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Loan ban sparks 401(K) worries
Employers fear broad reading of corporate governance law

By JERRY GEISEL

WASHINGTON—Employer fears that the new
federal corporate governance reform law could
jeopardize 401(k) plan loan programs they offer
employees may be unfounded.

Those fears have accelerated in recent weeks as
benefit consultants and attorneys have intensi-
fied their analysis of the Sarbanes-Oxley Act, leg-
islation Congress passed in July in response to a
wave of corporate and accounting scandals.

In particular, benefit experts have focused on
Section 402 of the new law, which prohibits pub-
lic companies from making or arranging, directly
or indirectly, personal loans to corporate execu-
tive officers and directors.

Benefit experts say the wording of the statute
is so broad that it could include loans offered
through 401(k) plans, a feature available in most
plans.

While the employer is not lending the money,
it has arranged for the 401(k) plan and has facili-
tated the loan, said Ethan Kra, chief actuary for
Mercer Human Resource Consulting in New
York. “There has been involvement by the em-
ployer,” he added.

While few believe Congress intended 401 (k)
plan loans to be covered under its ban on corpo-
rate loans to their top executives, the penalties
for violating the Sarbanes-Oxley act are so stiff,
including multimillion-dollar fines and prison
sentences, that some employers aren't taking any

chances and have ceased making 401(k) plan
loans available to top executives.

“Some employers are choosing to block loans
to executives until further guidance,” said Valerie
Miller, a legal consultant with Hewitt Associates
Inc. in Lincolnshire, I11.

But that action could lead to other legal prob-
lems. Under the Employee Retirement Income
Security Act, if a savings plan offers loans, those
loans must be available on the same basis to all
participants. If they aren’t, providing loans
would be considered a prohibited transaction,
which is punishable by fines.

Faced with those possibilities, an employer
might be inclined to eliminate 401(k) plan loans

See 401(k)/page 37

Quality of
health care
improving
NCQA sees gains
m managed care

By MARK A. HOFMANN

The quality of health care provided by
managed care organizations is continuing
to improve, according to a survey released
last week by the National Committee for
Quality Assurance.

These improvements come despite rising
costs. In fact, some health care experts who
commented on the survey’s findings after
its release at a Washington conference said
that increasing prices could enhance the
drive toward quality.

“The State of Health Care Quality: 2002”
was the sixth such annual report issued by
the NCQA. The results were based on infor-
mation provided by 271 commercial
health maintenance organizations and
point-of-service plans, plus a number of
Medicare and Medicaid managed care or-
ganizations. The reporting plans cover
about 71 million people—including about

See NCQA/page 37
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Lloyd's underwriters declared Sri Lanka a war zone and imposed war risk surcharges on air-

lines there following the July 2001 terrorist bombing of two Sri Lanka Airlines planes.

European airlines fear
war will ground fleets

By STACY SHAPIRO

LONDON—European airlines are concerned that
they may be grounded by a lack of aviation war
risk liability insurance if the United States carries
out a large-scale attack against Iraq.

The airlines fear that aviation underwriters will
cancel their coverage for third-party and passen-
ger war risk liabilities with short notice, forcing
the airlines to ground their fleets.
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“We are extremely concerned at the moment,”
said a spokesman for the Assn. of European Air-
lines in Brussels. The threat of war in Iraq “really,
really worries us.”

Tensions remain high between the United
States and Iraq, and the Bush administration has
threatened military action to force Iraq’s compli-
ance with U.N. Security Council resolutions on
weapons of mass destruction.

See WAR RISK/page 38

Late News

SCOR ends negotiations
on buying Gerling book

French reinsurer SCOR S.A. has
called off negotiations to acquire
the life operations and certain
nonlife reinsurance operations of
Gerling Group. A spokeswoman for
Paris-based SCOR said that, given
recent stock market movements,
the company decided that the deal
would not add any value for SCOR
shareholders. SCOR earlier this
month entered into exclusive
negotiations with Gerling over the
possible acquisition of the group's
life reinsurance business and much
of its nonlife reinsurance business.
The proposed deal would have
involved a mix of equity and debt.

Judge seals documents
on WTC placement

A federal judge overseeing the
World Trade Center property
insurance litigation has sealed
documents produced by Willis
Group Holdings Ltd. related to the
brokerage's potential errors and
omissions exposure on the
placement. Judge Martin ruled
earlier this month that Willis must
produce the documents demanded
by WTC insurer Swiss Reinsurance
Co., which is seeking to show that
Willis officials" worries about an
E&O claim influenced their
testimony in favor of WTC
leaseholder Silverstein Properties
Inc. Silverstein issued a statement
denying any plans to sue Willis.

Projects stalled
by terror risk grow

A lack of terrorism insurance has
delayed or canceled more than
$15.5 billion worth of real estate
projects in 17 states, according to
survey by a real estate trade
group. The Real Estate Roundtable
released the data, drawn from an
ongoing survey of its members,
during a meeting with Treasury
See LATE NEWS/next page
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Secretary Paul O'Neill. The group
had reported on Sept. 4 that at least
$10.5 billion worth of projects in 13
states had been adversely affected
by the terrorism insurance crunch.

Judge OKs Dow Corning
breast implant settlement

The judge overseeing the bankruptcy
of Dow Corning Corp. has approved a
$9.8 million settlement the company
reached with the U.S. government
over breast implants Dow Corning
manufactured. The settlement will
reimburse federal agencies for funds
paid for the removal of Dow Corning
breast implants in women who were
beneficiaries of government
assistance, such as Medicare or
Medicaid. The settlement brings Dow
Corning one step closer to wrapping
up the $3.2 billion global settlement
the court approved in 1999.

Tribune sues Swiss Re
over workers comp claims

Tribune Co. is suing Swiss
Reinsurance America Corp. for $20
million in workers compensation
claims it says are owed under a
program Times Mirror Corp. placed
with Reliance National Indemnity Co.
in 1998. Tribune, which acquired
Times Mirror in 2000, charges that
Times Mirror paid Reliance more
than $40 million to administer and
pay all its workers comp claims after
Jan.1,1977. According to the suit,
Reliance fronted the coverage,
passing it through to Swiss Re.

RMS releases
terrorism risk model

Risk Management Solutions Inc. has
arisk model that is designed to help
insurers and reinsurers quantify risks
from catastrophic terrorist attacks in
the United States. The model is

o
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based on so-called “game theory,”
which holds that the likelihood and
targets of future terrorist attacks
can be modeled by understanding
the operational and behavioral
characteristics of terrorist groups.

N.Y. malpractice crisis
overstated: Report

New York state physicians do not
face a medical malpractice crisis, a
report suggests. The report by the
New York Public Interest Research
Group states that, contrary to doctor
groups’ assertions, the number of
medical malpractice payouts has
increased only slightly in the past 10
years, to 2,090 in 2001 from 1,943 in
1992. The report does note, however,
that the average payout for the
three New York counties with the
largest number of claims has
increased.

Late News

School district settles
civil rights case

The bulk of a $7.5 million settlement
over a longstanding civil rights
dispute involving a suburban Seattle
school district will be paid by the
Washington State Risk Management
Pool. Puyallup School District is one
of 70 school districts and five
educational service districts that
participate in the pool, which writes
various liability and property
coverages. The lawsuit, filed in 2000
on behalf of 23 parents and 36
students, charged that racial
harassment and discrimination
continued in the school district
despite a 1998 agreement with the
federal Office of Civil Rights to
implement a no-tolerance policy
against such behavior.

Louisiana considering
changes to insurance laws

Acting Louisiana Insurance
Commissioner J. Robert Wooley is
seeking feedback from insurers on

Check out Businessinsurance.com
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Discounted reservation deadline nears for annual event

Work comp conference to examine changes

By MEG FLETCHER

SAN FRANCISCO—The deadline
nears for discounted reservation
fees for Business Insurance's 10th An-
nual Workers Compensation and
Disability Management Conference
on Oct. 21-23.

Staying on top of the latest devel-
opments in workers compensation
and disability management is all
the more important to employers in
today’s difficult market.

The need to stay abreast of such
changes will be a key focus of the
40 speakers at the upcoming con-
ference, which is presented in con-
junction with IBF Conferences Inc.,

of Rockville Centre, N.Y. The con-
ference will be held at the Hyatt Re-
gency San Francisco in Embar-
cadero Center.

The presenters—a diverse group
of risk and benefit managers, loss
control specialists, attorneys and
consultants from private industry as
well as the Occupational Safety and
Health Administration—will share
their insights and suggestions about
how employers can weather this
challenging time.

The conference also will present
an extensive update on legislative
and legal trends that may create
new liabilities for employers.

Conference topics were chosen

e

and developed with the help of
nearly two dozen members of an
advisory board, which is chaired by

THE 10TH ANNUAL
Business Insurance

WORKERS COMPENSATION

AND
DISABILITY MANAGEMENT
CONFERENCE

Jeffrey W. Pettegrew, vp-insurance
and risk management at Westaff
Inc. in Walnut Creek, Calif.

September 23, 2002

whether regulatory and legislative
changes would attract more insurers
to the state. "We will try to put
together legislation to address their
concerns,” Mr. Wooley said last
week, after sending a letter to
insurers soliciting comment. “We're
trying to give them what they are
asking for, a healthy competitive
atmosphere where they can do
business,” Mr. Wooley said.

Briefly noted

Moody's Investors Service has
downgraded its insurance financial
strength rating of Munich
Reinsurance Co. to Aal from Aaa.
Moody's also downgraded Munich Re
subsidiary American Re-Insurance
Co. to Aa2 from Aaa. Moody's put
the ratings under review after the
Munich, Germany-based reinsurer in
July said it would increase American
Re's reserves by $2 billion and raised
its loss estimate for the Sept. 11,
2001, terrorist attacks by $500
million....Walter B. Kielholz, chief
executive officer of Swiss
Reinsurance Co. and vice chairman
of the board of Credit Suisse Group,
has been named chairman of Credit
Suisse. The board of Swiss Re will
determine whether Mr. Kielholz will
retain his position at the reinsurer, a
Swiss Re spokesman said....Oxford
Health Plans Inc. Chairman and Chief
Executive Officer Dr. Norman C.
Payson will retire at year end. He will
be succeeded by current President
and Chief Operating Officer Charles
G. Berg. Dr. Payson became of
chairman of the Trumbull, Conn.-
based managed care company in
1999....LIoyd's of London company
Advent Capital Holdings P.L.C. plans
to merge its marine syndicate 2 into
its nonmarine syndicate 780. If
Lloyd's approves the merger, the
combined syndicate would have
£250 million ($388.1 million) in
capital for 2003. Advent also said it
has raised £30 million ($46.6 million)
through a share issue....Oldwick, N.J.-
based A.M. Best Co. has placed its
financial strength ratings of Allianz
A.G. Holding's U.S. subsidiaries under
review, with negative implications.
Best also affirmed Allianz's A++
rating but changed its outlook to
negative from stable. Best cited
Allianz's move to boost U.S. unit
Fireman's Fund Insurance Group's
asbestos and environmental
reserves by $750 million.

Preceding the formal conference
is the annual Employers’ Private
Roundtable, at which employer rep-
resentatives can candidly discuss
pressing concerns and seek advice
from their colleagues. Moderating
the roundtable will be Business In-
surance editor Paul Winston and
Mr. Pettegrew.

This year’s conference will also
feature a new event, the Service
Providers Roundtable, which will be
held concurrently with the employ-
er discussion. Service providers will
be able to exchange ideas about em-
ployers and how to address their
needs and expectations. The discus-

See CONFERENCE/page 38
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Federal group health program
to see 11.1% premium hike

By JERRY GEISEL

WASHINGTON—Insurance premiums for
health plans covering federal employees and
retirees will increase by just over 11% on aver-
age next year, which is a much smaller hike
than most large employers are likely to see for
2003.

The Federal Employees Health Benefits Pro-
gram—the nation'’s largest group health pro-
gram, with 8.6 million participants—will also
make some changes in its benefit offerings
next year, including adding flexible spending
accounts.

Next year’s 11.1% average increase in the
FEHBP compares with a 13.3% hike for 2002
and a 10.5% increase for 2001. Premiums

charged by health maintenance organizations

Judge
dismisses
Chase fraud
suit against
Insurers

By DOUGLAS McLEOD

NEW YORK—A federal judge has dis-
missed fraud charges leveled by JPMorgan
Chase Bank against 11 insurers that have
refused to honor surety bonds securing
nearly $2 billion in purported Enron
Corp. oil and gas deals.

The insurers are seeking to rescind the
bonds, charging that the prepaid oil and
gas deliveries they supposedly secured
were in fact fraudulently disguised loans
that Chase made to Enron through a Jer-
sey, Channel Islands, entity called Maho-
nia Ltd. Enron defaulted on the Mahonia
contracts when it filed for bankruptcy last
year.

Chase earlier this year amended its orig-
inal breach-of-contract lawsuit against the
insurers to add fraud charges. The bank al-
leged that the insurers knew that the deals
were financing transactions and that the
insurers concealed from Chase that the
bonds might violate New York insurance
laws.

U.S. District Court Judge Jed S. Rakoff,
however, threw out the bank’s fraud
claims in a one-paragraph order. The or-
der leaves intact Chase’s original claim for
breach of contract.

A Chase spokesman expressed disap-
pointment but said, “We will vigorously
pursue our original claim for breach of the
surety bonds.”

in the federal program next year will rise by
an average of 13.6%, while hikes for other
types of health care plans will climb by an av-
erage of 10.5%. In all, 188 plans are offered,
though some are limited to certain regions.

The FEHBP’s 11.1% average premium in-
crease is substantially lower than what some
large organizations have projected for 2003.
For example, earlier this year, the California
Public Employees Retirement System, the na-
tion’s second-largest group purchaser of
health care benefits, said that premiums for
the HMOs it offers would rise next year by an
average of about 25% (BI, April 22).

In addition, benefit consultants have been
warning employers to expect rate hikes of at
least in the low teens next year, while respon-
dents to a recent survey of the Washington

Business Group on Health reported that pre-
miums would rise by an average of 14% in
2003, said Helen Darling, president of the em-
ployer group.

FEHBP officials attribute their success in
holding down premium increases—at least
compared with other big health care pur-
chasers—to tough negotiations and to the de-
sign of the program, in which dozens of in-
surers compete for the business.

“Having a choice of plans promotes
healthy competition among carriers for sub-
scribers and helps contain costs,” said Kay
Coles James, director of the Office of Person-
nel Management, the federal agency that ad-
ministers the FEHBP.

In addition, changes in plan design, such as

See FEHBP/page 37
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The Amerlcan Postal Workers Unlon next
year will offer a consumer-driven health
plan option as part of changes in the Fed-
eral Employees Health Benefits Program.

National Conference of the Profit Sharing/401(k) Council of America

Fiduciary duties demand

By RODD ZOLKOS

CHICAGO—The recent spate of company
stock disasters and the general downturn in
the markets overall has created a setting not
unlike that in which Congress implemented
existing employee retirement plan fiduciary
rules, a retirement plan law expert said.

“I think it’s interesting because there are a
lot of similarities between now and 30 years
ago when ERISA was implemented,” said R.
Eric Starr, assistant general counsel of IN-
VESCO Retirement Inc. in Atlanta. “So I think
that means we're going to see a lot of activity
on the pension reform front.”

Speaking at the 55th National Conference
of the Profit Sharing/401(k) Council of Ameri-
ca last week in Chicago, Mr. Starr noted that
in crafting the Employee Retirement Income

IUMI 2002

Security Act of 1974, Congress created a uni-
form set of rules for fiduciary plans, as well as
reporting and disclosure requirements for
those plans.

ERISA defines the activities under which
one has fiduciary responsibilities to a retire-
ment plan, Mr. Starr said, as well as establish-
ing that functions considered “ministerial” in
nature—such as calculating benefits, holding
records, accounting and consulting—are not
subject to fiduciary requirements.

But, despite those definitions, in partici-
pant legal actions against plans, “These lines
are being constantly blurred,” Mr. Starr said.

More conference
coverage on page 36

attention

“When a plan doesn’t do well, participants
are going to be looking for anybody who
could’ve contributed to that.”

Among the standards of conduct in ERISA
is that the fiduciary act “solely and exclusive-
ly in the interests of the participants,” Mr.
Starr said. The law also includes “the prudent
man rule,” requiring fiduciaries to act “with
the care, skill, prudence and diligence of a
prudent man.”

“This is one that I think is very important
and is sometimes misinterpreted,” Mr. Starr
said. He noted that the rule requires that if
fiduciaries lack expertise, they must obtain
expert advice, but also that they understand
and evaluate that expert advice before follow-
ing it. “Even if you have an expert giving you
advice, you have to understand it,” he said.

See PENSION/page 36

Terrorist threats spur security efforts

By DOUGLAS McLEOD

NEW YORK—The threat of a terrorist attack
using cargo containers and ports is leading
government agencies and private groups to
create new security procedures for shipping,
several experts report.

The U.S. Customs Service, U.S. Coast Guard
and the International Maritime Organization
are among the agencies developing programs
ranging from inspecting “high-risk” contain-
ers to creating a system of security alerts and
accompanying procedures for ships and ports.

“Shipping is an international business. Ter-
rorism is an international threat. What we
need to work on are meaningful international
solutions,” Joseph Angelo, a director of stan-
dards for the U.S. Coast Guard in Washing-
ton, told an audience at the 2002 meeting of
the International Union of Marine Insurers in
New York.

About 90% of the world’s cargo moves by
container, with 200 million containers mov-
ing between major seaports globally each year
and more than 16 million arriving in the
United States by ship, truck and rail, the Cus-
toms Service said.

The threat of nuclear or other weapons in
containers is real: The Central Intelligence
Agency has concluded that the United States

is more likely to be hit
by a nuclear device de-
livered by container
than by intercontinen-
tal ballistic missile, said
Capt. Jon Helming, an
associate professor with
the U.S. Merchant Ma-

More IUMI rine Academy in Kings
conference Point, N.Y.
coverage The Customs Service
page 28 earlier this year

launched a Container
Security Initiative intended to keep out po-
tentially dangerous cargo. Under new Cus-

toms regulations, carriers must provide U.S.
Customs officials in foreign seaports with car-
go manifests 24 hours before vessel loading.
Customs officers use various criteria to identi-
ty “high-risk” containers, and those contain-
ers are “pre-screened” before they are
shipped. Inspectors have also begun testing
tamperproof electronic seals on screened con-
tainers.

Ports in Canada, Singapore, Netherlands,
France and Germany are among those that
have agreed to participate so far. In June, the
Brussels, Belgium-based World Customs Orga-
nization adopted a resolution allowing ports

See IUMI/page 28
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Consumer-driven care may have unintended results

By MICHAEL PRINCE

NEW YORK—Turning health care
users into health care consumers
might resolve some problems with
the health care system, but there is
also a risk that it could do more
harm than good, a researcher
warns.

Given a choice, young and gener-
ally healthy employees would be
more likely to opt for consumer-
driven health plans, which could
leave older and unhealthy people in
traditional managed care arrange-
ments. Such adverse selection could
eventually destroy the employer-

based health care system, said
Humphrey Taylor, chairman of
Harris Interactive in New YorKk, a re-
search and polling organization
that has conducted considerable re-
search on health care issues.

Consumer-driven health plans
can be “a recipe for unraveling the
health care system,” Mr. Taylor told
attendees at a conference in New
York last week sponsored by the
New York Business Group on
Health.

Despite his dire warnings, Mr.
Taylor said the impact of consumer-
driven plans on the health care sys-
tem has been small to date.

Surveys of consumers indicate
that few desire to make more deci-
sions about their health care pur-
chasing.

BGH

Only 8% of people in a Harris
survey welcome the idea of becom-
ing more involved in purchasing
decisions by basing their health
care choices on what they regard as
the best value for their money.

Twenty-eight percent of people
surveyed fell into a group he called
the “reluctantly empowered.” Such
people are forced to make decisions
but “don’t necessarily want to,” he
explained.

About a quarter of respondents
are “needy shoppers” and are either
low-income or sick and buy health
care when they can afford it.

The remainder did not yet fall
into any of those categories.

Mr. Taylor said that few people
thus far have become true health
care consumers. A consumer, he ex-
plained, is someone who looks for
information about a product or ser-
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vice and is then influenced by that
information.

Using that standard, a true con-
sumer market for health care has
not yet arrived, he said.

For example, only 22% of sur-
veyed consumers said they have
seen quality rating information on
hospitals. Of those, only 4% have
considered making a change based
on those ratings, and only 2% actu-
ally made a change.

“As yet, not many people are
making changes on information
that compares different providers,”
Mr. Taylor said.

But that could change as people
pay more for their health care, as
health costs grow and their share of
the premium rises, he said.

With health care costs rising and
the economy in a slump, Mr. Taylor
said he expects the issue of health
care to rise in importance with the
public. For support, he cited the
“Health Insurance Misery Index”
which reflects increases in health
care costs and the unemployment
rate. For 2002 the index stands at
17.8%, the highest level since 1994,
he said. And such a level historical-
ly indicates a rising interest in
health care as a political issue and
with employers.

The consumer mentality will also
increase as employers shift more
costs on to employees.

Mr. Taylor said that 74% of sur-
veyed employers plan to increase
employees’ premium contribution
in the next two years, the most
commonly cited cost-shifting strat-
egy. In addition, 68% of employers
plan to increase cost-sharing efforts,
including raising deductibles and
copayments. As a result, employers
expect this will make employees
better health care consumers and
reduce utilization of unnecessary
health care services.

“Cost-shifting is forcing individu-
als to behave like consumers,” he
added.

But this shift of mentality might
have unintended consequences, he
warned.

While many people will become
health care consumers, this is not a
role they want, he said.

“People don’t necessarily want to
be empowered,” he said.

In addition, given a choice peo-
ple will select the health plan that
best meets their needs and “this is a
recipe for adverse selection,” he
said, leading to a “death spiral”
where some health plans absorb
greater numbers of sick people and
then are forced to raise rates, further
driving out the healthy.

“On health care, an educated
consumer could end up being our
worst nightmare” and could lead to
the end of employer-sponsored
health care, he said.

Errors & omissions

® A Sept. 9 chart of the largest U.S.
reinsurers’ first-half 2002 results, as
reported to the Reinsurance Assn. of
America, listed an incorrect figure
for Folksamerica Reinsurance Co.
Folksamerica Re’s policyholder sur-
plus for the first half was $817.1
million.
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Benefit managers recommend
consumer-driven plan option

By MICHAEL PRINCE

NEW YORK—More employers
should dip their toes in the water
and get into the pool of companies
adopting consumer-driven health
care plans, a trio of benefit man-
agers recommends.

The benefit managers said they
were pleased so far with their expe-
rience using three different plans
and recommended that others join
them in offering consumer-driven
health care plans.

“Don't wait, get started” with a
pilot program, advised Don Broeck-
er, director of employee benefits at
Charter Communications in St.
Louis.

“Get the concept going and start
the education program,” he added.

The benefit managers recom-
mended that employers offer a con-
sumer-driven plan as an option

while educating employees about
the plans.

William Flannery, director of
compensation and benefits at No-
vartis Corp. in New York, told at-
tendees they should look closely at
consumer-driven plans “as another
alternative to your other health care
products.”

BGH

Novartis began offering one such
plan developed by Lumenos to
about 6,000 retirees starting in 2001
and extended it to active employees
this year. While few employees
have joined the plan this year, that

number will grow as more learn
about it, he predicts.

The Episcopal Church Medical
Trust started offering Aetna Inc.’s
consumer-driven product this year
to about 1,000 employees studying
in the church’s seminaries, said
Timothy Vanover, manager-prod-
ucts and marketing for the trust in
New York. So far, the health plan
has been well received by the semi-
nary students, who appreciate hav-
ing control over the money in their
medical accounts, he said.

The consumer-driven approach
has also pleased employees at Char-
ter Communications, Mr. Broecker
said. “By giving choice, we felt our
employees would value the health
benefit more,” he said.

To date, about 6% of the compa-
ny’s employees have joined the
plan offered by Definity Health, he
said. “So far we're very pleased.”
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Paul Winston

Cycle reappears,
wilth attitude

Cycles in the insurance industry are
generally regarded as a recurring
force of nature, just like Halley's
comet, the tides and bell-bottom
pants.

Sure, there were a few years in
the 1990s when buyers and sellers
alike thought the cycle had
disappeared for good, and some
pundits made heartfelt
proclamations like: “The cycle is
gone forever and thisis the
market." | bet these are the sort of
people who boldly make
declarations like “rum won't give
you a hangover," with predictable
conseqguences.

Last year, though, the cycle
came roaring back with a
vengeance that surprised even
insurers and reminded

® Regarding insurance as a
relationship vs. a commodity.

® Mistrust of insurers vs.
appreciation for the security that
an insurer provides.

® Trying to keep costs down to
avoid losses/insurance claims vs.
the attitude that losses are of no
consequence because insurance
will cover them.

® Shopping around for the
lowest price vs. sticking with a
longstanding insurer. (A corollary:
Providing coverage to the
policyholder who will pay the most
vs. giving a break to a longstanding
customer.)

® The willingness to retain risk
vs. the desire to transfer risk.

® Direct markets vs. broker
markets.

us all that you can run,
but you can't hide
from a force of nature.
And now we are all
suffering from that
hangover.

If you look at
academic explanations
of insurance market
cycles, you generally
find they are
described as
dislocations between
capital and pricing. If
rates are high, as they
are now, it attracts
more capital to
business. But as
industry gains excess
capital, it lowers rates,
which eventually
drives away capital.
Throw in wild cards like claims and
investment losses and you have
the sort of mess we find the market
in today.

But | think there are other
aspects of the cycle than these dry
economic factors that are worth
examining. | regard these as
basically attitudinal about-faces
that occur in the minds of the
insurance-buying public. Some of
these have to do with perceptions
of-and tolerance for-the pricing
cycle. Many of them are shaped by
reaction to the cost of insurance,
though some are attitudes that
probably shouldn't flip flop but
instead remain constant regardless
of price.

I'm only going to present the
polar opposites of these opinion
cycles, for simplicity's sake. This is
the same reason that people simply
say hard or soft market, rather
than attempting to label the myriad
degrees of rigidity or softness as if
describing a piece of cheese (e.g., a
nice semi-soft ripe market).

So here are what | regard as
some possible cycles within The
Cycle:

® Wanting tort reform to restrict
runaway damage awards vs.
support for relying on a jury's
common sense.

The cycle came
roaring back with
a vengeance that
surprised even
insurers.

® Enterprise risk
management vs.
traditional risk
management.

® Wanting
insurance services
to be unbundled and
transparently priced
vs. wanting everything
bundled under a single
premium.

® |Investing in stocks
vs. investing in bonds.

® |n-house risk
management vs.
outsourcing risk
management.

® Trying exotic risk
financing alternatives
vs. buying traditional
insurance products.

® [nvesting in
Lloyd's of London vs. buying
coverage from Lloyd's of London.

® Being risk tolerant vs. risk
averse.

® Multiyear insurance contracts
vs. single-year contracts.

® Turning to the surplus lines
market for coverage vs. sticking
with admitted markets.

® Excess of loss vs. pro rata.

® Covering multiple lines of risk
under a single vertical insurance
limit vs. separate limits for each silo
of risk.

® Retrospectively rated
programs vs. paying up front.

® Focusing on domestic business
vs. global expansion.

® Seeking a one-stop financial
services provider vs. shopping for
each service in individual
"“boutiques.”

It's interesting to consider how
such cycles within cycles might
accelerate or decelerate the big
cycle, but after a while, tracking
these little orbits might make your
head spin. It's probably easier to
just grit your teeth and wonder if
the soft market will ever return or
if thisis the market.

Editor Paul Winston can be reached
at pwinston@crain.com.
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Clarifying ban on loans is crucial

ID CONGRESS intend for
D40l(k) plan loans to be in-
cluded when it banned, as
part of a broad corporate gover-
nance reform bill, companies from
making loans to top executives?
We certainly don't think so. The
ban on company-provided or -ar-
ranged loans came in response to
stunning revelations of companies
that made—and did not always dis-
close the fact to shareholders—
huge, low-interest loans to execu-
tives who were already richly com-
pensated. As icing on the cake,
some of these companies also later
forgave the loans and bumped up
the execs’ salary to cover taxes
owed on the forgiven loans.
“Outrageous” hardly overstates

such arrangements. Certainly,
Congress acted correctly to rein in
those practices.

Regrettably, in their haste to put
a stop to such corporate wrongdo-
ing, federal legislators were not as
precise as they should have been in
drafting the ban on loans. Some
employee benefit experts are now
concerned that the ban on corpo-
rate loans to top executives could
also prevent 401(k) plan loans to
other employees.

While it may be preposterous to
believe that Congress had such an
intent—borrowing from one’s
401(k) account balance is hardly
the same thing as a top executive
getting a fat loan from his or her
employer—the legislative language,

we believe, is so vague as to require
clarification of this issue either from
Congress or the Securities and Ex-
change Commission.

It likely would be no big deal to
highly paid executives if Congress
did, in fact, intend to stop them
from being able to borrow from
their 401(k) plans. The maximum
amount that can be borrowed from
a 401(k) account is small change for
most senior executives.

Unfortunately, though, the way
another federal law—the Employee
Retirement Income Security Act—is
drafted, if loans are not available to
all plan participants, including top
executives, then any loans provided
by the plans would be considered
prohibited transactions.

In other words, banning 401(k)
plan loans to top executives could
effectively Kkill the ability of the
plans to provide loans for other par-
ticipants.

That truly would not be in the
public interest.

There is no question that the
availability of loans encourages
rank-and-file employees to con-
tribute to the retirement savings
plans. They know if they ever really
need the money in their account
balance, a certain amount is avail-
able.

Take away loans and the net ef-
fect is less savings for retirement.
Regulators and Congress must not
let that happen. Prompt clarifica-
tion of the issue is in order.

Manage

RECENT SURVEY on health

care quality should serve as a

eminder that employers can

ill afford to make cost the sole crite-

rion when determining what cover-
age to offer employees.

As we report on page 1, the Na-
tional Committee for Quality Assur-
ance found that managed care
plans showed improvement in the
delivery of care in a variety of ar-
eas—ranging from the use of beta
blockers to the percentage of chil-
dren receiving chicken pox vac-
cines—for the third straight year.
And, in an ironic twist, these quali-
ty gains have come at a time when
managed care has lost much of its

Schillerstrom

e
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care quality makes gains

luster and is in fact under assault
from lawmakers and some portions
of the public.

Meanwhile, health care costs
continue to rise. To no one’s sur-
prise, a recent Kaiser Family Foun-
dation study showed, employers are
cutting back coverage and asking
employees to shoulder more of the
burden of their health care. That’s
fair enough, for there is no legal
obligation for an employer to pro-
vide coverage, let alone foot the en-
tire bill for it.

But the NCQA survey under-
scores the fact that, even in a time
of medical inflation, cost can’t be
the sole measure when designing a

"HOLD

ON..T THINK WE

e

MAY HAVE FOUND SOMETHING HERE...."

plan. As NCQA President Margaret
O’Kane noted, every child who
doesn’t get chicken pox probably
means there’s a parent who isn’t
missing two days of work, thus cut-
ting into productivity and profit.
And that’s at a minimum-—a child
who suffers complications from a
disease often dismissed as a mere
rite of passage can perhaps even go
blind—and parental lost work time
that could be prevented by a shot.
That’s a powerful argument for
continuing the emphasis on quality
health care. For employers to focus
only on the direct costs, of provid-
ing the minimum acceptable

amount of coverage as cheaply as

3 JEss ins

possible without taking indirect
costs into account as well, could
prove once again the folly of being
pennywise and dollar—or indeed
many dollars—foolish.

Br's Online Forum

Visit Bl's online forum, which
offers unmoderated discussion
areas for readers to exchange
ideas or information on risk
management, employee
benefits, insurance and other
topics. The forum is located at
www.businessinsurance.com/cg
i-bin/boardView.pl

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, Busi-
ness Insurance, 360 N. Michi-
gan Ave., Chicago, Ill. 60601-
3806; fax: 312-280-3174; e-
mail: pwinston@crain.com
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Investor
scrutiny
reducin

demand
for ART

By PAUL WINSTON
and GAVIN SOUTER

MONTE CARLO, Monaco—Regulatory and ac-
counting changes that followed the collapse
of Enron Corp. last year are having a huge im-
pact on the alternative risk transfer market.

Financial reinsurance remains available
but is seeing less interest from ceding com-
panies as an alternative to higher priced tra-
ditional reinsurance.

This reflects buyer concern that such cover-
age would be subject to more intense scrutiny
from investors, auditors and regulators in the
wake of recent accounting scandals and regu-
latory inquiries into whether such products
obfuscate the true financial health of some
companies.

While some reinsurance companies re-
port continued strong interest in structured
reinsurance
products,
such as finite
risk reinsur-
ance, it often
is being writ-
ten with
more under-
writing risk

'There is still a role
for financial and
finite reinsurance,
but interest has
waned. Buyers are
leery of the

. . to satisfy
1 T
explanation risk those con-
associated with cerns. Lower
investment
the§e deal?’ and returns also
auditors will be make  the
nervous.’ programs
Dirk Lohmann 1S competi-
Converium Ltd, 1Ve-
At least
one financial
reinsurance

specialist, Max Re Capital Ltd., is adjusting
its strategy in light of the current environ-
ment for financial products (see story, page
22).

“There is still a role for financial and fi-
nite reinsurance, but interest has waned.
Buyers are leery of the ‘explanation risk’ as-
sociated with these deals, and auditors will
be nervous,” said Dirk Lohmann, chief ex-
ecutive officer of Converium Ltd. of Zurich,
Switzerland. “These deals likely will in-
crease the amount of underwriting risk they
assume relative to funding risk, to avoid
any problems,” he said.

Less finite risk coverage is being placed,
agreed Paul Ingrey, chairman and chief ex-
ecutive officer of Arch Reinsurance Ltd. in
Hamilton, Bermuda. “We have not written

See ART/page 20
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Losses, asset erosion

prolong hard market

By GAVIN SOUTER
and PAUL WINSTON

MONTE CARLO, Monaco—Continued poor
investment returns and massive recent losses
will ensure that reinsurance rates remain firm
at least through 2003.

Reinsurers find themselves in one of the
most challenging markets in decades, as poor
investment returns fail to offset record under-
writing losses and inadequate reserves at sev-
eral companies. This situation is prompting
many reinsurers, including the crop of
Bermuda startups, to stress underwriting fun-
damentals.

As firming continues in the reinsurance
market, cost increases and coverage restric-
tions are likely to be passed on to policyhold-
ers by ceding companies that have increased
their loss exposure through increased reten-
tions.

Those were some of the observations of
reinsurance industry executives meeting at
the Rendez-Vous de Septembre in Monte Car-
lo, Monaco, earlier this month. The Rendez-
Vous traditionally marks the start of the year-
end renewal season.

“I don’t believe that there is a single com-
mercial or corporate client or insurance com-
pany who doesn’t feel the massive impact of
what occurred over the past 12 months,” said
John M. Pelly, chairman and chief executive
of reinsurance at Willis Group Ltd. in Lon-
don.

Rates were increasing before the terrorist at-
tacks of Sept. 11, 2001, but increases were
greatly accelerated by the attacks and subse-
quent events, including several corporate col-
lapses in 2001 and 2002, he said.

“We've seen a lot of claims, increased as-
bestos reserves, the stock market downturn,
poor underwriting in 1998, 1999 and 2000;
and with that combination, the insurance in-
dustry needs a very good spell of significant
underwriting profits,” Mr. Pelly said.

“This is the most unsettling time that any-
one can remember,” said John Berger, presi-
dent and chief executive officer of Chubb Re
in Bernardsville, N.J.

Woirld politics, economic woes, reduced eq-
uity returns, insurance losses, reserving prob-
lems, years of underpricing and the high ex-
pectations of investors all are hitting the in-
surance industry at once, he said.

While the losses of 2001 continue to push
up rates, declining equity markets worldwide
have also hit hard in 2002, several reinsurers
said.

“The pressure is on reinsurance companies
due to the very volatile financial markets.
Even though fundamentals have improved,
there is still asset impairment. Reserve adjust-
ments are another factor” that will continue
to fuel price hikes, said Dirk Lohmann, chief
executive officer of Converium Ltd. in Zurich,
Switzerland.

Nonequity assets are also a problem, noted

See MARKET/page 12
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Bermuda
startups’
discipline
keeping
prices up

By GAVIN SOUTER
and PAUL WINSTON

MONTE CARLO, Monaco—The influx of new
reinsurers formed in Bermuda after the terror-
ist attacks last year has not yet reduced rates
in the reinsurance market.

Representatives of the new Bermuda rein-
surers insist that they are underwriting con-
servatively and not undercutting existing
reinsurers. And most of their competitors
agree.

And unlike the crop of reinsurers that set
up in Bermuda after 1992’s Hurricane Andrew
to offer property catastrophe reinsurance, the
companies established over the past year are
offering a broad range of property/casualty
coverages.

“The new Bermuda capital has provided
only minimal constraints on pricing in the
market,” said
Charles P.T.
Cantlay,
chairman of
marine and
energy rein-
surance and
deputy of the
reinsurance
board of Aon
Ltd. in Lon-
don. The re-
cent Bermuda
startups are
run by well-

‘The new companies
aren't really more
aqggressive, despite
what one might hear.
There will always be
cases where they
might win an
account, but those
are anomalies and
one-off situations.’

know.n peo- Robert Cooney
ple with good Max Re Capital Ltd.
contacts, he

said.

“The general consensus is that the Bermuda
startups are not putting enormous pressure on
the established market. They have to put that
capital to use, but to get the investor returns
they desire, they are taking a longer-term
view” and not seeking to undercut existing
players, said Grace Osborne, director of finan-
cial services ratings at New York-based Stan-
dard & Poor’s Corp.

“The new companies aren’t really more ag-
gressive, despite what one might hear. There
will always be cases where they might win an
account, but those are anomalies and one-off
situations,” said Robert Cooney, chief execu-
tive officer of Max Re Capital Ltd. in Hamil-
ton, Bermuda. “They need to write business,
but are being fairly consistent.”

Generally, the startups have been disci-
plined in their underwriting, said James P.
Bryce, chief executive officer of IPCRe Ltd. in

See BERMUDA/page 18

Limited terrorism

capacity available, page 21

Max Re modifies
its strategy, page 22

S

Terrorist attacks change
views on risk, page 24
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Market: Reinsurance rates to remain firm in 2003

Continued from page 10

Dennis Mahoney, chairman of Aon
Re Ltd. in London. “Bonds today
may be more volatile than equities;
defaults are a problem. And govern-
ments cutting back on long-term
Treasury instruments exacerbates
the situation,” he said. “Volatility is
as bad on the asset side as it is on
the liability side.”

“We are in a business where re-
turns are declining in two core ar-
eas—asset management and rein-
surance underwriting. The financial
markets react very quickly to
change—it is amazing how quickly
money can disappear in a short

time—whereas reinsurance under-
writing changes occur more slow-
ly,” said Rudolf Kellenberger,
deputy chief executive officer at
Swiss Reinsurance Co. in Zurich,
Switzerland.

Focus on underwriting

The poor investment environ-
ment is forcing reinsurers to under-
write more carefully.

“There is more focus on under-
writing profits and less on invest-
ments,” said James P. Bryce, presi-
dent and chief executive officer of
IPCRe Ltd. in Pembroke, Bermuda.

“In order to service their capital,
reinsurers can no longer afford to
write risks that produce a high com-
bined ratio,” said Michael Handler,
the Zurich-based managing director
and continental Europe chief exec-
utive of New York-based intermedi-
ary Guy Carpenter & Co. Inc.
“That’s no longer acceptable; it has
to be under 100%.”

Because reinsurers won't be able
to offset underwriting losses with
investment income, “104% com-
bined is not going to be enough.
They should be looking at 90% to
be attractive to investors,” said
Willis” Mr. Pelly.

“The environment on the prima-
ry side will be a continuing hard
market. (Directors and officers and
errors and omissions liability), in
particular, will see reduced capacity.
One is a function of large losses, the
other is due to reduced reinsurance
capacity,” Mr. Lohmann of Con-
verium said. “In other areas you can
get the capacity, but it will remain
costly,” he said.

While rates will remain high,
“year-end renewals will not be as
calamitous as last year,” Mr.
Lohmann predicted.

The rate increases at year end
could average in the low double
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digits, “but the range is going to be
quite wide,” said Jacques Blondeau,
chairman and chief executive offi-
cer of SCOR S.A. in Paris.

Complex casualty risks should
expect substantial rate increases,
but some reinsurance rates appear
to have flattened out over the past
three months, said Mr. Pelly.

For example, property catastro-
phe rates for some cedents have
seen only small increases, though
rates generally have been increasing
by anywhere between 10% and
100% for property cat reinsurance
so far this year, he said.

On the property side, “the mar-
ket has stabilized—that does not
mean it is flat, but that rates are not
increasing or decreasing from cur-
rent levels—with adequate capacity,
and the rationale for pricing is rea-
sonably understood,” said Max Tay-
lor, vice chairman of Aon Ltd. in
London.

But cedents are unlikely to see
any decreases for property cat rates,
despite an influx of capacity in the
Bermuda market, several executives
said.

‘In order to service their
capital, reinsurers can no
longer afford to write
risks that produce a high
combined ratio. That is
no longer acceptable; it

has to be under 100%.’

Michael Handler
Guy Carpenter & Co. Inc.

The wide use of computer-based
catastrophe models has led to a
greater acceptance of technical rates
for catastrophe risks. As a result,
reinsurers are reluctant to quote be-
low the rates that the cat models
calculate.

“If the price is right, you can find
180% of the capacity you need. But
if it is 5% below the magic price,
then you can only place 40%,"” said
Mr. Handler of Guy Carpenter.

Similar catastrophe exposures are
quoted a consistent rate, said Gra-
hame Chilton, chief executive of
London-based Benfield Group
P.L.C. “There is a technical price
that does not allow for supply and
demand,” he said.

“During the soft market, the
modeling of catastrophe risks
helped keep pricing in a good con-
dition. As a result, this could be one
of the first areas where rate increas-
es begin to slow. Energy and avia-
tion might be other areas where the
degree of rate firming starts to
slow,” said Hans Rohlf, managing
director and chief underwriting of-
ficer-North America of Hannover
Reinsurance Co. of Hannover, Ger-
many.

In addition to hiking prices and
adopting more technical approach-
es to underwriting, many reinsurers
say they are turning away signifi-
cant amounts of business, as well as
exiting some lines.

Endurance Specialty Ltd., one of
several reinsurers that set up in
Bermuda to take advantage of rising

See MARKET/page 14
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rates last year, is declining two-
thirds to three-quarters of the sub-
missions that it receives, said Ken-
neth LeStrange, chief executive offi-
cer.

Employers Reinsurance Corp. has
not renewed 35% of its book so far
this year, said Richard F. Smith,
president and CEO, global P&C Re
at the Overland Park, Kan.-based
reinsurer. “We are serious about un-
derwriting discipline,” he said.

This year, ERC has significantly
scaled back its D&O writings, as
well as program business and na-
tional account umbrella coverage,

he said. In addition, it has exited
the nonstandard auto market.

However, ERC’s gross premiums
have changed little compared with
the same period last year, Mr. Smith
said. The company has increased
the amount of business it writes for
the cedents and lines of business
that it has retained, he said.

SCOR S.A. has also withdrawn
from program business in the Unit-
ed States, said Mr. Blondeau. In ad-
dition, the reinsurer is extremely
cautious about credit reinsurance,
surety coverage and several casualty
lines, he said.

“The legal environment in the

U.S. is not improving, and we don’t
foresee tort reform,” Mr. Blondeau
said. “D&O rates are going through
the roof, but what about the risk?
We've got to be very careful about
risk selection.”

“In the current market, I think
there is a reluctance by companies
to go after market share. They need
to adhere to that discipline,” said
Grace Osborne, director of financial
services ratings with Standard &
Poor’s Corp. in New York.

“Net premiums written through
June barely increased,” Ms. Osborne
said. “We think this is because less
business was being written as ced-

ing companies retained more. This
limited growth will affect the rate at
which reinsurers can improve their
position,” she said.

But the rising prices are also
prompting some reinsurers to go
back to business they had previous-
ly exited. XL Re Ltd., for example,
will likely return to writing more
specialty casualty business at year
end, because prices are increasing
significantly, said Henry C.V. Keel-
ing, chief executive officer of XL Re
in London. “There are some really
good opportunities in that area, be-
cause it is an area where there is a
shortage of capacity and talent.”
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And other specialty lines, such as
credit reinsurance, also are present-
ing opportunities, said Michael E.
Satz, chairman and chief executive
officer of American Capital Access,
a New York-based credit reinsurer.
The economic downturn and reve-
lations about corporate fraud over
the past year have increased de-
mand for credit reinsurance, he
said.

Changing conditions

As a result of the challenging
market conditions, the scope of
reinsurance coverage is being re-
duced.

In the current hard market, “one
tends to talk about rate increases
only, but it is also important to
note that coverage has been re-
duced—and extensions of coverage
are given in a more limited way and
only at an appropriate price,” said
Mr. Kellenberger of Swiss Re.

“We also have to be much more
aware when we give coverage that
proper definitions are in place. The
(terrorist attacks have) shown what
can happen and that these risks are
difficult to price, they are unexpect-
ed and rare,” he said.

In the current hard
market, ‘one tends to
talk about rate increases
only, but it is also
important to note that
coverage has been

reduced.

Rudolf Kellenberger
Swiss Reinsurance Co.

Although rates were the main ne-
gotiating point during the Jan. 1,
2002, renewals, current discussions
are focused more on conditions and
the scope of coverage that reinsur-
ers are willing to offer, said Nikolaus
von Bomhard, member of the
board of management at Munich
Reinsurance Co. in Munich, Ger-
many.

Reinsurers have become reluctant
to offer all-risk coverage with exclu-
sions, he said. Instead, the coverage
is offered on a named-peril basis,
and limits are being applied.

And this approach is being used
for both nonproportional business
and proportional treaties, whereas
the latter traditionally offered broad
coverage to cedents, Mr. von
Bombhard said.

Reductions in coverage terms are
part of a fundamental change that
should perpetuate the hard reinsur-
ance market at least through 2004,
he said.

Investors in reinsurers are more
knowledgeable about reinsurance
than they were previously, and
there is a limited amount of capital
that is prepared to invest in volatile
businesses, Mr. von Bomhard said.
As a result, the period of high prices
will last longer, and when prices do
go down, they will not fall as
sharply as in previous cycles, he
said.

The hard market should last at
least through 2004, said Robert

See MARKET/page 16
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Cooney, chief executive officer of
Max Re Ltd. of Hamilton, Bermuda.
“Companies have not reserved
enough. Many of the 1990s acci-
dent years have not fully developed
and will still produce losses in fu-
ture calendar years,” he said. “Also,
the investment climate is more
challenging than it has ever been.”

“As a consequence, more difficult
casualty lines will see less appetite
for the business, and it will cost
more,” Mr. Cooney said.

“In the 1990s, the market was
driven for years by meeting the
client’s needs; now, it is driven by

shareholders,” said Aon’s Mr. Tay-
lor.

“l expect that hardening rates
will continue for a while in casual-
ty, beyond 2003. This is because all
sorts of factors are coming together
at once, such as losses on D&O and
(medical malpractice), as well as re-
serving issues,” said Mr. Rohlf of
Hannover Re. “D&O seems to be
seeing the most drastic rate increas-
es, and not all D&O risks will get
placed,” he said.

Restructuring

The tightening market will lead

to further consolidation and re-
structuring among reinsurers, sever-
al executives said.

“More marginal players are likely
to exit the market. Also, you will
continue to see conglomerates still
looking to exit reinsurance by sell-
ing off their operations, spinning
them off or closing them down,”
said Converium’s Mr. Lohmann.
Converium was spun off from
Zurich Financial Services Group last
year.

“If the bearish financial markets
continue, we will see additional
consolidation,” said Swiss Re’s Mr.
Kellenberger.

But financial difficulty is not the
only factor driving such activity.

“The consolidation that occurred
previously was often done to fill ge-
ographic gaps, with Europeans buy-
ing U.S. companies and vice versa.
I'm not sure there are too many
holes left to fill on that basis, so
consolidation will be done to add
specialties and niches,” Aon’s Mr.
Taylor said.

“Already, there is an expectation
that consolidation will occur
among the new companies in
Bermuda, as happened with the last
round of new formations in the
1990s,” he added.

First STate management
4 column x 10”

But the new capital in Bermuda
also signals that there still are in-
vestors that are interested in insur-
ers and reinsurers, said Mr. Berger at
Chubb Re. “As soon as someone
leaves, there is someone else with
their nose pressed against the win-
dow waiting to come in.”

And while new reinsurers are
forming to take advantage of rising
rates, some existing reinsurers are
restructuring during the hard mar-
ket.

AXA S.A. is currently unraveling
its AXA Corporate Solutions unit,
which was formed in August 2000
and comprises the former opera-
tions of AXA Re, AXA Global Risks
and AXA's reinsurance buying arm,
AXA Cessions.

‘Already, there is an
expectation that
consolidation will occur
among the new
companies in Bermuda,
as happened with the last
round of new formations

in the 1990s.’

Max Taylor
Aon Ltd.

Now, ACS will handle only large
commercial business, the parent
company will buy the group’s rein-
surance and AXA Re has been re-
formed as an independent compa-
ny, headed by Philippe Donnet.
AXA Re’s former head, Jean-Marie
Nessi, is forming a new reinsurer in
Bermuda (see story, page 10).

“We want to get back to the his-
torical strengths of AXA Re,” Mr.
Donnet said. “When we put ACS to-
gether, it was a good idea, but now,
the world of reinsurance and insur-
ance is very different. There remain
synergies between reinsurance and
insurance for large corporate risks,
but we don’t feel that you need to
have common functions.”

Capital

In light of continued hard market
conditions, many ceding compa-
nies are favoring established, highly
rated reinsurers, some observers
note.

“Companies are demanding top-
rated reinsurers, because significant
bad debt from reinsurance on a bal-
ance sheet is not something any
management will accept,” said
Charles P.T. Cantlay, chairman of
marine and energy reinsurance and
deputy chairman of the reinsurance
board at Aon Ltd. in London. “We
struggle to get anyone to accept less
than A- rated companies; most de-
mand at least an A.”

“There is more appreciation of
capital,” said Mr. Bryce of IPCRe.

The losses over the past year have
made cedents more aware of the
potential for huge catastrophic loss-
es that affect all lines of business, he
said. Consequently, most cedents
are looking for reinsurers with at
least $1 billion in capital. “There are
many things that are important,
but the biggest thing is capital. That
is the No. 1 thing that you can’t live
without,” Mr. Bryce said.
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Pembroke, Bermuda. IPCRe, which
was established in 1993, under-
writes property catastrophe busi-
ness for one of the new reinsurers,
Allied World Assurance Co. Ltd.

And the new reinsurers are more
highly capitalized and are writing a
more diverse book of business than
those that established after Hurri-
cane Andrew, he said. However, the
players that remain from the 1993
class of Bermuda reinsurers have in-
creased their capital and, in several
cases, expanded their lines of busi-
ness, he noted.

“After Andrew, the critical issue

was the availability of property
catastrophe capacity.... The differ-
ence now is that a lot more capital
has been taken out of the market,
and there is a lot more need for in-
surance and reinsurance. And the
new markets are satisfying those de-
mands,” Mr. Bryce said.

Arch Reinsurance Ltd., which
was established in Bermuda last Oc-
tober, has written about $800 mil-
lion in business so far in 2002.

Arch is writing only about half of
the property catastrophe reinsur-
ance business that it expected to,
and its largest single line of business
is directors and officers liability

reinsurance, which accounts for
10% of its book, said Paul B. Ingrey,
chairman and chief executive offi-
cer of the Hamilton-based compa-
ny.
“We're seeing rates go up in mul-
tiples” for D&O coverage, he said.
But established property catastro-
phe reinsurers are maintaining
much of their business, Mr. Ingrey
said, noting that because most rein-
surers use similar catastrophe mod-
els, there is little variation in the
technical rates.

Arch intends to select a few
“pockets” of business where it can
underwrite profitably and hold its

prices even if competitors offer low-
er rates, he said. “We want to be like
an excess and surplus company but
in reinsurance,” he said.

Another Hamilton-based startup,
Endurance Specialty Insurance Ltd.,
has written about $570 million in
gross premiums so far in 2002, said
Kenneth J. LeStrange, chief execu-
tive officer.

But the market has not been
what Endurance executives expect-
ed when the reinsurer was estab-
lished late last year, he said. The
market for property catastrophe
reinsurance “was much more stable
than we expected.”
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And excess casualty and D&O
rates were still lower than they
needed to be in the first half of the
year, Mr. LeStrange said. “We've
seen them increasing at (July 1 re-
newals), but I still think they have a
ways to go.”

Endurance is writing an array of
property/casualty reinsurance, in-
cluding property catastrophe, ex-
cess liability, excess workers com-
pensation, D&O, property risk ex-
cess and alternative risk transfer
products, Mr. LeStrange said.

In addition, Endurance is estab-
lishing onshore subsidiaries in Lon-
don and New York. The Bermuda
company will focus on high-severi-
ty, low-frequency business, and the
onshore units will concentrate on
business that generates more fre-
quent claims, Mr. LeStrange said.

Another reinsurer was setting up
in Bermuda during the Rendez-
Vous de Septembre. D’Artagnan
Holding Ltd. will be headed by for-
mer AXA S.A. executives, including
Jean-Marie Nessi and Jean-Pierre
Benoit.

Messrs. Nessi and Benoit were un-
available for comment, but sources
say the executives are working on
raising more than $700 million to
capitalize the new reinsurer, which
will likely have offices in Bermuda
and Paris.

Attendance
flat at
conference

MONTE CARLO, Monaco—At-
tendance at the 46th annual
Rendez-Vous de Septembre was
flat, though attendance by U.S.
participants was down 15%
compared with a year ago, ac-
cording to official figures.

The annual gathering of the
reinsurance industry, Sept. 7-
11 in Monte Carlo, attracted
2,200 participants from 78
countries, according to orga-
nizers. Of those, 168 people
were from the United States,
down 15 from a year earlier.
The terrorist attacks of last
Sept. 11 occurred during the
2001 Rendez-Vous.

Next year’s meeting is sched-
uled for Sept. 6-11; registration
must be completed before June
30, 2003.

For more information on the
2003 Rendez-Vous, visit
www.rvs-monte-carlo.com.fl
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as much as we thought we
would,” he said.

Cedents are becoming more
sensitive about the accounting
concerns regarding finite risk cov-
erage, and reinsurers have suf-
fered more losses from finite risk
contracts than they had previous-
ly thought possible, Mr. Ingrey
said.

“There’s are lot more risk in
these products than people
thought there was,” he said.

The increased scrutiny of ac-
counting practices is hampering
finite risk reinsurance, said John

Berger, president and chief execu-
tive officer of Chubb Re in
Bernardsville, N.J.

“With the accounting environ-
ment, it's getting tougher and
tougher to do these transactions,”
he said. “There are legitimate
transactions that are being done,
but there are a lot that would
have passed muster two years ago,
but when you take the same deal
to an auditor today, they say
’NO.,”

Over the past year, Chubb Re has
shifted its focus from finite and
nontraditional reinsurance to tradi-
tional reinsurance, Mr. Berger said.

“There are more opportunities in
traditional reinsurance now,” he
said.

Increasingly, risks that were pre-
viously covered by finite risk cover-
age and other alternative risk trans-
fer products are being placed in the
traditional reinsurance market, said
Grahame Chilton, chief executive
of London-based Benfield Grieg
Group P.L.C.

“With all of those transactions,
an important part of the deal is le-
gal and audit sign-off,” he said.

But, finite and financial reinsur-
ance deals still are being complet-
ed.

“The hardening market still
drives interest in financial reinsur-
ance. Without Enron issues, we
would see even more interest in
these kinds of products,” said
Hans Rohlf, managing director
and chief underwriting officer-
North America for Hannover
Reinsurance Co. of Hannover,
Germany.

“Alternative risk transfer vehi-
cles and capital markets do not
present a challenge to traditional
insurance. Post Worldcom/Enron,
there is tougher regulatory scruti-
ny of such deals. Even so, we’'ll
still support these as alternatives

for clients, but they are not taking
away the dominant position of
the traditional market,” said
Charles P.T. Cantlay, chairman of
marine and energy reinsurance
and deputy chairman of the rein-
surance board of Aon Ltd. in Lon-
don.

“There is generally a recogni-
tion that the tried-and-true means
of risk transfer work. We continue
to support and develop alterna-
tives, where needed, but tradi-
tional reinsurance remains viable.
Ultimately, there is room for all,”
said Max Taylor, deputy chairman
of Aon Ltd.
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Terrorism reinsurance available—for the right price

By GAVIN SOUTER
and PAUL WINSTON

MONTE CARLO, Monaco—Reinsur-
ers are still unwilling to offer com-
prehensive coverage for terrorism
exposures, but, for a price, several
are offering limited capacity for
such risks.

The recent introduction of com-
puter-based terrorism models, a
modified approach to underwriting
the coverage and the high price
charged has encouraged some rein-
surers to offer stand-alone coverage.

Still, no reinsurers are prepared to
broadly include terrorism coverage

as part of a standard reinsurance
program in the way they did before
the Sept. 11, 2001, attacks. And sev-
eral reinsurers continue to regard
terrorism risks as unquantifiable and
uninsurable.

Arch Reinsurance Ltd. does offer
some terrorism capacity, said
Dwight R. Evans, president of the
Hamilton, Bermuda-based startup.

“Our normal maximum line is
$10 million on any one layer on any
one program,” he said, though Arch
sometimes offers additional capaci-
ty, depending on the risk.

Although techniques for under-
writing terrorism coverage are still

developing, reinsurers are attempt-
ing to use a technical approach, he
said. For example, reinsurers are us-
ing catastrophe models to examine
exposures in a quarter-mile radius,
Mr. Evans said.

“But I don’t think anyone knows
what the technical price is,” he said.

XL Re Ltd. also offers a limited
amount of stand-alone terrorism
coverage, but it excludes the risk
from its other coverages, said Henry
C.V. Keeling, chief executive officer
in London.

“We've seen people come into
the market, and we've supported
them when the price was reason-

able,” he said.

The reinsurance market is starting
to offer some terrorism coverage for
property and workers compensation
risks, said Hans Rohlf, managing di-
rector and chief underwriting offi-
cer-North America at Hannover
Reinsurance Co. of Hannover, Ger-
many.

“These large placements get done,
but at a sizable price,” he said. “As a
new line of business, terrorism cov-
erage offers the underwriter diversi-
fication and a new source of premi-
um...because the risk no longer
should be bundled without charg-
ing for it,” Mr. Rohlf said.
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Many commercial policyholders
and cedents are considering buying
stand-alone coverage, though they
often are deterred by the high price,
said Grahame Chilton, chief execu-
tive officer of Benfield Group Ltd. in
London.

“They can find the capacity, but
they may not like the price,” he
said.

Employers Reinsurance Corp. is
considering offering terrorism cov-
erage for property/casualty risks
now that some computer-based
models have been developed by
catastrophe modeling firms, said
Richard F. Smith, president and
CEO, Global P&C Re at the Over-
land Park, Kan.-based reinsurer. One
cat modeling company, Risk Man-
agement Solutions Inc., introduced
a model for terrorism risks last week

‘It is interesting to try
and create models for
terrorism, but | don't see
how you can do that
when you don't have
historical statistics. It's
a useful tool to give you
a rough idea, but you
can't use it to establish a

rate.

Philippe Gaudibert
AXA Corporate Solutions

(see story, page 39).

“The challenge is, can you price it
right?” he said.

Other reinsurers are skeptical
about the use of models and remain
unwilling to offer the coverage.

“It is interesting to try and create
models for terrorism, but I don’t see
how you can do that when you
don’t have historical statistics,” said
Philippe Gaudibert, chief operating
officer of AXA Corporate Solutions
in Paris. “It’s a useful tool to give
you a rough idea, but you can’t use
it to establish a rate.”

Insurers and reinsurers can offer
some coverage through govern-
ment-backed pools, but in countries
where there is no government back-
stop in place, such as the United
States, it is difficult to offer stand-
alone terrorism coverage, said
Jacques Blondeau, chairman and
chief executive officer of SCOR S.A.
in Paris.

“In the U.S., the very little cover-
age we are giving is to regional com-
panies,” he said.

Munich Reinsurance Co. partici-
pates in Extremus A.G., the German
government-backed terrorism facili-
ty announced last month, and has
offered limited stand-alone terror-
ism coverage in several countries
that do not have a government-
backed program, said Nikolaus von
Bomhard, member of the board of
management at the Munich, Ger-
many-based reinsurer.

Munich Re offers limits of about
50 million euros ($48.6 million) and
includes a 14-day cancellation
clause, he said.

The coverage is not offered in the
United States, though, Mr. von
Bombhard said. “The exposure there
is too great,” he said.
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Monte Carlo's Cafe de Paris remains one of the central meeting
places for reinsurance executives attending the Rendez-Vous.
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Market change spurs evolution
in Max Re business strategy

By PAUL WINSTON

MONTE CARLO, Monaco—As glob-
al financial markets remain de-
pressed, a company founded on the
premise of maximizing investment
returns to generate high returns for
itself and its customers is altering its
strategy.

Hamilton, Bermuda-based Max
Re Capital Ltd. is gearing up to
write more traditional reinsurance
programs in addition to the struc-
tured financial reinsurance pro-

grams it first focused on when it
formed in 1999. Max Re also aims
to target large corporate buyers that
may be seeking alternatives to self-
insurance in the hard market.

“When Max Re was set up, it was
with the idea of matching asset
classes and hedge funds to our long-
term liabilities,” said Chief Execu-
tive Officer Robert J. Cooney. Max
Re invests a portion of its funds in
hedge fund-type investments and
shares returns with cedents.

“We aimed for a 103% to 108%

Dickstein Shapiro
4 column x 10”

combined ratio, with higher returns
on investments by investing in
bonds and hedge funds to maxi-
mize the spread,” Mr. Cooney said
of the reinsurer’s original strategy.
“Now, if we fast forward to the cur-
rent market, we’ve been successful
in the property/casualty business
with this model.

“We've written a bit over $1.7 bil-
lion over two-and-a-half years of
operations. But the return on asset
rates we envisioned has not materi-
alized. In the current 5% return en-
vironment, the spread business is
less attractive.”

At the same time, clients still are
looking to transfer their risks. To
continue to meet their needs, Max
Re this year began writing more tra-
ditional reinsurance contracts, as
the potential returns from under-
writing are greater than current in-
vestment returns.

“We're counting more on mak-
ing an underwriting profit, not
counting on strong investment
gains,” Mr. Cooney said.

'We're counting more on
making an underwriting
profit, not counting on
strong investment gains'

in the current market.

Robert ]. Cooney
Max Re Capital Ltd.

As the reinsurer adjusts its strate-
gy, Max Re’s CEO said that the
company aims to operate in three
key areas:

o Structured business. This com-
prises financial reinsurance prod-
ucts where the goal is to maximize
the spread through asset manage-
ment.

® Alternative risk transfer prod-
ucts. This business is structured so
that the reinsurer assumes signifi-
cant risk transfer while limiting its
ultimate exposure, such as through
aggregate loss caps and occurrence
limits.

® Traditional risk transfer. This
third component is the newest of
the trio, and the company aims to
add resources—by hiring staff with
specialized expertise and underwrit-
ing talent—in time to provide more
traditional reinsurance coverage at
year-end renewals.

“We will try to avoid open-ended
risk participations where you can'’t
quantify the risk. The company is-
n't paid enough to take that kind of
risk, and there are many other in-
teresting opportunities without
writing that kind of business,” Mr.
Cooney said.

One of the areas targeted for tra-
ditional risk transfer is workers
compensation, a line for which the
company already has experienced
underwriting staff, Mr. Cooney
said. Expanding in other areas, such
as property excess, might require
partnering with someone else, or
forming a joint venture with anoth-
er entity, he said.

Max Re has entered into some

See MAX RE/page 24
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Max Re: Taking traditional turn

Continued from page 22
partnerships already. At the begin-
ning of the year, it acquired a $50
million stake in DaVinci Re Hold-
ings Ltd., a property catastrophe
reinsurer managed by Renaissance
Underwriting Managers Ltd. in
Bermuda.

In May, it purchased a 7.5% stake
in Grand Central Re Ltd., a joint
venture with Germany'’s HypoVere-
insbank A.G. that is managed by
Max Re. Grand Central writes spe-
cialty coverage, such as credit
derivatives, and provides quota-
share retrocessional coverage to
Max Re.

Max Re also believes there is a
market for its ART products among
corporate insurance buyers.

“As the hard market continues,
large corporate buyers will look to
self-insure more of their risk. They
will refuse to pay higher prices. ART
structures that offer multiyear pro-
tection but cap the ultimate risk
transfer are a new opportunity for
Max Re to cater to this demand,”
Mr. Cooney said.

“These kinds of deals are especial-
ly suitable in instances where a cor-
porate client might be willing to re-
tain some losses, but also wants
some degree of protection. It is less

costly than fully self-insuring their
exposure,” he said.

Mr. Cooney predicted that ART
would be an area of growth for the
company if traditional insurance
coverage remains expensive or be-
comes even more costly. “Compa-
nies will seek alternatives rather
than pay the piper,” he said.

He said that the shift Max Re is
pursuing “is an evolutionary
change, not revolutionary. To get
the returns on capital needed, one
has to make such changes as the en-
vironment changes. If the cycle
turns, the company is positioned to
return to its original model.”

American INstitute for CPCU
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Industry executives,

insurance buyers
rethinking risk

By GAVIN SOUTER

MONTE CARLO, Monaco—The past
year has seen a radical reassessment
of risk by policyholders, insurers
and reinsurers, according to two
prominent insurance industry exec-
utives.

Insurance buyers have become
greatly concerned about exposures
they gave little thought to a year
ago, and insurers and reinsurers
have become much more wary of
taking on exposures they believe
are difficult to quantify.

As a result, the demand for cover-
age and the appetite for providing it
have shifted significantly.

The terrorist attacks of Sept. 11,
2001, changed everyone’s percep-
tion of risk, said Patrick G. Ryan,
chairman and chief executive offi-
cer of Aon Corp. in Chicago. In par-

take on risks, Mr. Ryan said. This,
he said, is forcing some buyers to
consider alternatives.

“Our clients are saying, ‘We want
to transfer more risk, we want to
buy more insurance,” but if they
can't, then they will use the captive
facilities that so many of them
have. Sometimes, those premiums
never come back,” he said.

To address the new conditions in
the market, all of the participants in
the market must work together, Mr.
Ryan said. “It will need a partner-
ship of insurers, reinsurers, brokers,
commercial and industrial organi-
zations, and in some places, govern-
ment,” he said.

In particular, governments need
to take a lead in changing tort law
to reduce the exposure of commer-
cial policyholders and insurers, and
they need to play a role in provid-

ing some coverage
for terrorism risks,

The terrorist attacks
of Sept. 11, 2001,
changed everyone's
perception of risk.

Mr. Ryan said.
Insurers  and
reinsurers do have
a lower risk ap-
petite as a result of
the huge operating
and investment
losses they have
faced since the ter-

Patrick G. Ryan
Aon Corp.

ticular, before the attacks, few poli-
cyholders, insurers or reinsurers
viewed the risk of losses from terror-
ist attacks as they do today, Mr.
Ryan said during a speech at the
formal session of the Rendez-Vous
de Septembre in Monte Carlo,
Monaco, earlier this month.

“And none of us know where the
capacity to meet that risk will come
from,” Mr. Ryan said. Currently,
there is limited capacity for terror-
ism, and the rates for stand-alone
coverage are extremely high, he
said.

But it is not just terrorism cover-
age that has seen changes, as insur-
ers are generally less willing to cov-
er potentially volatile risks, Mr.
Ryan said. Several insurance com-
panies have curbed their reinsur-
ance activities and are concentrat-
ing on what they regard as more
stable business, such as life insur-
ance, he said.

Many insurers are also reducing
their capacity for directors and offi-
cers liability insurance and are in-
creasing rates by multiples of the
expiring premiums, Mr. Ryan
pointed out.

In addition, risks such as brand
and reputational risks and Internet-
related exposures are becoming in-
creasingly important concerns for
policyholders, Mr. Ryan said.

And the troubles for insurers and
reinsurers go beyond risk volatility
and the large losses in recent years,
he said. Plummeting stock prices
throughout the world are reducing
insurers’ and reinsurers’ capital and,
as a consequence, their ability to

rorist attacks of

Sept. 11, 2001,

said Walter B. Kiel-
holz, chief executive officer of Swiss
Reinsurance Co. in Zurich, Switzer-
land.

Previously, the insurance indus-
try was focused on the opportunity
that risk presented. “We look now
at the risk in opportunity, not the
opportunity in risks,” he said.

“We think about survival as an
industry, (as) individual companies,
individual underwriters and indi-
vidual investors,” Mr. Kielholz said.

In an attempt to ensure their sur-
vival, insurers and reinsurers are
“going back to basics,” he said.
With the reduction in investment
income stemming from falling eq-
uity values worldwide, companies
are focused on underwriting, seek-
ing to lower their combined ratios
below 100%, Mr. Kielholz said.

And reinsurers are trying to write
more contracts on a nonpropor-
tional basis, rather than a propor-
tional basis, in an effort to limit
their liabilities, he said.

In addition, reinsurers are review-
ing their policy wordings to remove
unlimited coverages and to provide
only named-peril coverage, Mr.
Kielholz said.

And the insurance industry will
strive to change its claims manage-
ment process to try to ensure that it
does not pay invalid claims, Mr.
Kielholz said.

Previously, insurers and reinsur-
ers had tried to deal with increasing
claims costs simply by increasing
premiums, he said. “We have to de-
velop a claims-handling concept
that’s a defensive strategy and is a
defense against unjustified claims.”
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Group president wants vote by month's end

NAIC proposal calls for product, advertising review

By MEG FLETCHER

NEW ORLEANS—The president of
the National Assn. of Insurance
Commissioners wants regulators to
vote by the end of the month on a
proposal that would speed up the
introduction of new life and annu-
ity products.

The goal of the proposal is to es-
tablish a central clearinghouse to re-
view, using uniform standards, in-
surers’ product filings and advertise-
ments for individual and group life,
annuity, disability and long-term
care products (BI, June 17). The
clearinghouse would be created by
an interstate compact that would
have to be adopted by state legisla-
tures.

The latest draft of the proposal,
released Sept. 5, includes several
changes, including clarification of
the make-up and authority of the
management committee.

“We’'ve  made tremendous
progress on this compact in the past
month and have come up with so-

lutions that take into account com-
ments from interested parties as
well as insurance regulators,” NAIC
President Terri Vaughan said at the
organization’s annual fall meeting,
held Sept. 9-12 in New Orleans.

However, several key issues relat-
ed to the compact proposal contin-
ue to divide some industry and con-
sumer representatives.

For example, the Washington-
based American Council of Life In-
surers is concerned about provisions
in the current draft that would
make it easier for regulators to opt
out of participating in the compact,
said Patricia Parachini, senior direc-
tor in the ACLI’s general counsel’s
office. She noted that the ACLI also
is concerned about advertising re-
strictions and “vague” language
about pre-emption that may allow a
state to apply its existing standards.
Ms. Parachini said she was speaking
unofficially, though, as ACLI mem-
bers had not been able to thorough-
ly review the new document.

Meanwhile, several representa-
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tives of consumer groups voiced
their concerns about the inclusion
of long-term care insurance in the
compact proposal as well as the
need to give a consumer groups a
significant role in the oversight of
the proposed compact commission.

'We've made tremendous
progress on this compact
in the past month and
have come up with
solutions that take into
account comments from
interested parties as well

as insurance reqgulators.’
Terri Vaughan
National Assn.
of Insurance Commissioners

One consumer representative,
though, said he is philosophically
opposed to the concept of a com-
pact. With each draft, the NAIC is

“still adding more ornaments and
lights on a Christmas tree that is on
fire,” said Kevin Hennosy, executive
secretary of Spread the Risk Inc. in
Kansas City, Mo., a consumer advo-
cacy group. Mr. Hennosy said he
believes the compact to be unwork-
able, as states will be reluctant to
share their authority.

In other action at the NAIC meet-
ing, state insurance regulators:

® Acknowledged the one-year an-
niversary of the terrorist attacks
with an interfaith prayer service.
Many at the service wore red, white
and blue stars or ribbons that were
distributed by the National Council
on Compensation Insurance.

The Boca Raton, Fla.-based NCCI
faced employee and public backlash
last fall when it temporarily banned
the display of the American flag, in
keeping with a policy to avoid divi-
sive displays. Then-NCCI President
and Chief Executive Officer Bill
Schrempf subsequently apologized
and rescinded the ban.

e Established a new Market Con-
ditions Working Group to target its
monitoring of the most distressed
lines of business and to propose reg-
ulatory responses. It will operate
under the Property/Casualty Insur-
ance Committee.

The group, which will be headed
by Texas Insurance Commissioner
Jose Montemayor, plans to study
medical malpractice coverage first.

e Approved on the working
group level an amendment to the
NAIC'’s privacy model regulation
that, if formally adopted by the
NAIC, would require insurers to
provide “initial, annual and revised
notices” about privacy to the em-
ployers who purchase their workers

September 23, 2002

compensation policies.

The change is “a Hobson's
choice” for insurers, because the al-
ternative would be for them to pro-
vide notice to each individual work-
ers comp claimant covered by em-
ployers’ policies, said J. Stephen
Zielezienski, assistant general coun-
sel with the American Insurance
Assn. in Washington.

Insurer representatives generally
opposed the change.

“We think they are going down
the wrong course at the wrong
time,” said David Anderson, vp and
assistant director of workers com-
pensation/health for the Alliance of
American Insurers in Downers
Grove, Ill. Most states have already
adopted privacy regulations, and
this change may cause some to re-
consider the issue, he said.

® Took a 5-4 subgroup vote rec-
ommending that the NAIC reduce
the number of annual meetings to
three from four, by eliminating the
spring meeting when many state
legislatures are in ending their ses-
sions.

Regulators are expected to debate
the controversial proposal. Some
observers fears that such a change
might lead to an increase in interim
meetings or conference calls, where
it is more difficult for industry
members to comment. In addition,
a few regulators supported holding
all meetings at a single site, such as
Washington, as a way to increase
the organization’s stature and effi-
ciency.

If the NAIC adopts the proposal,
such a change could not take place
until the spring of 2005, due to pre-
vious contract commitments, ac-
cording to NAIC staff members.
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U.N. cargo liability standards slowly taking shape

By DOUGLAS McLEOD

NEW YORK—A United Nations
panel is slowly gaining ground in an
effort to standardize an increasingly
tangled and costly patchwork of in-
ternational cargo liability laws.

The United Nations Commission
on International Trade Law held its
latest meeting last week to discuss a
draft proposal that would set uni-
form rules governing liability of
shippers, carriers and others for
damage to international cargo.

“The UNCITRAL project is not
complete, and...there is still a lot of
work to be done on the path to a
new multimodal convention,” said
Vincent M. DeOrchis, a partner
with DeOrchis, Walker & Corsa in
New York.

“However, progress is being
made, and it is being motivated by a
consensus that there is an obvious
need to modernize the world’s
ocean transport law,” he told an au-
dience at the 2002 meeting of the
International Union of Marine In-
surers last week in New York.

The need for a revised law is root-
ed partly in complications arising
from containerization, where a car-
go container may be transferred sev-
eral times among trucks, trains and
ships in multiple countries before
delivery.

Existing international conven-
tions haven'’t kept up with the in-
creasingly complex liability issues
that have resulted from changes in
cargo transportation, he said.

“The Hague Rules of 1924, the
Hague-Visby Rules of 1968, the

Hamburg Rules of 1978 and even
the Multimodal Transport Conven-
tion of 1980 have all failed to pro-
vide the necessary guidelines for as-
sessing liability for cargo loss or
damage in an era that is now domi-
nated by containerization, multi-
modal transport” and shipments
that involve a growing number of
carriers and subcontractors, Mr. De-
Orchis said.

A carton of watches
shipped from Geneva,
Switzerland, to Buffalo,
N.Y., would today be
subject to about 10
different sets of laws
during its journey.
Vincent M. DeOrchis
DeOrchis, Walker & Corsa

In response, several nations—in-
cluding Australia, Canada, China,
Germany and Scandinavian coun-
tries—have modernized their own
domestic laws, but this has only
widened differences among the vari-
ous statutes covering international
shipments, Mr. DeOrchis said.

The U.S. Senate has put off action
on proposed revisions to the 66-
year-old Carriage of Goods by Sea
Act pending the outcome of the
UNCITRAL project.

UNCITRAL is now developing a
final version of a cargo liability con-
vention after receiving a draft ver-
sion in January from the Comite
Maritime International, a group of

maritime law associations, he noted.

One of the key issues still being
hammered out is the scope of the
new law, particularly whether it will
cover cargo “door to door”—from
point of origin to final destination—
or only port to port, as the Hamburg
Rules do.

The U.S. Maritime Law Assn. fa-
vors a door-to-door approach as the
best way to overcome the patch-
work of laws that now govern multi-
modal shipments, Mr. DeOrchis
said.

For example, a carton of watches
shipped from Geneva, Switzerland,
to Buffalo, N.Y., would today be
subject to about 10 different sets of
laws during its journey, he noted.

“If that cargo is damaged during
transport or arrives short, a judge is
compelled to determine exactly
where the loss or damage took place
in order to apply the appropriate
law,” he said, noting that the differ-
ent legal regimes impose different
burdens of proof, time bars, limita-
tions of liability, defenses and juris-
dictional requirements.

At the same time, though, many
Furopean countries are concerned
that a single door-to-door conven-
tion would conflict with existing in-
ternational agreements, including
conventions that now govern truck
and rail transportation in Europe,
he said.

In the end, UNCITRAL will proba-
bly adopt a limited “network” sys-
tem, in which the UNCITRAL con-
vention would give way to existing
international land transport con-
ventions but would supersede na-
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tional or domestic laws, he said.

Another matter still being debat-
ed is the need to widen the defini-
tion of cargo carriers to include car-
riers’ subcontractors, such as termi-
nal operators, truckers and railroads.
The UNCITRAL draft—which classi-
fies carriers and subcontractors as
“performing parties”—would allow
a cargo owner to sue the contracting
carrier and its subcontractors to-
gether, rather than suing only the
carrier and creating a string of suits
in which each party seeks indemni-
fication from others, he said.

The U.S. Maritime Law Assn.
“continues to believe that all of the
parties who may be responsible for
loss or damage to cargo should be
subject to one law—and, if possible,
sued in one proceeding—so as to
avoid the inefficient and expensive
multiplicity of suits that are now
spawned by many multimodal car-
riage losses,” said Mr. DeOrchis, a
former director of the association.

Another issue still being ham-

mered out is shipper liabilities. The
UNCITRAL draft requires a shipper
to provide information and instruc-
tions the carrier needs to handle a
cargo, and UNCITRAL has recog-
nized that shippers must warn carri-
ers when a cargo is hazardous. The
current draft provides that carriers
may refuse to load goods—and may
even unload and destroy goods—
that appear likely to become a dan-
ger to people, other property or the
environment, Mr. DeOrchis noted.

While UNCITRAL has made
progress in developing the draft
convention, its pace is deliberate, he
suggested.

After last week’s meeting, UNCI-
TRAL members are next expected to
meet in the spring of 2003, and fur-
ther meetings may follow.

“It is impossible to predict how
long the entire process...will take,
but there are many who are estimat-
ing that the project will be complet-
ed within two or three years at
most,” Mr. DeOrchis said.

IUMI: Threats loom

Continued from page 3
in its 161 member nations to devel-
op programs similar to CSI.

Another U.S. Customs program
begun this year is dubbed Customs-
Trade Partnership Against Terror-
ism. To participate, carriers, freight
forwarders, importers and others
must meet security requirements,
including:

® A self-assessment, following C-
TPAT guidelines, of such areas as
physical security of buildings and
storage areas; personnel screening
procedures and background checks;
and employee security training.

® Developing and implementing
a program to enhance security.

® Forwarding C-TPAT guidelines
to other companies in the supply
chain and encouraging their use.

Benefits to participants include
fewer customs inspections and
streamlined billing.

“The key theme to these initia-
tives is pushing out the borders,”
Capt. Helming said. “If there actual-
ly is a weapon in that (container),
it’s probably too late to begin
searching for it once it’s arrived in
the U.S.”

The London-based International
Maritime Organization, meanwhile,
is preparing a set of security require-
ments included in a proposed Inter-
national Ship and Port Facility Se-
curity Code, parts of which will be-
come mandatory  worldwide
through amendments to the Safety
of Life at Sea Convention.

Among other things, the code
would create three security levels
representing normal, medium and
high threat situations, along with
procedures that ships and ports
must follow for each level.

The code would also require ship-
ping companies to appoint security
officers; outline steps to be taken at
each of the three security levels;
and maintain a record of each ves-
sel’s identification, ownership, reg-
istration and classification, accord-

ing to the IMO.

Despite these steps, the array of
terrorist threats has rattled a Lon-
don war risk insurance market that
was already “pretty jittery” before
the Sept. 11 attacks, said Christine
Dandridge, the lead underwriter
with Atrium Underwriting P.L.C.
syndicate 609 at Lloyd’s of London.

War risk insurers are concerned
not only about further Al Qaeda at-
tacks, but also about the possibility
of war in Iraq, with potential Iraqi
missile attacks on regional ports;
tensions between India and Pak-
istan leading to a naval blockade of
Karachi, Pakistan; and cruise ships
as potential terrorist targets.

War risk underwriters have al-
ready developed and amended ex-
clusion for radioactive contamina-
tion and are in the process of pro-
ducing new exclusions for biologi-
cal and chemical attacks, she said.

IJUMI gathering
attracts 450
to New York

NEW YORK—A year after the
Sept. 11, 2001, terrorist attacks,
the International Union of Ma-
rine Insurers conference drew
about 450 participants from
around the world to New York
City.

Attendance at this year’s
meeting, held Sept. 15-18, was
up from last year’s conference in
Genoa, Italy, when the attacks
caused many last-minute cancel-
lations.

The 2003 International Union
of Marine Insurers conference is
scheduled to take place Sept 14-
18 in Seville, Spain. For more in-
formation, visit IUMI’s Web site
at www.iumi.com.
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BlueCross BlueShield of Illinois

REDEFINING HEALTHCARE

We are proud of our association with Blue Cross and Blue Shield of Illinois’ Premier Producer Group. Together we have served the

businesses around us and, in turn, the people we call neighbors. We look forward to strengthening our leadership position in the

healthcare industry and continuing our efforts to insure happier and healthier communities for all of us.

Aon Consulting, Inc.

Associated Agencies, Inc.
Baughman & Associates, Inc.
Benefit Brokers and Consultants, Inc.
Better Business Planning, Inc.
Bloomingdale Insurance Agency
Byrne, Byrne & Company

Century Business Service, Inc.
Clemens & Associates, Inc.

Corporate Benefit Consultants, Inc.

DANN Insurance

Diversified Insurance Services of Illinois
Flexible Benefit Service Corporation

FST Associates, Inc.

Gallagher Benefit Services, Inc.

GCG Financial

Group Health Services, L.L.C.

Horton Insurance Agency, Inc.

Human Resource Management Systems, L.L.C.

John Manner Insurance Agency, Inc.

Linden Group Insurance Service
Lockton Companies

Lohman Companies

Mack & Parker, Inc.

Marsh USA Inc.

Mesirow Insurance Services, Inc.
Near North Insurance Brokerage, Inc.
ProSource Financial, L.L.C.

R.W. Garrett Agency, Inc.

R.W. Troxell & Company

An independent licensee of the Blue Cross and Blue Shield Association

www.bcbsil.com

Schmidt Insurance

Seabury & Smith

T.J. Adams Group

Thilman & Filippini, L.L.C.

Total Benefit Consultants, Inc.
VistaNational Insurance Group, Inc.
Weiss Insurance Agency, Inc.
Westbrook Financial Services, Inc.

Willis of Illinois, Inc.
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Businesses come in all shapes and sizes.
Fortunately, so do our health plans.

Oxford has developed a wide range of solutions for your business
that are both affordable and flexible. These new products continue
to offer access to top physicians and top hospitals, as well as to
innovative programs and benefits. Call your broker to find out how

these new plans can meet your company’s needs, or call Oxford
directly at 1-888-201-4237.

\y—
\\[-/ Oxford Health Plans
there is another vway.
www.oxfordhealth.com

MS-02-1053 ©2002 Oxford Health Plans, Inc. Oxford’s HMO products are underwritten by Oxford Health Plans (NY), Inc., Oxford Health Plans (NJ), Inc., Oxford Health Plans (CT),
Inc., and MedSpan Health Options, Inc., and Oxford’s insurance products are underwritten by Oxford Health Insurance, Inc.
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Why are companies
switching to Harvard Pilgrim?

Easy.

Yes, it's really very simple. Companies of all sizes have had enough of needless complications and unnecessary paperwork.
So, they're choosing the easy way: Switching to Harvard Pilgrim Health Care with its proven track record for hassle-free,
time-saving online administration, nationally recognized quality ratings, and outstanding customer service. Plus new, more
affordable product options and a physician network numbering in the tens of thousands. To find out what Harvard Pilgrim can
do for your clients and their employees, visit the broker section of our website at

www.harvardpilgrim.org and call us toll-free at 1-866-540-7821. It couldn’t be easier. Harvard Pllgrlm
HealthCare

Making great health care a little easier™




BI

09-23-02 A 30 9/19/02

30

IUMI 2002

4:51 PM Page 1

9

Business Insurance

September 23, 2002

Deeper water means greater risks for oil drillers

By DOUGLAS McLEOD

NEW YORK—Offshore oil and gas
drilling is moving to progressively
deeper water, and deepwater opera-
tions are creating new and greater
risks for drillers and their insurers, a
panel of experts says.

While only 28% of oil and gas
production on the U.S. outer conti-
nental shelf five years ago was in
water deeper than 2,600 feet, that
share is expected to rise to 69% by
2007, said Larry H. Flak, a senior
blowout adviser with well control
specialist Boots & Coots Group in
Houston.

Deepwater wells are bringing a
variety of potentially disastrous
problems, though, including so-
called “shallow water flow” and un-
derground blowout risks, Mr. Flak
told an audience at the 2002 meet-
ing of the International Union of
Marine Insurance in New York.

Shallow water flow occurs when
high-pressure water in sand layers
under the ocean floor flows into a
wellbore, eroding the sides of the
hole and potentially causing a col-
lapse of the casing that lines the
well.

The risk is especially high in the
Gulf of Mexico, where about 70%
of drilling projects have had to deal
with shallow water flow, Mr. Flak

said.

Since the first known occurrence
in 1985, drillers have spent $30.6
million preventing shallow water
flows and $137 million remediating
flows at deepwater wells in the Gulf
of Mexico, he said.

“It's not an unexpected prob-
lem,” he observed, adding that for
this reason it should probably not
be insurable.

Underground blowouts occur
when oil or gas in a high-pressure
reservoir  flows  uncontrolled
through a wellbore into a lower-
pressure reservoir, an event that can
cause the well to be “bridged,” or
crushed, he said.

To date, Boots & Coots has han-
dled seven underground blowouts
in deepwater gas wells, including
one that involved a failure of a
blowout preventer, a valve that is
designed to seal the well and that is
attached to the wellhead on the sea
floor.

These seven blowouts cost drillers
a total of $40 million, though only
two of the seven resulted in insur-
ance claims, with drillers bearing all
losses in the other five.

Big energy companies have
shouldered the burden of many of
their deepwater drilling losses so
far, Mr. Flak said. As smaller drillers
move into deep water, though,

hugely expensive blowout claims
are likely to become more com-
mon, he warned.

No deepwater oil well blowouts
have occurred yet, Mr. Flak added,
but a sustained blowout of this type
could easily cost more than $100
million to control.

“You've got to find a way to re-
duce your exposure on these under-
ground blowout claims—if you
can’t exclude them, then at least
mitigate them,” he advised under-
writers.

Worldwide, there are now 89
deepwater oil and gas production
platforms operating in water 3,500
feet or deeper, comprising 62 semi-
submersible rigs that float on pon-
toons and 27 drilling ships, accord-
ing to Kevin Jarman, London-based
group managing director with
Matthews-Daniel, a risk assessment
and loss adjusting firm.

Insurers face an array of increas-
ingly costly risks on these facilities,
Mr. Jarman observed.

One is the high cost of the rigs
themselves and related equipment.
Deepwater rigs can range in value
from $300 million to $600 million,
he noted, while individual pieces of
equipment such as a blowout pre-
venter can cost as much as $10 mil-
lion.

While most rigs have mooring

systems to secure them during
storms, most also rely on “dynamic
positioning systems,” computerized
engine-control systems designed to
keep the rig stationary over
wellheads several thousand feet be-
low.

A computer glitch in such a sys-
tem could cause a rig to drift, break-
ing the riser that connects the rig to
the well’s blowout preventer, he
said.

Strong undersea currents can also
tear the riser away from
the wellhead or cause a
driller to disconnect the
riser intentionally to
avoid damage, Mr. Flak
said. Reconnecting the
riser can be very diffi-
cult in deep water,
where divers can’t be
used, he added.

Deepwater locations
also make it difficult, if
not impossible, to re-
cover lost or damaged
equipment on the sea
bed, Mr. Jarman noted.
The more remote the lo-
cation, the more expen-
sive it becomes to deliv-
er well-control supplies
and replacement equip-
ment.

ponents of deepwater rigs are typi-
cally made to order rather than off-
the-shelf products, meaning that re-
placement parts take time to manu-
facture and can create expensive de-
lays in restoring production, he
said.

Finally, deepwater drilling often
involves new and relatively un-
tested technology, increasing
the wunpredictability of results
for underwriters, Mr. Jarman sug-
gested.

Deepwater oil wells present greater risks than
In addition, the com- their shallow water counterparts.

be recognized.

Now in its 30th year, the Employee Benefits Communication Awards
acknowledge excellence in communicating employee benefit programs. The
EBC competition couldn’t be more timely as the impact of rising healthcare
costs demands even more effective and efficient use of employee benefits.

Awards Luncheon

The competition judges the effectiveness of the benefits communication effort
and on December 9th Business Insurance will honor those companies who

have excelled in communicating with their employees. Companies, and the
consultanting firms responsible for preparing these award winning efforts will

SAVE THE DATE ... Monday, December 9, 2002 ... and join your colleagues in
New York at the Grand Hyatt Hotel, at a luncheon as we recognize winners of
this year's EBC Awards Competition.

Watch www.businessinsurance.com for upcoming details or
e-mail: bobrien@crain.com
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Managing risk today

demands maximum focus.

Amid noise and confusion, a clarifying vision can appear.

Experience and insight become paramount. Focus pays oft. And leaders emerge.

At Guy Carpenter, we've pioneered our Specialty Practices to focus on the unique risk challenges
facing clients in a complex marketplace. And to generate fresh ideas in key reinsurance sectors—including
Property Catastrophe, Workers Compensation, Finite Solutions, Professional Liability, Life & Annuity
and Accident & Health, plus emerging areas such as Investment Banking* & Capital Markets solutions.

These centers of excellence operate globally, which deepens our knowledge of local markets and broadens

the scope of our insight. It’s what clients have come to expect from their Guy Carpenter broker

tor nearly 80 years, and will need even more in years to come—excellence, leadership and commitment.

wwww guycarp.com GUY CARPENTER

Risk and reinsurance specialists for a changing world.

*Securities offered in the United States through Marsh & McLennan Securities Corporation.
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Comings & Goings

Insurers:

James D. Engel has been
named executive vp, customer ser-
vices at Zurich North America. He
will be responsible for the claims
and risk engineering operations of
the Schaumburg, Ill.-based unit of
Zurich Financial Services Group.
Previously, he was executive vp of
ACE USA and president of Brandy-
wine Holdings.

Steve Ward has been named ex-
ecutive vp,
commercial
division of
Royal &
SunAlliance
USA. He for-
merly  was
senior vp for
the manu-
facturing
business

Mr. Ward group of the

Farmington, Conn.-based insurer,
which is a unit of Royal & SunAl-
liance Insurance Group P.L.C.

Scott Carmilani has been pro-
moted to senior underwriting offi-
cer of Allied World Assurance Co. of
Hamilton, Bermuda. He previously
was executive vp.

Ken Koreyva and Sabra Pur-
till have joined ACE Ltd. in Hamil-
ton, Bermuda. Mr. Koreyva was
named treasurer of ACE, while
Ms. Purtill will serve as vp of corpo-
rate finance at ACE Asset Manage-
ment.

Also at ACE, Dave Brodsky has
been named to head ARM Custom
Casualty, the newly created unit of
ACE Risk Management that special-
izes in general and product liability
coverage for policyholders with dif-
ficult-to-insure exposures. Mr. Brod-
sky, a senior vp, will be based in
New York.

Safety National Casualty Corp.

Business Insurance

has named Russell M. Simmons
director of business development.
In this newly created position,
Mr. Simmons will serve in the un-
derwriting department at the St.
Louis-based workers compensation
insurer, identifying and developing
new business opportunities with
insurance brokers nationwide.
Mr. Simmons previously served as
second vp of Employers Reinsur-
ance Corp., based in Overland Park,
Kan.

Agents/Brokers:

Walter Robertson was named
president and chief executive offi-
cer of Richmond, Va.-based Scott &
Stringfellow. Mr. Robertson, who
has served as chief operating officer
of the brokerage since October
2001, will replace John Sherman,
who was named vice chairman.

Karl L. Snearer has been pro-
moted to senior vp and director of
brokerage operations at Apex Insur-
ance Agency Inc., a subsidiary of
Penn Independent Corp. in Rich-
mond, Va. Mr. Snearer previously

was vp of marketing.

Reinsurance:

Hank Sulikowski will assume
the role of chief executive officer of
Hampton Re Holdings Ltd., replac-
ing Bill Walker, who is retiring.
Mr. Sulikowski has served as chief
operating officer of the Hamilton,
Bermuda-based reinsurer.

Other suppliers:

Berkley Risk Administrators Co.
L.L.C. has named Mark C. Tansey
chairman and CEO, while Ken-
neth R. Hopkins has been ap-
pointed president and chief operat-
ing officer. Previously Mr. Tansey
was president and CEO, and Mr.
Hopkins was senior vp and COO.
BRAC, a unit of W.R. Berkley Corp.
in Minneapolis, provides compre-
hensive risk management services
and third-party claims servicing na-
tionwide.

Rafael M. Villalobos Jr. has
joined the Philadelphia-based law
firm of Christie Pabarue Mortensen

September 23, 2002

& Young as a shareholder.
Mr. Villalobos, who has nearly a
decade of experience defending
medical malpractice cases, was pre-
viously with German Gallagher &
Murtagh.

Business Insurance would like
to report on senior-level
changes at commercial insur-
ance and reinsurance compa-
nies, agencies, brokerages and
industry service providers.

Please send news of recent-
ly promoted, hired or appoint-
ed senior-level executives in
these areas to:

Joanne Wojcik, Business
Insurance, 777 E. Speer Blvd.,
Denver, Colo. 80203-4212;
jwojcik@ crain.com.

Photos should be sent to:
Kathy Barnes, Business Insur-
ance, 360 N. Michigan Ave.,
Chicago, 1ll. 60601-3806;
kbarnes@crain.com.
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INTERMEDIARIES
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INSURANCE BROKERS

TEL: (972) 866-6815 FAX: (972) 866-6801
WEBSITE: WWW.EWIREINSURANCE.COM
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12th Annual

Insurance Executive
Forum

Breakfast Seminar
for Insurance Executives
and Risk Managers

Save
the Day!

Tuesday,

October 15, 2002
8-11:30 a.m.

Palmer House Hilton,
Chicago

Topic:

Impact of 9/11 on the
P&C Industry

A Year in Retrospect:

Program

May you live in interesting times! The insurance indus-
try is certainly in the midst of such times. The events of
9/11/01 have changed the world and dramatically affect-
ed the insurance industry. On the heels of that catastro-
phe came the Enron collapse and ensuing turmoil in the
surety, D&O, and professional liability lines of business.
On many fronts changes are ongoing and will continue
for some time.

The most direct effect of 9/11 is the enormous loss-
es incurred by the insurance industry. It will take years
for the full effect of these losses—variously estimated at
$60 billion to $80 billion—to be fully recognized by the
industry. The hard market in place on 9/11 has been
intensified by those losses. How long will this hardening
last? Is the new emphasis on quality underwriting just
another phase in the cycle, or is it a fundamental shift in
how the industry operates? What must the industry do
to achieve longer-term stability and profitability?

How will the industry now handle the risk of terror-
ism? Few expect a return to terrorism coverage as part of
property insurance forms at no additional charge. What
will the government’s role be? What role will the finan-
cial markets and other alternatives play?

The Insurance Executive Forum will offer you and
your colleagues the opportunity to hear the perspectives
of a diverse and distinguished panel of industry execu-
tives about these issues and other questions. Plan to
attend!

Panelists

Alice Cornish, senior equity research analyst,
Prudential Securities; Tom Tizzio, senior vice chairman,
AIG; Shivan Subramaniam, chairman, president, and
CEO of FM Global; Paul Karon, president, Benfield
Blanch; Gary Prestia, senior vice president and chief
underwriting officer—property lines of Converium
Reinsurance (NA), Inc.; and David Mair, former direc-
tor, risk management and purchasing of the U.S.
Olympic Committee.

Moderator
Paul Winston, Editor, Business Insurance

Registration information will follow. For more informa-
tion, call (309) 438-3021 or (800) 697-8692, or E-mail
katie@exchange.cob.ilstu.edu.
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Ask
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Business Insurance
The Products &

Services Guide
is the Place to Reach
Key Decision Makers!
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THESE UPCOMING ISSUES
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Benefits Management
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Unions seek to continue defined benefit plans

By SARAH VEYSEY

LONDON—U K. unions may increasingly call
for labor actions to try to prevent employers
from closing defined benefit occupational
pension plans to new participants, warns the
Trades Union Congress.

Last week, U.K. steelmaker Caparo Steel
P.L.C. said it would reinstate a defined benefit
occupational pension plan following protest
strikes by union employees. The series of one-
day strikes took place in June at three Caparo
plants, after the London-based company an-
nounced it would close its defined benefit
pension plan to new participants and replace
it with a stakeholder pension plan. Stakehold-
er plans are a type of low-cost pension plan in-
troduced last year that are dependent upon in-
dividual savings rather than employer or gov-
ernment contributions.

Following negotiations with the steelwork-
ers’ union, the Iron & Steel Trades Confedera-
tion, Caparo reached a compromise with
workers and agreed to reinstate the defined
benefit plan to operate alongside the new
stakeholder plan.

The ISTC welcomed Caparo’s move. “The
agreement that we will be recommending to

our members not only delivers a secure pen-
sion to ISTC members, but will also reduce
their contributions to the final salary scheme
by 1% and limit the pension liability of the
company in future” by keeping the stakehold-
er plan open as well, Michael Leahy, general
secretary of the London-based union, said in a
statement.

The TUC is a vocal opponent of a trend
among U.K. employers to close defined benefit
plans to new entrants and instead offer de-
fined contribution plans, which the TUC con-
siders less beneficial to workers.

A recent study of 940 employers, conducted
by the Confederation of British Industry and
Mercer Human Resources Consulting, found
that 24% of respondents have closed their de-
fined benefit plans to new participants within
the last five years, while a further 12% are con-
sidering doing so.

A TUC spokeswoman said the organization
welcomed Caparo’s decision, and she said that
other employers considering closing defined
benefit plans could expect similar opposition
from union workers.

“We would like to think that unions don’t

See BENEFIT/next page

A U.K. steelmaker recently agreed to reinstate
a defined benefit plan after steelworkers had
threatened strikes over the plan's closure.

Reinsurers say changes could benefit financial reinsurance market

FSA mulling tougher rules for finite risk

By CAROLYN ALDRED

LONDON—Proposals for tougher U.K. regulation
of “financial engineering” by insurers are being
welcomed by reinsurers, who contend the new
rules could help rather than hinder the market
for financial reinsurance products.

Finite risk and other financial reinsurance con-
tracts have come under regulatory scrutiny fol-
lowing the collapse of several insurers—includ-
ing Independent Insurance Co. Ltd. and HIH In-
surance Ltd. (BI, Feb. 25). Regulators contend the
financial contracts can mask an insurers’ true fi-
nancial condition, while reinsurers defend them
as a tool for managing balance sheet risk.

“We absolutely welcome the work” by the U.K.
Financial Services Authority, said Clement
Booth, a member of the board of Munich Rein-

PHOTO: NEWSCAST

surance Co. in Munich, Germany. He said that a
clearer regulatory framework would help the
buyers and sellers of finite risk and financial rein-
surance.

“The introduction of clear guidelines is good,
as long as they are not too prohibitive,” said Tom
Doran, chief underwriter for Hannover Re Ad-
vanced Solutions Ltd. in Dublin.

Mr. Doran pointed out that such contracts al-
ready are under much greater scrutiny from ac-
countants, lawyers and regulators, following con-
cerns arising from the collapse of insurers that
used the contracts.

Although demand for such business slowed in
the first quarter of this year, it since has picked
up and “we are seeing a greater number of sub-
missions and inquiries for finite reinsurance,” he
noted.

=
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A spokesman for Overland Park, Kan.-based
GE Employers Re, which writes financial reinsur-
ance for property/casualty and life insurers
through its Dublin-based unit, Irish European
Reinsurance Co. Ltd., also welcomed the moves
by the FSA to “give the business more trans-
parency and clarification and create a level play-
ing field.”

The FSA is “doing a great job to clarify the rules
for financial reinsurance and we have had con-
structive and open discussions with them on this
issue,” said the spokesman.

Reinsurance policies written by IRECO for In-
dependent Insurance helped trigger regulatory
concern about the growing use of such policies
by cedents.

According to the FSA consultation paper, “im-

See FINITE/page 35

Flooding claims
rising in France

By EDWIN UNSWORTH

at least 21 people.

Although most French prop-

Flash flooding across southern France, including at this stable in
Nimes, are resulting in a growing number of insured losses.

PARIS—Recent flooding in
France could cost insurers up to
300 million euros ($291.7 mil-
lion), according to initial esti-
mates from the French insurer
association.

The Paris-based Federation
Francaise des Societes d’Assur-
ances said last week that it is too
early to provide official figures
for the flooding on Sept. 8-9, as
many potential claims have not
yet been filed. The flooding
caused serious damage to parts
of southeastern France, killing

e

erty insurance policies include
flood risks, insurer payouts will
be offset by the Caisse Centrale
de Reassurance, a government
program that reinsures econom-
ic losses from natural disasters.

France’s largest insurer, Paris-
based AXA S.A., said it expects
to pay claims of around 75 mil-
lion euros ($72.9 million) for
flood losses. A spokesman em-
phasized that reimbursement
from CCR and other reinsur-
ance would significantly reduce
the insurer’s net losses.
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Updates

French group urges
better loss response

High-risk industrial companies
should be required to have a
catastrophe management
strategy, and insurers should
accelerate claims payments to
victims of industrial disasters, the
French insurance federation says.
The Federation Francaise des
Societes d'Assurances has
proposed several measures to help
policyholders and insurance
companies better manage the
aftermath of large industrial
losses. The recommendations
were part of an analysis of the
Sept. 21, 2001, explosion of a
TotalFinaElf petrochemical plant in
Toulouse, France.

ZFS says offering
fully underwritten

Zurich Financial Services Group
said last week that its planned $2.5
billion private stock offering to
shareholders has been fully
underwritten by a consortium of
banks. The Zurich-based insurer
said it hopes to complete the
rights issue by the end of October,
as part of a plan to increase its
capital by up to $5 billion.
Separately, Zurich Financial
Services Group is paying former
Chairman and Chief Executive
Officer Rolf Hueppi 6.2 million
Swiss francs ($4.1 million) in
severance compensation, ZFS said.
Mr. Hueppi resigned from the
Zurich-based insurer in April and
was replaced by James Schiro as
CEO.

Berkshire deal boosts
Trenwick capacity

Trenwick Group Ltd. and Berkshire
Hathaway Inc. have entered into
an agreement to boost Trenwick's
capacity at Lloyd's of London by
more than 75% to $512 million for
the 2002 year of account.
Berkshire Hathaway has agreed to
provide $93 million in capacity to
Trenwick Managing Agents'
composite syndicate 839. In
addition, syndicate 839 will benefit
from a $119 million quota-share
reinsurance deal between
Trenwick and Berkshire Hathaway.
Both deals have received Lloyd's
approval.

Forbes acquires
U.K. pension firm

Alexander Forbes Ltd. and its
majority-owned consulting actuary
unit Lane Clark & Peacock L.L.P.
are buying the pension
administration business of
Schroder Financial Services Ltd.
for up to £22.5 million ($34.9
million), the net asset value of the
business. The purchase of London-
based Schroeder gives Forbes a
platform to expand its pension
administration business in the

See WORLD UPDATES/page 35
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Benefit: Plan sponsors facing protests

Continued from previous page

have to resort to strike action,” she
said, but said that the outcome of
the Caparo workers’ strike might in-
fluence other employers that are
considering closing their defined

benefit plans. “Employers will
maybe see this decision as a warn-
ing not to go down the same road
as Caparo,” she said.

But the effect that the threat of
labor actions will have on compa-

nies’ decisions about their occupa-
tional pension plans depends very
much on the type of company in
question, according to Russell Beau-
mont, a consultant at Watson Wy-
att in London.

Many employers are closing de-
fined benefit pension plans to new-
hires in an effort to limit their pen-
sion costs, he explained.

“If certain industry sectors really
need to cut costs, then industrial ac-

September 23, 2002

tion might not have any impact (on
their decisions) at all,” he said.

“It depends on what sort of in-
fluence the workforce has on man-
agement,” he added. If a company
clearly communicates to workers
the reasons behind its pension pro-
vision decisions, then industrial dis-
putes will more likely be avoided,
he said.
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LEGAL NOTICE ‘ LEGAL NOTICE

BUSINESS OPPORTUNITIES

UNITED STATES BANKRUPTCY COURT

In re:

SOUTHERN DISTRICT OF NEWYORK
Retum Date: October 17, 2002

Time: 3t m.

Petition of Colin Graham Bird and Paul Anthony Brereton Evans, Objgcg’ogoD%ad”ne;october 7,2002
as Joint Provisional Liquidators of 5:00 p.m.
NORTH ATLANTIC INSURANCE COMPANY LIMITED, ’ .
flk/a BRITISH NATIONAL LIFE INSURANCE SOCIETY LIMITED In a Proceeding Under
and BRITISH NATIONAL INSURANCE COMPANY LIMITED, Section 304 of the

Bankruptcy Code
a Debtor in a Foreign Proceeding. Case No. 9741602 (RDD)

NOTICE OF MOTION FOR PERMANENT INJUNCTION PURSUANT
TO SECTION 304(b) OF THE BANKRUPTCY CODE

PLEASE TAKE NOTICE that pursuant to an order of the United States Bankruptcy Court for the Southern District of New
York (the "Bankruptcy Court"), a hearing will be held on October 17, 2002 at 3:00 p.m., or as soon thereafter as counsel may be
heard (the "Return Date"), before the Honorable Robert D. Drain in Courtroom 610 of the Bankruptcy Court which is located at The
Alexander Hamitton Custom House, One Bowling Green, New York, New York, 10004, to consider the motion (the "Motion") of the
Provisional Liquidators of North Atlantic Insurance Company (the "Company") for entry of an order pursuant to 11 U.S.C. §§ 105(a)
and 304(b) granting the Pefition in this case and permanent injunctive relief (the "Order") giving full force and effect in the United
States to the Scheme of Arangement (the "Scheme”) between the Company and its Scheme Creditors (capitalized terms not
defined herein shall have the meaning defined in the Scheme).

The Provisional Liquidators have proposed the Scheme pursuant to section 425 of the Companies Act 1985 of Great
Britain. f the requisite statutory majorities of creditors (ie. a majority in number representing 75% in value of those in each class
present and voting in person or by proxy) approve the Scheme, a hearing to sanction the Scheme will be held before the High Court
of Justice of England and Wales (the "High Court"). The date of the hearing to consider whether to sanction the Scheme has been
scheduled for October 16, 2002. If the High Court sanctions the Scheme, the Provisional Liquidators will proceed with their Motion
and request entry of the Order that would: (A) grant the Pefition in this case, recognize the Scheme Administrators as the exclusive
representatives of the Company, and give effect to the Scheme in the United States so that it binds all Scheme Creditors; (B) except
as provided expressly in the Scheme or at the express written direction of the Scheme Administrators, permanently enjoin all enti-
ties from (i) transferring any property of the Company or property involved in the Scheme, or the proceeds of such property (col-
lectively, the "Related Property”) to third parties; (i) drawing down any letter of credit established on behalf of the Company (a "Letter
of Credit"), or withdrawing from, setting off against or otherwise applying proper}y that is the subf'ect of any escrow or trust or simi-
lar amangement (an "Escrow”) in which the Company has an interest, in excess of what is expressly authorised by argf related agres-
ment; (jii) commencing or continuing any legal action or proceeding (including, without limitation, arbitration or any judicial, quasiudi-
cial, administrative or regulatory action, proceeding or process whatsoever) (an "Action") involving the Company or the Related
Property, or any of the Company’s representatives or agents (the "Agents") or any of their property; or seeking discovery against the
Company; (iv) enforcing any judgment, assessment, order or award, or commencing or continuing any Action to create, perfect or
enforce any lien, set-off or other claim against the Company or the Related Property; or any of the Agents or any of their property;
(v) enforcing any statute, rule or requirement of federal, state, or local law or regulation (a "Security Requirement") requiring the
Company, or any of the Agents to establish security of any kind as a condition of prosecuting, defending or appealing any Action
and such Security Requirement will be rendered null and void for such Actions but the Order shall not affect any security in exis-
tence at the Effective Date or its replacement; (vi) commencing or continuing any Action against the Company, the Provisional
Liquidators, the members of the Informal Creditors' Committee or any of their respective directors, officers, agents, employees, rep-
resentatives, financial advisers or attorneys (the "Pre-Scheme Parties") or any of them with respect to any claim or cause of action
in law or in equity, arising out of or relating to any action taken or omitted to be taken as of the Effective Date by any of the Pre-
Scheme Parties in connection with the section 304 case or in preparing, disseminating, applying for or implementing the Scheme
or the Order; (vii) commencing or continuing any Action against the Scheme Administrators, the Company, the members of the
Creditors' Committee, the Scheme Actuary, the Independent Actuary, the Scheme Adjudicator, or any of their respective directors,
officers, agents, partners, employees, representatives, financial advisers or attorneys zthe "Scheme Parties"), or any of them, with
respect to any claim or cause of action, in law or in equity, which may arise out of the construction or interpretation of the Scheme
or out of any action taken or omitted to be taken by any of the Scheme Parties in connection with the administration of the
Scheme;(C) require (i) all entities in possession, custody or control of property of the Company, or the proceeds thereof, to turn over
and account for such property or its proceeds to the Scheme Administrators; (ii) all entities in possession, custody or control of any
records of the Company to deliver such records to the Scheme Administrators, and all persons having any records relating to the
Company's business or to any matter which may affect the administration of the Company's estate or the Scheme, to preserve them
and submit them to the Scheme Administrators for examination; (i) all entities that are beneficiaries of Letters of Credit, or any par-
ties to any Escrow, to provide notice to the Scheme Administrators and their United States counsel of any drawdown on any Letter
of Credit, or any withdrawal from, set-off against, or other application of property that is the subject of any Escrow (any of which, a
"Draw"), together with information sufficient to permit the Scheme Administrators to assess the propriety of such Draw, including,
without limitation, the date and amount of such Draw and a copy of any agreement pursuant to which such Draw was made and
provide such notice and other information contemporaneously therewith; and turn over and account to the Scheme Administrators
for all funds resutting from a Draw in excess of the amount expressly authorised by the agreement pursuant to which such Letter of
Credit or Escrow was established; (iv) parties to any Action in which a liability of the Company may be established to place the
Scheme Administrators and their United States counsel on the master service list of any such Action and ensure that such coun-
sel receives copies of all documents served by the parties to such Action or issued by the tribunal or other official having jurisdiction
over such Action and all corespondence circulated to parties named on any service list; and (D) further provide that (i) except as
specifically set forth in the Order, nothing in the Order prevents the continuance or commencement of an Action against or involv-
ing any party other than the Company but no settiement or judgment in any such Action shall be binding on or enforceable against
the Company or the Related Property; (i) the High Court has exclusive jurisdiction to hear and determine any Action and to settle
any dispute relating to the interpretation of the Scheme, or to any action taken or omitted by any of the Scheme Parties in connec-
tion with the administration of the Scheme; (iii) the Scheme Administrators are authorized to transfer to the foreign proceedings any
property of the Company located in the United States; (iv) the Bankruptcy Court shall retain jurisdiction with respect to the Order,
requests for any additional relief in the case and all adversary proceedings in connection therewith; and (v) no action taken by the
Provisional Liquidators or the Scheme Administrators, their successors, the Agents, or any of them, or their counsel, in acting in con-
nection with the Scheme, the Order, the section 304 proceeding, any further order for additional relief in the section 304 proceed-
ing, or any adversary proceeding in connection therewith as the Court may make shall be deemed to constitute a waiver of the
immunity afforded to the Provisional Liquidators, the Company or the Scheme Administrators, their successors, agents or repre-
sentatives pursuant to section 306 of the United States Bankruptcy Code.

Copies of the Scheme Document, the Motion, the form of the Proposed Permanent Injunction Order to be presented on the

Return Date and the Memorandum of Points and Authorities in Support of the Motion are available to review and download at
www.northatlanticinsurance.co.uk, as well as by fax, email or written request to the Provisional Liquidators' counsel at:

Allen & Overy

1221 Avenue of the Americas

New York, New York 10020

(212) 610-6399 (Facsimile)
Attention: Theresa D'Agostino
theresa.d'agostino@allenovery.com

PLEASE TAKE FURTHER NOTICE that objections, if an?/, to the Motion must be made in writing describing
the basis therefor and shall be filed with the Court electronically in accordance with General Order M-182 by reg-
istered users of the Court's electronic case filing system, and by all other parties in interest, on a 3.5 inch disc, prefer-
ably in Portable Document Format (PDF), Word Perfect or any other Windows-based word processing format, with
hard copy to the Chambers of the Honorable Robert D. Drain, and served upon Allen & Overy, 1221 Avenue of the
Americas, New York, New York 10020 (Attention: Ken Coleman and Stephen Doodi), counsel to the Provisional
Liquidators so as to be received on or before October 7, 2002 at 5:00 p.m., New York time.

Dated: New York, New York

September 17, 2002

ALLEN & OVERY

Attorneys for the Provisional Liquidators by:
Ken Coleman (KC 9750

Stephen Doody (SD 9768)

1221 Avenue of the Americas

New York, New York 10020

(212) 610-6300

THE CIRCUIT COURT OF COOK COUNTY, ILLINOIS
COUNTY DEPARTMENT, CHANCERY DIVISION

IN THE MATTER OF THE LIQUIDATION

)
OF AMERICAN HORIZON INSURANCE COMPANY ) 02 CH 12796

NOTICE OF CLAIM FILING DEADLINE AND PROCEDURES

PLEASE TAKE NOTICE, that on July 11, 2002, the Circuit Court of Cook
County, lllinois, entered an Agreed Order of Liguidation With a Finding of Insolvency
("Agreed Order of Liquidation”) against American Horizon Insurance Company
(“American Horizon"). Nathaniel S. Shapo, Director of Insurance of the State of lllinois,
is the statutory and court-affirmed Liquidator of American Horizon (the “Liquidator").

TAKE FURTHER NOTICE, that pursuant to the Agreed Order of Liquidation,
all rights and liabilities of American Horizon and its policyholders, creditors and
stockholders, and all other persons interested in its property or assets, are fixed as of
July 11, 2002, unless otherwise provided in subsequent orders of the Court.

TAKE FURTHER NOTICE, that on September 10, 2002, the Circuit Court
of Cook County, lllinois, entered an Order Providing for the Filing of Claims and the
Setting of Claim Filing Deadlines (“Claim Filing Order"). Pursuant to the Claim Filing
Order, all persons, companies or entities who have, or may have claims against
American Horizon, its property or assets, or against an American Horizon insured or
policyholder, shall have the right to present and file with the Liquidator proper proofs
of claim on or before July 11, 2003 at 4:30 p.m. (C.D.T.).

TAKE FURTHER NOTICE, that any insured under an insurance policy
issued by American Horizon shall have the right to present and file with the Liquidator
a proper proof of claim setting forth a contingent claim on or before July 11, 2003 at
4:30 p.m. (C.D.T.). No contingent claim shall be allowed for purposes of participating in
any distribution of estate assets that may be made at the fourth priority level, 215
ILCS 5/205(1)(d), unless such claim has been liquidated and the insured claimant has
presented and filed evidence of payment of such claim to the Liquidator on or before
July 12, 2004 at 4:30 p.m. (C.D.T.). Any contingent claim for which a proper proof of
claim is filed on or before July 11, 2003 at 4:30 p.m. (C.D.T.), but which is not liquidated
on or before July 12, 2004 at 4:30 p.m. (C.D.T.), may be estimated pursuant to 215
ILCS 5/209(4)(b) for purposes of participating in any distribution of estate assets that
may be made at the fifth priority level, 215 ILCS 5/205(1)(e), unless otherwise directed
by the Court.

TAKE FURTHER NOTICE, that the form and required contents of all proofs
of claim are described in 215 ILCS 5/209. Proofs of claim, along with supporting
documents, if any, are to be filed with, and may be obtained from, the Liquidator of
American Horizon, c/o the Office of the Special Deputy Receiver, located at 222
Merchandise Mart Plaza, Suite 1450, Chicago, lllinois 60654. A proof of claim shall be
deemed “filed” with the Liquidator upon the Liquidator's receipt thereof. The
Liquidator reserves the right to require such additional information with respect to
any claim filed with him as he may deem necessary. The Liquidator further reserves
any and all defenses available to American Horizon upon all filed claims. All proofs of
claim must be duly sworn to before an officer authorized to take oaths.

THE LAST DATE FOR THE FILING OF PROOFS OF CLAIM WITH THE
LIQUIDATOR IS SET FORTH ABOVE. NO PERSONS, COMPANIES OR ENTITIES
HAVING OR CLAIMING TO HAVE ANY CLAIM AGAINST AMERICAN HORIZON, ITS
PROPERTY OR ASSETS, OR AGAINST AN AMERICAN HORIZON INSURED OR
POLICYHOLDER, SHALL PARTICIPATE IN ANY DISTRIBUTION OF THE ASSETS OF
THE COMPANY UNLESS SUCH CLAIMS ARE PROPERLY FILED WITH THE
LIQUIDATOR ON OR BEFORE JULY 11,2003 AT 4:30 P.M. (C.D.T.)

Cathleen M. Travis
Special Deputy Receiver

Need a Legal Notice
or Request For Proposals
published?

Call Irais Amleshi at (312) 649-5340
or e-mail iamleshi@crain.com
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Nursing Homes / ALF
G.L. / P.L. Coverage. (50 States)
Available to Wholesalers ONLY
Respond to Business Insurance
Box 3184, 360 N. Michigan Avenue
Chicago, IL 60601-3806
or Email: bibox3184@crain.com
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CRAIG/is Ltd.

Senior Management Team Position

Director
Large Loss and Litigation
Resolution Group Leader

Jacksonville, FL
Salary to $125k

CRAIG/is Ltd. is the leading pro-
vider of subrogation business
process outsourcing services to
property and casualty insurers.
Significant growth has created an
opening for a talented, experi-
enced, motivated individual to
assume leadership of our large loss
and litigation resolution group. In
this capacity, you will preside over
a growing group of talented and
experienced professionals in the
resolution of large, complex, high
profile subrogation cases (from
$100k to over $25 million in paid
indemnity) across multiple lines of
insurance (WC, Property, Marine) in
jurisdictions throughout the US and
internationally. Group recoveries

to exceed $30 million annually.

Responsibilities include company-
wide thought leadership in large
loss resolution strategies, setting
group goals, monitoring and
enhancing group performance,
staff development and manage-
ment, reporting group results and
working with others in selecting
and managing outside law firms
and engineers. Candidates must
possess 7 or more years of experi-
ence in resolving high profile and
complex cases with either a senior
claims or legal background, includ-
ing significant claim investigation
and litigation management experi-
ence. Attendance at trial and
mediation may be required.

Total compensation package in-
cludes competitive salary, great
benefits, performance bonus and
stock options.

Interested candidates can
submit their resume in
confidence to the
Group Leader Position at

www.craigis.com
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Finite: Proposals welcomed

Continued from page 33

proper use of financial engineering

has contributed to the difficulties

seen in several insurance compa-

nies in the U.K. and overseas.”
Financial engineering—which ac-

cording to the FSA includes finan-
cial reinsurance among other in-
struments—is “used to improve, or
sometimes to smooth, reported
profits, or to improve the reported
balance sheet position,” the FSA

said. Financial engineering can be a
valid method of strengthening a
firm’s solvency position or access-
ing surplus “economic reserves,”
the FSA acknowledged.

However, it added, “concerns

Professional
MarketPlace
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"The Risk
Management
Career
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¢ Corporate Risk Management
¢ Insurance Brokerage
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e RMIS

* Mike Tannenbaum

+ Barry Citron
* Lee Burrows

Phone 973-887-2300 Fax 973-887-4334
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Executive Recruiting ¢ Career Coaching

100 Eagle Rock Ave. East Hanover, NJ 07936
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cf all success.

Executive Recruitment
Risk Management
Insurance Brokerage
RMIS Technology
Safety & Loss Control
Claims Management
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Also ask about Temporary Opportunities
call: 973.765.9000  fax: 973.765.9009

15 James Street, Main Level
Florham Park, NJ 07932
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Managing Partner - Subrogation Firm

Attorney with 10 - 15 yrs of plaintiff litigation experience sought to manage a
rapidly expanding subrogation firm supporting major insurance clients.

Qualified candidates will possess significant trial and subrogation experience,
demonstrated expertise in complex mediations and/or negotiations, and experience
with hiring and deposing experts in connection with product liability litigation.

Candidates will have experience in the management of a small firm or regional
office of a larger organization. The Managing Partner will be responsible for: (i) the
implementation of the firm's business plan for expansion, (ii) the staffing and
training of professional and support personnel, (iii) the establishment of individual
and firm goals, (iv) the development of office services and related systems to
support rapid growth, (v) the communication and maintenance of the firm's
professional standards and values, (vi) the development and oversight of comp-
ensation and benefit programs and (vii) the day to day management of the firm.

Portable business is not required. Compensation will be commensurate with
experience.

Qualified candidates may post their resume in confidence at www.craigis.com or
contact CRAIG/is, Ltd. directly for further information at 904-807-2507.

www.businessinsurance.com

HELP WANTED

Account Executive

National Insurance Brokerage
firm's Boston office looking for
an experience Account Exec-
utive to service Employee
Benefits Insurance clients.
Must be service oriented and
able to juggle multiple prior-

ities. Two years experience a
must with a proficiency in
Microsoft Office Suite pro-
ducts. Sales interest a plus.
Send resume to: Business In-
surance, Box 3183, 360 North

Michigan Avenue, Chicago,
lllinois 60601-3806, or e-mail:
bibox3183@crain.com.

SEEKING TO BUY

WOULD LIKE TO PURCHASE
DOMESTIC INSURANCE COMPANY

Foreign insurer is looking to acquire small
domestic property and casualty insurer.
The company must be A.M. Best rated
B++ or better. Ideally the company should
be operating in two to three states or
more, and have licenses to operate as a
surplus lines or licensed company in as
many states as possible.
All responses to this advertisement will be
held in strict confidence, and we welcome
the use of confidentiality agreements.
Forward your response to:
Business Insurance, Box 3186
360 N. Michigan Avenue
Chicago, IL 60601-3806
or Email: bibox3186@crain.com.

RECRUIT THE BEST!

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

Call (312) 649-5340

to place your recruitment ad
in the September 30 issue

Benefits Management
Take=-Out Section:
Pensions/Retirement
Plans

Chart & Online
Directory: 401(k) Plan
Administrators

Bonus Distribution:
ASHRM

Closing: September 24

e

arise when its use obscures the un-
derlying financial condition of a
firm or is designed to mislead con-
sumers or regulators.”

The boundaries between “tradi-
tional” and “alternative” reinsur-
ance “are often blurred,” the FSA
stated. Potential regulatory issues
include the application of current
accounting rules to these contracts
and whether financial reinsurance
arrangements are truly risk transfer
products or merely funding ar-
rangements, according to the FSA
report. “This uncertainty may in
some circumstances present scope
for obscuring poor results,” it stat-
ed.

The FSA consultation paper also
proposes there should be a clearer
presentation of information on fi-
nancial engineering transactions in
insurance regulatory returns.

35

The FSA has “already begun to
strengthen (its) regulatory and su-
pervisory approach to financial en-
gineering, especially concerning the
adequacy of management controls.
The new reporting requirements
should significantly improve super-
visors’ ability to identify issues relat-
ing to individual firms’ use of finan-
cial engineering and, where neces-
sary, to develop effective risk miti-
gation programs.”

Comments on the FSA consulta-
tion paper, No. CP144, should be
received by the authority no later
than Oct. 31, 2002.

Copies of CP 144: “A new regulatory
approach to insurance firms’ use of fi-
nancial engineering” and other consul-
tation documents on insurance regula-
tion can be found on the FSA’s web site

Exec predicts losses
from financial risks

By CAROLYN ALDRED

The involvement of reinsurers and
insurers in increasingly exotic and
complex financial risks during the
soft market will lead to some large
and unexpected losses, a reinsur-
ance executive warns.

Dirk Lohmann, chief executive
officer of Zurich, Switzerland-based
Converium Ltd., voiced his person-
al concerns at a breakfast meeting
hosted by PricewaterhouseCoopers
during the Rendez-Vous de Septem-
bre in Monte Carlo. His comments
met with much agreement among
reinsurance executives at the meet-
ing, according to a PwC spokesman.

Financial market risks, including
“residual value coverage, film fi-
nancing, credit enhancement busi-
ness and credit derivative risks from
investment banks, have been writ-
ten by insurers and reinsurers, and
not all this business will go very
well,” Mr. Lohmann told Business
Insurance last week.

Such losses will disappoint and
surprise the investors who are being

encouraged to bring new capital
into the industry because tradition-
al property and casualty rates are in-
creasing, he added.

Mr. Lohmann said his primary
concern is with the “generalists
who migrated into this business at
the end of a soft market” more than
the specialist monoline insurers
and reinsurers specializing in finan-
cial business.

Some reinsurers last week were
eager to downplay their involve-
ment in financial market risks fol-
lowing Mr. Lohmann'’s remarks.

Clement Booth, a member of the
board of Munich Reinsurance Co.,
said that Munich Re and subsidiary
American Re-Insurance Co. have
had only limited involvement in
credit derivatives and credit en-
hancement business. What business
it did write was “stress-tested to the
depression of the 1920s,” he added.

Munich Re has always looked at
alternative risk transfer and finan-
cial and credit reinsurance “very,
very cautiously,” Mr. Booth said.

See LOSSES/page 36

World Updates

Continued from page 33
United Kingdom.

European floods
to hit ACE quarter

Hamilton, Bermuda-based ACE
Ltd. said the recent European
flooding will reduce its third-
quarter operating income by
about $90 million after taxes.
ACE was exposed to flood claims
both directly and as an excess-of-
loss reinsurer.

Moody's reviews
French P/C market

The French property/casualty
insurance industry remains
healthy, despite reductions in
investment income, according to
Moody'’s Investors Service Inc.
Premium growth among French

property/casualty insurers
outpaced inflation in 2000, 2001
and 2002, the ratings agency
said. The French
property/casualty market is the
third largest in Europe,
accounting for gross premiums of
3.6 billion euros ($3.50 billion) in
2001, Moody's notes. But to
maintain their strong position,
French property/casualty insurers
must trim costs, Moody's said.

Kiln posts profit,
raises capital

Lloyd's of London company Kiln
P.L.C. has announced a £3.5
million pre-tax profit for the first
half of 2002. Kiln also announced
that it had completed a capital
raising exercise of £47.2 million
(§73.2 million) for the 2003
underwriting year.
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reinsurance risky
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However, there has been an attitude
in the ART market that the “more
complex, the better, and I imagine
some of the deals might unwind,”
he said.

There has been unease for some
time among stock analysts about
the reinsurance industry’s expand-
ed involvement in financial prod-
ucts, and comments from someone
in the industry at such a high level
as Mr. Lohmann will fuel the con-
cern, said Roger Hill, an analyst
with UBS Warburg in London.

The International Monetary
Fund recently voiced concerns
about the financial market activities
of insurance and reinsurance
companies in a Global Financial
Stability Report published this sum-
mer.

“In the 1990s, periods of soft pre-
miums and low bond yields spurred
innovations that fostered conver-
gence between insurance and capi-
tal markets,” such as catastrophe
bonds and the development by
reinsurers of other alternative risk
transfer products, the IMF report
stated.

Insurance  companies  also
“sought to diversify their large in-
vestment portfolios and funding

sources. For example, they became
more important participants in
credit derivatives markets, helping
banks to hedge and diversify their
credit exposures,” it added.

Uncertainties remain, however,
about “whether insurers hold ade-
quate capital against financial risks,
whether their management of mar-
ket risk has kept pace with their in-
volvement in the market, the size
and extent of their off-balance
sheet activities and the potential
migration of financial risks from
banking to insurance sectors,” the
report concluded.

Standard & Poor’s Corp. earlier
this year relaunched its Financial
Enhancement Ratings, which are
designed to help investors evaluate
the willingness of insurers, as well
as their capacity, to make timely
payments.

S&P said it first introduced FERs
in 2000 because of concerns about
the expansion of multiline insurers
into guarantee and credit enhance-
ment business and the fact that the
“multiline industry, unlike the
monoline bond insurers that tradi-
tionally dominated this sector, nor-
mally delays claims payment pend-
ing the resolution of contract dis-
putes.”
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New Subscriptions

You can now subscribe to our publication over the Web.
Simply fill out our subscription form
and we will get your first issue to you right away.
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Pension: ERISA duties outlined

Continued from page 3

ERISA also requires that fiducia-
ries diversify plan assets unless it is
imprudent to do so, bars fiduciaries
from making certain prohibited
transactions on the part of the plan
and requires that fiduciaries act in
accordance with plan documents.

“A plan fiduciary has to follow
the terms of the plan, and, oddly
enough, this is one that really
makes people struggle,” Mr. Starr
said. When questions arise about a
plan, he suggested, “The first thing
you should do is look and see what
the plan says.”

Mr. Starr said written investment
policy statements can help reduce a
fiduciary’s liability exposure. “If a
question ever comes up about hav-
ing a bad fund in the plan, you'll
want to have something you can go
back and look at, something objec-
tive so you can say, ‘Here’s why we
did it.””

Without a documented process
for making investment decisions,

“That’s when you're going to start
getting in trouble,” he said.

And fiduciaries must be aware
that they can be held liable for an-
other fiduciary’s breach of ERISA

‘A plan fiduciary has to
follow the terms of the
plan, and, oddly enough,
this is one that really
makes people struggle.
The first thing you
should do is look and see

what the plan says.’
R. Eric Starr
INVESCO Retirement Inc.

rules, Mr. Starr said. “If you know-
ingly participate in that breach or if
you do something to conceal it,
then you're going to be responsible
for that,” he said. “Especially with
what's gone on in the last couple of

years, if you know of something go-
ing on...you've got to go above and
beyond to get that fixed.”

In the current environment,
communication with plan partici-
pants is also essential for fiduciaries,
Mr. Starr said. “These days, you real-
ly want to communicate with the
participants,” he said. “If you're
changing the plan, make sure you
explain why you're changing it.”

Ultimately, plan fiduciaries gen-
erally can steer clear of ERISA viola-
tions by creating and following pro-
cedures, avoiding conflicts of inter-
est, being consistent and docu-
menting all decisions and the rea-
sons behind them, the lawyer said.

“What you need to do is follow a
process. If you follow a process and
if you're reasonable about that, you
should be fine,” Mr. Starr said.
“Courts nine times out of 10 aren’t
going to second-guess the decision
a fiduciary made if (the fiduciaries)
can document they went through a
decision-making process.”

Profit Sharing/401(k) Council of America's 55th National Conference

Choice critical in educating
better 401(k) plan investors

By RODD ZOLKOS

CHICAGO—While the retirement
plan industry has devoted consider-
able resources to educating plan
participants to be better investors,
those efforts can’t succeed if partici-
pants don’t have the proper choic-
es, according to one retirement plan
expert.

“The participants can only do so
much with what they've got to
work with,” said Ryan L. Bauer, a vp
in the retirement plans division of
Mutual of Omaha Insurance Co. in
Omaha, Neb. And providing a list
of fund options alone doesn’t nec-
essarily offer choice, he said.

Speaking at the Profit Shar-
ing/401(k) Council of America’s
55th National Conference last week
in Chicago, Mr. Bauer said surveys
suggest only a small percentage of
plan participants are knowledgeable
about investing. “In an environ-
ment where the assets are partici-
pant-directed, that has to concern
us as an industry,” he said.

Meanwhile, surveys also have
shown that the typical plan partici-
pants use only a handful of avail-
able funds in their allocation mix.
“It’s very difficult to put together a
sound portfolio using three choices
in most plans,” Mr. Bauer said.

“l1 think education definitely
works to get people to participate. It
definitely works to get people to put
in more money,” he said. But in-
vestor education efforts have failed
to teach participants to be disci-
plined, strategy-oriented investors,
Mr. Bauer said. “Although we've
spent a lot of money on education,
I think it’s time to examine how
we're spending that money.”

Many plan participants need and
want help with their asset alloca-
tion decisions, he said. But, while

e

asset allocation funds—which pro-
vide a portfolio of assets aimed at
meeting the participant’s invest-
ment goals and risk tolerance—are
often included among plan op-
tions, many times they are present-
ed to investors as just another
“fund,” and consequently are being
used improperly, he said.

'l think education
definitely works to get
people to participate. It
definitely works to get
people to put in more

money’
Ryan L. Bauer
Mutual of Omaha Insurance Co.

Mr. Bauer suggested that plans
offer choices ranging from hands-
off guided selection options featur-
ing professional investment portfo-
lios, to do-it-yourself options for
those seeking to self-direct their in-
vestments. The plan should offer an
ability to blend choices and should
be supported by online access and
retirement planning tools, he said.

“What we think is going to be-
come best practices is you really
have to have the full spectrum of
choice in your investment lineup,”
Mr. Bauer said.

“A good analogy is the difference
between taking a guided tour and
going off on an expedition alone,”
he said. “There’s nothing wrong
with either of those.”

While some plan participants do
want to take a very hands-on ap-
proach to directing their assets,
many do not, Mr. Bauer said.

Mr. Bauer referred to what he
called “The Wild West, Wild Bill

Hickock environment.” That's
where participants are told “We're
going to teach you how to use
the gun and how to put the bullets
in but you're on your own,” he
said. “That’s a tough environment
for a lot of our participants to be
in.”

Mutual of Omaha’s surveys have
shown a majority of plan partici-
pants would be interested in profes-
sional investment portfolios, Mr.
Bauer said. In such funds, decisions
on strategic asset allocations and
portfolio rebalancing are made for
the participant, with participants
guided to the appropriate fund
based on long-term investment
needs, time horizon, risk tolerance
and return objectives.

Once plans have the proper
choices in place, plan sponsors
should then work to shift their asset
allocation education efforts to fo-
cusing on the “why” of allocation
decisions, not the “how,” Mr. Bauer
said.

A plan sponsor, Anne McKillips,
president of Atlanta-based consult-
ing firm AH Enterprises Inc., said
while formal education efforts are
necessary, also important are “water
cooler conversations.”

Ms. McKillips said she’ll often di-
rect conversations among employ-
ees to the subject of their 401(k)
plan. “I want them talking about
it,” she said. “I want them teaching
each other.”

It’s also important to provide in-
vestor education in manageable
doses, she said.

“You've got to give your people a
very bite-sized, constant feeding of
information,” Ms. McKillips said. “I
do think you should have manda-
tory meetings. But then you should
follow up with bite-sized pieces of
information the rest of the year.”
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401(k): Rules on executive loans causing concerns

Continued from page 1

entirely. That action, in turn, could
hurt employee participation in the
plan, especially by rank-and-file
employees for whom access to ac-
count balances is a powerful incen-
tive to contribute.

“Having loans available gives em-
ployees a comfort level,” said Mari-
lyn Scalia, a vp with Mellon HR So-
lutions in Fort Lee, N.J.

“If you eliminate loans, participa-
tion will go down, and the amount
of retirement savings will decrease,”
Mr. Kra said.

But such scenarios, which many
have feared, may not happen. Offi-
cials at the Securities and Exchange
Commission, the federal agency
with primary responsibility for in-
terpreting and enforcing the Sar-
banes-Oxley law, has informally
put out word that they do not con-
sider 401(k) plan loans to be the
type of company-provided or ar-
ranged credit that is banned under
the law, say benefit attorneys who
have spoken to SEC staff.

A source close to the SEC con-
firmed, though, that there are no
current plans for official guidance
on the issue.

In addition, several top benefit
attorneys have concluded that
401(k) plan loans would not be af-
fected by the Sarbanes-Oxley ban
on companies arranging or provid-

ing credit to top executives because
so-called 401(k) loans, despite the
term, really are not loans.

“The only amount a participant
can take is a portion of the vested
account balance. It really is an ad-
vance of money that is already
owed to the participant,” explained
Rosiana Barker, a partner with Ivins,
Phillips & Barker in Washington.

Others say putting in a loan pro-
vision in a 401(k) plan which is
available to all plan participants, is
not equivalent to extending credit
to a top executive.

“Taking that step in plan design
is not the same thing as arranging a
loan for an executive. You are act-
ing to achieve a much broader
goal,” said Mark Wincek, a senior
partner with the law firm of Kil-
patrick & Stockton L.L.P. in Wash-
ington.

Still, the only way the issue can
be resolved definitely is for the SEC
to issue guidance or for Congress to
clarify the law.

“There is going to be a lot of trou-
ble and confusion if clarification is-
n’t provided,” said Mark Ugoretz,
president of the ERISA Industry
Committee, a Washington-based
employer benefits lobbying organi-
zation.

But guidance could be a while in
the making.

“This issue is not a priority with

FEHBP: Federal plan
benefit costs rising

Continued from page 3

increases in copayments, have
helped to restrain cost increases.
Benefit changes reduced premium
hikes next year by 0.6%, according
to OPM.

Observers note that the un-
matched purchasing power of the
federal government is a key factor
in its ability to hold down premium
hikes.

“They should do better, because
they are so big,” Ms. Darling said.

“They have such huge negotiat-
ing power. It would be difficult for a
health plan not to view the govern-
ment as one of its key clients,” said
Mark White, a consultant with
Watson Wyatt Worldwide in Wash-
ington.

Still, observers say it is depressing
that inflation in the health insur-
ance market is so high that an 11%
increase in premiums would be
considered good news.

“We have completely changed
our expectations,” Mr. White said.

For federal employees, the biggest
change next year will be the addi-
tion of flexible spending accounts,
a feature now nearly universal in
the private sector. Starting July 1,
2003, the federal program will be-
gin offering FSAs to employees to
pay for uncovered health care and
dependent care expenses on a pre-
tax basis. Although the final
amount will not be decided until
OPM selects an administrator, the
government is considering annual
contribution limits of $3,000 for

health care and $5,000 for depen-
dent care.

Adding an FSA feature will help
keep the federal program competi-
tive with the private sector, OPM’s
Ms. James said.

In another first, one plan spon-
sor, the American Postal Workers
Union, will offer a type of con-
sumer-driven health care plan. Un-
der that plan, enrollees can draw
upon a government-funded ac-
count to pay the first $1,000 of
health care expenses. Enrollees pay
the next $600 of expenses, and the
plan pays 85% of expenses after
that. Enrollees can roll over $500 of
unused account balances annually
to pay for expenses in subsequent
years. Up to $4,000 can be accumu-
lated in an account, but the balance
is forfeited when the employee ter-
minates employment.

Also new are Web-based tools
that will help participants compare
the benefits, costs and other fea-
tures of health plans available to
them. In addition, plans’ customer-
service, satisfaction and accredita-
tion records will be available on-
line.

On average, the government pays
72% of premiums in the FEHBP.
Next year, employees, on average,
will pay $4.45 more per pay period
for individual coverage and $10.21
more per period for family cover-
age. As is the case with most private
sector plans, federal employees pay
their share of the health insurance
premium with pretax dollars.

the SEC,” said Kyle Brown, an attor-
ney with Watson Wyatt Worldwide
in Washington.

Alternatively, experts say, the La-
bor Department could issue a spe-
cial so-called class exemption stat-
ing that denying 401(k) plan loans
to top executives for purposes of
complying with the Sarbanes-Oxley
law, while making loans available
to others, would not be considered
a prohibited transaction.

“This could be resolved very
quickly and simply by the Labor
Department,” Mr. Kra said.

While the Labor Department is
aware of the issue, it believes re-
sponsibility lies with the SEC, a
spokeswoman said.

However the issue is resolved, few
believed that Congress intended to
include 401(k) plan loans as part of
a ban on corporate loans to top ex-
ecutives, a provision that triggered
by outrage over actions such as for-
mer WorldCom Inc. Chief Execu-
tive Officer Bernard J. Ebbers receiv-
ing a low-interest loan of more than
$400 million from the company he
once headed.

“You are talking about borrowing
your own money, not dipping into
company assets,” Hewitt’s Ms.
Miller said.

Loan provisions have become a
nearly universal feature of 401(k)
plans. Last year, 94% of plans spon-

sored by major employers offered
loans, according to a Hewitt survey.

The 401(k) plan loans are attrac-
tive to participants because of such
features as an easy application pro-
cess, repayment through salary de-
duction and because the interest
paid goes back into the account and
not to a third-party commercial
lender, said Rachel Kugelmass, a di-
rector in Mellon HR Solutions’
product management group in Fort
Lee.

In addition, financially, 401(k)
plan loans are far more attractive
than taking a hardship distribution

from the plan. A 10% excise tax, as
well as regular taxes, are imposed
on hardship withdrawals, while
loans are exempt from taxes, unless
they are not repaid on time.

On the other hand, borrowing
funds from a 401(k) plan reduces
the amount of assets on which to
earn investment income.

“Individuals don’t always consid-
er the downstream impact,” Ms.
Kugelmass said.

Plan participants, under law, can
borrow up to the lesser of $50,000
or half of their vested account bal-
ance.

401(k) LOAN PROVISIONS POPULAR

More employers are adding loan provisions to their 401(k) plans

percentage of plans offering loans to participants

Source: Hewitt Associates Inc.
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NCQA: Care quality growing

Continued from page 1

10 million Medicare and Medicaid
recipients—or roughly 28% of the
U.S. population.

The report marked the third con-
secutive year of improvement, re-
flecting significant gains on a range
of clinical measures as reported by
the participating organizations.

Among the key findings:

® The percentage of patients who
had their high blood pressure under
control rose to 55.4% in 2001, com-
pared with 51.5% in 2000 and
39.0% in 1999.

® Heart attack patients receiving
beta blocker treatment after the at-
tacks rose to 93.5% in 2001, com-
pared with 89.4% in 2000 and
85.0% in 1999.

® Children receiving chicken pox
inoculations reached 75.3% in
2001, compared with 70.5% in
2000 and 63.8% in 1999.

® The percentage of eligible par-
ticipants receiving cervical cancer
screening reached 80.0% in 2001,
compared with 78.1% in 2000 and
71.8 in 1999.

NCQA President Margaret E.
O’Kane pointed that even the most
slowly improving quality mea-
sure—use of asthma medication—is
growing at a rate of about 3% annu-
ally, which would mean that nearly
100% of the asthmatics who need
treatment will be receiving it in 10
years if current trends continue.

Ms. O’Kane used the increased
prevalence of chicken pox vaccina-
tion to demonstrate the indirect
benefits of quality health care. The
wider use of chicken pox inocula-
tions to date has probably prevent-

e

ed 620,000 cases of the disease,
which even though many people
dismiss as a minor childhood mala-
dy, can lead to serious complica-
tions, she said. Even without com-
plications, each case of chicken pox
that didn’t happen “probably
means a parent somewhere didn’t
miss two days of work,” she said.

While the notion that rising
health care costs could enhance the
drive toward quality seems
“bizarre,” employers are paying in-
discriminately now for health care,
regardless of quality, said Francois
de Brantes, program leader-health
care initiatives for Fairfield, Conn.-
based General Electric Co. Employ-
ers must make “a true business case
for quality” with providers, he said.

“If we can rewarded those
providers that do a better job,” then
no providers will be able to afford
not to do a better job, said Jay Fulk-
erson, president of Appleton, Wis.-
based Touchpoint Health Plan.
NCQA recognized Touchpoint as
the “highest-performing plan in the
nation overall” in this year’s survey.

Mr. Fulkerson said that Touch-
point set up a system whereby
physicians can share data and to see
how they measured against others
in terms of quality of care, and built
a reimbursement system built
around achieving specific goals. “I
think this is transportable across
the country,” he said.

“People need to buy health care
based on value, just like any other
product,” said Mr. Fulkerson.

Dr. Nathaniel Clark, vp-clinical
affairs for the American Diabetes
Assn. in Washington, cited several

ways to reward quality. “We have
to create an incentive financially,”
not necessarily for providers to
make more money but to assure
that they don’t lose money while
improving quality. This includes fi-
nancial support from health plans
for improvements such as systems
to track quality, he said.

“We need to reward quality but
go after waste where we see it,” said
the NCQA'’s Ms. O’Kane.

A consultant not connected with
the survey or the press conference
said there was a certain “irony” in
the study’s findings.

“This is an assessment of man-
aged care plans. This is a measure of
improving quality in managed care
at a time when—for better or
worse—the country is turning away
from managed care. There’s an
irony there,” said Joe Martingale,
national leader for health care strat-
egy for Watson Wyatt Worldwide
in New York.

“It’s also evidence that these
things take time. The NCQA with
HEDIS measures has been at this for
many years now, and this demon-
strates that quality improvements
don’t come easily or quickly,” he
said.

HEDIS, the Health Plan Employer
Data and Information Set, is a regis-
tered trademark for a performance
tool involving more than 60 differ-
ent measures. More than 90% of
the nation’s health plans use it, ac-
cording to the NCQA.

“The State of Health Care Quality:
2000 is available at www.ncqa.org.
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War risk: Underwriters wary of action against Iraq

Continued from page 1

The situation for airlines is not as
urgent in the United States because
of fast-track federal legislation in-
troduced in Congress last week. S.
2949, which the Senate Commerce,
Science and Transportation Com-
mittee passed Thursday, would ex-
tend and broaden the government’s
war risk liability indemnification
authority.

The measure, the Aviation Securi-
ty Improvement Act, would extend
the government’s authority to cov-
er airlines’ third-party war risks by
270 days if the U.S. Department of
Transportation terminates the exist-
ing coverage provided to airlines af-
ter the Sept. 11, 2001, terrorist at-
tacks.

In addition, the measure would
give Congress authority to offer air-
lines federal coverage for their pas-
senger, crew and hull war risks.
Such coverage previously has been
available only through a presiden-
tial determination, noted Scott Rus-
sell, a Minneapolis-based managing
director at Marsh USA Inc. and the
head of the brokerage’s U.S. airlines
practice.

Indemnification would be excess
of a $50 million retention.

The legislation also would require
the Transportation Department to
“evaluate the availability and ana-
lyze the economic impact of war
risk insurance on aviation entities
in an effort to determine alternative
possibilities for providing insurance
for air carriers.” Should this bill be
enacted, the Air Transport Assn.’s
risk retention group Equitime could
become the vehicle to offer the gov-
ernment’s coverage, brokers say.

Equitime was formed earlier this
year to provide war risk liability
coverage for U.S. airlines. The ATA
is trying to obtain government rein-
surance backing for the facility be-
fore it offers coverage.

The European Union and its 15
member state governments, howev-
er, are not pushing urgently enough
for the approval and formation of

two airline mutuals that would
write third-party and passenger war
risk liability coverage in Europe if
the insurance market were to cancel
that coverage, the AEA spokesman
said. The viability of these mutu-
als—Eurotime, set up by the AEA,
and Globaltime, set up through the
International Civil Aviation Of-
fice—depend on approval by the
European Commission this week
and by various other committees of
the European Council next month.

Twelve of the European Union'’s
15 member states began indemnify-
ing their domestic airlines’ third-

An invasion of Iraq ‘could
lead to seven-day
notices of cancellation’
of war risk coverage, or
cancellations with offers
to rewrite the coverage

for additional premium.
Ralf Oelssner
Lufthansa German Airlines

party war risks after the commercial
aviation insurance market cancelled
the coverage in response to the
Sept. 11 terrorist attacks. But sever-
al European Union states have
threatened to withdraw their cover-
age programs when they expire at
the end of October.

Aviation insurers—now heading
into the year’s busiest renewal sea-
son—currently offer only $50 mil-
lion in limits for third-party war risk
liability coverage, though they con-
tinue to cover passenger war risk lia-
bility up to the limits of an all-risk
hull and liability policy.

Other insurers offer up to $1 bil-
lion in third-party coverage but
charge high premiums.

All of the war risk coverage is sub-
ject to cancellation after a seven-to-
30-day cancellation notice.

If the E.U. member states allow
their indemnification provisions to

expire and the European Union
does not approve the two mutuals
prior to any conflict between the
United States and Iraq, then the air-
lines would have to rely on the ex-
pensive coverage offered in the
market.

And if those insurers cancel their
war risk coverage because of a U.S.-
Iraqi conflict, then European air-
lines “are grounded,” the AEA
spokesman said.

“There are some underwriters in-
dicating that if there were an out-
break of war in the Middle East,
then their capital providers would
insist they withdraw from terrorism
coverage,” said Ken Coombes, se-
nior vp of the aviation division of
Marsh Specialty Operations Ltd. in
London.

“If the market withdraws and
there’s no Eurotime or Equitime, we
would have to go to the govern-
ments for indemnities. And if they
didn’t give the indemnities (for
third-party and passenger war risk
liabilities), then the airlines would
be grounded,” Mr. Coombes said.

An invasion of Iraq “could lead
to seven-day notices of cancella-
tion,” or cancellations with offers to
rewrite the coverage for additional
premium, said Ralf Oelssner, direc-
tor of corporate insurance for
Lufthansa German Airlines in
Cologne.

Some brokerage executives, how-
ever, said they do not expect whole-
sale cancellations of war risk cover-
age, especially for airlines with no
operations in the Mideast.

Marsh’s Mr. Russell said that he
expects underwriters, as they did
during the 1991 Persian Gulf War,
to impose territory restrictions on
where their war risk coverage would
apply. He did note, however, that
the Sept. 11 terrorist attacks have
changed the risk profile for airlines.

Wayne Wignes, the Chicago-
based president of Aon Aviation, a
unit of Aon Corp., said he does not
expect insurers to withdraw war risk
coverage, but instead write it “at a

'
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fairly significant price.”

The threat of war may accelerate
the implementation the two mutu-
als, said Jonathan Palmer Brown,
chairman of specialty at Aon Ltd. in
London. “My feeling is that this
should enormously help (govern-
ments) reach the right conclusion.”

If European Council transport
ministers at the Oct. 2 meeting do
not agree to back Eurotime or Glob-
altime, then they probably would
agree to extend the indemnities be-
yond the Oct. 31 expiration date,
Mr. Palmer Brown said. “I'm more
optimistic than I was before” that
some coverage solution will be
achieved, he said.

Meanwhile, the outbreak of war
in Iraq could upset plans to reduce
the aviation hull war risk surcharge,
which is up for renewal on Oct. 1,
Lufthansa’s Mr. Oelssner said.

Following the Sept. 11 terrorist
attacks and the destruction of four
Sri Lankan Airlines aircraft by rebel
fighters last year, aviation hull war
underwriters increased their rates
dramatically and imposed an addi-
tional hull war risk surcharge of 5
cents per $100 of fleet value. As a
result, the hull war risk market’s
gross premium increased to more
than $500 million from October
2001 to July 2002, compared with

Conference:

Continued from page 2

sion will be moderated by Martin J.
Ross 111, vp/publisher of Business In-
surance, and Steven Beigbeder, De-
loitte & Touche L.L.P.’s national
practice leader for workers compen-
sation and disability management
services.

The interactive spirit of the
roundtables is encouraged through-
out the conference, as attendees are
invited to ask questions and seek
advice on specific problems from
the moderators and panelists at the
end of each session and during so-
cial gatherings.

The conference will begin with a
keynote speech by Michael Philli-
pus, vp communications/external
affairs for the New York-based Risk
& Insurance Management Society
Inc. Mr. Phillipus, who is manager-
risk management for Pennzoil-
Quaker State Co. in Houston, will
highlight workers comp-related de-
velopments in the areas of legisla-

Market changes to be reviewed

tion, litigation and regulation.
Following his presentation, two
panels representing buyers and sell-
ers will discuss the current market.
Employers will present their experi-
ences in coping with higher premi-

Several sessions will
discuss ways employers
can manage workers
comp and related
disability claims,
including coping with
catastrophes.

ums, tighter underwriting scrutiny,
weighing the necessity of terrorism
insurance and exploring alternative
financing mechanisms. In their
panel, workers comp insurance in-
dustry representatives will discuss
factors behind the current tight
market conditions and strategies for

helping buyers find cost-effective
options and alternatives.

In addition, several sessions will
discuss ways that employers can
manage workers compensation and
related disability claims, including
coping with catastrophes, develop-
ing workable ergonomics and re-
turn-to-work programs, and reduc-
ing liabilities for automotive-related
claims.

Other panelists will discuss inte-
grated disability management, espe-
cially in light of a changing regula-
tory environment that is increas-
ingly concerned about protecting
an individual’s right to privacy.

The conference will close with a
luncheon workshop featuring a dis-
cussion of innovative technologies
designed to help employers prevent
and manage workers comp and dis-
ability claims.

The conference is presented with
assistance from IBF President and
Chief Executive Officer Alexandra

S

Scott and IBF Executive Conference
Producer Jennifer Fauci.

In addition, conference partici-
pants can earn 12 continuing edu-
cation credits from the California
Insurance Board.

Before the Sept. 27 deadline, the
discounted conference registration
fee is $675 for risk, benefit and safe-
ty professionals. The fee is $930 for
service providers. Discounts may be
available for IBF conference alumni
as well as for groups.

The registration fee entitles an at-
tendee to two lunches, two cocktail
receptions, two continental break-
fasts as well as refreshment breaks
throughout the conference.

Conference attendees seeking a
discounted rate of $199 for a sin-
gle/double hotel room should call
the hotel at 415-788-1234 by Sept.
27.

For additional details, contact
Ms. Fauci at IBF, 516-594-3000, ext.
19; or jenniferf@ibfconferences.com.

PHOTO:AFP

$46 million during the same period
a year earlier (BI, Aug. 5).

Broker executives say underwrit-
ers plan to reduce the hull war risk
surcharge to 3.75 cents or incorpo-
rate the surcharge into the overall
hull war risk premium.

“It doesn’t matter what they do,
as long as they reduce the bottom-
line cost,” said Mr. Oelssner.

Angus Roberts, aviation war risk
underwriter for Limit Underwriting
Ltd. at Lloyd’s of London, agreed
that some underwriters appear to be
reducing the surcharge and keeping
it separate from the original rate.

But, Mr. Roberts said his syndi-
cate would meld the surcharge into
the original hull war risk rate. The
results will be that “the overall pre-
mium will be reduced to the air-
line,” Mr. Roberts said.

But if the U.S. invades Iraq, the
number of aviation hull war risk
underwriters might decline and the
surcharge would not be reduced,
said Mr. Oelssner.

Senior Editor Dave Lenckus contribut-
ed to this article.
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For the Record

This roundup of news from the previous week is generated by
Br's daily news reporting. To get breaking news as it occurs, log
on to www.businessinsurance.com, or sign up online for free B/

Daily News by e-mail.

Class status denied
in drug litigation

Pfizer Inc. has won its motion
seeking to deny class-action status
to the multibillion-dollar product
liability litigation over the
controversial diabetes drug Rezulin.
U.S. District Court Judge Lewis A.
Kaplan ruled that the individual
claims of people who charge they
were harmed by the drug were too
disparate to be assembled into a
class. He noted that plaintiffs’
alleged injuries vary, with some
claiming heart problems and others
claiming liver damage stemming
from the use of Rezulin.

Cat reinsurance rates
up for third straight year

Although already-rising catastrophe
reinsurance rates were accelerated
by the Sept. 11, 2001, losses, this
year's average cat reinsurance rates
on line remain well below their 1993
peak, according to a Guy Carpenter &
Co. survey. This year's increases
represent the third straight year of
rate hikes, following six years of soft
market pricing, the report notes.
Rates for catastrophe property
coverage increased in all regions and
for practically all cedents.

Supreme Court refuses
to delay asbestos trial

The U.S. Supreme Court has refused
to delay a West Virginia asbestos
liability trial
involving about
8,000 plaintiffs
and 250
defendants. The
high court
rejected without comment requests
from Mobil Corp.—now part of
ExxonMobil-and Honeywell
International Inc. to delay the trial on
constitutional grounds. The trial is
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scheduled to begin Sept. 23 in the
Kanawha County Circuit Court.

White House recommends
cyber risk management

The availability and utilization of
cyber risk coverage for businesses
may expand if recommendations in a
White House report, “The National
Strategy to Secure Cyberspace,” are
realized. The report urges President
Bush's Critical Infrastructure
Protection Board to “work with the
insurance industry on ways to
expand the availability and utilization
of insurance for managing cyber
risk.” It includes an addendum
detailing the role that insurance can
play in working with businesses and
minimizing risks associated with
cyber security challenges.

9th Circuit clarifies
Jones Act eligibility

A seaman injured aboard a barge
that is incapable of navigating the
open seas but is routinely towed to
different ports would be eligible for
benefits under the Jones Act, a 9th
U.S. Circuit Court of Appeals panel
has ruled. While the ruling overturns
a lower court's decision, the 9th
Circuit panel did not decide whether
the injured plaintiff qualifies as a
seaman under the Jones Act. The

o
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panel remanded that issue to a lower
court. Sailors injured aboard ships
are compensated under the terms of
the federal Jones Act.

Berkley forms new
reinsurance underwriter

W.R. Berkley Corp. has formed an
underwriting management group to
write casualty facultative
reinsurance on a direct basis. BF Re
Underwriters L.L.C. will not affect the
operations of Facultative ReSources
Inc., another W.R. Berkley
reinsurance underwriting unit,
William R. Berkley, chairman and
chief executive officer of the parent
company, said in a statement.
Facultative ReSources underwrites
individual certificate and program
facultative reinsurance business.

Workers Compensation in
Philadelphia. The coverage is
designed for clients that self-insure
predictable losses and want
coverage for catastrophic events.
Coverage will be written above an
attachment point of $250,000 per
occurrence up to statutory limits for
qualified risks. The minimum
premium is $100,000.

Briefly noted

William J. Kelly, who served as
president of the Risk & Insurance
Management Society Inc. in 1995-
1996, is retiring after a 30-year
career in insurance and risk
management. Mr. Kelly retires as an
executive vp and financial institution
practice leader for Willis North
America Inc. in New York. He
previously served for 15 years

Diversity training not
boosting tolerance: Study
Despite stepped-up diversity training
in the workplace following last year's
terrorist attacks, there has been little
improvement in the tolerance
employees display toward
colleagues, a survey reveals. The
Society for Human Resource
Management polled 361 employers in
January and 202 employers in April.
While employers reported there was
no overall improvement in tolerance,
SHRM did find that 21% of
employees were much less or a little
less tolerant of ethnicity, while
another 21% were much more or a
little more tolerant. Results were
similar for race and religion.

New ACE unit offers
excess comp coverage

ACE Ltd. has formed a unit to
provide excess workers
compensation insurance. The stand-
alone coverage is written by ACE
Risk Management unit ARM Excess

Holocaust claims organizations
reach insurance funding accord

By MEG FLETCHER

WASHINGTON—A new agree-
ment between two organizations
working to ensure the settlement
of Holocaust-era insurance claims
ends a yearlong dispute over how
claims would be funded.

The agreement, which was
signed Wednesday, requires inter-
national insurers participating in
the International Commission on
Holocaust Era Insurance Claims to
tully fund their financial commit-
ments to funds administered by
Washington-based ICHEIC. The

insurers held that previous pay-
ments they had made to ICHEIC
of $36 million should partially
offset other payments owed to a
German foundation, whose $275
million in compensation pay-
ments will also be administered
by ICHEIC.

After a year of “grueling and
contentious” negotiations, the in-
surers “did the right thing”, ac-
cording to Nat Shapo, chair of the
National Assn. of Insurance Com-
missioners Holocaust Commis-
sion Task Force and director of the
Illinois Insurance Department.

The settlement also calls on for
insurers to produce “significant”
policyholder lists from their
archives, as well as to implement
a sophisticated process for match-
ing names to a new list of Jewish
residents in Germany during the
Nazi era, according to an NAIC
statement.

In addition, the current Sept. 30
claims deadline has been extend-
ed to March 31, 2003, to give the
public adequate time to review
the lists.

More information is available
from www.icheic.org.
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as a managing director at J.P.
Morgan & Co. Inc., with
responsibility for risk
management....Allianz A.G.
Holding will increase the
asbestos and environmental
reserves of its Fireman's Fund
Insurance Co. unit by $750
million, the Munich, Germany-
based insurer said....Zurich
Financial Services Group is

39

paying former Chairman and Chief
Executive Officer Rolf Hueppi 6.2
million Swiss francs ($4.1 million) in
severance compensation, ZFS said.
Mr. Hueppi resigned from the Zurich-
based insurer in April and was
replaced by James Schiro as CEO....A
Florida state court judge in Miami on
Friday reduced an award against
Philip Morris Cos. Inc. to $500,000
from $5.5 million. The cigarette
maker said it will appeal to seek
dismissal of the remainder of the
damages in the case, which was
brought by a flight attendant who
claims her chronic sinusitis was
caused by secondhand smoke on
airplanes....Metro-Goldwyn-Mayer
Inc. and American International
Specialty Lines Insurance Co. have
agreed to settle their dispute over
coverage in a long-running copyright
and trademark infringement case
involving the James Bond character
(BI, Sept. 16). Los Angeles Superior
Court Judge Peter Lichtman has
given the parties until Nov. 18 to
hammer out details, said MGM
attorney William M. Shernoff, a
partner with Shernoff Bidart &
Darras in Claremont, Calif....Kenneth
C. Bollier will retire as president of
California's State Compensation
Insurance Fund, effective Dec. 31.

Online Poll ;s -sr0:

Should the federal Family and Medical Leave Act be expanded so
employers are required to offer paid leave to employees?

35.5%

YES

64.5%

No

Take part in our weekly poll at www.businessinsurance.com

BI Stock Index [ 9/16- 9/20 1

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

Percentage change of Bl Stock Index vs. key indicators

BI Stock Index
1675.29

Largest gains

Meadowbrook Ins. Group 10.61%
Argonaut Group 8.67%
SCPIE Holdings Inc. 7.64%
Trenwick Group Ltd. 7.55%
Unico American Corp. 5.30%

Dow Jones
7986.02

S&P 500
845.39

Largest losses

Gainsco -33.33%
ING Groep N.V. -22.85%
SCOR -22.21%
AXA-UAP Group -18.93%
Allmerica Financial Co. -17.35%

Weekly change by market segment

Brokers
Insurers/Reinsurers
Managed Care Organizations

Source: CNET Investor (investor.cnet.com)

-5.04%
-5.13%
-4.371%
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GENERAL COMMERCIAL PROPERTY WORKERS
LIABILITY AUTO COMP

\\ That’s my job-to anticipate when

an accident might happen, and make
recommendations so that it doesn’t. I look

at blueprints for hidden hazards. You’d be
surprised what I notice-I'll see where an
unguarded floor opening might allow

workers to fall, or where a flagger might

be necessary to avoid traffic dangers.

Every layer of blueprints gets my scrutiny.

l, It helps our customers pre-plan, see the
:‘ .} potential problems and reduce the chance
of accidents before the job even starts.

Once construction begins, I can work

with site supervision to anticipate
additional on-site hazards. If you ask me,

it’s not construction projects that are

dangerous. It’s not planning ahead. ///

Our pre-planning program helped reduce one customer’s workers compensation

Liber
Mututa>im

losses by 85% in one year. Go to www.libertymutual.com/contracting to find out

more, or call 1-800-4-Liberty to contact a representative.
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