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Isabel claims put at $1 billion

Extent of losses
less than feared

By SALLY ROBERTS
and DAVE LENCKUS

Although claims are just starting to trickle in, ear-
ly estimates put the insured damage from Hurri-
cane Isabel at about $1 billion.

Personal lines insurers will likely bear the
brunt of the losses from the storm, but commer-
cial insurers also could be hit as businesses assess
flood and business interruption damages.

The powerful Category 2 hurricane slammed
into North Carolina and Virginia on Thursday
and then lashed the Eastern seaboard, uprooting
trees, destroying roofs and snarling air traffic. In
addition, Isabel flooded homes and businesses
and knocked out electricity to 5.5 million cus-
tomers from the Carolinas to New York. The
storm was responsible for at least 16 deaths in six
states.

President Bush declared major disasters in

See ISABEL/page 34
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Residents of Kitty Hawk, N.C., survey the damage to Highway 12 and to ocean-front homes
from Hurricane Isabel, which lashed the Eastern seaboard last week.

Senate panel
O0Ks change in

pension funding
Bigger PBGC losses ahead?

By JERRY GEISEL

WASHINGTON—Employers with underfunded
pension plans would be spared paying billions of
dollars in required plan contributions under leg-
islation passed last week by the Senate Finance
Committee.

A last-minute amendment to the legislation
would waive for three years a provision in cur-
rent law that requires employers to accelerate
contributions to their pension plans when their
plans become underfunded.

The legislation, which was approved last week

See FUNDING/page 33
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Calif. ‘pay or play’ law
may hit employers hard

By JUDY GREENWALD

SACRAMENTO, Calif.—A health insurance man-
date passed earlier this month by the California
state Legislature could create a large financial
burden for some large employers if it becomes
law, some observers warn.

The “pay or play” measure, which Gov. Gray
Davis is widely expected to sign, would require
firms to either provide their employees with
health insurance or pay into a state-run pool that
would provide coverage.

And while enactment of the bill would make
California only the second state after Hawaii to
mandate health coverage, it may encourage the
introduction of similar measures elsewhere.

Meanwhile, observers expect litigation over
whether large employers would be exempt from
the mandate’s provisions under the Employee
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Retirement Income Security Act.

S.B. 2, or the Health Insurance Act of 2003,
would require employers to either pay 80% of
employees’ health insurance premiums or con-
tribute to a state fund. For companies with 200 or
more employees, the requirement would apply
to both workers and their dependents from Jan.
1, 2006.

Firms with 20 to 199 workers would have an-
other year to comply and do not have to cover
dependents. Within that group, though, busi-
nesses with 20 to 49 workers would come under
the law’s provisions only if the Legislature autho-
rizes a special tax credit for them. Firms with 19
or fewer employees are exempt.

The program will be administered by a Man-
aged Risk Medical Insurance Board, which will
determine the benefits that must be provided ei-

See CALIFORNIA/page 31

Late News

U.S. health care quality
‘inconsistent’: NCQA

Despite improvements in some
areas, the quality of health care in
the United States remains
inconsistent, causing needless
deaths and driving up the total
spending on health care, according
to the National Committee for
Quality Assurance. In a report, the
NCQA says that care for numerous
conditions has improved, in
particular for chronic health
conditions. The study states,
though, that while some health
plans have adopted best practices
for treating patients, many others
have not and this means that
many people are not getting the
best possible treatment.

NAIC accreditation
of lllinois under review

The National Assn. of Insurance
Commissioners is examining the
lllinois Insurance Department's
operations to determine whether
the department should be allowed
to keep its NAIC accreditation. The
lllinois Insurance Department's
status is “a pending matter,” an
NAIC spokesman said. The NAIC's
accreditation program requires
that insurance departments have
adequate statutory and
administrative authority and
resources to requlate insurers. The
lllinois department has recently
lost many regulators with financial
examination experience, in part
because of early retirement
packages offered in conjunction
with a new gubernatorial
administration.
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Sen. Frist

Frist moving ahead
with class action bill

Senate Majority Leader Bill Frist,
R-Tenn., plans to move a class
action reform bill to the Senate
floor within the next few weeks,

See LATE NEWS/page 35
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Rulings could complicate
subrogations in oth Circuit

By DAVE LENCKUS

NEW ORLEANS—Court rulings in
an ongoing claim payment dispute
between two insurers could discour-
age future claim settlements and
complicate subrogations in the na-
tion’s 5th Circuit, regardless how
the case is ultimately resolved, ac-
cording to legal experts.

In the case, a district court judge
and a federal appellate court panel
have mistakenly relied on a legal
doctrine—known as the voluntary
payment doctrine—that is intended
to bar debtors from trying to recov-
er any payments they have made
voluntarily to creditors, some legal
experts say.

Neither insurer in the dispute is a
debtor to the other. But one insurer,
Wausau Insurance Cos. of Wausau,
Wis., is attempting to invoke the

doctrine to stop the other from
pressing Wausau for a larger contri-
bution toward a bodily injury and
premises liability claim that the in-
surers jointly settled.

The second insurer, Genesis In-
surance Co., contends that it had
an oral agreement with Wausau to
sort out their exact liability for the
claim at a later date. Such an agree-
ment would trump the voluntary
payment doctrine, argues Stamford,
Conn.-based Genesis, whose ulti-
mate parent is Berkshire Hathaway
Inc.

“This is a very unusual applica-
tion of the voluntary payment doc-
trine,” observed Joseph M. Perillo, a
professor at Fordham University
Law School in New York. “It's not
only unusual but also improper,”
Mr. Perillo asserted.

“This is a quasi-contractual claim

Impact on competition debated

Caremark, AdvanceP(CS deal
would join two major PBMs

By MICHAEL PRINCE

The proposed merger of two leading
prescription benefit managers is
likely to benefit the companies,
though the impact on employers
remains unclear.

Caremark Rx Inc.’s proposed pur-
chase of rival AdvancePCS would
combine the fourth- and second-
largest U.S. PBMs, respectively.

Opinions differ on whether the
loss of a major player in the PBM
marketplace will hurt employers by
significantly reducing competition.
In addition, observers are divided
on whether the combined compa-
ny’s larger size will enable it to ob-
tain better prices from drug makers.

What is certain, though, is that
the combined company will be big.

The deal “creates a behemoth in

Inside Business Insurance

by insurance company A against
insurance company B. A didn’t
pay B” originally, so “the voluntary
payment doctrine doesn’t apply”
in this kind of case, Mr. Perillo
said.

Policyholder attorney Finley T.
Harckham, who was not involved
in the case, agrees. “It just doesn’t
seem like the concept should apply
at all,” said Mr. Harckham, a part-
ner with Anderson Kill & Olick P.C.
of New York.

Mr. Harckham said the courts in
the case do not understand that
Genesis, like any CGL insurer, is
contractually obligated to con-
tribute to any reasonable settlement
that its policyholder approves with
the insurer’s consent.

“The insurer’s liability is to the
policyholder,” Mr. Harckham said.

See RULINGS/page 32

the space,” said Todd Gibson, direc-
tor of the PBM practice for Prince-
ton Consultants Inc., a PBM con-
sulting firm in New York. The com-
bined company, which will keep
the Caremark name, will serve ap-
proximately 95 million people.

In 2002, Caremark reported PBM
revenues of $6.80 billion, while Ad-
vancePCS’ PBM revenues were
about $13.10 billion. The largest
PBM in 2002, Franklin Lakes,
N.J.-based Medco Health Solutions
Inc., had PBM revenues of $33.0 bil-
lion (BI, Feb. 24).

Under the terms of the deal,
which is valued at about $6 billion,
shareholders of Irving, Texas-based
AdvancePCS would receive cash as
well as 2.15 shares of Caremark

See DEAL/page 31

Tumult in industry
delaying market turn

Continued turbulence in the
insurance industry is likely to delay
the arrival of a soft market. Page 4

U.K. court dismisses
culture of blame

Paul Winston says a recent U.K.
House of Lords ruling provides an
eloquent defense of personal
responsibility. Page 6

Time to look at reform
of solvency reqgulation

A recent report underscores the
need for improvements in solvency
regulation, one of this week's
editorials says . Page 8

Insurers must avoid
underpricing: Prettejohn

The chief of Lloyd's of London says
insurers must be willing to walk away
from underpriced risks. Page 29

Typhoon Maemi
lashes South Korea

Typhoon Maemi, which swept
through parts of South Korea last
week, could cost insurers more than
$500 million. Page 29
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WorldCom Inc. has been embroiled in legal disputes over its D&O
coverage since last year.
AEGIS filing argues
Chapter 11 plan limits
By DOUGLAS McLEOD settlement with its primary in-
surer, National Union Fire Insur-
NEW YORK—WorldCom Inc.’s  ance Co. of Pittsburgh, Pa. Un-
proposed bankruptcy reorgani- der that settlement, National
zation plan is raising a new Union and its parent, American
round of arguments in the com-  International Group Inc., agreed
pany’s longstanding legal feud to continue coverage for “non-
with its excess directors and offi-  culpable” WorldCom officials—
cers liability insurers. those not involved in alleged
One of those insurers, Bermu-  wrongdoing at the company—
da-based Associated Electric & while WorldCom agreed to
Gas Insurance Services Ltd., con-  forego its entity coverage under
tends in its latest court filing the policies.
that the terms of the reorganiza- The excess insurers have
tion plan effectively eliminate  maintained that their policies
the liability of most of the excess  are void from inception because
insurers for any WorldCom  WorldCom obtained them using
D&O claims. fraudulent financial statements.
The filing, in U.S. Bankruptcy Two of the insurers—CNA Fi-
Court in New York, seeks to dis- nancial Corp.’s Continental Ca-
miss a declaratory judgment ac-  sualty Co. unit and the Twin
tion that WorldCom filed in Jan-  City Fire Insurance Co. unit of
uary against AEGIS and five oth- ~ Hartford Financial Services
er excess insurers that participat-  Group Inc.—sued more than a
ed on its $100 million D&O and  dozen WorldCom officials in
$50 million fiduciary liability = U.S. District Court in New York
programs. earlier this year to rescind their
The Clinton, Miss.-based tele- D&O and fiduciary liability cov-
com giant sued the excess insur-  erage. Last month, though, U.S.
ers after they refused to join  Bankruptcy Judge Arthur J. Gon-
WorldCom’s November 2002 See WORLDCOM/page 34
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Eagleburger hits Holocaust disclosure laws

By MARK A. HOFMANN

WASHINGTON—Forcing European
insurance companies that wrote life
insurance in the early 20th century
to provide the names of all of their
policyholders as a condition of do-
ing business in the United States
would do nothing to settle the
claims of Holocaust victims and
their survivors, according to a for-
mer U.S. secretary of state.

In fact, two bills that would give
states that right would “work in
precisely the opposite direction,”
contends Lawrence Eagleburger,
who was secretary of state under
the first President Bush and is the
current chairman of the Interna-
tional Commission on Holocaust
Era Insurance Claims. Mr. Eagle-

burger offered his testimony before
the House of Representative’s Gov-
ernment Reform Committee last
week as the panel considered the
impact of the Supreme Court’s deci-
sion in American Insurance Assn. vs.
Garamendi on resolving Holocaust-
era insurance claims.

The June 23 decision in AIA vs.
Garamendi overturned California’s
Holocaust Victims Insurance Relief
Act. The act authorized the state to
suspend the license of any insur-
ance company operating in Califor-
nia if it failed to publish informa-
tion about Holocaust-era policies.
The high court ruled 5-4 that Cali-
fornia had no right to interfere with
the federal government’s conduct
of foreign policy. U.S. policy under
both Presidents Clinton and George

NAIC awaiting
GAO report, forms
plan to harmonize
state regulations

By MEG FLETCHER

CHICAGO—The National Assn.
of Insurance Commissioners is
busy documenting its accom-
plishments and marshalling its
supporters as it prepares to de-
fend state-based insurance regu-

lation from congression-

al and industry critics who seek
federal authority to reduce barri-
ers among states.

Knowing that a federal Gener-
al Accounting Office report
about market conduct is due out
soon, state regulators adopted a
broad new plan to streamline in-
surance regulation among states.
They also signed a resolution
supporting state regulation with
two groups of state lawmakers—
the National Conference of In-
surance Legislators and the Na-
tional Conference of State Legis-
latures.

In addition, the NAIC also is
planning a “fly-in” trip to Wash-
ington soon to highlight for
Congress the progress state regu-
lators have made.

The cornerstone of the NAIC’s
effort is a nine-page document,
entitled “A Reinforced Commit-
ment: Insurance Regulatory
Modernization Action Plan,”
which its members unanimously

adopted during the NAIC's quar-
terly meeting in Chicago last
week.

The new plan signals the
NAIC’s “ongoing commitment
to modernizing and harmoniz-
ing the state-based system of in-
surance regulation,” according

to an
The plan demonstrates ;I?tlecment
the commitment of The plan
more than 20 new builds on
insurance the NAIC's
V] original
comm|55|opers, sa.ys “State-
NAIC President Mike  ment of
Pickens. Intent—
The Future
of Insur-
ance Regu-

lation,” which it adopted in
March 2000 (BI, March 20,
2000). It also demonstrates the
commitment of more than 20
new insurance commissioners,
said NAIC President Mike Pick-
ens, who also serves as Arkansas
insurance commissioner.

“This next step is necessary
and appropriate now that the
major goals and objectives of the
Statement of Intent have been
achieved,” Mr. Pickens said.

One of the chief goals of the
2000 statement was to stream-
line licensing for producers by
focusing on multistate reciproci-
ty. Enough states signed on to
that proposal for the NAIC to
beat the November 2002 dead-
line for federal authorities to cre-
ate the National Assn. of Regis-
tered Agents and Brokers (BI,
Dec. 20, 1999).

The new plan contains a dec-
laration of principles and con-

See NAIC/page 32

W. Bush has been that the ICHEIC
serves as the sole remedy for Holo-
caust-era insurance claims.

ICHEIC was designed to encour-
age insur-
ance com-
panies to
voluntari-
ly disclose
informa-
tion about
policies
and to pay
claims.

§ But the
4 commis-
sion has
come un-
der fire for
the slowness of its process.

Rep. Tom Davis, R-Va., chairman

of the House Government Reform
Committee, said during last week'’s
hearing that the court ruling “left
open the possibility of congression-
al action.”

Both Reps. Henry Waxman, D-
Calif., and Mark Foley, R-Fla., have
introduced bills that would force in-
surers operating in the United
States to disclose information about
policies they—or their European af-
filiates—wrote in Europe between
1920 and 1945.

Congressional anger with the in-
surers involved was more than evi-
dent during the hearing. Among
the terms used by lawmakers to de-
scribe insurer conduct in Holocaust
claims handling were “cynical,”
“reprehensible” and “deplorable.”
Rep. Adam Schiff, D-Calif., charged

2003 NAPSLO Annual Convention

that some insurers still demand that
claimants produce “nonexistent
documents.”

Mr. Eagleburger countered that,
“generally speaking,” the insurers
involved have grown more cooper-
ative with ICHEIC. He noted that
the ICHEIC process costs claimants
nothing to use and sets a “relaxed
standard of proof” for claims.

The former secretary of state said
that, as much as he understands the
purpose of the two bills, “I do not
understand how they will solve the
problem.” In fact, Mr. Eagleburger
said, requiring insurers to publish
the names of millions of policy-
holders who may or may not have
been Holocaust victims or have any
tie to the Holocaust could make the
process even slower.

Problems pressure insurers
to maintain hard market

By ROBERTO CENICEROS

SAN DIEGO—The insurance indus-
try remains tumultuous as insurers
grapple with a host of problems.

Among the factors causing turbu-
lence in the market are escalating
tort costs, reserve deficiencies, rein-
surance market difficulties and
weakened balance sheets, according
to a panel of insurer executives.

In addition, continued dismal in-
vestment returns and the threat of
terrorism remain key concerns, the
executives said at a discussion held
at the annual meeting of the Na-
tional Assn. of Professional Surplus
Lines Offices Ltd.

As a result of these factors, a re-
turn to soft market conditions is
unlikely in the near future.

“Long story short—in my view,
we are not moving today from a
hard market to a soft market,” said
Jeff Post, president and chief execu-
tive officer for Fireman'’s Fund In-
surance Co. in Novato, Calif. “We
are moving today from a hard mar-
ket to a confused market, and it’s a
confused market because we still
have a lot of things we have to fix
as an industry.”

Reserve adequacy is one problem

NAPSLO

coverage
continues on page 26

area, Mr. Post said during the panel
discussion.

According to rating agency A.M.
Best Co., insurers providing cover-
ages aside from environmental and
asbestos are undetrreserved by 10%,
Mr. Post said. And environmental
and asbestos insurers are underre-
served by a further 10%, he noted.

“That clearly means this industry
today, along with other problems,
has overstated surplus,” Mr. Post
said. “That is why companies con-
tinue to get downgraded, because,
at the end of the day, they still have
unrealized losses that have not yet
flowed through their income state-
ments and balance sheets.”

Various reports place property/
casualty reserve deficiencies at $40

See NAPSLO/page 26

Industry influences discussed

Forum panelists review forces affecting the market

By RODD ZOLKOS

CHICAGO—Although insurance is
formally regulated at the state level,
various other forces are having a
growing impact on shaping the in-
dustry, according to one group of
insurance industry experts.

Speaking at the 2003 Insurance
Forum last week in Chicago, speak-
ers on several panels discussed the
various influences on the industry.

In Washington, a proposed op-
tional federal charter for insurers is
drawing considerable attention. But
the federal government actually be-
gan moving into a greater role in
insurance with the 1999 Gramm-
Leach-Bliley Act, according to
Charles T. Richardson, a partner
with the Baker & Daniels law firm
in Washington.

“GLB put in motion forces for
change in the way insurance regula-

e

tion is done and by whom,” he
said.

“Over the past 24 months, there
has been increasing attention given
to an alternative federal facility for
regulating insurance,” Mr. Richard-
son said.

“Congress has now gotten into
the insurance business in a big
way,” Mr. Richardson said. “Con-
gress’ interest is not a passing fan-
Cy.”

And, while terrorism and a feder-
al insurance charter are not directly
linked, some advocates of federal
chartering argue that the Terrorism
Risk Insurance Act presents a good
test case for federal regulation of in-
surance, he said.

Nathaniel S. Shapo, a partner
with the Sonnenschein, Nath &
Rosenthal L.L.P. law firm in Chica-
go, said he thinks it will be some
time before there is comprehensive

federal oversight of insurance, be-
cause the Senate isn’t as interested
in insurance as is the House of Rep-
resentatives.

“Politically, we're looking at a
long, drawn out process here,” said
Mr. Shapo, the former insurance
commissioner of Illinois. “There’s
no way, in my opinion, that a fed-
eral regulator can get passed in the
next few years.”

“I can’t see what the benefits are
going to be of having federal regula-
tion of this area,” said ]J. Anthony
Clark, director of the Illinois De-
partment of Insurance. The Nation-
al Assn. of Insurance Commission-
ers is seeking to address insurance
company concerns over state regu-
latory inefficiencies, he said, citing
an NAIC pilot program to allow
multistate filings for insurance
products. “Even though it's a test, I

See FORUM/page 35
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Paul Winston

Laws can’t protect
you from yourself

Anyone who cares about the
struggle to balance personal
responsibility with public liability
should read a recent decision by
the United Kingdom's House of
Lords.

The unanimous opinion, handed
down July 31, makes clear that
people must bear the
consequences of engaging in risky
behavior. The opinion argues that it
would be undesirable for society to
try to make the world safe from
reckless behavior. Furthermore, it
warns of the dangers to society of
embracing litigiousness, as
embodied in the case before it.

“The pursuit of an unrestrained
culture of blame and compensation
has many evil consequences and
one is certainly the

® The dangers of diving in
shallow water should be obvious to
all and not require any special
protection.

“Mr. Tomlinson...engaged in an
activity which had inherent risk.
The risk was that he might not
execute his dive properly and so
sustain injury. Likewise, a person
who goes mountaineering incurs
the risk that he might stumble or
misjudge where to put his weight.
In neither case can the risk be
attributed to the state of the
premises. Otherwise, any premises
can be said to be dangerous to
someone who chooses to use them
for some dangerous activity.”

® Just because the potential
injury is severe (e.g., a broken
neck) does not mean

interference with the
liberty of the citizen,”
a concurring opinion
reads.

The ruling,
Tomlinson vs.
Congleton Borough
and others, involved a
man who sought to
hold local authorities
liable for a terrible
injury he sustained
while attempting to
dive in a shallow lake
at a public park that
had prohibited swimming for many
years. While visiting the park, the
man spontaneously decided on a
hot summer day to cool off by
running into the lake. He ran into
the water and, while the water was
at mid-thigh level, made a running
dive and struck his head on the
sandy bottom, breaking his neck.
He was rendered a tetraplegic by
the accident.

Mr. Tomlinson then sued the
local authorities, arguing they
owed him a duty of care to provide
for the safety of visitors on their
park premises. At trial, he admitted
that he was a frequent visitor to
the lake and was aware of the no-
swimming policy, but held that
even as a trespasser, they should
have protected him from himself.

While a trial court had ruled
against him, the Court of Appeal
upheld his claim under its reading
of the relevant British laws
governing the liability of
landowners.

The Law Lords unanimously
overturned the Court of Appeals.
After an exhaustive review of the
duties owed under British law and a
consideration of numerous other
precedents—including an lllinois
court decision—the lords found that
there was no liability because:

® Swimming was clearly banned
in the park through posted signs
and by the actions of park rangers.

“What more was it reasonable to
expect of the defendants beyond
putting up the notices and issuing
warnings and prohibitions?”

Paul Winston

that there is a greater
duty to protect the
public.

“It is a fallacy to say
that because drowning
is a serious matter
that there is therefore
a serious risk of
drowning.”

® Once Mr.
Tomlinson had
violated the park’s
rules, he became a
trespasser.

“When you invite a
person into your house to use the
Staircase, you do not invite him to
slide down the banisters."”

® The park did not owe him a
duty to discourage him from
trespassing.

“It is not, and should never be,
the policy of the law to require the
protection of the foolhardy or
reckless few to deprive, or interfere
with, the enjoyment by the
remainder of society of the
liberties and amenities to which
they are rightly entitled. Does the
law require that all trees be cut
down because some youths may
climb them and fall? Does the law
require the coast line and other
beauty spots to be lined with
warning notices? Does the law
require that attractive water side
picnic spots be destroyed because
of a few foolhardy individuals who
choose to ignore warning notices
and indulge in activities dangerous
only to themselves? The answer to
all these questions is, of course,
no.”

In conclusion, one of the Law
Lords’ concurring opinions stated:
"“Of course there is some risk of
accidents arising out of the joie de
vivre of the young. But that is no
reason for imposing a dull and grey
safety regime on everyone.”

The full decision can be found at
www.publications.parliament.uk/pa
/1d200203/Idjudgmt/jd030731/tom
lin-1.htm.

Editor Paul Winston can be reached
at pwinston@crain.com.
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Beware reinsurer insecurity

E RATING DOWNGRADES

I of several major reinsurance

companies in recent months
should be of as much concern to
risk managers as it is to the insurers
that buy coverage from reinsurers.

Although risk managers often do
not have direct contact with rein-
surers, it is important to remember
that the reinsurers bear the ultimate
risk of most commercial insurance
programs. And, as several recent in-
surer insolvencies have shown, the
risk of uncollectible reinsurance di-
rectly affects primary carriers’ own
claims paying ability.

Furthermore, as reinsurance com-
panies are downgraded, the per-
ceived reduction in the financial se-
curity they provide could also lead
to downgrades among the insur-
ance companies that rely on them.

That can directly affect risk man-
agers’ own programs.

Most of the recent downgrades
have left the affected reinsurers
within the A range of ratings,
which is generally viewed as secure.
But unless all of a risk manager’s in-
surers are reinsured by Berkshire
Hathaway Inc. units, which is the
only mainstream reinsurer that re-
tains the highest AAA rating, a risk
manager can no longer be assured
that his or her liabilities are backed
by unimpeachable security.

Some of the downgraded reinsut-
ers have fought back, arguing, often
convincingly, that the rating agen-
cy models are too inflexible and do
not take into account the variables
among different reinsurers. Never-
theless, the rating agencies still pro-
vide consistency and a well-accept-

ed yardstick to measure both rein-
surers’ and insurers’ financial
strength and claims paying ability.

Complicating the matter further is
a provision currently being inserted
in some reinsurance contracts that
allows for the contracts to be com-
muted if the reinsurer is downgrad-
ed. While this provision gives the ce-
dent an exit in the face of financial
insecurity, it can also open the way
for instability and confusion in the
middle of a contract period.

The only thing certain amid all
this change is that both insurers and
risk managers must increasingly ex-
amine the security of the organiza-
tions that assume their risks. Merely
checking a rating or accepting a bro-
ker’s assurance will not be enough.

Risk managers will have to devel-
op a better understanding of the

concerns driving rating agency ac-
tions, more closely examine their
insurers’ financial health and rein-
surance collectibles and ask tough
questions of their underwriters.

Reinsurers also should be scruti-
nized by risk managers as they as-
sess just how secure are the risk
bearers for all their exposures.

While few buyers can carry out a
more-thorough analysis of insurer
and reinsurer finances than can the
rating agencies, relying on a letter
rating alone as proof of security is
not enough.

Of course, the rating agencies
provide a valuable service that
should not be disregarded, but risk
managers themselves must strive to
find their own comfort level with
their risk carriers independently
from the rating agencies.

s time to review insolvency regs

ON'T SAY you weren't
warned.
A recent report prepared by

the respected analyst Stewart Eco-
nomics Inc. for the Council of In-
surance Agents & Brokers predicts
that there will be a “lot of exits”
among property/casualty insurers
in the next few years. Given the
number of exits that have already
occurred in the past few years, tak-
ing some household names out of
the market, the Stewart warning de-
serves to be taken seriously by risk
managers.

The report makes clear that not

Schillerstrom

all of the departures will be called
insolvencies, but, even given that
caveat, the questions the report
raises about how regulators handle
insolvencies ought to be considered
before any rush to the exits begins.

The Stewart report holds that the
traditional regulatory approach of
keeping failing insurers operating as
long as possible is, in fact, counter-
productive. While doing so may
once have made some economic
sense in a cartelized market, it does
not make sense in the current com-
petitive marketplace, according to
the Stewart report.

Indeed, keeping a company on
life support may actually make a
bad situation worse, the report con-
tends. Any financial cushions that
the failing company might have are
exhausted. Policyholders can go un-
paid during the deathwatch, and
the final result is most often the
same as expected when the compa-
ny grew so shaky it sought protec-
tion—dissolution.

The report makes no bones about
it that changing longstanding regu-
latory practice isn’t going to be
easy. But, at minimum, the report
should spur risk managers, insurers,

HEY..IT LOOKS LIKE
HURRICAME ISABEL
HAS BLOWN PASTHI

producers and regulators to think—
and think hard—about how solven-
cy regulation can be improved.

How best to accomplish this
should be the subject of honest, vig-
orous debate, debate that won’t be
resolved quickly. What should not
be subject to debate, though, is that
such examination should begin in
earnest, and begin soon. Even if the
dire predictions of the Stewart re-
port don’t come to pass exactly as
expected, everyone interested in
the solvency issue should take the
report as a warning that they can ig-
nore only at their own peril.

Online Commentary

Visit the Commentary section of
www.businessinsurance.com
to read the latest
commentaries by Business
Insurance editorial staff
members, as well as
contributors Dr. George L.
Head and Myron Picoult.

Letters to the Editor

Business Insurance welcomes
letters to the editor. The section
is intended to be a forum for
readers’ opinions and com-
ments.

We reserve the right to edit
letters for clarity or space. We
will not publish unsigned let-
ters. Please send your letters to:
Letters to the Editor, Business
Insurance, 360 N. Michigan
Ave., Chicago, 1ll. 60601-
3806; fax: 312-280-3174;
e-mail: pwinston@crain.com.

Business Insurance welcomes letters to the editor. The section is intended to be a forum for readers' opinions and comments.
We reserve the right to edit letters for clarity or space. We will not publish unsigned letters. Please send your letters to:
Letters to the Editor, Business Insurance, 360 N. Michigan Ave., Chicago, lll. 60601-3806; fax: 312-280-3174; e-mail: pwinston@crain.com.
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Rendez-Vous Report

PHOTOS: SARAH VEYSEY

About 2,500 people
attended the 47th annual

(| Rendez-Vous de Septembre
| in Monte Carlo, Monaco. The
W meeting, which marks the
traditional beginning of the
year-end renewal season,
has little formal structure.
Instead, reinsurers, brokers,
cedents and others hold
meetings in the cafes and
hotel lobbies throughout
the city.

2003 Rendez-Vous de Septembre

Downgrades unlikely
to atfect buyer behavior

By GAVIN SOUTER
and SARAH VEYSEY

MONTE CARLO, Monaco—The slew of down-
grades of major reinsurers over the past sever-
al months should not drastically alter reinsur-
ance buying habits, but it could lead to
changes in the way both reinsurers and ce-
dents view reinsurer security.

Reinsurance buyers will not end longstand-
ing relationships on the basis of a downgrade,
but the rating actions could still lead to some
opportunities for more recently established
reinsurers to grow their business, reinsurers
and brokers say.

In addition, established reinsurers may
have to curb their writings to maintain their
ratings, and cedents may seek to diversify
their reinsurance placements as a result of the

Inside:

downgrades, according to executives meeting
at the Rendez-Vous de Septembre in Monte
Carlo, Monaco.

The Rendez-Vous meeting was preceded by
some significant downgrades involving well-
established reinsurers. Among the rating ac-
tions were:

® Munich Reinsurance Co. of Munich, Ger-
many, which was downgraded by Standard &
Poor’s Corp. to A+ from AA- in August and to
A+ from A++ by A.M. Best Co.

e Employers Reinsurance Corp. of Overland
Park, Kan., downgraded by S&P to A+ from
AA- in September.

e PartnerRe Ltd. of Pembroke, Bermuda,
downgraded by S&P to AA- from AA in
September.

® SCOR S.A. of Paris, downgraded to BBB+

See RATINGS/page 18
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2003 Rendez-Vous de Septembre

Renewal period to see
more moderation

By GAVIN SOUTER
and SARAH VEYSEY

MONTE CARLO, Monaco—Property reinsur-
ance rates could come down during the year-
end renewal season, but casualty rates will
continue climbing into 2004.

An increase in capacity eager to write short-
tail lines and a lack of major catastrophes
over the past two years should at least halt in-
creases if not drive down rates for property
risks, according to reinsurers and brokers
meeting at the Rendez-Vous de Septembre.

But, reinsurers caution, a significant loss
over the next several months could dash any
hopes of relief from the upward drive in rates
that has pervaded most of the reinsurance
market since the Sept. 11, 2001, terrorist at-
tacks.

As they gathered in Monte Carlo, Monaco,
for the annual meeting that traditionally
marks the start of the renewal season, reinsur-
ers were still seeking loss estimates from Hur-
ricane Fabian in Bermuda and watching as
Hurricane Isabel crossed the Atlantic, adding
an element of uncertainty to the upcoming
property renewals.

The direction of casualty rates is much
more predictable. Continued problems with
long-tail losses, depleted reserves and con-
cerns over the tort environment should en-
sure that rates for difficult lines such as direc-
tors and officers liability and errors and omis-
sions will continue to increase, reinsurers and
brokers say. Yet, even in those lines, the rate
of increase may moderate, they said.

Reinsurers are “being quite cagey” about
the Jan. 1, 2004, renewals, said John Pelly,
chairman and chief executive officer of Willis
Re, a unit of Willis Group Ltd. in London.
But, overall, the market will likely remain
firm, he said.

“That will benefit everyone—even the di-
rect clients—because volatility isn’t good” for
insurance buyers, either, he said. “The indus-
try does need to make some money.”

“We feel, for many lines, 2003 will proba-
bly cap the top of the cycle,” said Stephen
Searby, a credit analyst at Standard & Poor’s
Corp. in London. “There will be some soften-
ing of shorter-tail lines. We will see continued
rate increases on long-tail liability and maybe
marine.”

And, barring a major catastrophe, 2004
should be more profitable for reinsurers than
this year has been.

According to Lloyd’s of London Chairman
Lord Peter Levene, “rate increases will not
continue forever. Evidence is emerging of ca-
pacity returning in certain lines, which is
(putting) pressure on rating levels,” he said.

“Overall, the market is pretty stable,” said
Salvatore Zaffino, chairman and CEO of Guy

Carpenter & Co. Inc., a unit of Marsh &
McLennan Cos. Inc. in New York.

Property

Rates for property catastrophe reinsurance
are moderating due to the absence of severe
catastrophe losses over the past two years, Mr.
Zaffino said. “The rates are leveling off or
coming down a little bit,” he said.

Currently, the supply-and-demand equa-
tion for property reinsurance capacity is rea-
sonably balanced, he said. “There is not an
oversupply of capacity, but there is not a great
shortage, either,” he said.

Consequently, rate reductions will likely
not exceed 10% at Jan. 1 renewals, Mr. Zaffi-
no said.

The rates being charged for property catas-
trophe reinsurance are settling at “historically
attractive” levels, said Kenneth LeStrange,
CEO of Endurance Specialty Insurance Ltd. in
Hamilton, Bermuda.

'We feel, for many lines, 2003
will probably cap the top of the
cycle...There will be some
softening of shorter-tail lines.
We will see continued rate
increases on long-tail liability

and maybe marine.’

Stephen Searby
Standard & Poor’s Corp.

Property catastrophe rates will likely de-
crease by 5% to 10% at year-end, said Gra-
hame Chilton, chief executive of Benfield
Group Ltd. in London.

But because most reinsurers use similar
catastrophe models and face similar expecta-
tions from their investors, there should not
be a great variation in pricing, as long as rein-
surers do not push for dramatic increases in
market share, he said.

The use of similar models should keep
catastrophe rates stable and result in a 5% to
10% decrease at year-end, said Dwight Evans,
president of Arch Reinsurance Ltd. (Bermuda)
in Hamilton, Bermuda.

Despite pressure to reduce property catas-
trophe rates, the price should be based on
technical ratings rather than on market senti-
ment, said James P. Bryce, president and CEO
of IPCRe Ltd. in Pembroke, Bermuda.

“People say, ‘What is the direction of
rates?’ and [ say, ‘Give me your exposures and
experience and I'll give you a rate, " he said.

And although catastrophe losses have been
moderate over the past two years, year-end re-

See RENDEZ-VOUS/page 12
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Continued from page 10
newals still could be affected by
catastrophe losses, Mr. Bryce said.

Reinsurance losses from Hurri-
cane Fabian could be sizeable, and
losses from Hurricane Isabel, which
was still in the middle of the At-
lantic at the time of the Rendez-
Vous, are unknown, he said.

Deductibles for windstorm risks
in Bermuda are likely to increase as
a result of Hurricane Fabian, said
Hans Rohlf, managing director and
chief underwriting officer-North
America for Hannover Reinsurance
Co. of Hannover, Germany.

Locally, deductibles were too low
prior to the hurricane and are likely
to increase to 2% to 3% of insured
values from the current 1%, he said.

But even though losses from
Fabian will be “substantial,” they
won't be large enough to turn the
property market, Mr. Rohlf said.

Although property rates are be-
ginning to plateau, the softening
could be checked by the need for
reinsurers to meet investors’ profit
expectations, said Stephen Cane,
CEO of Alea London.

“Investors have not had a good
return (from the reinsurance indus-
try) for many years, ” he said.

“There is pressure on CEOs to
produce results, and there is no
shield in the form of investment in-

come,” Mr. Cane said.

Reinsurers should be able to in-
crease their market share without
drastically reducing prices, due to
increased demand for insurance
and reinsurance, Mr. Chilton said.

“Insurers’ balance sheets have
been eroded by the equity markets,
so they need more reinsurance,” he
said.

And insured values are increasing
at a higher rate than general eco-
nomic growth, so insurance premi-
ums should grow, too, Mr. Chilton
said.

In addition, larger insurers are
buying bigger property limits, Mr.
Zaffino said.

“They are being advised by the
models they use that they should
have more coverage,” he said.

Property reinsurance rates should
not see any sharp falls, agreed Hen-
ry C.V. Keeling, CEO of XL Re, a
unit of XL Capital Ltd. in London.

“Some people are trying to talk
the market down a bit, but I think
they might be being overly opti-
mistic,” he said.

Property reinsurance rates should
remain steady or rise slightly, said
Nikolaus von Bomhard, a member
of the board of management at Mu-
nich Reinsurance Co. in Munich,
Germany.

A few areas may see modest de-

creases—such as property risks in
the Caribbean—but in general rates
should remain stable, he said.

“In the Caribbean, there is a lev-
eling of property catastrophe rates,”
said Patrick Cerceau, chief under-
writing officer-overseas for Converi-
um Ltd. in Zurich. The decline is
largely due the injection of capacity
in Bermuda over the past two years,
he said.

Noncatastrophe property insur-
ance rates have begun to soften,
and reinsurance accounts with
good experience will likely see some
rate reductions, too, said Mr. Evans
of Arch.

Marine reinsurance rates are also
softening, said Alistair Lockhart-
Smith, head of the marine reinsur-
ance division at Jardine Lloyd
Thompson Group P.L.C. in London.

“Rates are on the way down,” Mr.
Lockhart-Smith said of marine in-
surance. “The pressure is going to
be on (at the Jan. 1 renewal), and
there is new capital in the market,”
he said. “We won't see a freefall of
rates, but rates are falling at the mo-
ment.”

Although there are fewer players
in the market than in previous
downturns, there still are too many
companies chasing the same prof-
itable business, he said.

“Buyers and sellers both expect to

see rates fall in most short-tail class-
es at the Jan. 1 renewal,” said Ross
McKenzie, chairman and CEO of
Aon Re International in London.

It is a question of “who blinks
first,” he said, noting that reinsurers
are under pressure from investors to
sustain rate increases. “If the new
capacity breaks ranks with the old
capacity, then we could see rates
fall,” he said.

“The soft market has started in
certain areas of the United States
and London markets,” said Gilles
Meyer, CEO of Alea Europe Ltd. He
predicted that the whole market is
likely to turn in 2005, depending
on the performance of the invest-
ment markets.

Indeed, property, energy and avi-
ation rates are already seeing some
softening, according to David Mar-
grett, CEO of London-based broker-
age Heath Lambert Group.

And even in some liability lines
“where perhaps you wouldn't ex-
pect it,” there are signs of rates be-
ginning to fall, noted Callum Stew-
art, a managing director at Heath
Lambert.

Casualty

Most casualty rates will continue
to rise at Jan. 1 renewals, according
to Mr. Cane of Alea. Increases, he

said, will depend on “how stressed
the classes are—in some classes, it
will be spectacular.”

Indeed, casualty rates are still in-
creasing in most areas, Mr. Zaffino
said.

Casualty losses, in general, have
been a lot worse than expected over
the past several years, reserves are
generally inadequate and invest-
ment income has slumped, he said.
Consequently, reinsurers are still in-
sisting on significant rate increases.

Professional liability lines, in pat-
ticular, will continue to experience
dramatic rate increases, Mr. Zaffino
said.

“It is a low interest-rate environ-
ment, and at a time when interest
rates are low, the underwriter is par-
ticularly exposed,” said John
Coomber, CEO of Swiss Reinsur-
ance Co. in Zurich. “Investment in-
come isn’t going to come to the res-
cue of bad underwriting,” Mr.
Coomber said.

Casualty rates are “firm and in-
creasing,” noted Tim Carroll, presi-
dent and CEO at GE Reinsurance
Corp. in Barrington, IIL

Professional liability, D&O and
E&O coverages remain tough to
place, and rates still are going up,
he said.

D&O rates are increasing signifi-

See RENDEZ-VOUS/page 14
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Continued from page 12

cantly, said Mr. Evans of Arch. In
the first half of 2003, rates increased
by between 30% and 50%, and they
should increase by at least 25% at
year-end renewals, he said.

“We may see a leveling off in the
middle of next year, but it should
still be a very good market to be in
through the end of next year,” Mr.
Evans said.

Casualty rates will continue ris-
ing, agreed Mr. Keeling of XL Re.
Overall, casualty rates increased
about 25% at July 1, and more diffi-
cult lines saw increases of 50% or
more, he noted. Similar increases

should be expected at year-end re-
newals, he said.

The rate increases will hold
steady, in part, due to the contin-
ued limitation in casualty capacity,
Mr. Keeling said. While several new
reinsurers have helped replenish
some of the property capacity that
left the market after the Sept. 11 ter-
rorist attacks, those new reinsurers
have been less successful in win-
ning casualty business, he said.

Most cedents seek to place casual-
ty business with reinsurers that
have a rating of AA or higher, due
to the long-term nature of the
claims, Mr. Keeling said.

Indeed, there are fewer reinsurers
writing casualty risks, and the area
remains challenging for reinsurers
and cedents, said Mr. von Bomhard
of Munich Re.

Reinsurers, in addition to increas-
ing rates, are adding exclusions to
liability coverages, he said.

For example, Munich Re, which
already had asbestos exclusions in
many of its policies, now is includ-
ing asbestos exclusions in all of its
policies, Mr. von Bomhard said.
Munich Re also is limiting the liabil-
ity for its new auto liability policies
and has imposed several exclusions
in other liability coverages, he said.

But reinsurers aren’t the only
ones getting tougher.

Cedents are seeking to include
rating-downgrade provisions in ca-
sualty reinsurance contracts, allow-
ing them to commute the coverage
if a reinsurer is downgraded, said
Mr. Evans of Arch.

“They are not in all contracts, but
it is part of the growing concerns
about security,” he said.

Excess-of-loss

Most new reinsurers are broker-
market reinsurers, and that will like-
ly lead to an increase in the purchase

. "‘
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of excess-of-loss reinsurance, said
Mr. Chilton. Pro rata reinsurance is
dominated by large direct reinsurers.

GE Reinsurance is looking to
write more excess-of-loss business,
said Mr. Carroll. “In proportional
business, you are following the pric-
ing of the ceding insurer, but in ex-
cess-of-loss, you are pricing the
product. And the reinsurance price
is not directly connected to the un-
derlying portfolio,” he said.

Insurers with profitable portfolios
are increasingly willing to retain
more of their risks in order to
achieve revenue growth, and that
should lead to some insurers chang-
ing from proportional reinsurance
to excess-of-loss coverages, said Mr.
Evans of Arch.

Proportional business is still good
business if a company has the ex-

Casualty rates will
continue rising, according
to Henry C.V. Keeling of
XL Re. Overall, casualty
rates increased about
25% at July 1, and more-
difficult lines saw
increases of 50% or more,
he notes. Similar
increases should be
expected at year-end
renewals, Mr. Keeling says.

pertise and resources to write it, said
Mr. von Bomhard of Munich Re.

Reinsurers that have sufficient re-
sources and close relationships with
cedents can control their propor-
tional business effectively, he said.

“If you have a close relationship
with the company, you know where
you stand,” Mr. von Bomhard said.
“We do not have a preference for
proportional or nonproportional. If
it makes sense, we’ll do it.”

New approaches

Some cedents are increasingly
looking at nontraditional coverages
such as finite reinsurance, some ex-
ecutives say.

The nontraditional market is
something that buyers are really
starting to consider now, noted
John Berger, CEO of Chubb Corp.
unit Chubb Re in Bernardsville, N.J.
“People are looking at nontradi-
tional ways to transfer risks—there
are real deals now,” he said.

In particular, U.S. cedents are in-
creasingly looking for more struc-
tured reinsurance programs such as
aggregate stop-loss coverage and fi-
nite risk coverage to cover reserve de-
velopments, said Rod Fox, chief ex-
ecutive of Benfield’s U.S. operations.

In addition to examining alterna-
tive structures, many reinsurance
buyers are seeking to increase their
retentions in response to the in-
creased prices over the past several
years, said Mr. Berger.

“Companies are trying to work
out how they can buy less reinsur-
ance; they want to retain more,” he
said.

Gilles Meyer, chief executive offi-

See RENDEZ-VOUS/page 16
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Rendez-vous: Some rates falling

Continued from page 14

cer of Alea Europe Ltd., said that
such efforts are a good way to put
pressure on reinsurers to reduce
rates, he said. “So there will be com-
petition,” he said.

Olivier du Passage, chief execu-
tive officer of Aon Re France and
chairman of Aon Re Europe, pre-
dicted that many cedents would
take on greater retentions at the
Jan. 1 renewal.

But although retentions are rising
in many cases, the level of the in-
crease varies significantly from ce-
dent to cedent, said Mr. Zaffino of
Guy Carpenter.

Reducing volatility

While changes continue in the
reinsurance market, big swings in
price should be resisted, according
to some executives.

The reinsurance cycle should be
made less volatile, said Mr. von
Bomhard of Munich Re. Investors
in reinsurance companies and
reinsurance underwriters are less
likely to accept volatile results, so
cyclical changes in reinsurance
rates should be less pronounced,
he said.

“We should forget about the cy-
cle and try to maintain the right

price for the risk and then see
whether we have a cycle,” Mr. von
Bombhard said.

Prices will inevitably be affected
by the availability of capacity, said
Mr. Berger of Chubb Re.

“It is supply and demand. You
can say whatever you like about
rates going up, but it is supply and
demand,” he said.

“I think it'd be nice if the indus-
try could accept the idea of stabiliz-
ing,” said Michel Lies, head of the
Europe division at Swiss Re. “We've
tended to always think that the up-
cycle is the beginning of the down-
cycle.”

September 22, 2003
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Few insurers ceding
terrorism coverage

By GAVIN SOUTER

MONTE CARLO, Monaco—Reinsur-
ers are finding few takers for the ter-
rorism coverage that they have
been offering both before and after
the passage of the Terrorism Risk In-
surance Act last year.

In large part, the price of the
primary coverage is deemed too
high by policyholders with proper-
ties in large cities and the coverage

CPCU

4 column x 10”

is generally deemed unnecessary
by policyholders that are outside of
urban areas, reinsurers and brokers
say.

Terrorism coverage, or the lack of
it, was a major theme at last year’s
Rendez-Vous de Septembre in
Monte Carlo, Monaco, as reinsurers
and brokers grappled with the issue
in the face of uncertainty over
whether the U.S. government
would provide a backstop for terror-
ism losses.

TRIA was finally passed in
November 2002 (BI, Nov. 25, 2002),
and reinsurers and insurers have
been offering both TRIA and
non-TRIA related coverage since
then.

The uptake of reinsurance cover-
age for terrorism risks is “a total
patchwork,” said Salvatore Zaffino,
chairman and chief executive offi-
cer of Guy Carpenter & Co. in New
York.

In many cases, where there is a
significant exposure, policyholders
are not buying primary coverage be-
cause the price is prohibitive. In
other cases, policyholders that have
properties outside of major cities
are not buying terrorism coverage
because they do not believe that
they face a significant exposure, Mr.
Zaffino said.

Few policyholders are interested
in terrorism coverage, agreed Ken-
neth J. LeStrange, CEO of En-
durance Specialty Holdings Ltd. in
Hamilton, Bermuda. Policyholders
find the coverage expensive and
banks often do not require its pur-
chase as part of loan agreements, he
said.

“People are not buying the cover,
and you can’t reinsure what’s not
insured,” said James P. Bryce, presi-
dent and CEO of IPCRe Ltd. in
Pembroke, Bermuda.

And reinsurers and insurers
are still refining the price of their
terrorism coverage because they
have little experience on which to
base a price for the exposure, he
said.

Arch Reinsurance Ltd. (Bermuda)
has a book of terrorism reinsurance
that has been profitable due to
the lack of insured losses since Sept.
11, 2001, said Dwight Evans, presi-
dent of the Hamilton, Bermuda-
based reinsurer. The rates will likely
soften next year, Mr. Evans predict-
ed.

“Who knows what the right price
is, but we still think there is an at-
tractive margin in the business,” he
said.

And the demand for terrorism
reinsurance may grow next year, as
the retention levels under the TRIA
program increase and insurers re-
view their greater exposure, Mr.
Evans said.

“We've written very few terror-
ism-specific coverages. We get asked
to bring some terrorism coverage
into traditional treaties, and we do
that on a case-by-case basis,” said
Tim Carroll, president and CEO of
GE Reinsurance Corp. in Barring-
ton, 111



BI

09-22-03 A 18 9/18/03 5:07

18 / Business Insurance

PM Page 1

9

Spotlight

September 22, 2003

Ratings: Downgrades unlikely to affect buyer habits

Continued from page 10
from A- by S&P in July; and to B++
from A- by Best in September.

“We've been busy recently—the
last year has been unprecedented in
the number of rating actions that
have taken place. In the last nine
months alone there have been 11
downgrades in the reinsurance mar-
ket,” noted Stephen Searby, a credit
analyst at Standard & Poor’s Corp.
in London.

However, he said, the “worst is
probably behind us” in terms of
reinsurer downgrades, he said.

Mr. Searby described 2002 as “the
reinsurance industry’s perfect

storm,” because for many it com-
bined a need to bolster reserves
with the pressure of declining fi-
nancial markets.

Despite the capital-raising efforts
of reinsurers over the past two
years, the combination of invest-
ment losses and growing liabilities
has weakened the financial strength
of the reinsurance industry as a
whole, said Stuart Shipperlee, man-
aging director-Furopean operations
at AM. Best Co. in London.

“We don’t think it’s likely that
the industry as a whole will recover
to its former levels,” he said.

Although the downgrades may

lead to some changes, they likely
won't disrupt longstanding rela-
tionships between cedents and rein-
surers, broker and reinsurer execu-
tives say.

Cedents will not accept or de-
cline long-term business partners
on the basis of a downgrade, said
Grahame Chilton, chief executive
of Benfield Group Ltd. in London.

So, most of the large reinsurers
that have been downgraded will
not lose much of their existing busi-
ness as a result of the downgrades,
he said.

“Ratings are important,” said Sal-
vatore Zaffino, chairman and CEO

of Guy Carpenter & Co. Inc., a unit
of Marsh & McLennan Cos. Inc. in
New York. “But if everybody is
downgraded, people will look at it
differently,” he said.

The downgrade of Munich Re
will not affect its ability to write
business, said Nikolaus von Bom-
hard, a member of the board of
management at the reinsurer. He
noted that brokers, cedents and an-
alysts have all supported that assess-
ment.

And new business, including rat-
ing-sensitive U.S. casualty business,
is still being offered to Munich Re,
Mr. von Bomhard said.

Montpelier Re Holdings Ltd.
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“It will not affect the amount of
business that we will write,” he said.

ERC also should not lose business
as a result of its downgrade, said
Tim Carroll, Barrington, Ill.-based
president of chief executive officer
of GE Reinsurance, a unit of ERC.
“We respect the rating agencies’
view, but we disagree with it be-
cause we think it is backward-look-
ing,” said Mr. Carroll.

ERC is strongly reserved and capi-
talized and “from our point of view,
the security of the company has
never been better,” he said.

So far, cedents still seem to be
happy with the security that is of-
fered by ERC despite the down-
grade, Mr. Carroll said.

'l don't think the
companies that have
been downgraded want
to get back to AAA. The
banking business has not
been AAA for years, so
why should the

reinsurance world?’

Henry C.V. Keeling
XL Re

Other reinsurers agreed that well-
established reinsurers should not
lose a significant amount of busi-
ness because of the downgrades.

“I don't expect a lot of business
to leave Munich Re and American
Re,” said Hans Rohlf, managing di-
rector and chief underwriting offi-
cer-North America for Hannover
Reinsurance Co. of Hannover, Ger-
many. “They are still solid compa-
nies, and their clients know that,”
he said.

On the other hand, medium-
sized companies that have been
downgraded are losing business in
the current market, and Hannover
Re is benefitting from that, Mr.
Rohlf said.

The downgrades will likely
prompt a change in attitude by
reinsurers over what level of rating
they should strive to maintain, sev-
eral reinsurers said.

ERC, which previously held the
top ratings from both Best and S&P,
may not strive to regain such rat-
ings, said Mr. Carroll.

“We have to ask whether we
would want to deploy the amount
of capital we would have to deploy
and can we use it effectively. So it is
not a foregone conclusion that we
would want to go back to AAA,” Mr.
Carroll said.

Munich Re intends to take steps,
which could include raising new
capital, in order to increase its rat-
ing to AA by the middle of next
year, Mr. von Bomhard said.

The AA rating would be sufficient
and Munich Re would not strive to
regain its AAA rating, he said.

The recent spate of downgrades
could mark a change in the overall
security requirements for reinsurers,
said Henry C.V. Keeling, CEO of XL
Re in London, a unit of XL Capital
Ltd. “I don’t think the companies
that have been downgraded want
to get back to AAA. The banking
business has not been AAA for

See RATINGS/page 20
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Several major reinsurers experienced ratings agency downgrades
before the annual Rendez-Vouz de Septembre in Monte Carlo, Monaco.
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Ratings: Opportunities seen
for recently formed reinsurers

Continued from page 18
years, so why should the reinsur-
ance world?” he said.

“I don’t see that there’s a need for
a AAA rating in most areas of rein-
surance other than specialties like
financial guarantee reinsurance,”
Mr. Keeling said.

Most top-rated reinsurers in the
past have not benefited from their
ratings in terms of pricing, Mr. Keel-
ing said.

“During the soft market, the
most competitive prices were often

coming from the AAA carriers,” he
said.

The downgrades could affect the
downgraded reinsurers’ own ap-
petite to accept risks because they
will have more concerns about the
amount of capital they will be pre-
pared to put at risk, said Mr.
Chilton of Benfield.

“That will lead to more opportu-
nities for the new carriers,” Mr.
Chilton said.

And, as some smaller reinsurers
suffer downgrades or exit the mar-
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ket, there could be more opportuni-
ties for more recently established
reinsurers, said Mr. Zaffino of Guy
Carpenter.

“All of our clients have looked at
their approved list of reinsurers,
and certain reinsurers have been re-
moved,” he said.

“Fortunately, we have the new
Bermuda markets that filled in the
void somewhat. If they had not
come in, then we would have had a
crisis like we had in the mid-1980s,”
he said.

And the downgrades could lead
to more cedents seeking to diversify

‘Insureds and reinsureds
are looking at it from an
asset-allocation point of
view, and they don't want
all their eggs in one

basket.

Mark W. Boucher
Endurance Worldwide
Insurance Ltd.

their reinsurance placements, ac-
cording to Mark W. Boucher, CEO
of Endurance Worldwide Insurance
Ltd. in London.

“Insureds and reinsureds are
looking at it from an asset-alloca-
tion point of view, and they don’t
want all their eggs in one basket,”
he said.

Cedents are looking for more di-
versity in their reinsurance place-
ments despite the continued con-
solidation among reinsurers, said
Mr. Keeling of XL Re. “So there is an
opportunity for a number of players
to take a greater leadership role in
the market,” he said.

The consolidation that has taken
place in the reinsurance market has
forced cedents to re-examine their
reinsurance programs, and they are
realizing that they have significant
exposures with a relatively small
number of reinsurers, said Dwight
Evans, the president of Arch Rein-
surance Ltd. (Bermuda) in Hamil-
ton. “That forces them to look
around the landscape,” Mr. Evans
said.

Arch, for example is seeking to
increase its casualty book, he said.
And although cedents often seek to
place their casualty reinsurance
with AA rated insurers—given the
long-term nature of the risks—A-
rated insurers, such as Arch, can
still attract casualty business, he
said.

“We have fresh capital and $1.6
billion in surplus, so people are will-
ing to overlook” the lower rating,
Mr. Evans said.
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2003 Rendez-Vous de Septembre

Industry urged to focus on disciplined underwriting

By GAVIN SOUTER

MONTE CARLO, Monaco—Chang-
ing economic and legal environ-
ments require a sustained return to
disciplined underwriting if insurers
are to thrive in the future, the chair-
man of Lloyd’s of London says.

The current environment of in-
creased liabilities and lower invest-
ment income requires insurers and
reinsurers to write for underwriting
profits and to work for reforms in
the business environment, said
Lloyd’s Chairman Peter Levene,

Lord Levene of Portsoken. Only
then will the insurance industry be
able to provide adequate security for
policyholders, he said.

“The changes taking place in the
economic environment over the
past few years have been remark-
able,” said Lord Levene.

Massive corporate failures and the
collapse of several insurance compa-
nies have led to increasing uncer-
tainty, he said, speaking at the for-
mal session of the Rendez-Vous de
Septembre in Monte Carlo, Monaco.

Consequently, policyholders are

9
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looking more deeply at the insurers

and reinsurers they look
rity, said Lord Levene.

The insurance industry must
‘return to basics and focus
on one simple thing, which is

underwriting for profit.’
Lord Peter Levene
Lloyd’s of London

“One clear trend is that buyers are
looking beyond ratings and looking
deeper into relationships,” he said.

to for secu-
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“Reinsurance receivables and will-
ingness to pay can be just as impor-
tant as ability to pay,” Lord Levene
said.

In order to provide the security
and stability that policyholders re-
quire, the insurance industry must
become more consistent in its ap-
proach to underwriting, he said.

“It is critical that we stop behav-
ing like slaves to the cycle,” Lord
Levene said. “We have to return to
basics and focus on one simple
thing, which is underwriting for
profit. So far, there has been a great
deal of talk on this subject, but per-
haps we should have a little more
action.”

The depressed investment envi-
ronment requires a return to under-
writing profits if reinsurers and in-
surers are to prosper, agreed Niko-
laus von Bomhard, member of the
board of management at Munich
Reinsurance Co. in Munich, Ger-
many.

Reinsurers must maintain a com-
bined ratio of less than 100% to pro-
vide adequate returns to their in-
vestors, Mr. von Bomhard said.

But reinsurers must also be pre-
pared to take risks, he said. “If you
don't take volatility, you don’t have
any business,” he said. So, reinsurers
should ensure that they adequately
limit their liabilities, charge ade-
quate rates and ignore the cycle, he
said.

If reinsures have a thorough un-
derstanding of their business and
can underwrite it more effectively
than their competitors, then they
will sometimes be able to make “op-
portunistic”  profits, Mr. von
Bombhard said.

For example, some reinsurers are
currently taking advantage of the
large rate increases in the directors
and officers liability market. “Hope-
fully, the people that are taking ad-
vantage of it know what they are
doing,” he said. “But opportunistic
underwriting should not be the
starting point.”

The insurance industry also
should push for litigation reforms,
said Lord Levene.

“Unrestrained litigation is very
dangerous for business,” he said. In-
surers have duty to fight for reform
of tort and litigation systems in the
United States and elsewhere, he
said. “We need to protect our own
future and act to ensure that the
same culture does not gain hold in
Europe.”

Insurers also will become larger
and increasingly global in response
to growing exposures worldwide,
and this “has implications for the
regulation of our industry,” he said.

Regulators can’t know every com-
pany around the world, he noted. In
Europe, regulation has been mod-
ernized and barriers between coun-
tries have been removed, he said.
But in the United States, well- estab-
lished international insurers are still
required pay substantial funds into
trust funds even when the risks are
retrocessionally placed back into the
U.S. market, he said.

“Such systems create complexities
and drive up the cost of doing busi-
ness,” Lord Levene said.
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Accounting rules bring ‘pain before gain’

By SARAH VEYSEY

MONTE CARLO, Monaco—While
talk of rating agency downgrades
and the reinsurance cycle dominat-
ed discussions at the Rendez-Vous
de Septembre, the impact of new
European accounting standards was
another key topic of conversation.
The International Financial Re-
porting Standards, which were de-
veloped by the London-based Inter-
national Accounting Standards
Board, seek to promote the trans-
parency of financial reports and

greater disclosure by European fi-
nancial services entities. Slated for
introduction in 2005, the standards
aim to harmonize the current
patchwork of accounting rules
throughout the European Union.

Although the new standards ulti-
mately will benefit insurers and
reinsurers, they are likely to bring
“pain before gain,” said Standard &
Poor’s Corp. credit analyst Rob
Jones.

Under the IFRS, insurers and rein-
surers must report assets on a fair-
value basis from 2005. Liabilities,
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though, would continue to be re-
ported on an amortized basis under
national accounting standards until
2007, when they, too, would be
measured at fair value. Under fair-
value accounting, assets and liabili-
ties are recorded at their current
market value.

While the standards will create
greater transparency of financial re-
porting—which will, in turn, lead
to insurers and reinsurers being
viewed more favorably by policy-
holders and investors—their imple-
mentation will prove a costly bur-

den to companies, Mr. Jones said.

Indeed, any change that boosts
transparency and consistency will
ultimately be good for the industry,
but the new standards are not yet
well understood by insurers and
reinsurers, said Jay Dhru, a manag-
ing director of financial services rat-
ings at S&P in New York.

One concern is that, for practical
purposes, companies must change
their approach well before the rules
take effect.

Because the new rules come into
force in 2005, insurers and reinsur-
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ers must also prepare their 2004 an-
nual reports in accordance with the
standards to ensure that accounts
are comparable, said Ian Sparshott,
a partner in the insurance practice
of accounting firm Mazars in Lon-
don.

That means companies must be-
gin implementing the new stan-
dards now, in order to ensure they
are ready, Mr. Sparshott said.

And the implementation process
“promises significant cost increases
in an industry where margins are al-
ready under acute pressure,” S&P’s
Mr. Jones said. He noted that the
introduction of IFRS will require sig-
nificant actuarial resources, invest-
ment in new accounting systems
and training of internal accoun-
tants and auditors.

In addition, Mr. Dhru noted that
the standards’ impact is not limited
to Europe. Because so many reinsur-
ers and insurers are global, compa-
nies based in the United States and
Asia must also gear up for the intro-
duction of the rules, he said.

In addition, the rules’ two-phase
implementation has raised con-
cerns among insurers and reinsurers
that, for a time, there will essential-
ly be a mismatch between assets
and liabilities on companies’ bal-
ance sheets (BI, Aug. 18).

Treating assets on a fair-value ba-
sis and liabilities on an amortized
basis could effectively make some
companies appear insolvent, Mr.
Dhru said.

Daniel Schante, director general
of the Comite Europeen des Assur-
ances, said that the insurer associa-
tion is holding talks with the IASB
over that concern and others.

The rules may also affect the
types of policies companies offer,
said Andrew Kail, a partner at Price-
waterhouseCoopers L.L.P. in Lon-
don.

For example, finite insurance and
reinsurance products rely on dis-
counting techniques, which often
conflict with a fair-value account-
ing approach, he noted. “Quite a lot
of international (insurance and
reinsurance) clients are already be-
ginning to think about it and how
they sell and what they sell,” Mr.
Kail said.

Another area of debate has been
the new rules’ prohibition of so-
called equalization or catastrophe
reserves.

Holding such reserves is currently
common practice among many Eu-
ropean companies, which set aside
a portion of profits earned in claim-
free years and add them to reserves
to cover large catastrophes in future
years.

The IASB sought to eliminate this
practice, because it views catastro-
phe reserving as providing for a lia-
bility that doesn’t actually exist
when the accounts are drawn up.

This change is worrying for many
companies, which fear that it could
significantly erode their capital
base, said Mazars partner Andrew
Green.

Nevertheless, although they have
concerns about the practical impact
of IFRS, most European insurers and
reinsurers recognize the need for
harmony in accounting rules, Mr.
Schante said.

“For everyone to converge will be
difficult, but I think the industry
understands we need a consensus,”
he said.
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Comings & Goings

Insurers:

London-based Brit Insurance
Holdings P.L.C. has appointed Ken
Culley chairman of its subsidiary
company, Brit Insurance Ltd. Mr.
Culley, who previously was a nonex-
ecutive director, replaces Clive
Coates, who will remain as a nonex-
ecutive director.

PMA Insurance Group has named
Kurt L. Schuhl as senior vp and
chief claims officer. Before joining
the Blue Bell, Pa.-based insurer, Mr.
Schuhl was senior vp at Cambridge
Integrated Services Group.

Reinsurance:

GE Employers Reinsurance Corp.
has named Keith Saylor group
products business leader for its US
Accident & Health unit. Before his
promotion, Mr. Saylor was a master
black belt on ERC'’s six sigma team.

5:13 PM Page 1

ing firm, has made two appoint-
ments in its insurance division.

® Beth Rees has joined the firm
as director of its insurance insolven-
cy practice in London. Previously,
she was a director of insurance at the
London office of accounting firm
Grant Thornton.

¢ Ian Sparshott, previously a se-
nior manager in Mazars’ insurance
group, has been appointed a partner
in the insurance group in London.

RewardsPlus, a provider of bene-
fits management technology in
Hunt Valley, Md., has made two se-
nior-level appointments.

e Gary Broache was promoted
to executive vp and chief operating
officer. Previously, Mr. Broache was
senior vp and chief technology offi-
cer.

e Steven Schaefer has been
named executive vp of business de-
velopment at RewardsPlus. Before
his promotion, Mr. Schaefer was se-
nior vp of operations and business

9
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Other suppliers: development.
e Mark Larsen has been named - i
Kenexa, a Wayne, Pa.-based senior managing consultant in the bI[NLE- 1 9??

provider of human resources soft-
ware, has appointed Rama

Chicago office of Mullin Consulting
Inc., a Los Angeles-based firm spe-

Previously, Mr. Velpuri was chief ex-  tration of executive benefits. Before
ecutive officer of Oracle Corp. joining Mullin, Mr. Larsen was vp at www.carvill.com 1-800-CARVILL

Mazars, a London-based account-

Clark Consulting Inc.
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Pressures: Problems plaguing insurance industry

Continued from page 4

billion to $120 billion, said James S.
Carey, president and CEO of Admi-
ral Insurance Co. in Cherry Hill, N.J.

“If that high number is correct,
it's a scary situation,” he said. Fur-
thermore, Mr. Carey noted, the in-
dustry’s surplus is down $50 billion
in just the past two years.

In addition, Mr. Post said, “rating
agencies do not like our industry to-
day.”

“It may come to a day when a B+
rated insurance company is actually
a good quality credit,” he said. “We
see that today on the reinsurance
side. There are just not that many
good quality reinsurers left, and I'm
afraid if we don’t make some ade-
quate returns in the short term, that
could also happen on the primary
side.”

Given such factors, it is cause for
concern that “we are starting to see
some softening in some lines of
business,” Mr. Post said.

The rising cost of lawsuits is a key
concern for the insurance industry,
said Kevin H. Kelley, chairman and
CEO of Boston-based Lexington In-

surance Co. Total tort costs in the
United States are projected to reach
$300 billion in 2005, he said.

Tort costs rose by about 14% in
2000 and 2001, Mr. Kelley said. He
acknowledged that tort costs had
increased at a rate of 15% to 16%
during the mid-1980s but noted
that, at the time, high investment
returns could counter such “loss-
cost inflation.”

Today’s situation is very differ-
ent, though, with investment re-
turns trailing rising tort costs.

“The only way you can fund for
that gap...is through rate increases,
and any executive who doesn'’t rec-
ognize that probably won't be in
their position for very long,” he said.

Unanticipated and long-tail
liability losses also continue to
plague insurers and reinsurers, said
Michele P. Bernal, chief actuarial of-
ficer and vp for American Re-Insur-
ance Co. in Princeton, N.J.

For example, she said, few in the
industry would have expected that
an event such as the Sept. 11, 2001,
attacks could affect so many lines of
business or that corporate restate-

ments would lead to widespread
losses.

“We (in the industry) are certain-
ly a lot better off from where we
were a couple of years ago; we are
starting to feel a little healthier. But
we are still weak, and we are really
going to need to continue to push
on the hard market to be able to
continue to recuperate,” she said.

Even in property insurance—a
line in which some NAPSLO confer-
ence attendees say they have seen
prices begin to weaken—there are
dangers of price hikes returning,
some of the panelists said.

They pointed to forecasts for a ro-
bust hurricane season, noting that
Hurricane Isabel was, as they spoke,
swirling east of the Caribbean.

“If that were to hit a populated
area of the U.S., I would guarantee
that any softening you might see
on the property side of the market
would bounce back rather quickly,”
Mr. Carey said.

Increased insurer consolidation
also is possible—particularly in two
or three years—potentially creating
“distraction and havoc” in the mar-

ket, Mr. Kelley said.

That potential exists because of
the significant disparity in the size
of insurers, he said, noting that the
top two insurers have considerably
greater market capitalization than
the combined market capitalization
of the next eight largest companies.

For buyers, though, such a sce-
nario can result in upward pricing
pressure, Mr. Kelley said in an inter-
view after the panel presentation.

L.M. Wesson ]Jr., president and
chief operating officer of U.S. Risk
Insurance Group Inc. in Dallas,
moderated the panel discussion.

2003 NAPSLO Annual Convention

E&S market seen
as settling down

By ROBERTO CENICEROS

SAN DIEGO—The excess and
surplus lines marketplace has
calmed somewhat, according to
many attendees at this year’s an-
nual meeting of the National
Assn. of Professional Surplus
Lines Offices Ltd. in San Diego.

With rate increases slowing
from the steep climb evident a
year ago and with capacity
opening up in some lines, the
market appears more settled,
with less panic among surplus
lines brokers, they said.

For property accounts, brokers
are finding that rates are flatten-
ing and more insurers are offer-
ing capacity. On the casualty
side, though, rates are continu-
ing to increase significantly.

Scott J. Bayer, vp of the gener-
al liability division for Liberty
International Underwriters in
New York, said that general lia-
bility rates increased by about
25% during the first half of this
year. He noted, though, that in-
creases have slowed to about
20% during the past two
months.

Some of the moderating effect
on casualty prices has stemmed
from “rogue” insurers undercut-
ting the others on pricing, said
Mr. Bayer. But this has not led to
overall decreases in pricing, he
added, noting that the larger
E&S players remain disciplined
in their underwriting.

“For most of the core excess
and surplus (insurers)—the ones
that are on the top 10 list, the
names everybody knows—you
find a large amount of under-
writing discipline within those
markets,” Mr. Bayer said.

Several attendees at the NAPS-
LO meeting said that they ex-
pect current casualty rate firm-
ing to continue, but opinions
differed on the property side.

“Definitely, the market is
somewhat in transition, because
there are more choices today
than there were 12 months
ago,” said Dan R. Eudy, presi-
dent and chief executive officer
of Avon, Conn.-based Industrial
Risk Insurers, a unit of GE Global
Asset Protection Services.

“There are more people that
are in this market willing to put
their capacity to work,” Mr.
Eudy said of property coverage.
“I think 12 to 15 months ago a

lot of people sort of stepped
back from the market. They
were not making their capacity
available.”

Some buyers still face difficul-
ties placing their property covet-
age, depending on their particu-
lar situations, Mr. Eudy said. But
property prices could remain flat
through the remainder of 2003
and into 2004, he said.

James S. Carey, president and
CEO of Admiral Insurance Co. in
Cherry Hill, N.J., said he sees
property rates increasing by
about 7% this quarter. That
compares with the 15% increas-
es imposed earlier in the year.

Some brokers, however, said
they have seen property rates
drop by as much as 20% to 30%.

Most of the decrease in rate
hikes is occurring among larger
accounts that are negotiated
more aggressively than are
smaller accounts, said Jon S.
Saltzman, president and CEO of
Penn-America Group Inc., a Hat-
boro, Pa.-based specialty proper-
ty/casualty insurer that covers
small businesses. Smaller ac-
counts, he said, are not seeing as
much benefit from the slow-
down in rate hikes.

A report on conditions in the
excess and surplus market, con-
ducted by A.M. Best Co. and
made available at the confer-
ence, echoes the views of many
attendees.

“AM. Best believes that a
tightened underwriting environ-
ment with higher rates will con-
tinue to be a reality for the ma-
jority of surplus lines risks, with
the possible exception being
on the noncatastrophe-exposed
property risks where rate increas-
es have moderated and may
have flattened out through the
beginning of 2004,” the report
states.

Risks experiencing rate in-
creases will likely see prices rise
throughout this year and possi-
bly into next, although the price
hikes will gradually slow, accord-
ing the report.

“The overall market is liable to
remain tight, particularly for ca-
sualty lines such as workers com-
pensation and professional lia-
bility lines like medical malprac-
tice and directors and officers li-
ability, until carriers are produc-
ing more-robust returns on equi-
ty,” the report states.
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Alternative to federal regulation sought

By ROBERTO CENICEROS

SAN DIEGO—Without a plan to
eliminate the patchwork of state tax
rules for surplus lines policies,
wholesalers may drop their opposi-
tion to federal regulation.

One alternative to the current
system is the creation of a clearing-
house that would track and calcu-
late the amount of taxes owed to
the various states for each multi-
state risk placed by wholesalers, said
Mike Johnston, senior vp of busi-
ness development for CRC Insur-
ance Services in Birmingham, Ala.

The brokers would then pay the
clearinghouse, which would dis-
tribute the funds to the appropriate
states, said Mr. Johnston, who is a
member of the legislative commit-
tee of National Assn. of Professional
Surplus Lines Offices Ltd.

The committee has “tossed
around” the idea, Mr. Johnston said
at a panel discussion at NAPSLO's
annual meeting in San Diego.

“It’s kind of in the talking stages
right now, and we will probably get
into it a little bit more,” Mr. John-
ston said. “But if something like
that could be worked out for a sig-
nificant number of states, I believe
the wholesale brokers would re-
main loyal to the state-based system
and would definitely not be propo-

nents of federal regulation.”

The panel discussion focused on
a set of nine regulatory principles
that NAPSLO released in June (BI,
Sept. 8). The principles make formal
the organization’s stance on issues
such as rate and form regulation,
guaranty funds and the standard-
ization of taxation for multistate
surplus lines risks.

The taxation issue has the most
significance for large brokers, Mr.
Johnston said.

“When you really cut to the
chase, from a broker perspective, it’s
all about making those tax filings
and trying to figure out the maze of
laws,” Mr. Johnston said. “The im-
portance of solving that issue is
probably what will keep most bro-
kers interested in staying with a
state-based system. If we can't re-
solve the issues of tax filings, I think
a lot of brokers, especially some of
the large brokers, might support an
appropriate federal system. But we
really don’t want to go there.”

Large wholesalers are more likely
to support a federal system because
they tend to place more coverage
for multistate risks, he said.

One of NAPSLO'’s nine principles
essentially states that federal-based
regulation of the surplus lines in-
dustry cannot be as effective as a
state-based system.

Currently, there are five separate
pieces of legislation in Washington
calling for federal regulation or
oversight, said Paul W. Springman,
executive vp for Markel Corp. in
Glen Allen, Va.

The current state-based regulato-
ry system clearly needs to be over-
hauled and reformed, he said.

“It has failed in a big way to keep
pace with changes in the insurance
industry, especially those involving
technology issues,” Mr. Springman
said. “It has been very, very slow to
respond to changes in the market
and changes in the financial condi-
tion of carriers.”

“However,” he said, “with all the
faults that we have today with our
state regulatory system, I think it is
still far better than any of the five
measures that are currently being
debated and reviewed at the federal
level.”

Theoretically, federal regulation
could reduce costs if implemented
propetrly and could increase insur-
ers’ ability to compete against feder-
ally regulated banks. It might do so
by harmonizing the varying regula-
tory requirements of 50 different
states, Mr. Springman said.

A federal regulator might also be
more consistent in its financial re-
view of companies. “I think most
insurance company presidents will

tell you states do a very poor job of
that,” he said.

But Mr. Springman is opposed to
federal regulation. The numerous
disadvantages outweigh the poten-
tial advantages, he said.

Federal involvement in regula-
tion could lead to underwriting
guidelines and restrictions on pric-
ing, Mr. Springman said.

“It is rather clear to me that the
federal government would not be
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any less bureaucratic than the state
regulators that we operate with to-
day,” he said. And “a federal regula-
tor probably would be slower to re-
spond to industry issues.”

Andrew S. Frazier, president and
chief executive officer of Western
World Insurance Group in Franklin
Lakes, N.J., moderated the session.
Other participants were Thomas B.
Ahart, president of Ahart, Frinzi &
Smith Insurance in Phillipsburg,
N.J.; Daniel F. Maher, executive di-
rector of the Excess Line Assn. of
New York in New York; and Richard
Bouhan, executive director of NAP-
SLO.

NAPSLO sets attendance record

SAN DIEGO—A sunny location
and a continuing hard market
produced record attendance at
the 2003 National Assn. of Pro-
fessional Surplus Lines Offices
Ltd. Annual Convention.

Nearly 2,800 people attended
the conference, held Sept. 10-14
at the San Diego Marriott Hotel
and Marina, NAPSLO leaders
said. In comparison, about 2,500
registrants attended the event in
2002, when it was held in
Boston. The 2002 convention
also broke attendance records.

Kansas City, Mo.-based NAPS-
LO is a national trade organiza-
tion representing the surplus

lines industry and the wholesale
insurance marketing system. At
the San Diego convention, mem-
ber firms voted in H. James Grif-
fith to serve as president. Mr.
Griffith is president of Princeton,
N.J.-based Princeton Risk Man-
agers Inc., a Lloyd’s of London
correspondent he founded in
1974.

Mr. Griffith replaced outgoing
President Nicholas D. Cortezi.

The organization’s 2004 con-
vention will be held Sept. 19-23
in Orlando, Fla. More informa-
tion is available from NAPSLO
at 816-741-3910 or at www.naps-
lo.org.

11th Annual

WORKERS COMPENSATION
& Disability Management

Conference
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Business Insurance proudly presents the 11th Annual Workers Compensation
& Disability Management Conference being held at the historic and elegant
Fairmont Copley Plaza Hotel in Boston. Bl is committed to maintaining the
same editorial integrity in our conference development that you have come to

rely on with our magazine and online news.
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Paul Winston, editor of Business Insurance, and Jeff Pettegrew, vp of
insurance and risk management of Westaff, along with members of an
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¢ Coping in a Seller's Market — The Employer Perspective
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¢ Underwriter Expectations — The Sellers’ Wish Lists

¢ Integrated Disability Management — Successful Case Studies
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Lisa Ferrier, Conference Coordinator ® The Harrington Company
4248 Park Glen Road, Minneapolis, MN 55416 ® Phone: 952-928-4642 » Fax: 952-929-1318 * E-mail: BIWCC-Registrar@crain.com
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Commentary
Looking for a fix
to feeding frenzy

o

September 22, 2003

Business Insurance

Products &
Services Guide

There’s a lot of places I don’t want
to see the government, and one of
them is definitely ahead of me
in the drive-thru at the Bun-and-
Run.

As far as I'm concerned, the gov-
ernment can have my three-cheese
double beef and bacon breakfast
burger when they can pry it cold
from my greasy fingers.

Actually, strictly as a matter of
choice, I tend to steer clear of the
beef and bacon burgers at break-
fast. But, like most, I've got a few
favorite foodstuffs that would have
a hard time passing muster with
those who would safeguard us
against our own dietary folly.

Just so we’re clear on this, I think
our country will lose something
more than a few extra

ably fated to being somewhat un-
popular, with the effort inevitably
sounding somewhat shrill and
school marmish.

And it probably doesn’t help
that the Center’s “findings” some-
times seem to border on common
sense. Everybody knows that
Twinkies and Snickers bars proba-
bly aren’t the ideal lunch for a
growing high school student. But
how much pizza can a teen-ager eat
a day?

The other thing is, the Center’s
message is often one we don't par-
ticularly want to hear, their pro-
nouncements sometimes having
the tone of that “friend” sitting
across a restaurant table from you,
asking if you know just how many
calories are in that fa-

pounds the day jack-
booted thugs from
some sort of federal
butterfat police move
to slap the shackles of
dietary oppression on
Ben and Jerry.

I got to thinking
about all this last week
when I saw a report
from the Center for Sci-
ence in the Public In-
terest suggesting ways
parents, teachers and
school administrators
could improve school
Among other things, the CSPI pre-
sented a list of “best” and “worst”
snacks for school vending ma-
chines.

The “worst” snacks include
Chips Ahoy!, Oreos, chocolate
whole and 2% milk and various so-
das. (I can’t imagine anyone bad-
mouthing Chips of Joy. And Oreos!
Who could put them on such a
list? The whole thing conjures up
some really unpleasant images:
“Senators, I have in my hand a list
of 47 snack foods....”)

Meanwhile, on the other side of
the ledger, snacks making the cut
for the CSPI's “best” list include
things like unsweetened applesauce
cups, raisins and bottled water.

Somehow I don't see the vend-
ing machine company needing to
send someone by too often to re-
stock the machines at a CSPI-ap-
proved high school.

Not that I think the folks at the
CSPI aren’t well intentioned, or
even that their cause is without
merit. Obviously, a fitter America is
a healthier America, which brings
with it not just personal benefits
but economic pluses in the way of
reduced health care costs and im-
proved productivity.

And, undeniably, the CSPI has
done some good work in getting
restaurants to offer healthier dining
options and forcing some compa-
nies to stop making inaccurate
claims about various food products.

Fighting the good fight against
super-sizing and junk foods is prob-

foods.

vorite dish you've just
begun to enjoy. How
does one respond to
that? I guess “shut
up” is always an op-
tion.

In this case, on the
other side of the
plate, there’s the far
more gracious re-
sponse from some of
those opposed to the
CSPI's proposed
snack ban, the Gro-
cery Manufacturers of
America. The GMA suggests that
rather than banning certain snacks
from our schools, the emphasis
should be on educating young peo-
ple on proper nutrition and an em-
phasis on fitness, which all sounds
perfectly reasonable.

And in one story, I saw a
spokeswoman for the GMA quoted
as saying, “There are no good foods
and bad foods.” I liked that. It had
a nice kind of nutritional Father
Flanagan ring to it.

Of course, according to the story,
this spokeswoman also suggested
that government restrictions on
snacks in schools will just drive
kids to convenience stores to get
what they want. What the heck is
this all about? Are Twinkies just a
gateway snack? Will exposure to
the pusher down at the Speedy
Mart lead teens to succumb to the
temptation to try harder stuff like
Slim Jims and MoonPies?

If you look at it that way, maybe
the real solution to teen nutritional
issues is an educational one. And,
there’s probably a real business op-
portunity here as well for someone
who can produce a new generation
of health class films addressing the
problem.

I'm thinking something along
the lines of “Ho Ho Madness”
might just be perfect. And, if you're
having popcorn while you're
watching, remember, no butter
and easy on the salt.

Rodd Zolkos can be reached at
rzolkos@crain.com.
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International

Insured loss estimates vary

Typhoon Maemi
lashes South Korea

South Korea, which was hit by Typhoon Maemi on Sept. 13.

Profitable insurers

are key to security
of buyers: CEOQ

LONDON—Underwriters must
be willing to walk away from
underpriced business—both for
their own benefit and for the
benefit of buyers, according to
the chief executive of Lloyd’s of
London.

Insurance is based on long-
term financial security and the
promise
to pay
in the
event of
a loss,
| said
Lloyd’s
Chief
Execu-
tive
Nick
Prette-
john.
“To dis-
charge
that
function, underwriters need to
make a profit,” he said during a
presentation at the Chartered
Insurance Institute’s annual
conference in London Thurs-
day.

“While rock-bottom rates
may seem attractive to policy-
holders in the short term, in the
long term they are the road to
nowhere,” he said.

Mr. Prettejohn said he regards
as “extremely heartening” the

Mr. Prettejohn

recent moves by some Lloyd'’s-
based businesses to walk away
from certain lines.

“Those sentiments should be
applauded and echoed loudly
across the whole insurance and
reinsurance marketplace,” Mr.
Prettejohn said. “I strongly be-
lieve this to be in the best long-
term interests of everyone—pol-
icyholders, brokers and under-
writers.”

Mr. Prettejohn noted that as
part of its new franchise-based
regulatory system, Lloyd’s has
developed new underwriting
guidelines designed to prevent a
repeat of the past mistakes with-
in the market.

“For instance, the maximum
gross line from an individual
risk should be no more than
10% of a syndicate’s capacity,
and each syndicate should re-
tain a net minimum exposure
on each risk,” he said.

Under the franchise system,
implemented this year as part of
a package of reforms designed to
modernize Lloyd’s, companies
operating in the market must
submit detailed business plans
to the Lloyd’s Franchise Com-
mittee for review.

The CII conference, held Sept.
17-19 in London, attracted
about 1,000 delegates.

—By Sarah Veysey

By ELIZABETH FRY

PUSAN, South Korea—Typhoon
Maemi, which swept through parts
of South Korea last week, could cost
insurers more than $500 million,
according to some preliminary esti-
mates.

Damage estimates for the havoc
wreaked by the storm vary widely.
Total economic losses from proper-
ty destruction, export slowdowns,
and business disruptions are now
expected to exceed $4 billion, ac-
cording to John Huh, senior vp for
South Korea at American Interna-
tional Group Inc. based in Seoul.
According to Mr. Huh, the ty-
phoon, which packed winds of 105
mph and was the biggest natural
disaster in South Korea for 50 years,
could cause up to $1 billion in in-
sured losses.

He noted that Typhoon Maemi
has caused at least five times more
damage than last year’s Typhoon
Rusa, which cost insurers $170 mil-
lion, so this typhoon could result in

as much as $1 billion in claims.

Joong Lee, general manager of
Royal & SunAlliance Insurance
Group P.L.C.’s Seoul branch, esti-
mates that insured losses from Mae-
mi will likely be closer to $500 mil-
lion.

Roland Elke, the Seoul-based
branch manager with Munich Rein-
surance Co., which has a significant
reinsurance portfolio in South Ko-
rea, disputes that the final insured
losses will total $1 billion—he pre-
dicts that they will be closer to $500
million, but stresses that it is too
early to tell. The South Korean gov-
ernment’s latest estimate of $1.4
billion in total economic damages
is likely an underestimate, Mr. Elke
said. “Last year, with typhoon Rusa,
the government came up with a
low figure that they subsequently
revised upwards,” he said. “It is do-
ing the same thing here.”

“Maemi was certainly more se-
vere than Rusa,” he said.

Maemi devastated three populat-

See TYPHOON/page 31
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The ferry Scandinavian Star burns in the harbor of Lysekil, Sweden,
where it was towed April 8, 1990, after fire killed 158 people on board.

Denmark probes arson claims

New investigation
into 1990 ferry fire

By GERARD O'DWYER

COPENHAGEN, Denmark—Danish
prosecutors say new evidence is
emerging to indicate the 1990 Scan-
dinavian Star disaster, which killed
158 passengers and crew, may have
been caused by an arson for insur-
ance scheme.

Survivors and families of victims
have alleged for years that the ves-
sel’s true owners were concealed to
avoid liability for the accident,
which they contend was intention-
ally caused to recover huge insur-
ance proceeds. In light of their
claims, the Danish Parliament has
asked several government authori-
ties to investigate the vessel’s own-
ership as well as the charge of arson

e

for insurance.

The North Sea car ferry, which
had 581 passengers and crew
aboard, was en route between Oslo,
Norway and Frederikshavn, Den-
mark, when it caught fire in the ear-
ly hours of April 8 in the Skagerrak
Strait. The fire engulfed the entire
vessel within 30 minutes, with
most of the deaths caused by as-
phyxiation. The ship was towed to
Lysekil, Sweden, to attempt to ex-
tinguish the fire but was a total loss.

Although authorities had earlier
concluded the fires were intention-
al, they did not blame some of the
crew, as is now alleged. Two direc-
tors of the ship’s alleged owners
and its captain received prison sen-

See PROBE/page 31
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Updates

U.K. nonlife industry
weaker than before: Best

Despite hard market conditions in
most lines of business, the
financial strength of the U.K.
nonlife insurance industry remains
"“significantly below historic
levels," according to A.M. Best Co.
The deterioration in U.K. nonlife
insurers' strength reflects “the
twin effects of adverse loss
development and asset losses
eroding balance-sheet strength,”
Best says in a recent report.
Although the hard market is
helping to restore strength,
insurers' institutional investors
have become increasingly focused
on the risk-adjusted return on their
investment, the report says. This,
Best says, has led to “a natural
limit to the amount of capital they
are prepared to see an insurer
carry and, hence, a limit to insurer
balance-sheet strength.”

Hiscox posts
first-quarter gains

Hiscox P.L.C. recorded pretax
profits of £31.5 million ($51.9
million) for the first half of 2003,
up 708% over the comparable
period last year. Gross written
premiums rose 33.5%, to £590.6
million ($974.5 million), for the
period. London-based Hiscox
operates multiline syndicate 33 at
Lloyd's of London as well as a U.K.
and international insurer.

Zurich sells
Indonesian book

Zurich Financial Services Group is
selling its Indonesian life insurance
business to PT. Asuransi Jiwa
Manulife Indonesia as part of a
strategy to exit noncore markets.
Terms of the deal were not
disclosed. ZFS' life insurance
business in Indonesia generated
premiums of $7.54 million in 2002.

Kiln profits

up sharply

Lloyd's of London insurance group
Kiln P.L.C. recorded pretax profits
of £15.0 million ($24.8 million) for
the first six months of 2003, up
from £3.5 million ($5.3 million) for
the comparable period in 2002.
Gross written premiums were
£241.3 million ($398.8 million), up
from £197.1 million ($300.5 million)
in the first half of 2002, Kiln said.

Briefly noted

Harald Schenk has been appointed
to the board of the International
Underwriting Assn. in London. Mr.
Schenk is the chief representative
of Hannover Re in London....
Moody's Investors Service last
week downgraded its performance
rating of Lloyd's of London
syndicate 102, managed by
Goshawk Syndicate Management
Ltd., to C+ from B+.
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STATE OF NEW MEXICO

° New Mexico Interagency Benefits
(888) RMA-Search Accou nt Executlve Advisory Committee
Lockton Companies is one of the largest, most respected and experienced insurance brokerage firms in the (IBAC)
INFO@RMAINC.COM country. We specialize in insurance, surety and risk management and we offer our clients superior value and NOTICE OF
unequaled service. We also offer technologically advanced resources, global capabilities and a unique client

REQUEST FOR PROPOSALS

RICHARD MEYERS & ASSOCIATES, INC WWW.RMAINC.COM focused culture. These distinct characteristics put Lockton in a class by itself. RFP: 04-350-02
Our mission is to be the worldwide value and service leader in insurance brokerage and risk management. We Medical C
DD . . . . are committed to meeting our client's needs in the most timely and effective fashion, with the same sense of edical Coverages
Bmldmg on Our Trusted Reputatwn in Executive Recruitment urgency which our clients themselves feel. Rather than just solve problems as they arise, we work to Dental Coverages
anticipate needs and offer proactive recommendations. Vision Coverages
TALENT _ACQUISITION TALENT _MANA GEMENT Lockton Companies differentiates itself from many competitors by recruiting and retaining the industry's best Proposal Issue Date: September 15, 2003
« LXecutive searc « £xecutive Coacnin alent and by providing our service teams with the resources to deliver true value, beyond aggressively .
E tive S h E tive Coach talent and by providi ice t ith th to deliver true value, beyond ivel Proposal Due Dates:
- On-Boardin . Leadership Development brokering insurance. Vision and Dental: October 14, 2003
Lockton Companies is looking for an Account Executive to excel in our International Unit. This individual wi Medical: r20 2
. Contract La%or « Culture Afsessmenl: K s i looking f f Executive to excel fional Uni. This indvidual wil edical: October 20, 2003
assist in leading our international marketing and service teams. We are seeking an individual who is motivated X X
« Salary & Comp Surveys - CompetencyModels to win and who can provide the customer-oriented level of leadership and service for which Lockton is known. The New Mexico Interagency Benefits

R. k B k S I S t CI . U d .t. The ideal candidate must possess the following; ﬁ\w(;vj:soorrr\\{)gt(i)tniwvrzig;epg;rl]se fIErAii;,)rri\seZiefakl-
ISk - brokerage - sdles - afe Y aims - Underwriting o A full working knowledge of commercial insurance and risk management solutions for national accounts :

. . Fi . . : - dental and vision programs. The IBAC
LOSS COHU’OI RMIS/HRIS Flnance Human ReSOIH’CQS that include international exposures Cul’rently consists of Albuquerque Public

o Extensive knowledge of the commercial brokerage environment including international placement Schools (APS), New Mexico Public Em-
m ‘ HELP WANTED « Proven leadership skills with the strongest of values placed on service to others ployees (Risk Management Division/RMD),
« Interpersonal skills to build and maintain effective relationships with internal and external customers New Mexico Public Schools Insurance

Authority (NMPSIA) and the New Mexico

Retiree Health Care Authority (NMRHCA).

HCC Benefits, a national healthcare company, has immediate openings in our o ) Together, they cover over 160,000 em-
Wakefield, Mass. office! If you are a driven, hard-working professional, we may be * Willingness to relocate to Kansas City. ployees/retirees and dependents.

the fit for you. . . . Lockton Companies is a competitive, high energy, The initial effective date for the medical,

Regional Vice President environment in which high achievers can work and learn from dental and vision coverages is July 1, 2004

Responsible for making underwriting recommendations and decisions to protect theirfpeglrs:fWe :’err exkcellept benefitsFand_a cog_fotrtable, '

the financial assets of the company and carriers. Motivate and manage market- amily-triendly work environment. tor immediate

ing, underwriting, risk management, and administrative staff to meet corporate

o(tj)]ecthskwnh|Inda55|gfneddterr|t.?.ry. P05|t|ondreqU|resd7:+ (\j/eatrs experle.rt1t(]:.e ath be downloaded from the following website:

advanced knowledge of underwriting, managed care, and industry regs within the https://www.nmrhca.state.nm.us/ibacbid

stop loss medical and group life marketplace. )
Regional Marketing Manager

ing on or before the designated dates:
Initiates, develops and maintains production sources for stop loss medical and Assistant General Manager William F. Robinson. Jr

At least 1year of experience developing coverage and service solutions for multinational
companies on a worldwide basis

for all IBAC entities except APS. APS'

consideration please send your resume to coverages are effective December 1, 2004.

aoppeau@Ilockton.com. The request for proposal information can

group life insurance lines of business within assigned marketing region. Monitors Private CA Risk Management firm. Pl'opel'ty & Casualtv Area Vice President
competitor pricing & industry trends to identify marketplace characteristics. Assist with I  of | Gallagher Byerly, Inc
Responsible for educating underwriting staff on client status, industry trends and ssist with general management of SoCa Company Charters for Sale 7600 E. Orchard Roac
information on competitors. Develop & implement specific marketing strategies clients. Oversee staff/daily operations. 4+ . . iee 600 E. Orchard Road
. o o - ears experience in risk management and To financially qualified buyers Suite 250-South
& materials. Position requires 5-7 years experience. y p : 9 :
. . insurance. 1+ years prior management and - - Greenwood Village, CO 8011
Senior Underwriter supervision. Advanced Business Admin _ A-Licensed in CA Phone: (303) 220-7575
Senior level position requiring a minimum of 5 yrs. direct exp., strong relationship and Risk Management plus ARM desired. B-Licensed in AK, LA, NM, OK, TX Fax: (303) 220-7010
building skills and ability to “think on your feet”. Prefer candidate with a 4 yr. hrdept@brsrisk.com . . B B E-mail: Billrobinson@ajg.com
o . L . . VR Pertinent information furnished upon L . .
degree. Position will mentor junior level U/W professionals, build and maintain Bickmore Risk Services receipt of financial ability to perform Any inquiries or requests regarding this
client relationships and increase organization's business. 1020 19th Street . procurement should be submitted in
Sacramento, Ca 95814 Respond to bibox3207@crain.com writing or by email. Offerors may contact
HCC Benefits offers an excellent working environment, starting salary and Business Insurance, Box 3207, ONLY the designee regarding the procure-
benefits. If interested, please submit resume AND salary requirements to Human m 360 North Michigan Avenue, ment. State employees and IBAC agents
Resources, HCC Benefits, 225 TownPark Dr, Ste 145, Kennesaw, GA 30144. Chicago, lllinois 60601-3806 do not have the authority to respond on
Fax: (770) 973-9854, E-mail: HR@HCCBenefits.com. No phone calls please. behalf of the IBAC.
DIVISION MANAGER LEGAL NOTICE | LEcALNOTICE |
HELP WANTED ‘ HELP WANTED NJCRIB is the organization charged UNITED STATES BANKRUPTCY COURT UNITED STATES BANKRUPTCY COURT
with reqgulating workers compensa- SOUTHERN DISTRICT OF NEW YORK SOUTHERN DISTRICT OF NEW YORK
tion insurance in NJ. We are looking IN RE PETITION OF DAN YORAM IN RE PETITION OF ROLF ABJORNSSON,
- isti SCHWARZMANN, AS ADMINISTRATOR OF AS OFFICIAL RECEIVER OF
o Iﬁr a r;?lndds o_r; rfldanager tot.aSSIfsirI]n FOLKSAM INTERNATIONAL ATERFORSAKRING AB LUAP,
e in the day-to-day operation of the INSURANCE COMPANY (UK) LIMITED, DEBTOR IN A FOREIGN PROCEEDING
experience rating division. Respon- DEBTOR IN A FOREIGN PROCEEDING CASE NO. 03-10945 (PCB)
e . Aecich o CASE NO. 02-14070 (PCB) NOTICE IS HEREBY GIVEN THAT ON
sibilities include: assisting the Direc . . SEPTEMBER 12, 2003, THE BANKRUPTCY
L-L.C- tor in handling the operations of the NOTICE IS HEREBY GIVEN THAT ON COURT ENTERED AN ORDER (THE "ORDER")
Divisi ising staff di SEPTEMBER 12, 2003, THE BANKRUPTCY COMTINUING THE PRELIMHEI Ry TR
" ) ._ i 'V'S'f,n’ super\gsmq sta d respgn ng R TR D AN ORDER (THE "ORDER) TION ORDER PURSUANT TO 11 U.S.C. §304
The Risk Executive RCCI'llltlIlg ¢ Career Coachmg 0 rating que:. lons an ahSS|ts (;ng '2 TION ORDER PURSUANT TO 11 U.S.C. §304 ORIGINALLY ENTERED IN THIS CASE ON
experlenceBr: ""JB gejearc S Uf 1es d ORIGINALLY ENTERED IN THIS CASE ON ﬁ‘é&‘i‘{ﬁ‘}ﬁ é;ié%?-ngll;in\?GRgE}};Ei%%é
n inars. , SEPTEMBER 9, 2002. THE ORDER SHALL
M anageme nt e Corporate Risk Management ;ertnln.»:l-llrs - dor eq.reel prte e"i._ REMAIN IN EFFECT PENDING A HEARING SCHEDULED TO BE HELD ON FEBRUARY 5,
ation of education and experionce 3004 AT 230 BM (THE *RETURN DATE’| | |BEFORE THE HONORABLE PRUDENCE
nation of education and experience. 130 PM. " i
Career * Insurance Brokerage Effecti bal and writt P _ BEFORE THE HONORABLE PRUDENCE CARTER BEATTY, UNITED STATES
n : frective verbal and written commu CARTER BEATTY, UNITED STATES BANKRUPTCY JUDGE, IN THE UNITED
E " ¢ Risk Management Consulting nications skills and familiarity with NJ BANKRUPTCY JUDGE, IN THE UNITED STATES BANKRUPTCY COURT LOCATED AT
xperts workers compensation insurance are STATES BANKRUPTCY COURT LOCATED AT ONE BOWLING GREEN, NEW YORK, NEW
e RMIS ) A ONE BOWLING GREEN, NEW YORK, NEW YORK. ALL PAPERS SUBMITTED FOR THE
required. Math degree helpful. Mail or IZSIEEOSAI‘EUGI];AOPE}}}OSSSI[TEI%M”II"IIFI;EEE(;EI)%L%E PURPOSE OF OPPOSING THE CONTINU-
. i ire- - ATION OF THE ORDER AFTER THE RETURN
+ Mike Tannenbaum 100 Eagle Rock Ave. East Hanover, NJ 07936 fax resume stating salary require ATION OF THE ORDER AFTER THE RETURN DATE SHALL BE FILED WITH THE COURT.
. F ! ment to: HR Manager, NJCRIB, 60 DATE SHALL BE FILED WITH THE COURT, WITH A COPY TO THE CHAMBERS OF THE
* Barry Citron Phone 973-887-2300 Fax 973-887-4334 Park Place, Newark, NJ 07102 fax: WITH A COPY TO THE CHAMBERS OF THE HONORABLE PRUDENCE CARTER BEATTY
* Lee Burrows keystrategi 973-6221943. ‘ AND SERVED ON COUNSEL FOR THE| | |AND SERVED ON COUNSEL FOR THE
R com . PETITIONERS LISTED BELOW, SO AS TO BE PETITIONERS LISTED BELOW, SO A8 10 BE
RECEIVED AT LEAST FOURTEEN (14) DAYS RECEIVED AT LEAST FOURTEEN (14) DAYS
PRIOR TO THE RETURN DATE. ANY PERSON PRIOR TO THE RETURN DATE. ANY PERSON
- WISHING TO OBTAIN A COPY OF THE WISHING TO OBTAIN A COPY OF THE
- o ] (] [ ] ORDER SHOULD CONTACT COUNSEL TO ORDER SHOULD CONTACT COUNSEL TO
Loo I n q o r a ca n I a e 0 I e lo ? THE PETITIONERS. THE PETITIONERS.
- CHADBOURNE & PARKE LLP
L ADBOURNE X PARKE LLP ATTORNEYS FOR THE PETITIONERS
® ATTORNEYS FOR THE PETITIONERS
When the most talented men and D 30 ROCKEFELLER PLAZA JOROCKEFEILER PLAZA
: : : NEW YORK, NEW YORK 10112 ,
women in the insurance industry ) usmmss D@S@I}F[@ (212) 4085100 (212) 408-5100
want to make a move, they turnto... ® ATTN: HOWARD SEIFE, ESQ. ATTN: HOWARD SEIFE, ESQ.
Advertise in the Professional Marketplace!
- H H H o L]
Call (312) 649-5340 for advert|5|nq details. www.bus|ness"‘surance.com
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Typhoon: Storm
lashes South Korea

Continued from page 29
ed areas.

The storm first ripped through
Keoje Island, off the southern part
of the Korean peninsular destroying
three large shipyards. Several vessels
were damaged in the storm, includ-
ing a Hyundai Heavy Industries
chemical tanker, which sustained
about $5 million in damage, a
Hyundai spokesman said.

The second area hit was Pusan,
South Korea's largest port, which
handles 80% of the country’s con-
tainer shipping. According to RSA’s
Mr. Lee, who was in Pusan at the
time of the storm observed first
hand that, “containers were hurled
into the air and 10 giant cargo
cranes toppled over.”

RSA will face about $10 million
in losses in for a container port in
the Pusan area currently under con-
struction, he said. Mr. Lee estimated
that total insured damage to the
major Pusan port would likely total

$100 million. “There are five con-
tainer ports in Pusan and only one
was totally destroyed—the other
four are operating normally, but ca-
pacity is vastly reduced.”

Marsh Inc.’s South Korean chair-
man, Jon Bitcheno, estimated that
it will take 45 days to dismantle the
wrecked cranes, and at least a year
to replace them. However, apart
from the major manufacturers, few
South Korean companies purchase
business interruption coverage, he
said.

“What no one really knows is
how much is insured. It's very diffi-
cult to get a handle on that,” Mr.
Bitcheno said.

The third district to be hit by the
typhoon included Masan and Yeo-
su, where losses include damage to
office buildings and industrial
plant. The government estimates
that at least 20 major companies
were shut down on the southeast-
ern coast.

California: Pay or
play plan assessed

Continued from page 1
ther by the employer or through
the state program.

Employers that already offer
health plans are going to have to
look at their coverage, benefits,
contributions and eligibility rules
to determine whether their plans
meet the legislation’s requirements
and, if not, whether they should
revise their offerings or join the
state program, said John Piro, Nor-
walk, Conn.-based chair of Hewitt
Associates Inc.’s health care law
practice.

“It’s going to have an enormous
impact on employers in California,
especially multistate employers”
that may also decide to offer a sepa-
rate benefits package for their Cali-
fornia workers, said Mr. Piro.

Opponents of the measure, such
as the Sacramento-based California
Chamber of Commerce, fear it will
create a significant cost burden.

“Instead of providing leadership
in tough economic times, leaders in
the Legislature approved a new
multibillion-dollar health care tax
on employers,” said Chamber Presi-
dent Allan Zaremberg in a state-
ment.

A study commissioned by the
Chamber and conducted by the Los
Angeles County Economic Devel-
opment Corp. estimates the man-
date could cost employers an addi-
tional $4.14 billion and employees
another $1.03 billion, for a total of
$5.17 billion, assuming the thresh-
old is 50 employees, said LAEDC Se-
nior Vp and Chief Economist Jack
Kyser.

Advocates of the measure argue
that it is needed to address the
problem of the uninsured in the
state.

The Sacramento-based California
Medical Assn. said the legislation

“strikes a fair balance of construc-
tive change and compassion for the
plight of the uninsured that is des-
perately needed in our health care
system,” CMA President Dr. Ronald
Bengasser said in a statement.

The CMA estimates the measure
would provide coverage to about
1.3 million uninsured Californians.
The number of uninsured in the
state has been estimated at 6.6 mil-
lion.

In addition, the CMA estimates
that the mandate would save em-
ployers that already offer health in-
surance about $1.2 billion, due to a
reduction in cost-shifting for un-
compensated care.

Observers disagree about to the
legislation’s impact on large em-
ployers.

Some observers note that many
large employers already offer health
insurance to their employees. “It
doesn’t look like there would be a
big impact,” although there will be
additional administrative require-
ments for everybody, “which is the
reason most large employers op-
pose mandates,” said Linda Bergth-
old, a senior consultant with Wat-
son Wyatt Worldwide in Los Ange-
les.

Large employers will be affected
“only to the extent that it levels the
playing field” with those that do
not now offer coverage, said Joe
Sweeney, vp and health care prac-
tice leader with The Segal Co. in
San Francisco.

Others see a greater impact.

“Many of our clients are moving
away from the traditional 80/20
split and are doing so particularly in
the area of dependent coverage,”
said Kirby Bosley, who heads Mer-
cer Human Resource Consulting’s
health care consulting practice in

See CALIFORNIA/next page
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Probe: Arson claim investigated

Continued from page 29
tences for fire safety violations, ac-
cording to press reports.

“The Danish Parliament’s Justice
Committee has presented 11 ques-
tions about the fire to the Ministry
of Justice that they demand be an-
swered. It is our role to find those
answers,” the Denmark’s Public
Prosecutors Office explained in a re-
cent statement, outlining the pre-
liminary results of its investigation.

The parliamentary committee in
recent weeks has asked the Justice
Ministry and tax authorities to es-
tablish whether the ship was, as al-
leged, owned by a U.S. company
that had avoided liability for the
tragedy by hiding the vessel’s own-
ership for the accident by fraudu-
lently backdating sales documents
and using a complex maze of hold-
ing companies and offshore shells.

The committee also questioned
whether the Danish government’s
official investigation into the inci-
dent was manipulated to conceal
the ship’s possible unseaworthiness,
facilitating the collection of insur-

ance by the ship’s purported owner.

The insurance payout on the
Scandinavian Star’s loss was $28
million. The hull insurer was Fjerde
Soforsikringsselskab A/S, then a
Copenhagen-based unit of Sun Al-
liance & London Insurance P.L.C.

The liability insurer was Skuld
Protection & Indemnity Club based
in Oslo. A spokesman for Skuld said
that the insurer has been in con-
stant contact with Danish prosecu-
tors and is cooperating with their
investigation.

In the statement outlining its
preliminary findings, the Danish
prosecutors office states that evi-
dence indicates the fire that struck
the Scandinavian Star was “set de-
liberately” as part of “an elaborate
insurance scam.”

The insurance program for the
ship had changed only a week be-
fore the disaster, when it was
sold on April 2 by Sea Escape Ltd.
of Miami to VR Shipping of Copen-
hagen. However, at the time of
the accident, the ship was registered
in the Bahamas and flying a Ba-

hamian flag.

Following a paper trail, the prose-
cutors cite evidence that the Scandi-
navian Star was still owned by Sea
Escape at the time of the tragedy.

The prosecutors claim that docu-
ments in their possession prove
that the Scandinavian Star’s owner-
ship transfer did not take place un-
til Aug. 30, almost five months after
the cruise liner sank. The prosecu-
tors described the transfer of owner-
ship a week before the disaster as “a
pure invention.”

Court documents lodged by
lawyers representing families of the
victims allege that the ship’s owners
deliberately arranged for the fire to
be started on board so that they
could “claim massive insurance
payouts.” Lawyers for the families
have also presented witness ac-
counts claiming that the fire was
“deliberately started” by two of the
ship’s “senior officers.”

The prosecutors’ office said it
would decide, on the basis of its fi-
nal investigation, whether criminal
charges should be brought.

PBMs: Market impact debated

Continued from page 3

stock for every share of AdvancePCS
they own. After the deal, Caremark
will move its headquarters to
Nashville, Tenn., from Birming-
ham, Ala.

The deal, announced Sept. 2,
combines two very different PBMs,
and the companies should comple-
ment one another, experts note.

Caremark’s focus has been on
distributing specialty drugs—those
for a specific illness—with limited
demand, while AdvancePCS has a
stronger business with health plans
and has programs that encourage
the use of generic prescriptions, ob-
servers note.

In addition, most of Caremark’s
business is done directly with self-
funded employers, while Advance-
PCS typically works as a PBM for
managed care companies, including
several Blue Cross & Blue Shield
plans.

“It’s a logical combination of two
PBMs with complementary at-
tributes,” said Sean Brandle, vp at
The Segal Co. in New York.

And because its larger size should
bring greater efficiency, the merged
company should be able to achieve
higher profits, Mr. Gibson said.

Observers differ on what the deal
will mean for employers.

Consolidation in the PBM indus-
try, like that in other areas of the
health care industry, means fewer
choices for employers, said John
Miall Jr., director of risk manage-
ment and benefits for the City of
Asheville, N.C.

And a “lack of competition ulti-
mately hurts consumers and pay-
ers,” he said.

“One less competitor is not a real-
ly good thing,” said Mr. Brandle of
Segal.

But Helen Darling, president of
the Washington Business Group on
Health, said that the deal shouldn’t
significantly reduce choice for em-

e

ployers. “We’ve still got a lot of
competition,” she said.

The extent of competition in the
market depends on how the market
is defined, said John Richardson, di-
rector of Medicare at The Health
Strategies Consultancy L.L.C. in
Washington. While there are about
50 to 60 PBMs operating in the
United States, there are just four
large, national companies, said Mr.
Richardson, who testified in June
before the Federal Trade Commis-
sion about competition in the PBM
field.

“This is really something that the
FTC will have to look at,” Mr.
Richardson said.

The current big-four PBMs con-
trol about one-half to one-third of
the marketplace, depending on

PCS TIME LINE

After Caremark Rx Inc.'s
purchase of AdvancePCS is
finalized, the PCS name will be
retired.

July 1994

McKesson Corp. sells its PCS
Health Systems Inc. unit

for $4 billion to Eli Lilly &
Co.

November 1998
Rite Aid Corp. buys PCS for
$1.5 billion from Eli Lilly.

July 2000

Rite Aid sells PCS to
Advance Paradigm Inc. for
$1 billion, which then forms
AdvancePCS.

September 2003

Caremark Rx Inc. purchases
AdvancePCS and will stop
using the PCS name.

what calculation is wused, Mr.
Richardson said. So, he said, a siz-
able chunk of the market is con-
trolled by other companies. Given
than, the acquisition won’t change
the landscape for large employers
that much.

“They won't see anything all that
different if they look around,” Mr.
Richardson said.

Despite the loss of one major
PBM player, employers still have
several options, said Ralph Kim-
mich, director of compensation and
strategic initiatives at Southwest
Airlines Co. in Dallas. Southwest is
a client of AdvancePCS.

“Right now, there is still enough
out there to have plenty of compe-
tition,” he said.

For clients of Caremark or Ad-
vancelPCS, the deal might mean
better pricing for their drugs, Mr.
Brandle said. The size of the com-
bined company could bring addi-
tional negotiating leverage with the
drug makers, he said.

Mr. Richardson, however, said
the company’s bigger size will have
virtually no impact on prices.
“There is not an opportunity to
leverage better negotiating,” Mr.
Richardson said.

Southwest’s Mr. Kimmich said he
does not expect the PBM’s larger
size to result in significantly better
drug prices.

Mr. Gibson also sees little poten-
tial change in pricing, as the two
PBMs already were large enough to
negotiate good prices.

And even if Caremark were able
to obtain better prices, it could be a
while before employers see any of
savings, said Howard Tarre, manag-
ing director at Synhrgy HR Tech-
nologies in Saddle Brook, N.J.

He noted that the PBM might
wait until the expiration of current
contracts—many of which have
three year terms—to pass along ad-
ditional savings.
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California: Pay or play plan assessed

Continued from previous page
Los Angeles.

As a result, “for many employers,
particularly those with low margins
and those with high increases in
their health care costs, the potential
financial implications of this legisla-
tion are enormous,” said Ms. Bosley.
“It is certainly alarming to the large
employer.”

Roger Arlen, chief executive offi-
cer of the San Francisco-based con-
sulting firm ArlenGroup, also noted
that the mandate for dependent
coverage could create a financial
burden.

The 80% threshold “should not
present any kind of significant issue
relative to employee-only coverage”
for large employers, Mr. Arlen said.
But in many instances where funds
are limited, employers may now be
offering less coverage for depen-
dents, he said.

Furthermore, the bill defines em-
ployees as workers who work at least

100 hours per month, or about 23
hours a week. Large employers in in-
dustries including retail and hospi-
tality rely on part-time help, but
many offer their part-timers either
less-generous coverage or none at
all, said John Small, San Francisco-
based leader of Towers Perrin’s
health and welfare consulting prac-
tice in the West region.

As a result, “you’re going to have
to provide 80% of benefits for per-
haps double or triple the number of
people whom you provided for to-
day, so that’s going to be an enor-
mous financial burden that, frankly,
I'm not sure they're going to be able
to bear,” said Mr. Small.

Bob McAdam, vp of corporate af-
fairs for Bentonville, Ark.-based
Wal-Mart Stores Inc., pointed out
that the law exempts unionized em-
ployers, which gives such compa-
nies an unfair advantage.

Wal-Mart, which is not union-
ized, “is opposed to the legislation

primarily because it creates an un-
even playing field,” he said. “It’s
very likely that their employees are
going to have lesser benefits than

‘I think there's a safe bet
there'll be a challenge
under ERISA' to the

California legislation.

John Small
Towers Perrin

employees from nonunion employ-
ers, “ said Mr. McAdam.

In addition, he noted that “pri-
marily, it’s a one-size-fits-all health
care mandate, and we like to pro-
vide a lot of choices for our associ-
ates.” Mr. McAdam said it is still un-
clear how many Wal-Mart employ-
ees would be affected by the legisla-
tion.

Representatives of several other
companies said they have not yet

had time to study the legislation.

Some observers say large employ-
ers may be exempt under ERISA,
which pre-empts state laws or regu-
lations that relate to employee ben-
efits. Hawaii’s law preceded ERISA
and was grandfathered in.

“I think there’s a safe bet there'll
be a challenge under ERISA” to the
California legislation, said Mr.
Small. “States have the authority,
clearly, to regulate insurance, but
here’s been a question about a
state’s ability to regulate coverage.”

Steven Thompson, vp for govern-
ment affairs at the CMA, said, “I
don’t think anybody will know the
answer to that question until the
courts opine,” and the issue may ul-
timately be decided by the U.S.
Supreme Court.

There are other still unanswered
questions associated with the legis-
lation as well, said Ms. Kirby. “What
if an employer provides benefits
that are richer than a required mini-

Rulings: Could complicate subrogations

Continued from page 3

“So it’s not a voluntary payment at
all. It’s a contractual obligation.
That’s why 1 think this case is
screwy.”

By applying the doctrine in the
case, the courts already have dis-
couraged settlements and compli-
cated subrogations in the 5th Cir-
cuit, which encompasses Louisiana,
Mississippi and Texas, Messrs. Peril-
lo and Harckham agreed.

For example, a component part
manufacturer facing a product lia-
bility claim in the 5th Circuit now
might be unwilling to settle that
claim until all potential defendants
in the case agree up front to con-
tribute to the settlement, Mr. Perillo
said. “This strikes me as bad policy
and bad law,” he said.

According to court papers,
Wausau and Genesis contributed to
a $400,000 settlement that resolved
a claim filed against their policy-
holder, President Riverboat Casino-

Mississippi Inc. in Biloxi, Miss. The
claim was filed by a casino guest
who was struck by a casino-owned
shuttle bus as the guest attempted

‘The insurer's liability is
to the policyholder. So
it's not a voluntary
payment at all. It's a
contractual obligation.
That's why | think this

case is screwy.’

Finley T. Harckham
Anderson Kill & Olick P.C.

to cross a drop-off area at the casino
in April 1996. Wausau was Presi-
dent’s automobile fleet insurer.
When the injured guest amended
her claim in 2001 to include a
count of premises liability against
the casino for allegedly failing to

maintain a safe crosswalk, Wausau
reserved its right to deny coverage
for that claim.

The casino then filed a claim
with Genesis, its commercial gener-
al liability insurer. But Genesis ar-
gued that the casino’s CGL cover-
age was excess of Wausau’s $1 mil-
lion auto policy limits.

Three days before the scheduled
trial over the claim in March 2001,
the case was settled. Wausau paid
half of the settlement, and Genesis
and President equally split the oth-
er half.

In response to Genesis’ and the
casino’s court motion seeking to
compel Wausau to cover the entire
cost of the claim, Wausau filed a
motion for summary judgment.
Wausau argued that because Gene-
sis and the casino voluntarily con-
tributed to the settlement, they are
barred by the voluntary payment
doctrine from seeking any reim-
bursements.

NAIC: Defends state regulation

Continued from page 4

tains specific goals toward achiev-
ing greater efficiencies or reforms in
each of several categories. Those
are: consumer protection, market
regulation, property/casualty rate
regulation, insurance policy form
approvals, producer and company
licensing, financial condition ex-
aminations and mergers and acqui-
sitions.

The plan also sets a schedule
for states to implement some re-
forms. For example, all state insur-
ance departments are expected to
adopt uniform transmittal docu-
ments for submitting insurance
products for regulatory review
by the end of this year. Also, it
gives them until the end of 2008
before they must integrate other
regulatory tools into their product

approval process.

Although the plan was adopted
unanimously, a California regulator
sitting in for Commissioner John
Garamendi expressed that state’s
continuing reluctance to yield its
authority for the sake of standard-
ized “interstate collaboration.”

While he acknowledged that that
comment underscores some linger-
ing tensions, Mr. Pickens said that
California’s continuing desire for
such independence does not weak-
en the plan. In fact, the new docu-
ment has more support from other
larger states than did the previous
Statement of Intent, he said. Texas
Insurance Commissioner Jose Mon-
temayor concurred.

Most industry representatives
were generally supportive of the
plan.

“I think it's a brilliant move on
the part of the (NAIC) leadership,”
said Lenore S. Marema, vp-legal and
regulatory affairs for the Alliance of
American Insurers. New commis-
sioners have now taken ownership
of it, and their commitment is es-
sential before any plan can be im-
plemented, she said.

But Robert Zeman, senior vp and
assistant general counsel for the Na-
tional Assn. of Independent Insur-
ers, was concerned because so-
called “speed-to-market” initiatives
mentioned only commercial lines
coverages. “We feel they missed a
huge opportunity to modernize
personal lines,” he said.

Mr. Zeman said, though, that the
plan’s rate-related initiatives are ex-
pected to consider both types of
coverages.

e

In a summary judgment, a feder-
al district court ruled in June 2001
that the doctrine applies because
Genesis and the casino were not
compelled to settle the claim and
that their contribution did not re-
sult from a fraudulent act.

A three-judge panel of the 5th
Circuit unanimously overturned
that ruling on Aug. 21. The appeals
panel ruled that e-mails between
the two insurers and a letter from
Genesis to Wausau were strong
enough evidence to suggest that
Wausau had an oral agreement

September 22, 2003

mum. Can they charge more? What
about flex plans? What about the
concept of increasing consumerism
among employees? What about the
issue of getting to the root causes of
health care costs increases? That'’s
where large employers have been fo-
cused, so this could clearly be a ma-
jor setback,” she said.

Also unclear is the degree to
which employers would prefer to
participate in the state-run fund
rather than obtain their own health
care coverage, say observers.
“Maybe employers who liked the
concept of a defined contribution
arrangement might prefer to wash
their hands of managing a medical
plan on behalf of their employees.
We don't see a lot of evidence of
that, though,” said Ms. Bosley.

In addition, some observers note
that the legislation could serve as an
impetus for similar efforts else-
where.

“Certainly, whatever happens
here in California is watched care-
fully throughout the country,” said
Kathy Mallen, senior vp with Aon
Consulting in Los Angeles.

with Genesis to later resolve each
insurer’s exact liability.

But, under the appellate panel’s
ruling, Wausau still may be able to
invoke the voluntary payment doc-
trine. The panel remanded the case
to the lower court to determine
whether there is conclusive evi-
dence of an oral agreement. If the
lower court does not find sufficient
evidence, the court could again al-
low Wausau to invoke the volun-
tary payment doctrine.

Genesis Insurance Co. and President
Riverboat Casino-Mississippi Inc. vs.
Wausau Insurance Cos., 5th U.S. Cir-
cuit Court of Appeals, Aug. 21; No.
02-60807.

Deadline approaching
for safety directory

Business Insurance will publish its
online directories of safety consul-
tants and rehabilitation service
providers in conjunction with the
Oct. 20 issue. The issue will fea-
ture a Spotlight report on workers
compensation as well as rankings
of the largest independent safety
consultants and rehabilitation ser-
vice providers.

The online directories will be
available to subscribers on
www.businessinsurance.com and
will be included in BI’s 2003/2004
Market Sourcebook, a special
printed compilation of all of BI's
directories and rankings that will
be published December.

The directories are published as
an editorial service, and there is
no charge to be included.

To be listed in the safety con-
sultants directory, companies
must provide unbundled safety
consulting services directly to
corporate or institutional clients.
In addition, companies must
generate $200,000 or more in
revenues from these services

and disclose their total gross rev-
enues.

To be listed in the directory of
rehabilitation service providers, a
company must provide unbun-
dled rehabilitation management
services directly to employers for
workers compensation or liability
cases.

BI defines rehabilitation man-
agement as providing all services
included in the medical manage-
ment or vocational rehabilitation
of an injured or ill worker. In ad-
dition, companies must generate
$200,000 or more in revenues
from these services and disclose
their total gross revenues.

If your company meets the re-
quirements and has not received a
questionnaire, please request one
immediately by calling Directory
Editor Kevin P. Edison at 312-649-
5279. Copies of the question-
naires also can be printed from
www.businessinsurance.com.

Completed questionnaires
must be submitted by the extend-
ed deadline of Oct. 3.
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Funding: Pension contribution rules

Continued from page 1

on a voice vote, also would require
the Treasury Department to devel-
op a new way to value pension lia-
bilities.

But Bush administration officials
warn that relaxing funding require-
ments for underfunded plans could
expose the financially ailing Pen-
sion Benefit Guaranty Corp. to even
bigger losses, increasing the likeli-
hood that the premiums employers
with defined benefit plans pay to
support the insurance program
would have to be increased.

The pension reform legislation,
introduced by Committee Chair-
man Sen. Charles Grassley, R-lowa,
would, for the next three years, al-
low employers to value pension lia-
bilities based on the four-year
weighted average of yields on long-
term corporate bonds.

The Treasury Department would
develop a corporate bond index to
be used for this calculation. After
that, liabilities would be valued
through a new corporate bond yield
curve, in which interest rates used
to value liabilities would vary based
on when those liabilities come
due. The closer a pension plan par-
ticipant is to retirement age, the
lower the interest rate that would
be used to value the liability (BI,
July 14).

Under current law, employers use

PHOTO: ROY KARTEN

a rate equal to up to 120% of the
four-year weighted average of the
yield on 30-year Treasury bonds.
But that formula is set to expire at
the end of this year. Unless
Congress acts to change the rules,
after 2003, employers would value
pension liabilities with a rate equal
to up to 105% of the four-year
weighted average of the yield on

tions to their plans.

“We are delighted with this
change” proposed in the Senate leg-
islation, said Janice Gregory, a vp
with the Washington-based ERISA
Industry Committee, which would
like the use of a long-term corporate
bond index to value liabilities to be
made permanent.

But many benefit experts have

A vyield curve 'is Finance 101. It is
out there in the financial world. It
just hasn't been used in the

pension world’

William Sweetnam
U.S. Department of the Treasury

the 30-year Treasury bond.

The lower yield will require em-
ployers to significantly increase
their contributions to their pension
plans.

Employers have long sought to
replace the current pension valua-
tion methodology with one based
on corporate bond yields. They say
yields on the 30-year Treasury
bond, which no longer is being is-
sued by the government, are artifi-
cially low, resulting in an inflation
of employer pension liabilities and
higher than necessary contribu-

opposed a yield curve, saying that it
is untested and could be unduly
complicated. Treasury Department
officials, however, rebut that asser-
tion.

“It is Finance 101. It is out there
in the financial world. It just hasn’t
been used in the pension world,”
said William Sweetnam, the Trea-
sury Department’s benefits tax
counsel.

Much of the Senate panel’s atten-
tion, though, was focused on a late
addition to the measure that would
temporarily relieve employers from

what government officials say
could be as much as $30 billion in
pension plan contributions that
otherwise would be required.

Under this provision, employers
whose pension plans were at least
90% funded in 2000—or employers
whose plans were at least 80%
funded in 2000 and at least 90%
funded in 1999 and 1998—auto-
matically would escape a require-
ment that they accelerate contribu-
tions when their plans become un-
derfunded. This funding require-
ment is known as the deficit reduc-
tion contribution, or DRC.

Under the Senate legislation, as
long as the plans were not subject
to the DRC in 2000, the plans also
would be exempt from the DRC in
2004, 2005 and 2006—regardless of
how low their funding levels were
in any of those years.

Sources say the DRC exemption
was originally drafted to specifically
help the financially battered airline
industry, which faces massive pen-
sion contributions over the next
few years. But the provision later
was broadened to aid any employer
whose pension plan was well-fund-
ed in 2000—before the stock mar-
ket fell heavily—and has since be-
come underfunded and subject to
the DRC.

In all, the provision would result
in a $30 billion reduction in plan

33

contributions over three years and,
including investment income lost
as a result of those contributions
not being made, a $40 billion in-
crease in plan underfunding, gov-
ernment officials say.

The Bush administration strongly
opposes the provision, as it could
expose the PBGC, the federal agen-
cy that guarantees pension plan
benefits through an employer-fund-
ed insurance program, to even big-
ger losses if any of the plans given
funding relief later terminates.

“If the plans terminate, it creates
additional pressures on the insur-
ance program,” said PBGC Execu-
tive Director Steve Kandarian. The
PBGC’s single employer insurance
program, battered over the last year
by the biggest pension failures in its
30-year history, currently has a $5.7
billion deficit.

PBGC officials warn that if the
DRC is waived, pension plans that
it takes over would be even more
underfunded, exacerbating its
deficit.

But Lynn Dudley, a vp with the
American Benefits Council in
Washington, said the likelihood of
of large losses is low and the tempo-
rary exemption from the DRC
would give Congress time to come
up with legislation to amend the
DRC, which, she said, is too harsh.

The DRC “hits companies too
hard and too fast,” she said, adding
that the waiver is a way of buying
some time while Congress studies
long-term fixes to the DRC.
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Isabel: Storm damage not as severe as was feared

Continued from page 1

North Carolina and Virginia, order-
ing federal aid to both states. The
governors of Delaware, Maryland,
New Jersey, Pennsylvania and West
Virginia declared state emergencies.

Although the storm packed a
powerful punch, losses from Hurri-
cane Isabel are far from record-set-
ting.

“Isabel will be a significant storm
in insured losses, but not necessari-
ly a historic storm,” said P.J. Crow-
ley, vp of the New York-based In-
surance Information Institute,
which estimates that insured dam-
ages will approach $1 billion.

Hurricane Floyd, which hit the
same general area in 1999, caused
$2 billion in insured losses, the III
noted.

Boston-based catastrophe model-
ing company AIR Worldwide Corp.,
which earlier last week had predict-
ed that Isabel could cause between
$1 billion and $2 billion in insured
property damage, lowered its esti-
mate to “a little under $1 billion”
on Friday due to lower-than-expect-
ed wind speeds. The storm'’s winds
topped out at just under 100 mph.

Losses from flooding, however,
will likely cause an additional §1
billion in damage, some of which
may be insured in the commercial
market, AIR and III predict.

“Because it made impact on a
fairly swampy area right up along
the coast, there will be a significant
amount of flooding damage,” said
Peter Dailey, manager of the atmo-
spheric science department at AIR.
Though flooding is largely excluded
from homeowners policies, it is
covered in some commercial poli-
cies.

Brokers were just beginning to
get a handle on the commercial
damages caused by Isabel late last
week, but initial claims activity was
relatively light.

“From a pure commercial busi-
ness insurance standpoint, I think
it’s about a good as you could hope

with something like this,” said
Steve Montgomery, managing di-
rector of the Carolinas for Aon
Group Inc. in Charlotte, N.C. “If
there is a good place for it to hit the
East Coast of North Carolina, the
Outer Banks is it. Outside of the
tourism industry, there’s not a lot
of commerce there,” he said.

“Clearly, some resort properties
have been damaged, but in the
whole scheme of things it could
have been a lot worse,” Mr. Mont-
gomery said.

He said that as of Friday after-
noon, he had not received many
claims. “It’s been very, very quiet.
We have a large grocery chain that
probably had as much exposure as
any of our clients, and they've been
quiet. We think it hasn’t been too
bad for them.”

“We've had numerous claims re-
ported to us. I don’t think they
sound overly serious yet, but it’s
kind of too early to tell right now,”
said Paul McVey, a managing direc-
tor at Marsh Risk Consulting in
New York, which deployed its catas-
trophic response team to Rich-
mond, Va., last week.

“What we're seeing is various
roof damages and water damages to
office buildings,” Mr. McVey said.
“I think more of our concern right
now is the power outages, which
are still prevalent down there out-
side of Richmond and down into
some areas of North Carolina, and
there are a lot of access problems to
roads due to fallen trees and power
lines,” he said.

Indeed, early assessments from
claims adjusters and insurers indi-
cate that Isabel caused far more per-
sonal lines than commercial lines
losses.

“Most of the commercial lines in-
surers are breathing a sigh of relief,”
noted Robert J. Barnett, the nation-
al catastrophe coordinator for inde-
pendent claims adjuster VeriClaim
Inc. of Chicago.

“We expect more water than

PHOTO: NASA

wind damage,” said a spokeswom-
an for Factory Mutual Insurance
Co. of Johnston, R.I., which does
business as FM Global.

As of mid-morning Friday,
Boston-based Liberty Mutual Insur-
ance Co. had 816 homeowners
claims, 186 automobile claims and
three commercial claims, according

erage, and many commercial risks
in water-ravaged coastal areas still
had not assessed their damage Fri-
day.

Business interruption claims also
could be relatively significant,
sources say.

One factor that could drive up
business interruption claims is that
many areas in the
storm’s path were
evacuated well in ad-
vance of Isabel mak-

to a spokesman.

Some industry sources say, how-
ever, that commercial damages
could in fact be worse than initially
predicted.

“I think a lot of the significant
damage has yet to happen as the
tremendous amount of rain that
landed in the Shenandoah Valley
up along the Western part of Mary-
land flows down the rivers and af-
fects the businesses that are situated
along there,” said Dan Lentz, co-di-
rector of the insurance claims divi-
sion of Ernst & Young L.L.P. based
in Washington.

“It's not necessarily the wind and
the storm that creates a lot of the
damage, it's really the water,”
agreed Dan Torpey, co-director
Ernst & Young’s insurance claims
division based in Dallas. “And
sometimes the water damage can be
deceivingly complex” for business-
es, he said.

Rob Meyers, assistant vp-property
for claims adjuster GAB Robins
North American Inc. of Parsippany,
N.J., noted that commercial proper-
ty policies often include flood cov-

noted.

Representatives for personal lines
insurers said Friday that estimating
their losses would be difficult for
several days, until residents had an
opportunity to return to their
homes, assess the damage and file
claims.

Nationwide Mutual Insurance
Co. of Columbus, Ohio, could esti-
mate losses only in North Carolina.
The insurer expected 25,000 to
30,000 claims there, including
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Photos from the International Space Station (top left) and from U.S.
weather satellites (above) showed the huge scale of Hurricane Is-
abel as it approached the East Coast last week.

ing landfall, III's Mr. Crowley said.
That would trigger commercial poli-
cyholders’ business interruption
waiting period earlier than normal,
which could mean businesses
would still be closed after their time

deductibles expired.
In addition, because of extensive
power disruptions caused by

downed lines, many grocery risks
likely will face lost business due to
food spoilage, insurance experts

WorldCom: AEGIS says D&O cover is limited

Continued from page 3

zalez granted WorldCom'’s motion
to stay the lawsuits; the judge
found that the policies are the prop-
erty of the WorldCom estate and
are subject to bankruptcy court ju-
risdiction.

WorldCom has since filed a mo-
tion asking Judge Gonzalez to rule
that the excess insurers must abide
by a severability provision in its pri-
mary D&O and fiduciary liability
policies. Enforcing the severability
provision would mean that excess
insurers could not rescind coverage
of innocent directors and officers
based on the alleged wrongdoing of
culpable WorldCom officials. That
motion is pending.

Meanwhile, AEGIS has asked
Judge Gonzalez to throw out
WorldCom’s entire declaratory
judgment action, arguing that the
bankrupt company’s settlement
with National Union and its recent-
ly filed reorganization plan com-

bine to virtually eliminate most ex-
cess D&O coverage for WorldCom
itself.

WorldCom'’s decision to give up
its National Union entity coverage
automatically voids entity coverage
in all of the following form excess
policies, AEGIS contends.

The D&O program also allowed
WorldCom to seek coverage for
amounts it reimburses covered di-
rectors and officers for defense and
settlement costs. The company’s
reorganization plan, though—cur-
rently the subject of bankruptcy
court hearings—would place a $25
million limit on nonculpable offi-
cials’ claims for defense cost reim-
bursement from the WorldCom es-
tate.  The reorganization plan
would also treat the director and of-
ticer claims as relatively low-priority
unsecured claims, the AEGIS filing
notes.

“It is currently uncertain whether
the WorldCom estate will have suf-

ficient assets to fund” any of those
claims, AEGIS says. In addition, the
$25 million limitation means that
WorldCom claims would never
reach the $10 million excess of $70
million layer written by AEGIS or—
the filing suggests—most of the lay-
ers above National Union’s $15 mil-
lion primary limit.

The insurers’ actual coverage dis-
pute, AEGIS argues, is with individ-
ual WorldCom directors and offi-
cers, and that dispute should not be
heard as part of the WorldCom
bankruptcy.

If Judge Gonzalez ultimately re-
fuses to dismiss WorldCom’s suit,
AEGIS has also asked the judge to
stay the action pending the out-
come of criminal proceedings
against several former WorldCom
officers.

A hearing has been scheduled for
Oct. 7.

WorldCom filed for Chapter 11
protection in 2002 after a series of

e

disclosures of accounting errors to-
taling more than $9 billion. The
company has been hit with at least
62 shareholder lawsuits and 17
fiduciary liability suits stemming
from the precipitous fall in its stock
price.

WorldCom'’s $100 million D&O
program consists of National
Union’s $15 million primary policy;
successive $15 million layers writ-
ten by Continental Casualty, Swiss
Reinsurance Co. and Twin City;
and successive $10 million layers
written by Bermuda-based Starr Ex-
cess Liability Insurance Internation-
al Ltd., AEGIS, Gulf Insurance Co.
and National Union.

The company’s $50 million fidu-
ciary program consists of a $10 mil-
lion AIG primary policy; successive
$10 million layers written by Gulf,
Continental Casualty and Twin
City; and additional $5 million lay-
ers written by Continental Casualty
and Gulf.

6,000 to 7,000 automobile claims, a
spokesman said.

By comparison, the insurer faced
76,000 claims from Hurricane Fran
in September 1996 and 45,000
claims from Hurricane Floyd-related
losses in September 1999, the
spokesman said.

Munich Reinsurance Co., the
world'’s largest reinsurer, estimated
Friday that its losses would total less
than $100 million.
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Continued from page 1

according to Tom Donahue,
president of the U.S. Chamber of
Commerce. Sen. Frist “has
committed to moving ahead with
class action,” he said shortly after
meeting with the Senate leader last
week. Mr. Donahue said that the
Class Action Fairness Act, which
would, among other things, allow
plaintiffs or defendants to move
interstate class actions to federal
from state courts under some
circumstances, currently has “57
sure votes” in the Senate.

FDA warns importer
of Canadian drugs

The U.S. Food and Drug
Administration is stepping up its
efforts to shut down the Canadian
drug importation program launched
in July by the city of Springfield,
Mass. Last week, the FDA issued a
letter to the city's drug importer,
CanaRx Services Inc., warning the
company that it is violating federal
law by importing prescription drugs
from Canada. The FDA contends that
importing the drugs puts U.S.
consumers at risk because, without
U.S. oversight, consumers cannot be
sure of the safety of the drugs.
CanaRx has 15 days to respond to
the FDA's letter. Meanwhile, the
office of lllinois Gov. Rod Blagojevich
announced it is examining whether
lllinois should reimburse state
employees and retirees who
purchase prescription drugs from
Canadian pharmacies. Gov.
Blagojevich has commissioned a
study to examine whether the state
could save money by reimbursing its
230,000 employees and retirees for
buying drugs from Canada.

California plans offer
discount on generics

Four major health plans in California
have launched an initiative designed
to encourage their members to
purchase generic drugs. Under the
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program, dubbed The Generic
Advantage, the health plans will
distribute coupons that providers
can give to members of the plans,
entitling patients to $10 off their first
purchase of a generic prescription.
Blue Cross of California, Blue Shield
of California, Health Net of California
and PacifiCare of California last week
announced the program.

California governor
gets worker lawsuit bill

A bill sent last week to California
Gov. Gray Davis would allow
employees to sue their employers
and seek civil penalties for labor
code violations, including certain
workplace safety violations. Under
the legislation, “aggrieved
employees” would be able to recover
labor code violation penalties and
sue employers in cases where
California’s Labor and Workforce
Development Agency fails to enforce
the law.

Texas voters uphold
medical malpractice caps

Texas voters narrowly ratified a
state constitutional amendment that
will limit certain types of medical
malpractice awards. The
amendment-Proposition 12-was one
of 22 amendments before the voters
in a special election on Sept. 13. It
confirms the constitutionality of a
Texas law that caps noneconomic
damages against individual
physicians in medical malpractice
cases at $250,000 and those against
hospitals and other health care
facilities at $500,000.

ESG Re sues auditor
over contract termination

Bermuda-based reinsurer ESG Re
Ltd. has sued Deloitte & Touche

o
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L.L.P., charging the accounting firm
with professional negligence and
breach of contract over the
termination of its auditing contract
with ESG. The complaint charges
that the timing of Deloitte’s
termination of its auditing contract
with ESG led to the reinsurer’s
inability to make third-quarter 2002
filings with securities regulators. ESG
alleges that this, in turn, caused the
reinsurer to be delisted from the
NASDAQ stock exchange and its
debt rating to be downgraded.

FASB proposal would
increase plan disclosures

A proposal by the Financial
Accounting Standards Board would
require publicly held companies to
increase significantly the information
they must disclose about their
pension plans. Under the proposal,
which would go into effect for fiscal
years beginning after Dec. 15, 2003,
employers would have to disclose
annually how much their pension
plans expect to pay out in benefits in
that year and how much they expect
to pay out in five-year brackets.
Additionally, employers each year
would have to disclose how much
they expect to contribute to the
plans.

A restaurant and convenience
store in Barriere, British Columbia,
is one of many businesses in the
province lost to brushfires.

Insured losses mounting
from Canadian brushfires

Property insurers have collectively
reserved more than $200 million
Canadian ($146.6 million) to pay
property owners whose homes and

PHOTO: REUTERS

businesses were lost in the rash of
brushfires that have been ravaging
British Columbia since late July.
"And we expect that to climb,” said
Dennis Prouse, manager of
government relations for the
Insurance Bureau of Canada in
Vancouver. The blazes represent the
largest insured fire loss in Canadian
history, according to the IBC.

Federal health program’s
premium hikes decrease

Insurance premiums for the health
benefits program the federal
government administers for its
employees and retirees will rise next
year by an average of 10.6%, a small
increase compared with the those
other big employers are seeing. Next
year's increase in the Federal
Employees Health Benefits
Program-the nation'’s largest
program at more than 8 million
participants—is down from this year's
11.1% increase and the 2002 increase
of 13.3%.

Briefly noted

Hilb Rogal & Hamilton Co., the
Richmond, Va.-based broker, has
changed its name to Hilb Rogal &
Hobbs Co. The name change reflects
HRH's purchase of the Hobbs Group
in July 2002....The lllinois Supreme
Court has agreed to hear an appeal
of a $10.1 billion tobacco-related
class-action award handed down
against Philip Morris Cos. Inc. in
Madison County, lll. Madison County
is often cited by tort reform
advocates as one of the most
plaintiff-friendly venues in the
nation.

Check out
Businessinsurance.com

Iltems in the Late News column
originally appeared in

Br's Daily News feature on
www.businessinsurance.com. Visit
the B/ Web site to sign up to
receive Bl's Daily News by

e-mail.

Forum: Forces on industry discussed

Continued from page 4
think that’s the way we're moving,”
he said.

Jacqueline L. Gardner, assistant
commissioner for the insurance
company solvency section of the
Minnesota Department of Com-
merce had a similar view. “My view
is you've got a choice of working
with one big gorilla or 50 little
monkeys,” Ms. Gardner said,
adding that those small entities are
trying to take steps so they can, in
some cases, act like that “big goril-
la.”

Wayne Baliga, senior vp and di-
rector of Virginia Surety Co. Inc.
and president and chairman of
Aon Technical Services Inc. in
Chicago, said he thinks that regula-
tors can do several things to im-
prove the insurance market, in-
cluding reducing barriers to entry
and standardizing regulatory rules
wherever possible.

They also should allow substan-

tial rate increases for lines where
they recognize a danger of insurer
insolvency, and they should push
lawmakers in their states to pass
meaningful tort reform, he said.
Mary Cannon Veed, a partner at
Arnstein & Lehr L.L.P. in Chicago,
noted that beyond laws of insur-
ance regulation, “the laws of eco-

nomics are doing some very
strange things to the insurance in-
dustry.”

Despite recent reports of the “ex-
traordinary turnaround” in the fi-
nancial results of the insurance in-
dustry, insurers’ investment income
is “down spectacularly,” Ms. Veed
said. And, “in the insurance indus-
try, despite all the apparent prof-
itability, loss reserving remains a
moving target.”

“It’s amazing how little attention
has been paid to it, but 2002-2003
has seen a spate of insurance insol-
vencies that rivals anything we saw
in 1984-85,” Ms. Veed added.

With those factors in mind, as an
insurance buyer, “we’re looking to
spread our risk” among various in-
surers in the United States, Bermu-
da and Europe, said Mary C. Gard-
ner, director, risk management at
Sears, Roebuck & Co. in Hoffman
Estates, T11.

“But you know what? It's a tan-
gled web you weave, because
they’re all interrelated; they're all
insuring each other,” Ms. Gardner
said. “Another thing we, as risk
managers, are worrying about—we
want to know where our insurers
are reinsuring.”

Rating agencies, shareholders,
stock analysts and the accounting
profession are other nonregulatory
factors influencing the insurance
marketplace, said Michael P. Gold-
man, a partner at the law firm of
Sidley Austin Brown & Wood L.L.P.
in Chicago.

Ratings “dictate how the market
behaves, and there’s not a stitch of

e

regulation in any of those influ-
ences,” he said.

Regarding shareholders and stock
analysts, “you saw in the wake of
Enron a market aversion and a sig-
nificant drop in the market value of
those entities that had significant
off-balance-sheet financing mecha-
nisms,” he said. “That’s another ex-
ample of how market influences
can police an industry.”

The accounting profession,
meanwhile, has become a sort of
“quasi-regulation,” Mr. Goldman
said.

“I think particularly in the area of
reinsurance, the emergence of FAS
113, accounting for reinsurance,
has had a very significant effect on
the way reinsurance is structured,”
said Lawrence M. Friedman, a part-
ner in the Chicago office of Lord,
Bissell & Brook L.L.P.

Kenneth Weine, associate direc-
tor at Protiviti Inc. in Chicago,
moderated the forum.

Online Poll

[ 9/15 - 9/19
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shut down insolv

insurers more quickly?

Yes 76.03%
No 9.09%
Speed does

not matter 11.57%
Do not know/

do not care 3.31%

|

Would buyers be better
protected if requlators

ent

Bl Stock Index
[ 9/15 - 9/19 ]

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

Percentage change of BI Stock
Index vs. key indicators

BI Stock Index
2044.44 2.35
Dow Jones
9644.82 1.83
S&P 500 ‘
1036.30 73
Largest gains
Navigators Group 12.58%
Axis Capital Holdings 9.44%
RenaissanceRe Holdings 1.14%
Oxford Health Plans 6.39%
Citigroup 6.12%
Largest losses
Acceptance Insurance -9.09%
Clark Bardes Holdings -6.92%
Trenwick Group Ltd. -6.90%
NYMagic Inc. -6.38%
Seibels Bruce Group -5.00%
Weekly change
by market segment
Brokers 0.59%
Insurers/Reinsurers 1.81%

Managed Care Organizations

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

0.87%
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