new participants
between 2000 and 2002.

� ££221100  mmiilllliioonn:: Amount of
estimated underfunding of the
Heath plans at time of application
to the Pension Protection Fund.

� ££115555  mmiilllliioonn:: Heath Lambert
Group’s consolidated revenues in 
2004.

Heath’s underfunding

PPF evaluating Heath’s underfunded plans 

See HEATH / next page

Trust by Aon, Marsh
funds U.S. students’
London market study
LONDON—Two students from
St. John’s University in New
York last week presented their
findings from a month-long
study trip to a group of senior
London insurance market fig-
ures.

The students, Allah Jackson
and Marco Perci, are undergrad-
uates in risk management and
insurance at the School of Risk
Management, Insurance and Ac-
tuarial Science at St. John’s Peter
J. Tobin College of Business.

Their research trip was funded
by the U.K. Market Charitable
Trust, a fund set up by Aon Ltd.
and Marsh Ltd. in the wake of
the Sept. 11, 2001, terrorist at-
tacks on the United States.

Messrs. Jackson and Perci last
month became the first students
sponsored by the trust to under-
take a month-long education
program in the Lloyd’s of Lon-
don and the London company

Evidence of steering
found Down Under
Australia sees a few problems among brokers 

By BARBARA COCKBURN 
and ELIZABETH FRY

SYDNEY, Australia—The Aus-
tralian Securities and Investments
Commission has completed its re-
view of brokerage compensation
practices, concluding that while
there was no evidence of “systemic
misconduct,” there are some “defi-
ciencies” in Australian insurance
brokers’ disclosure of compensation
and their management of con-
flicts of interest. 

Australian risk managers
said the report under-
scores the need for
brokers to be more
upfront about their
compensation and
for buyers to seek that
information. 

ASIC noted that while its
review of brokers—which
covered both commercial
and personal lines property/casual-
ty firms—did not uncover any in-
stances of bid-rigging such as that
alleged against Marsh & McLennan
Cos. Inc. in New York Attorney
General Eliot Spitzer’s October 2004
lawsuit against the brokerage, the
Australian regulator said it did see
“limited” evidence that suggested
some steering of business may exist
in the marketplace.

In its report, issued Thursday,
ASIC said that it would contact in-
dividual companies to resolve any
potential problems identified. The
regulator did not disclose what
companies were involved in the ex-
amination.

ASIC’s investigation, which be-
gan late last year, examined the
practices of 15 brokers—comprising

small, medium and large firms—by
reviewing statements and docu-
ments it obtained from the compa-
nies that generally applied to an 18-
month period ending in December
2004. ASIC also asked nine insurers
for information on their relation-
ships with brokers, the report notes.

ASIC’s review determined that
eight of the brokers it examined
had some kind of contingent com-
mission arrangement with insurers

at the time of the re-
view.

ASIC notes in
the report that

such compensa-
tion generally
is legal only if
“inherent con-

flicts are appro-
priately managed”

and such pay is dis-
closed.
The report notes that

all brokers have an obligation under
Australian law to manage conflicts
of interest and to disclose some in-
formation about remuneration. In
addition, personal lines brokers face
even stricter disclosure rules, ASIC
notes. 

“The brokers generally consid-
ered that most, if not all, conflicts
of interest arising from contingent
and other preferential remunera-
tion arrangements could be ade-
quately managed by disclosure.
However, where contingent remu-
neration arrangements that give
rise to a conflict of interest become
very significant to broker revenue
or profit, or are too complex to ade-
quately disclose, ASIC considers

SStt..  JJoohhnn’’ss  UUnniivveerrssiittyy  ssttuuddeennttss  AAllllaahh  JJaacckkssoonn,,  lleefftt,,  aanndd  MMaarrccoo  PPeerrccii  ,,
hhoollddiinngg  tthhee  ffllaagg,,  wwiitthh  aa  wwaaiitteerr  aatt  LLllooyydd’’ss  ooff  LLoonnddoonn..  TThhee  ssttuuddeennttss
ccoonndduucctteedd  iinnssuurraannccee  mmaarrkkeett  rreesseeaarrcchh  ffuunnddeedd  bbyy  aa  ttrruusstt  tthhaatt  AAoonn
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demonstrate that it risks insolvency
if its plan is not accepted into the
Pension Protection Fund, sources
say.

The fund guarantees 100% of
benefits to members already in re-
ceipt of a pension and 90% of bene-
fits owed to members still working,
up to an annual limit of £25,000
($45,500). Once a pension plan has
been finally admitted into the PPF,
the fund can take an equity stake in
the sponsoring employer.

Although Heath Lambert is not
itself insolvent, a spokesman for the
insurance brokerage said that it be-
lieved the plans would be eligible
for the fund in part because they
are held by a separate subsidiary
company, Heath Lambert Manage-
ment Ltd., which is insolvent and
was wound up in May. 

In a statement, the Pension Pro-
tection Fund said that the fact that
this subsidiary entity had entered
administration was one of the fac-
tors making the Heath Lambert

pension plans eligible for considera-
tion.

During the assessment period,
trustees of Heath Lambert’s defined
benefit plans must continue to pay
benefits up to the PPF level, a
spokesman for the PPF explained.
In its assessment, PPF will attempt
to determine whether there is any
chance the plans can be maintained
by the company and provide bene-
fits that are at least equal to PPF
benefits.

A spokeswoman for the United
Kingdom’s Pensions Regulator,
which regulates occupational pen-
sion plans in the United Kingdom,
noted that while Heath Lambert is
not itself insolvent, the regulator
determined that both members’
benefits and staff jobs were at risk if
the company were not allowed to
apply to the PPF for relief. 

In order for sponsoring employ-
ers that are not insolvent to be able
to access the PPF, the Pensions Reg-
ulator must be satisfied that there is
no realistic chance of the employer

being able to fund its pension
deficit in the future, the
spokeswoman explained. 

In such cases, the regulator looks
at all the circumstances of the com-
pany, the spokeswoman noted, and
companies that are deemed able to
continue to fund their pension
deficits without risking insolvency
will not be admitted to the Pension
Protection Fund.

“It is not a case of just dumping
pension liabilities onto the Pension
Protection Fund,” the spokeswom-
an said, adding that one of the
statutory objectives of the Pensions
Regulator is to try to prevent situa-
tions arising that cause claims for
compensation from the fund.

More to follow?

Some observers, though, say that
Heath Lambert’s move is troubling
to other sponsors of defined benefit
plans.

Donald Duval, chief actuary at
Aon Consulting in London, said

that by validating the Heath Lam-
bert pension plans, the Pension Pro-
tection Fund “has made it morally
acceptable for businesses to promise
pensions they cannot afford, then
dump their pension liabilities into
the Pension Protection Fund.”

“The costs will be borne by those
responsible businesses who keep
the promises they have made,” he
added. 

The PPF, which was set up with
an initial £400 million ($728 mil-
lion), backing from the govern-
ment, is currently funded by a flat-
rate levy on employers that operate
defined benefit pension plans. Next
year, the funding is slated to be
changed to a risk-based levy, which
will be based on how likely an em-
ployer is to tap the fund.

A spokesman for the National
Assn. of Pension Funds said that the
London-based organization had
concerns about the principle of a
sponsoring employer that is not in-
solvent being allowed to access the
PPF. 

He said the NAPF was concerned
that, although it is expected that
cases such as Heath Lambert’s
would be rare, “other companies
who are struggling” might be en-
couraged to place their pension
funds into the PPF in return for the
PPF taking an equity stake in the
ongoing company.

Without commenting on the
specifics of the Heath Lambert case,
Tim Keogh, a European partner at
Mercer Human Resource Consult-
ing in London, said that the Pen-
sions Regulator is likely to be strict
about testing future cases of solvent
companies that claim they could
become insolvent unless they can
shed their pension liabilities. 

It will not be sufficient for a com-
pany to demonstrate that its pen-
sion deficit is larger than its assets,
Mr. Keogh said, noting that the
Pensions Regulator has indicated
that a company must show that
there is no realistic chance of the
company ever being able to pay
that deficit off. 
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Have an agency
for sale?

Sell it here.
Contact Tina at 312-649-5340

LEGAL NOTICE

Notice to the Carnival and
Amusement Attraction Industry

of Possibly False Insurance
Documentation

Lloyd’s has discovered that cer-
tain carnival and amusement at-
traction (e.g., rock-climbing walls
and mechanical bulls) insurance
documentation reflecting cover-
age reportedly placed through
Richard Brooks & Associates Ltd
and/or Rich Brooks & Associates
may not be valid.  Lloyd’s asks
that any carnival owner or amuse-
ment attraction owner holding any
form of liability coverage bearing
Lloyd’s name, obtained either di-
rectly or indirectly through either
of the above-named entities, im-
mediately contact Lloyd’s in order
to verify the validity of that cover-
age. Please fax the declarations
page of that policy or binder and
any other identifying documents
to Wayne Wertzer at Lloyd’s
America, Inc. (fax: 212-382-4070;
ph: 212-382-4092) for verifica-
tion, and provide your name and
contact information.

Director of Branch Development
& Marketing

Burns & Wilcox, a national specialty insur-
ance underwriter and broker, 33 locations,
headquartered in Farmington Hills, Michi-
gan, metro Detroit, seeks a National Direc-
tor of Branch Development and Marketing.
10 years minimum experience in marketing,
management and financial analysis.  MBA
or professional designation required.
Excellent opportunity for professional
growth, advancement and financial re-
wards.  Full benefit package.
Confidential: hr@burns-wilcox.com
or FAX: (248) 865-2280 

HELP WANTED

Senior Officer
National Specialty Property and Casualty
Insurance Company, Farmington Hills,
Michigan, metro Detroit area, seeks officer
with management, underwriting, regula-
tory operations experience.  MBA or pro-
fessional designation preferred.  Excellent
opportunity for professional growth,
advancement and financial rewards.
Full benefit package.
Confidential: seeking1984@yahoo.com
or FAX: (248) 865-2280

HELP WANTED

EDUCATION

degree in Risk Management and
Insurance (concentrations in
Financial Services or Property &
Liability).  This affordable and
flexible program can be completed
via Internet access from any
location.  For more information
on the May 2006 sequence, visit

www.cob.fsu.edu/grad

offers an online master’s

Florida State
University

To place your ad, contact Tina Vasilakis at (312) 649-5340  /  fax: (312) 649-7937  /  E-mail: tvasilakis@BusinessInsurance.com
Business Insurance, Classified Department, 360 N. Michigan Ave., Chicago, IL  60601-3806. Call for details on blind box and internet advertising

HELP WANTED

C/L Producers/Marketers
Large independent north Louisiana agen-
cy with over 35 million premium is seeking
several proven & experienced C/L produc-
ers. Producer gets 75% of commission
new & renewal. You also own your own
book and get to hire own CSR staff. 75%
is correct. Also, looking for experienced &
proven marketer/placer of C/L. Addition-
ally, need an experienced acct. executive
to service existing C/L book.  Shreveport,
LA is a metro area of 400,000 with sev-
eral large employers such as auto manu-
facturing, US Air Force, medical school,
allied health schools, 5 casinos & 4 uni-
versities. Trade area is N.LA, E. TX and S.
AR. so we have mild winters and few
traffic jams. Great Louisiana food. 2 1/2
hour drive to DFW area. Send resume
& production history in confidence to
resume@moremanmoore.com, fax to 318-
424-0433 or mail to Personnel Manager
820 Jordan Street Suite 400  Shreveport,
LA 71101  please no phone calls

HELP WANTED

IN THE SUPREME COURT OF BERMUDA
COMPANIES (WINDING UP)

NO. 496 of 1993
IN THE MATTER OF THE COMPANIES ACT 1981 

AND IN THE MATTER OF 
THE BERMUDA FIRE & MARINE

INSURANCE COMPANY LIMITED 
(IN LIQUIDATION)

NOTICE TO CREDITORS AND CONTRIBUTORIES OF
INTENTION TO APPLY FOR RELEASE

Take notice that I, the undersigned, as one of the Joint
Liquidators of the above-named Company, intend to apply
to the Court for my release, and further take notice that any
objection you may have to the granting of my release must
be notified to the Court within twenty-one days of the date
hereof.  All of my former duties and responsibilities shall be
assumed by John Christopher McKenna and Gareth Howard
Hughes, the remaining Joint Liquidators of the company.
A summary of the receipts and payments to March 31, 2005
may be obtained from the Joint Liquidators or the
company’s website (www.bfmic.bm).
Enquires with respect to the above should be directed to:
The Joint Liquidators of The Bermuda Fire & Marine
Insurance Company Limited (In Liquidation), C/o Ernst &
Young, P.O. Box HM 463, Hamilton HM BX, Bermuda
Attn: Jahni Lindsay
Dated this the 25th day of June, 2005
LEON ANTHONY JOAQUIN Joint Liquidator

LEGAL NOTICE
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Like your PROFESSIONAL MARKETPLACE ad
in Business Insurance. Contact Tina
Vasilakis at 312-649-5340.

e-mail tvasilakis@BusinessInsurance.com

For 2005 BI Rates or
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Looking to fill a
job opening?

Call 312-649-5340
to place your ad in

BI’s Professional MarketPlace.

Help Wanted, Agency For Sale, Legal Notice, Business Opportunity.. .
Whatever your needs in the Corporate Risk Management, Employee Benefits, and Managed Health Care arena,

advertising in BI’s PrProoffeesssional Marksional MarkeetPlactPlacee can help you fulfill them.

August 1
Workers Compensation & Disability Management

Ad Closing: July 26

July 25
Open News & Features

Ad Closing: July 19

July 18
34th Annual Agent/Broker Profiles

Ad Closing: July 12

Upcoming Advertising Opportunities:

Call 312-649-5340 for details

HHeeaatthh::  Broker is first solvent employer to get OK from Pension Protection Fund
Continued from previous page
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of Mercer Human Resource Con-
sulting in New York.

Others note that a cash balance
plan-related amendment—pro-
posed by Rep. Boehner—attached
to the bill also could bolster the de-
fined benefit plan system. That
amendment would make clear 
that the basic design of most, if 
not all, cash balance plans is not age
discriminatory. The amendment,
though, would  apply only to new
or converted cash balance plans set
up after the amendment’s effective
date.

That would end the uncertainty
fueled by a 2003 federal judge’s 
ruling involving IBM Corp.’s 
cash balance plan. The ruling 
said that providing older and
younger employees in cash balance
plans with the same benefit and in-
terest credits is age discriminatory
because those credits would buy a
smaller retirement annuity for the
older employee than the younger
employee.

Well over 1,000 employers in the
last two decades have converted
their traditional plans to cash bal-
ance plans, which legally are de-
fined benefit plans. But amid legal
uncertainties, that move has
stopped, leading some employers
with cash balance plans to close
them to new employees, as IBM has
done, and expand existing defined
contribution plans; other employers
with traditional plans are switching
to defined contribution plans.

If that trend continues, the de-
fined benefit plan system could
wither away. “The crisis is (to keep)
the defined benefit plan system

alive and that requires resolving the
cash balance plan and hybrid plan
issue,” said Kyle Brown, an attorney
with Watson Wyatt Worldwide in
Washington.

“Rep. Boehner’s bill is a positive
step in that direction,” Mr. Brown
added.

Nevertheless, benefit experts say
the bill needs to go further so that
the cash balance plan amendment
is retroactive. Rep. Boehner, noting
that a prospective effective date for
the cash balance provision is all he
could obtain for now, said he will
continue working to broaden the
amendment.

The heart of the legislation,
though, is aimed at improving plan
funding to avoid future United 
Airlines-type pension failures. De-
spite complying with federal rules,
United’s plans were only 41% fund-
ed when the PBGC took them over,
resulting in a $6.6 billion PBGC
loss, by far the agency’s biggest, and
a $3.2 billion loss to plan partici-
pants for the benefits they earned
but the PBGC did not guarantee.

To improve plan funding, the leg-
islation would:

● Require employers to fully fund
their plans and amortize plan liabil-
ities over seven years. Current law
generally considers plans to be fully
funded when they are only 90%
funded, while in some cases compa-
nies can take decades to amortize li-
abilities.

● Curb the use of so-called credit
balances by employers with under-
funded plans. Credit balances are
earned for contributions that 
exceed the minimum required 
contribution and are used to off-

set—regardless of a plan’s funding
level—future required contribu-
tions.

● Bar plans that are less than 80%
funded from increasing benefits.

● Bar participants in plans that
are less than 60% funded from ac-
cruing new benefits. Sponsors of
such plans also would have to use
more-conservative actuarial as-
sumptions in valuing benefits.

● Require employers to use inter-
est rate assumptions that are tied to
plan demographics and based on
corporate bond yields of different
maturities. Under current law, all
employers—regardless of how their
plan demographics vary—use the
same interest rate, based on an in-
dex of long-term corporate bonds,
to value liabilities.

Additionally, the measure would
gradually raise PBGC premiums. For
employers with plans that are least
80% funded, the base $19 per par-
ticipant premium would rise over
the next five years to $30, while for
plans that are less than 80% fund-
ed, the increase would be phased in
over three years.

The measure’s next step is not yet
clear. It could be taken up by 
the House Ways and Means 
Committee, which also has jurisdic-
tion over pension legislation, or 
it could go directly to the House
floor later this month. House Re-
publican leaders have yet to make a
decision.

Republican leaders also have
been mulling whether to try to at-
tach the pension bill to a controver-
sial measure now being put togeth-
er to revamp the Social Security sys-
tem.

insurance market.
In the culmination of their peri-

od studying the London market,
the two students on Thursday took
part in a debate on whether that
market is well placed to face “the
challenges of the 21st century.”

The debate was narrowly won by
Mr. Jackson, who argued that the
London market has proved its re-
silience and ability to pay claims
through some of the toughest times
in the industry’s history, that it has

significant intellectual capital and
that strong regulation by the Unit-
ed Kingdom’s Financial Services Au-
thority made London one of the
safest places for clients to purchase
insurance.

Mr. Jackson warned, though, that
the market must not ignore the im-
portance of technology as a way to
improve its processes.

The internship program included
visits with various divisions of bro-
kers Aon, Marsh, and Jardine Lloyd
Thompson Group P.L.C.; Lloyd’s;

London-based insurance groups Al-
lianz Global Risks and Zurich Fi-
nancial Services Group; and the
Chartered Insurance Institute.

John Turner, chairman of global
client solutions at Aon in London
and host of this year’s internship,
said that the trust aimed to expand
the program next year to accommo-
date four students.

The trust is funded by a series of
golf days organized by participating
companies.

—By Sarah Veysey
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there is an increased risk that disclo-
sure will not be a sufficient way to
deal with the conflict.”

In such cases, ASIC said, the only
way to manage the conflict “may be
to avoid it.” 

The National Insurance Brokers
Assn. of Australasia welcomed
ASIC’s findings.

“The report reinforces what we
have been saying since last Novem-
ber, when the Spitzer inquiries in
the United States first began—that
Australian brokers are very tightly
regulated and professional in their
dealings with clients,” Noel Pet-
tersen, chief executive of North
Sydney-based NIBA said in a state-

ment.
Noting that the review had essen-

tially cleared brokers of any wrong-
doing, Mr. Pettersen said that “in
the small number of cases where
isolated deficiencies were identified,
they were not judged serious
enough to warrant enforcement ac-
tion by ASIC.”

Australian risk managers said the
report highlights the need for bro-
kers to ensure disclosure.

While ASIC’s report found no
systemic abuses of remuneration or
other broker practices, it was never-
theless disquieting to see there was
insufficient disclosure of remunera-
tion and management of conflicts
of interest by some of the 15 bro-

kers that provided information to
ASIC, said Brad Greer, president of
the Risk Management Institution of
Australasia Ltd. in Sydney.

“The Corporations Act does not
expressly require brokers to disclose
to wholesale (corporate) clients the
remuneration paid by insurers, but
all risk managers should seek this
information so they can make an
informed decision,” Mr. Greer said.

In addition, he noted that, “giv-
en that ASIC only sought informa-
tion from a limited number of bro-
kers, there is a fear that bad prac-
tices are more widespread in the in-
dustry.”

Eamonn Cunningham, vp-global
risk management for Sydney-based

Westfield Ltd., said that brokers
should be more forthcoming about
their compensation so that risk
managers don’t have to “probe and
probe to get the total picture.”  

And Grant Gernhoefer, group
risk manager for Perth-based diver-
sified industrial conglomerate Wes-
farmers Ltd., said the difficulty is
that many corporate buyers don’t
actually know the whole picture in
a transaction. For example, he said,
a company may place business

through an Australian broker that,
in turn, places business through its
London offices and gets a commis-
sion from that transaction. 

“At the end of the day, the cover
that corporates are buying is com-
petitive, which should mean that
clients shouldn’t be too concerned
about it. The problem is that bro-
kers haven’t been too upfront about
those,” he said.  

The report is available at
www.asic.gov.au.

PPeennssiioonnss::  Legislation would stiffen funding rules
Continued from page 1

SStt..  JJoohhnn’’ss::  Trust sponsors London market study
Continued from page 29

BI's annual Market SourceBook
is the most comprehensive
database of product and
service providers for the
commercial insurance industry.
Each annual edition, published
in December, included
individual tabbed sections
covering: Agents & Brokers,
Alternative Risk Financing,
Benefit Services, Claims

Services, Education, Insurers &
Reinsurers, Risk Management
Services, Technology Providers
and Work/Life Services.
With at least 25 targeted
directories and our compilation
of more than 25 exclusive
charts and rankings of service
providers, this the ultimate
resource in the marketplace.

BI's Market SourceBook is
available in print 
and on CD-ROM.
To order, call 888-446-1422,
(outside the United States, 

call 313-446-1662), 
or e-mail subs@crain.com. 

For advertising 
opportunities, call

Market SourceBook

AASSIICC::  Some  evidence of business steering found
Continued from page 29

Retiree plan sponsors likely
to seek Rx subsidy: Survey
Most employers with retiree
medical plans will seek a gov-
ernment subsidy to continue 
offering prescription drug cover-
age to their Medicare-eligible 
retirees, according to a new
study.

Sixty percent of plan sponsors
will seek the subsidy, at least for
the first year, according to a new
survey of 257 retiree plan spon-
sors conducted by Mercer Hu-
man Resource Consulting.

Smaller employers are much
less likely to seek the subsidy,
with only 36% of those with
500 to 999 employees indicat-
ing they will do so, according to
the survey. Meanwhile, 64% of
employers with 1,000 or more
employees say they will take the
subsidy.

To give employers and other
plan sponsors an incentive to
maintain prescription drug cov-
erage for Medicare-eligible re-
tirees, the government has of-
fered to subsidize a portion of
the cost for each Medicare-eligi-
ble participant covered under an
employer plan. To receive the
28% subsidy, the plan sponsor
must demonstrate that the ben-
efit it provides is equivalent to
the benefit provided by the
Medicare Part D plan.

About half of the plan 
sponsors surveyed by Mercer,

though, have not yet confirmed
whether they pass tests required
to determine that their plans are
equal to the government bene-
fit, which begins in January
2006.

Fourteen percent of surveyed
employers will offer plans that
wrap around or integrate with
coverage from health plans au-
thorized to provide the Medi-
care Part D benefit. One-third of
these respondents say they will
save more money than they
would if they accepted the sub-
sidy. 

Other employers are taking
this approach because they
want to either avoid the cost
and effort of equivalency testing
(22%) or because they believe
their plans would not pass the
required tests (22%), according
to the survey.

Seven percent of employers
will contract directly with com-
mercial vendors to offer pre-
scription drug plans to provide
coverage to their retirees, the
survey found.

Five percent of employers said
they will terminate their medi-
cal (or drug) coverage for Medi-
care-eligible retirees, with the re-
maining 14% saying they will
not make any changes at this
time.

—By Gloria Gonzalez
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advantage over insurers, said Anne
K. Scully, president of the Western
Independent Bankers Services Corp.
But with recent insurance rate de-
clines, insurers are nearly matching
the Western Independent Bankers
Self Insurance Program of Califor-
nia’s pricing.

Still, Ms. Scully said the four-
month-old pool continues to at-
tract interest by touting its ability to
insulate members from future in-
surance market volatility.

The recent and rapid growth in
SIGs, however, has California’s Self
Insurers’ Security Fund concerned
about the oversight−or possible lack
thereof−of the groups, said Jeff Pet-
tegrew, SISF’s executive director.
The Sacramento-based security
fund has a vested interest in the fi-
nancial health of SIGs because it
would be responsible for unpaid
claims should one of them fail to
meet its liabilities.

The vast majority of SISF’s mem-
bers are individual self-insured
companies. Risk managers for large
corporations such as San Ramon,
Calif.-based Chevron Texaco Corp.;
Burbank, Calif.-based The Walt Dis-
ney Co.; Bethesda, Md.-based Mar-
riott International Inc.; and
Pleasanton, Calif. based Safeway
Inc. serve on the security fund’s
board of trustees.

In contrast, SIGs are attracting
smaller companies such as restau-
rant owners, construction entities,
truckers, plastic manufacturers, pri-
vate schools, and community
banks, according to information
from the Self Insurance Plans office.

A Senate bill introduced earlier
this year would have required SIGs
to submit financial reports to regu-
lators annually instead of biannual-
ly. But S.B. 187, supported by SIGs
and sponsored by state Sen. Charles
Poochigian, R-Fresno, would also
have loosened requirements for se-
curity deposits that SIGs must now
post with the state in case they are
unable to pay claims.

Supporters say the bill’s intent
was to make self-insurance available
to more California companies. 

The bill, which was opposed by
the security fund, has been shelved
for now. But with SIGs continuing
to grow, the SISF plans to meet July
21 with the Self Insurance Plans of-
fice to discuss ongoing regulation
needs, Mr. Pettegrew said.

John Kalb, administrator for the
six-month-old California Restau-
rant Mutual Benefit Corp., said he
can understand the security fund’s
concern with the rapid rise of SIGs
and isn’t opposed to regulations
that ensure SIGs’ viability. 

But his group is financially
strong, he said. It sets its rates about
10% above actuarial recommenda-
tions and was launched with a core
group of 30 members. It now has a
net worth of $40 million to $50
million and has 135 members, who
own nearly 800 restaurants.

Mr. Kalb also points out that self-
insurance groups have the same re-
quirements that individual self-in-
sured funds have for financial re-
porting. SIGs also must purchase
excess coverage just as individual
self-insureds are required to do, and
they have the same investment re-
strictions as insurers, Mr. Kalb said.

While Mr. Pettegrew acknowl-
edged SIGs have reserve require-
ments and comply with other regu-
lations, the security fund has ques-
tions about the consistency of their
management from group to group.

Some SIGs are managed by out-
of-state entities and not enough
may be known about their qualifi-
cations or potential decision-mak-
ing, Mr. Pettegrew said. He said he
is concerned, for example, that
pool members could pressure their
administrators to pay out a divi-
dend that could exhaust the funds
necessary to pay long-tail claims.

But there are safeguards against
such a scenario, Mr. Stafford of ABD
Insurance said. He noted that regu-
lators must first approve any divi-
dends paid out by SIGs. Additional-
ly, SIG members are joint and sever-
ally liable and would be assessed
and a security deposit posted with
the state would be tapped in case of
a fund’s inability to meet its obliga-
tions, Mr. Stafford said.

at the facility and in debris outside
the plant. Asbestos was used to line
cylinders containing acetylene until
1985, the company said. Praxair does
not manufacture the containers.

The amount of asbestos found on
the ground is not considered haz-
ardous and tests conducted by the
Missouri agency for airborne as-
bestos did not detect unacceptable
amounts, according to Praxair.

Mr. Selk said in the statement
that the fire served to “launch what
we estimate was a barrage of dozens
of gas containers, which flew like
missiles from Praxair’s facility as
they exploded. Pieces landed on
roofs, in gardens and other loca-
tions in a neighboring community,
and it was fortunate no one was in-
jured by the flying debris.”

The board does not issue cita-

tions or fines but does make safety
recommendations to plants and
other organizations.

Praxair issued a statement last
week saying it could not provide an
estimate of the damage. Products
were being shipped from the facility
last week as the cleanup continued,
the company said.

A spokeswoman for Praxair con-
firmed that the company has insur-
ance in place to pay for damage to
the plant and in the neighborhood
near the facility. She was unable to
provide the name of the insurer.

The company’s 2004 annual re-
port states that Praxair at that time
retained between $1 million and $5
million in per-occurrence property
losses. The company purchases in-
surance above those amounts “at
what it believes are reasonable cov-
erage levels,” the report says.

allowed to phase out their defined
benefit plans and replace them with
defined contribution plans, said Ian
McSweeney, co-chair of the pen-
sions and benefits practice with
Osler Hoskin & Harcourt L.L.P. in
Toronto. Unions sometimes allow
defined contribution plans as an
option but not as a substitute for
defined benefit plans, he said. 

“The union understands that
there is no percentage in compro-
mising pensions,” Mr. McSweeney
said. “It’s political suicide.”

In one high-profile example of a
union’s refusal to permit a switch
from a defined benefit to a defined
contribution plan, Montreal-based
Air Canada Inc.’s restructuring ef-
forts were nearly derailed last year
by its unions’ refusal to accept a
two-tiered pension plan. 

An attempt by Montreal-based
Abitibi Consolidated Inc. to intro-
duce a defined contribution pension
plan for union employees was
stymied last year by the Communi-
cations, Energy and Paperworkers
Union of Canada. The paper and
wood products company has a de-
fined benefit pension plan for union
employees and a defined contribu-
tion pension plan for nonunion em-
ployees, a spokesman said.

Although instances of unions in
Canada allowing a switch to a de-
fined contribution plan are rare,
they are not unheard of. 

For example, technicians for
Montreal-based Bell Canada voted
last year to accept a contract that
will put new hires into a defined
contribution plan beginning in the
fourth year of the contract.

Joel Carr, national representative
for Toronto-based CEP, said the
union was forced to abandon its
traditional opposition to defined
contribution plans in that situation
because its members were swayed
by a generous contract offer from
the company. “Certainly, we’re not
fans of” defined contribution plans,
he said. “It was one of the things we
didn’t like at all.”

Despite the Bell Canada situa-
tion, resistance to defined contribu-

tion plans remains the CEP’s ad hoc
policy, Mr. Carr said. 

Compromise in U.S.

In contrast, more unionized
workforces in the United States are
seeing their pension offerings con-
verted to 401(k) plans, said John Di-
Nome, a Philadelphia-based partner
with Reed Smith L.L.P. who special-
izes in labor and employment is-
sues. This is a way to protect the
current workforce that also helps
the employer reduce costs, but it
does create a two-tier pension pro-
gram, he said. U.S. unions are
“probably not comfortable, but it’s
a compromise,” he said. “It’s a com-
promise that has to be made.” 

Canadian unions are open to cer-
tain changes that help employers

reduce costs. 
For example, some unions may

be willing to let employers make
smaller benefit changes, such as
changing to discretionary from
mandatory indexing, which is
more expensive, said Karen DeBor-
toli, acting director of Watson Wy-
att Worldwide’s Canadian Research
and Information Center in Toron-
to. Indexing adjusts pension bene-
fits to account for inflation.

Changes to health care benefits
also are more easily negotiated than
pension changes, observers say.
Some employers have managed to
get unions to agree to copayments
because their costs—particularly
prescription costs—were out of con-
trol. Unions, though, say health
care benefits are generally not as
significant during negotiations as
pensions because of Canada’s so-
cialized health care system.

Tough sell 

But changes to pension offerings
tend to be a tough sell for employers. 

Toronto-based York University
was forced to abandon a bid to
control its pension costs by slightly
reducing its pension contributions
for future retirees, due to opposi-
tion from the school’s unions,
which represent virtually all of its
employees. “That just did not fly,”
Leona Fields, manager of the uni-
versity’s pension fund, said of the
proposed change. “The university
just backed off and said, ‘We’re not
going to fight that fight.’ ”

In many cases, the proposed re-
structuring of benefits can become
a deal-breaker in contract negotia-
tions, as in a recent situation in-
volving Toronto-based Hydro One.
Employees of the utility company
have been on strike since May 25
primarily because of an attempt to
reduce the wages, pension and ben-
efits schedule for their future col-
leagues. “They don’t like two-tier-
ing,” a Hydro One spokesman said.
“That’s the real stumbling block.”

Employers have limited options
when it comes to making benefit
changes for unionized workforces
because they cannot sidestep col-
lective agreements without the
union’s consent. “There’s no way
to unilaterally expunge something
from collective agreements,” Mr.
Shouldice said. “All the union has
to really say is ‘No, we’re not going
to do it.’ The employer then is in a
difficult position.”

In theory, some employers can
seek relief from pension and bene-
fits obligations by entering court-
supervised restructuring and asking
a judge to order a change to a de-
fined contribution plan. But it is
unclear how far a judge can go in
changing the terms of collective
agreements, Mr. Shouldice said. 

The employer does have the op-
tion to lock out employees if the
union does not agree to benefit
changes. “It’s a very severe option,”
he said. “You have to be struggling
so much with the pension that you
have to lock them out.”

out the country” whose work in-
cludes actuarial services to employ-
ee benefit plans, according to the
complaint filed by the Justice De-
partment’s antitrust division.

The complaint, which was filed
on the same day as the settlement,
charged that the captive acted to fa-
cilitate the sharing of information
regarding limitations of liability
that restricted competition for the
employee benefit plan business. In
agreeing to the settlement, PCIC
did not admit to guilt and settled in
order to end the costly and distract-
ing litigation, according to Mr.
Bowland.

Among the charges was one that
PCIC organized a series of meetings
in 2000, 2001 and 2003 at which
the captive’s members exchanged
information not only among them-
selves about efforts to limit liability
in contracts with clients but also

with other actuarial firms.
PCIC members historically did

not limit clients’ rights to recover
damages suffered as a result of ac-
tuarial errors or omissions, the
complaint states. But as early as
1999, an increasing severity and
frequency of claims led the captive
members to consider imposing the
limitations, according to the court
document.

Employee benefit plan clients
that have accepted the limitations
after the consulting firms shared in-
formation on imposing the restric-
tions have been deprived of the
benefits of competition for their
business, the complaint alleges.

Limitation of liability terms in ac-
tuarial service contracts have be-
come “significantly more prevalent
than would have been the case in
the presence of unrestrained com-
petition among the PCIC members
and other actuarial consulting

firms,” the complaint says.
Insurer antitrust exemptions did

not come into play regarding the
complaint. The McCarran-Fergu-
son Act, which grants insurers lim-
ited exemptions from federal an-
titrust laws, “applies only to the
business of insurance,” Mr. Mc-
Donald said. “It’s not part of the
business of insurance to facilitate
the exchange of information”
among a captive insurer’s mem-
bers, he added.

Mr. McDonald said the Justice
Department is not interested in reg-
ulating insurers but wants to restore
competition in the actuarial con-
sulting market by preventing PCIC
from facilitating the sharing of
competitive information.

Mr. Bowland said, though, that
“if we had gone to trial, the issue of
antitrust exemptions might well
have been raised. We just didn’t get
that far.”
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“There’s no way to
unilaterally expunge

something from
collective agreements.” 

Lee Shouldice
Blake, Cassels & Graydon L.L.P.
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pensation from two AIG-affiliated
companies, C.V. Starr & Co. Inc.
and Starr International Co. Inc.

Under a plan operated by SICO
since 1975, senior employees were
entitled to million of dollars of
post-retirement payments in the
form of AIG common stock and
cash, allotted on top of base salaries
and bonuses paid by New York-
based AIG.

For example, in 2004, payments
credited under the SICO deferred
compensation arrangement for Mr.

Sullivan, AIG’s president and CEO,
totaled approximately $4.2 million. 

Payouts promised under the plan
in 2004 for 11 current and former
AIG officers listed in the proxy
statement total $42.4 million. That
figure includes $10.1 million for
Mr. Greenberg and $4.2 million for
Howard I. Smith, the insurer’s for-
mer chief financial officer, who was
dismissed earlier this year for refus-
ing to cooperate with authorities in-
vestigating AIG.

In the wake regulatory probes
and mounting litigation against the

insurer, AIG has promised to re-
place the plan with one that allows
executive compensation costs to be
borne solely by AIG.

The insurer stated in the proxy
that although it intends to main-
tain the benefits it grants to top ex-
ecutives under the plan, it is “cur-
rently in the process of unwinding
and resolving various relationships
with Starr and SICO” and will in-
stead “provide new or enhanced
compensation opportunities to AIG
employees in order to reflect com-
pensation and benefits previously

provided by Starr and SICO.”
An AIG spokesman declined to

comment on why the company has
opted to unravel the arrangements
with Starr and SICO.

In a letter to shareholders filed
with AIG’s annual report last week,
Mr. Sullivan stated: “We intend to
steer clear of conflicts and any rela-
tionships that could lead to, or give
the appearance of, a conflict. Our
property-casualty companies will
not enter into placement service
agreements or similar incentives to
insurance brokers, and we are insist-

ing that brokerage commissions or
payments are disclosed to cus-
tomers. Although our historical ties
with Starr International Co. Inc.
have benefited AIG shareholders
over many years, we are working to
restructure them to avoid any po-
tential conflict.”

AIG’s relationships with the affili-
ates are also the subject of pending
litigation.

The Baton Rouge-based Teachers’
Retirement System of Louisiana

porting the industry during a transi-
tional period and stabilizing the pri-
vate insurance market.”

Findings questioned

A brokerage expert on the terror-
ism insurance market questioned
some of the report’s findings.

“Aon would view the report’s
conclusions as not being fully sup-
ported by Aon’s market data or cur-
rent market behavior,” said Aaron
Davis, vp at Aon Risk Services in
New York. “The report is making
some general conclusions about the
market without taking into account
what we’re currently seeing in the
market in terms of carrier behavior
for risk-exposed lines of business,

specifically commercial property.
We are certainly seeing the impact
being felt now for the potential ex-
piration of TRIA, and we’re seeing
80% or more of the property mar-
kets adopting some form of terror-
ism exclusion for risks extending
beyond 2005. Again, this is specific
to the property market for risk-ex-
posed classes of business; however,
this is the market that has been
benefiting the most from the TRIA
backstop.”

“My opinion is that the report
leaves some room for developing a
public/private solution, but no one
is surprised by the findings that said
the government doesn’t want to
continue the program without
changes,” said Alexandra S. Glick-
man, area vice chairman and 

managing director-practice leader
for Arthur J. Gallagher & Co.’s 
Gallagher Real Estate & Hospitality
Services in Glendale, Calif. “The
most immediate concern is taking
the pulse of the markets and deter-
mining under what conditions 
they are willing and able to provide
coverage without the federal 
government’s current support of
TRIA.”

A risk manager who has been ac-
tive in the effort to extend TRIA
called on Congress to move quickly
on the issue.

“For the many policyholders who
already have terrorism exclusions
that become effective on Dec. 31,
they can only hope that the legisla-
tors will not ignore the market reali-
ties,” said Bradley R. Wood, senior
vp-risk management for Marriott
International in Bethesda, Md.
“TRIA is an important ingredient to
our nation’s economic business
continuity plan, and Congress
should schedule hearings immedi-
ately to reopen the debate.”

The Risk & Insurance Manage-
ment Society Inc. in New York also
called for swift congressional ac-
tion. In a statement issued shortly
after the report’s release, RIMS Presi-
dent Ellen Vinck said, “The recom-
mendations issued in the Treasury
Department report on the future of
TRIA do not reflect the reality of the
current environment. The removal
of a federal backstop for terrorism
insurance needlessly puts our na-
tion’s economy at risk. RIMS there-
fore renews its call to Congress to
pass legislation to extend the terror-
ism risk insurance program without
further delay.”

Insurer groups weigh in

Insurer groups stressed that while
Treasury opposes extension of the
existing program, they did not op-
pose creating some sort of less ex-
pansive federal backstop.

“We still believe it’s absolutely
critical that we continue with the
public/private partnership, especial-
ly to manage what we believe is sig-
nificant catastrophe risk that could
arise in a major terrorism event,”
said Ramani Ayer, chairman and
chief executive officer of Hartford
Financial Services Group in Hart-
ford, Conn.

“Secretary Snow noted that TRIA
has been effective in achieving its
objectives. I believe he’s also kept the
door open for administration sup-
port for continuation of a public/pri-

vate partnership. I believe in the
wake of the report, the chairman of
both the House and Senate commit-
tees are going to hold hearings. Sen.
Shelby said it’s possible that
Congress will craft a temporary ex-
tension and he intends to hold hear-
ings on July 14,” said Mr. Ayer, refer-
ring to Senate Banking Committee
Chairman Richard Shelby, R-Ala.

He noted that House Financial
Services Committee Chairman
Mike Oxley, R-Ohio, “said that he’s
confident that a comprehensive as
well as fiscally responsible solution
by the end of this year. I believe the
task in front of us is that policy-
holders, insurance regulators and
insurance company executives
need to strengthen the case for a
terrorism risk insurance program.
What’s interesting is that the Trea-
sury report concedes that capacity
could decrease and rates could in-
crease if the program were just to
simply expire. I believe very strong-
ly this is a key to our economic se-
curity as a county.”

“The good news is not so much
what the study says than the fact
that the study is out,” said Leigh
Ann Pusey, senior vp-government
affairs for the American Insurance
Assn. in Washington. “It frees up
Congress to move forward. The fact
that Treasury is acknowledging the
need for some program really is a
silver lining. We think that’s good
news. For us, the most important
thing is making sure there is a pro-
gram in place by the end of the
year, and this study frees up
Congress to explore how best to get
that done.”

“Despite TRIA’s success, we agree
with the administration that a
short-term extension of the current
program is not the most effective
solution to the terrorism insurance
problem,” said Ernie Csiszar, presi-
dent and chief executive officer of
the Des Plaines, Ill.-based Property
Casualty Insurance Assn. of Ameri-
ca in a statement. “Instead, it makes
more sense to establish a long-term
program that stimulates more pri-
vate-sector participation while
maintaining the high-level federal
participation necessary to foster a
functional terrorism insurance mar-
ket.”

Ken Crerar, president of the
Council of Insurance Agents & 
Brokers in Washington, called the
Treasury recommendation “very
disappointing,” particularly given
the current state of the global ter-
rorism reinsurance marketplace.

But “the recommendations from
the administration present new
challenges,” Mr. Crerar said. “It is
important to keep in focus that
they are not opposed to a federal
role in providing a terrorism rein-
surance backstop.”

“We expect that this willingness
of the administration to work with
Congress will now set off a flurry of
events in Congress, which we hope
will lead to a successful conclusion
by the end of the year,” he said.

Franklin W. Nutter, president of
the Washington-based Reinsurance
Assn. of America, addressed the
reinsurance aspects of the Treasury
report and recommendation in a
July 1 statement. He said, among
other things, that “the expiration of
TRIA would lead to an increased de-
mand for terrorism reinsurance but
not a significant increase in supply.
The private reinsurance market has
provided modest capacity to cover
terrorism risk, but it is our observa-
tion that the expiration of TRIA is
not likely to stimulate much addi-
tional capacity.”

“Reinsurers continue to view ter-
rorism as a risk that is uninsurable
unless there are limits to protect
against catastrophic exposure,” Mr.
Nutter said in his statement. “A fed-
eral backstop is necessary to provide
coverage for catastrophic losses
above the capacity that the private
insurance and reinsurance markets
can reasonably bring to bear.”
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TTRRIIAA::  Treasury report says changes needed if terrorism backstop is extended
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WASHINGTON—As expected,
the Treasury Department’s con-
clusion that the Terrorism Risk
Insurance Act should be not be

extended in its present form
drew a mixed response on Capi-
tol Hill.

Although the initial enact-
ment of TRIA was a bipartisan ef-
fort, and although as recently as
last September, the House Finan-
cial Services Committee unani-
mously passed a bill that would
have extended TRIA through the
end of 2007, reactions to Trea-
sury’s report broke on party
lines.

In fact, Financial Services
Committee Chairman Mike Ox-
ley, R-Ohio, issued a statement
praising the report, saying “a
simple extension of the program
is not in the best interests of
American consumers or the
economy.” After calling for
greater private sector involve-
ment and narrowed federal in-
volvement, he added, “I am con-
fident that we can achieve a
comprehensive, fiscally respon-
sible solution to deal with terror-
ism insurance by the end of this
year.”

But Democratic members of
the committee made public a
letter they sent to Rep. Oxley.
They disagreed with Treasury’s
call for a narrower program and
instead called for expanding
TRIA’s backstop to include
group life insurance. In fact,
they called on the chairman to
“schedule a hearing and markup
on H.R. 1153, which we spon-
sored, as soon as possible.” H.R.
1153 would extend an expanded
TRIA through the end of 2007.

Enactment of the measure,
however, is a long shot at best. It
has only one Republican co-
sponsor.

—By Mark A. Hofmann
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TRIA report draws mixed
response from legislators
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statement. Mr. Miller in April was
named chief operating officer of the
insurer, which is a unit of Bermuda’s
White Mountains Insurance Group
Ltd. Prior to that, he was co-COO of
St. Paul Travelers Cos. Inc.

Integro adds 
to executive team
Integro Ltd. has named Robert P.
Williams as head of worldwide client
development and leader of the
startup brokerage’s private equity
risk management practice. He most
recently served as executive vp and
chief client officer of Aon Group Inc.
Integro also last week named Nancy
Aque managing director and head of
the brokerage’s new Chicago office
and Midwest hub. Ms. Aque was most
recently managing director, central
Midwestern zone leader, for Marsh
Inc., where she was also head of the
brokerage’s Chicago office.

Hardy, Omega
end merger talks
Hardy Underwriting Group P.L.C. has
ceased merger talks with Omega
Underwriting Holdings P.L.C. after
the two managing agencies were
unable to agree to terms. Hardy,
which operates multiline syndicate
382 at Lloyd’s, said in a statement
Friday that Omega “is not prepared
to improve the terms of its earlier
offer and, having discussed the
matter with a number of Hardy’s
major shareholders, the board has
therefore terminated discussions
with Omega and its advisers.”

California bill would
expand CIGA cover
A bill requiring the California
Insurance Guarantee Assn. to help
pay workers compensation claims
when a self-insured employer’s
excess insurer becomes insolvent has
already passed the state Assembly
and is now before the Senate Banking,
Finance and Insurance Committee.
Under Assembly Bill 817, CIGA would
be obligated to pay up to $500,000
per workers comp claim under
policies issued by excess insurers
that are “pending insolvency or in
the future become insolvent,”
according to the analysis.

Huffy seeks
PBGC takeover
Huffy Corp. intends to terminate its
underfunded pension plan as part of

its efforts to emerge from
bankruptcy. The bicycle
manufacturing and sporting goods
company said it will file a motion in
bankruptcy court to terminate its
pension plan—which has about 4,200
participants but only 90 active
employees—and shift the liabilities to
the Pension Benefit Guaranty Corp.
The plan, according to the PBGC, has
about $72 million in assets and $140
million in liabilities. The PBGC says it
will analyze Huffy’s motion to the
bankruptcy court to determine if
Huffy qualifies for a distress plan
termination, under which an employer
must prove that continuing to operate
the plan would prevent the company
from staying in business.

Federal workers
get FSA extension
The government announced that
federal employees will have until
March 15, 2006, to spend
contributions made to their FSAs
during 2005. Additionally, employees
will be given until May 31, 2006, to
submit reimbursement claims for
2005. Previously, FSA participants
had to file reimbursement claims by
April 30. The federal government is
one of the first employers to take
advantage of the U.S. Treasury
Department and Internal Revenue
Service’s recent decision to relax the
“use-it-or-lose-it” rule that had
required FSA participants to forfeit
unused balances at the end of the
plan year. About 163,000 federal
employees agreed to make
contributions to their FSAs in 2005.

Gallagher sets up
Vermont captive unit
Arthur J. Gallagher & Co. has opened
a captive management office in
Vermont. The new operation, Arthur
J. Gallagher Captive Services
(Vermont), is in South Burlington,
Vt., and will provide products and
services to single-parent, group and
association captives, rent-a-captives
and risk retention groups. Previously,
Gallagher’s main captive
management operations were in
Itasca, Ill.; Bermuda and Hawaii.

Health plan body
names CEO
The California Assn. of Health Plans
has named Christopher Ohman
president and chief executive officer
of the managed care trade group.
Mr. Ohman, who previously was
senior vp and chief executive officer
of Blue Shield of California’s
commercial business unit, succeeds
Steve Tough, who left the
Sacramento, Calif.-based
organization in January.
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charges in a lawsuit that Starr and
SICO received “hundreds of mil-
lions of dollars” in payments from
unnecessary or undisclosed transac-
tions with AIG, which ultimately
wound up in the pockets of AIG di-
rectors and executives.

The suit, which was filed in
Chancery Court in Delaware,
charges current and former AIG di-
rectors with breaches of fiduciary
duty and seeks to have C.V. Starr’s
assets placed in a trust by the court.
The lawsuit amends a complaint
originally filed in 2002.

Out in the open

Observers say the compensation
arrangement offered certain advan-
tages to AIG.

“It is an extraordinarily unusual
provision, and AIG had never dis-
closed any information over the
years about it,” said Alan Johnson,
managing director of Johnson & As-
sociates, a New York-based execu-
tive compensation consulting firm.
The structure of the SICO compen-
sation plan worked to “hide how
much they were really getting
paid,” Mr. Johnson added.

The SICO plan was a “great bene-
fit” for AIG investors, said Cliff Gal-
lant, an equity analyst with Keefe,
Bruyette & Woods Inc. in New York,
because “somebody else other than
the AIG shareholder was paying”
for the company’s most highly
compensated individuals.

AIG’s shift to an internally funded
executive compensation plan is a
positive sign and is feasible financial-

ly for the company, observers note.
“I think people should think of it

as AIG moving toward normal cor-
porate American compensation
practices,” Mr. Gallant said.

AIG is a “big enough and success-
ful company” that the costs of its
new compensation plan can “abso-
lutely” be absorbed, said Mr. John-
son. “Over the long term, I don’t
think the executives will make as
much money as they were under
the current system,” Mr. Johnson

estimated, “but they will still be well
paid.”

As part of the proxy, AIG also
noted that interim Chairman Frank
G. Zarb intends to serve at the helm
of the board of directors “for only a
limited period” and has asked that a
successor be chosen before the end
of 2005. Mr. Zarb was appointed in-
terim chairman in April, following
Mr. Greenberg’s exit from the posi-
tion amid a growing inquiry into
the insurer’s accounting practices.

Meanwhile, Mr. Greenberg has un-

wound a transfer of 41.4 million AIG
shares to his wife. AIG disclosed the
transfer, which occurred three days be-
fore Mr. Greenberg resigned as CEO,
in an April 12 SEC filing. The shares
have returned to joint ownership.

A spokeswoman for Mr. Green-
berg’s legal team said that the
transfer had been “completely mis-
understood and caused needless
distraction and wasteful litigation.”

First-quarter results

AIG last week also reported its de-
layed first-quarter 2005 results, post-
ing net income of $3.68 billion for
the first quarter of 2005, up 44.1%
from its restated profit for the com-
parable period in 2004.

AIG announced in May that, fol-
lowing an internal review of its ac-
counting, it needed to restate its fi-
nancial results for 2000 through
2004 (BI, May 9). In its restated ac-
counts, AIG recorded profits of $2.56
billion in the first quarter of 2004,
compared with $2.66 billion before
the change.

New York-based AIG posted net
written premiums of $10.79 billion
for the first quarter, up 7.6% over its
restated figure. Net investment in-
come, meanwhile, was up 29.6%, to
$1.03 billion.

In a statement, Mr. Sullivan said
the first three months of 2005 had
been “a good quarter for AIG, with
all four of our business segments
contributing to the growth in net
income.”

AIG’s combined ratio for the first
quarter of 2005 was 93.4%, down
from 94.8% for the prior period.

Continued from previous page

“Over the long term, I
don’t think the

executives will make as
much money as they

were under the current
system, but they will

still be well paid.”

Alan Johnson
Johnson & Associates
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