MH 09-26-05 A 1 9/23/05 7:02 PM Page 1

Bu

September 26, 2005

Late News

Nine insurers win
Part D approval

The Centers for Medicare and
Medicaid Services has approved
nine insurers to provide stand-
alone prescription drug coverage
nationwide under the Medicare
Part D prescription drug program
that starts Jan. 1, 2006. They are:
Aetna Life Insurance Co.;
Connecticut General Life
Insurance Co.; Medco;
MemberHealth Inc.; PacifiCare
Life & Health Insurance Co,;
Silverscript Insurance Co.;
UniCare; UnitedHealth Group Inc.;
and WellCare Health Plans Inc.
Several other companies have
been approved to provide
regional coverage.

Insurer seeks review
of Utah partner order

Utah's Public Employees Health
Program will ask a state court to
decide whether it can legally
provide domestic partner benefits
under an executive order signed
by Salt Lake City Mayor Rocky
Anderson. The mayor signed the
executive order Wednesday,
giving same-sex partners of city
workers some of the benefits
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Gulf coast exposed
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Few cover options as
storm season worsens

By GAVIN SOUTER
and SARAH VEYSEY

Some insurers and reinsurers already reeling
from losses from Hurricane Katrina were
scrambling to buy backup coverage before
Hurricane Rita struck the Gulf Coast last
week, but, for the most part, coverage was
unavailable or too expensive for many buy-
ers, reinsurance brokers say.

or industry loss warranty pro-
grams were wiped out were also
looking for additional protec-
tion, they say.

But although at least one in-
surer secured additional rein-
surance coverage, others
faced the storm without ad-
ditional protections in place.

As a result, many cedents will likely go

just wasn't time to secure additional cover-
age between Katrina striking and Rita barrel-
ing into the Gulf, said William J. Adamson,
chief executive officer of Carvill America Inc.
in Chicago.

“The window between losses was such

that there wasn’t the opportunity to get
backups purchased,” he said.

Although some reinsurers at midweek
were looking to secure industry loss war-
ranties, “very few people were offering to
sell, or the rates on line were such that no
one was willing to buy,” Mr. Adamson said.
Industry loss warranties, or ILWs, are index-
linked coverages that are triggered when to-
tal industry losses surpass an agreed amount.

BACK IN THE GAME?
Casinos consider options
in wake of Katrina.
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Marsh faces

more charges

nce

as Blumenthal

amends suit

Settling Spitzer charges

doesn’t end problems

By SALLY ROBERTS

HARTFORD, Conn.—Despite hopes of nationwide
adoption of its $850 million settlement reached with
New York Attorney General Eliot Spitzer earlier this
year, Marsh & McLennan Cos. Inc. is once again fac-

ing fraud and anti-com-

petition  charges—this
time from Connecticut
Attorney General Richard
Blumenthal.

Mr. Blumenthal last
week amended his pend-
ing lawsuit against MMC
to include new allega-
tions of bid rigging, price
fixing and illegal steering
against the world’s
largest brokerage.

est contingent commis-
sions and of developing a
scheme whereby insurers
agreed to provide Marsh
with fictitious quotes so
it could channel business
to favored insurers.
Nearly 300 Connecti-
cut clients of Marsh were
hurt by the illegal prac-

Richard Blumenthal

PHOTO: STEVEN E. FRISCHLING/
BLOOMBERG NEWS /LANDOV

allegations seek

money back for
hundreds of
Connecticut
consumers.”

flated premiums or by purchasing inferior insurance

coverage, Mr. Blumenthal charged.

“Our new and significant allegations seek money
back for the hundreds of Connecticut consumers—

See MARSH/page 27
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RENDEZ-VOUS REPORT
Katrina losses dominate talk
at annual reinsurance
meeting.
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Demand down for
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but need remains.
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Catastrophe-prone areas
to pay more for coverage

Attendees at the NAPSLO conference also
heard that prices could rise elsewhere.
Page 4

Few risk management cases
on high court's docket

That could change with the confirmation of
John G. Roberts as chief justice.
Page 4

Mississippi lawsuit could
bring deluge of new problems

Forcing personal lines insurers to pay for
excluded flood damage could impact the
commercial market, an editorial says.
Page 8

Swett & Crawford's new owners
expect to expand wholesale broker

By ROBERTO CENICEROS

WOODLAND HILLS, Calif.—Swett & Craw-
ford Group will start a growth phase follow-
ing its purchase by a group of investors,
which was announced last week.

The nation’s largest wholesale brokerage
will hire more brokers and eventually acquire
other wholesalers as it seeks to make the most
of its new independence, the investors say.

But the long-term ownership of Swett &
Crawford, like other companies owned by eg-
uity groups, is still unknown, as investors will
eventually need to cash in their stakes.

Aon Corp. announced last week that it
reached a definitive agreement to sell Swett &
Crawford to an investor group for an undis-
closed amount. The group includes private
equity investment firm Hicks, Muse, Tate &
Furst Inc.; Banc of America Capital Investors;

Swett at a glance

Premium volume $2,775,000,000
Gross revenues $246,143,000*
Employees 850
Wholesale employees 850
Commercial lines 99%
Admitted business 39%
Nonadmitted business 61%

* Bl estimate
Source: Bl survey

and Emerald Capital Group Ltd., a private
consulting and investment firm.

The deal is expected to close in 45 to 60
days.

Under Aon’s ownership, Swett has long
been under a hiring freeze, said Andrew

Equitable drops lawsuit
against Ernst & Young

Failed insurer will pursue a claim against 15
of its former directors.
Page 25

Online poll - [ 9/19 - 9/23 ]

Do you think Hurricane Katrina increases
or decreases the chances that Congress
will extend some version of the Terrorism
Risk Insurance Act before TRIA expires on
Dec. 31?7

Jim

60.78%
Increases

17.65%
Decreases

21.57%
Not certain

Participate in BI's online polls at
www.businessinsurance.com.
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Rosen, a partner at Dallas-based HMTF, which
is the controlling investor. But HMTF expects
that under its leadership, Woodland Hills,
Calif.-based Swett will expand its brokerage
and underwriting functions through hiring
and acquisitions.

“It's an opportunity for us to lift that freeze
and start adding people,” Mr. Rosen said. Aon
announced in February that it planned to sell
Swett & Crawford.

The wholesaler will now look to expand
into regions where it formerly lacked offices,
added David Hartoch, Swett & Crawford’s
chairman and chief executive officer. Poten-
tial areas of expansion include Arizona, Neva-
da, Florida and Tennessee.

Mr. Hartoch said that the wholesaler’s
headquarters will move to Atlanta, where

See SWETT/page 28

American Airlines teams
with doctors,
to improve quality care

By JOANNE WOJCIK

DALLAS—In an rare three-way initiative,
a large employer is teaming up with
physicians and a health plan in an at-
tempt to directly influence how well the
doctors who regularly treat its employees
follow established medical treatment
guidelines for cardiac care.

The project, which began in June but
was just announced publicly, is believed

health plan

the project.

Many employers have active health
promotion and disease management pro-
grams, but their effectiveness is often
stymied by a lack of involvement by em-
ployees’ personal physicians in a proac-

tive care management process, said Vir-
ginia Nisbet, health strategies director at
American Airlines and president of the
Dallas-Fort Worth Business Group on
Health, which is spearheading the pro-

“This differs from our exist-
ing wellness programs in that
we are working directly with
area physicians and our health
plan administrator to proac-
tively manage the care of at-
risk patients,” said Ms. Nisbet.

“It’s not a disease manage-
ment program,” insisted Dr.
Solomon. “This is really the
first time in our market and

to be the first time that a group of physi-
cians, an employer and a health plan
have collaborated on standards to im-
prove the quality of care for a particular
health condition.

Participants include 55,000 of Ameri-
can Airlines’ Dallas- and Fort Worth-
based employees and their family mem-
bers, and 98 north Texas physicians who
regularly treat those patients as part of
UnitedHealth Group Inc. provider net-
works. Minnetonka, Minn.-based United-
Health administers American Airlines’
self-insured health benefit plan.

“By working collaboratively with pri-
mary care physicians who are treating
American Airlines’” DFW-based employ-
ees, we will model an outpatient care im-
provement project,” said Dr. Paul
Solomon, market medical director for
UnitedHealth in Dallas.

Although at first blush the program
may look like a typical disease manage-
ment program, it is much more than that,
according to those who are involved in

maybe in other markets that a
business coalition, a large employer and
health insurance company have part-
nered together in an innovative way to
demonstrate that quality improvement
really has many stakeholders.”

Before the cardiac care improvement
project began, UnitedHealth established
baselines of both patients’ conditions and
physicians’ adherence to established
treatment protocols.

“We've identified from claims data the
presence or absence of those tests...that
indicate whether a physician is perform-
ing these recommended interventions,”
Dr. Solomon explained.

The doctors were also given checklists
to remind them which tests should be
performed regularly on patients who ei-
ther already have cardiovascular disease
or who have conditions that may lead to
heart disease, such as hypertension and
high cholesterol.

As the program progresses, the partici-

See HEALTH/page 26
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BP P.L.C. was self-insured for the losses related to a
March 23 explosion at a refinery in Texas.

BP to pay S21 million
in plant blast deaths

By MEG FLETCHER

WASHINGTON—BP Products North America Inc. will
pay a fine of $21.4 million for safety and health viola-
tions following a March 23 explosion at its Texas City,
Texas, refining plant that killed 15 workers and in-
jured more than 170 others.

The Occupational Safety and Health Administra-
tion, which announced that record fine last week,
also required the Chicago-based subsidiary of BP
P.L.C. in London to obtain consulting services from a
process safety manager and communications expert.

“BP has accepted responsibility for the March 23
explosion,” although under the terms of the agree-
ment, “BP does not admit the alleged violations or
agree with the way OSHA has characterized them,” ac-
cording to a BP statement.

BP, which is self-insured for its losses related to the
plant blast, has set aside $700 million to compensate
victims and is working to resolve claims, a BP Prod-
ucts spokesman said.

In addition, BP Products appointed three new man-
agers at the refinery. It also leased offsite offices for
workers whose presence is not required at the refin-
ery, following the deaths of workers in office trailers
near the site of the explosion.

In a report issued in May, BP said the explosion oc-
curred because managers and operators overfilled a
tower with combustible fluids at the isomerization
unit that produces components of unleaded regular
gasoline. The fluid level was 20 times higher than it
should have been, according to the report.
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Whistleblower retaliation claims challenging employers

Cases growing rapidly since Sarbanes-Oxley Act introduced

By JUDY GREENWALD

Employers can expect to face a
growing number of retaliation
claims by employees under the
whistleblower provisions of the
2002 Sarbanes-Oxley Act, say ob-
servers.

“It’s a continuing and increasing
distraction for employers,” said at-
torney Phillip M. Berkowitz, with
Nixon Peabody in New York.
“These aren’t going away.”

While from one perspective, Sar-
banes-Oxley is just one of the many
laws employers already cope with,

its whistleblower provisions also
present unique challenges, say ob-
servers. Among them is that em-
ployers may find themselves forced
to reinstate terminated employees
even before their retaliation com-
plaint is resolved.

Section 806 of the 2002 Sarbanes-
Oxley Act provides legal protection
against retaliation to employees of
public companies who report sus-
pected corporate fraud or other ac-
tivities related to fraud against
shareholders. Employers subject to
its prohibitions include publicly
traded companies as well as their

subsidiaries, contractors and share-
holders.

Employees who believe they
have been retaliated against because
of their whistleblowing activity
must file a claim with the U.S. De-
partment of Labor within 90 days
of the alleged retaliatory act.

If an administrative law judge of
the Labor Department’s Occupa-
tional Safety & Health Administra-
tion fails to reach a decision within
180 days—which observers say is
increasingly likely given its growing
case load—employees can have
their cases heard in federal court.

Complaints growing

Retaliation claims have risen
sharply since 2002.

CASES RECEIVED
251

Cumulative for
2002-2005: 584

2002 2003 2004 2005

Source: Department of Labor

Employers may have to reinstate
the employee, and pay back wages
with interest as well as compensa-
tion for any special damages sus-
tained as a result of the discrimina-
tion, including litigation costs.

The number of cases filed is
growing fast. According to the La-
bor Department, there were 251
cases filed this year as of Sept. 12,
compared with 184 for all of 2004.

So far, employers largely have
been successful in defending these
claims. Out of the 491 complaint
determinations since 2002, which
includes multiple complainants
from individual cases, 343 were dis-

See RETALIATE / page 27

Chief Justice nominee John G. Roberts has indicated he would like to see
the Supreme Court take on a larger case load.

High court to tackle
few liability cases
in upcoming term

By MARK A. HOFMANN

WASHINGTON—The U.S. Supreme
Court approaches its new term with
few risk management-related cases
on its docket, but court observers
say that could change in the not-
too-distant future.

One factor that could change the
court’s agenda is the pending—and
nearly certain—Senate approval of
the nomination of U.S. Appeals
Court Judge John G. Roberts as
chief justice.

As David C. Frederick—a partner
in the Washington law firm Kel-
logg, Huber, Hansen, Todd, Evans
& Figel—noted in two previews of
the coming Supreme Court term
last week, Judge Roberts has indicat-
ed that he would like the high court
to accept more cases for review.

In addition, both Mr. Frederick
and Roy T. Englert Jr—a partner in
the Washington law firm of Rob-
bins, Russell, Englert, Orseck & Un-
tereiner L.L.P—said during a pre-
view at the Washington Legal
Foundation that issues involving
application of the new Class Action
Fairness Act and states’ treatment of
class actions are likely to wend their

way through the lower courts to the
high court in the next few years.

The aftermath of Hurricane Katri-
na could also give rise to a “whole
host of claims” that will make it to
the Supreme Court, Mr. Frederick
said last week during a court pre-
view at the National Chamber Liti-
gation Center Inc. Claims involving
environmental impairment, insur-
ance disputes and even charges
against the federal government are
likely to arise, he said.

“Certainly, in the insurance in-
dustry, there’s got to be a lot of ap-
prehension,” he said.

The Supreme Court’s decision in
State Farm Mutual Automobile Insur-
ance Co. vs. Campbell, which held
that under most circumstances,
punitive damages that exceed actu-
al damages by double-digit multi-
ples are unconstitutional, is also
likely to generate more review, said
Gene C. Schaerr, litigation partner
in the Washington office of Win-
ston & Strawn L.L.P.

In that 2003 ruling, the court also
held that in some cases, punitive
damages that exceed the underly-

See COURT/page 24

NYC mayor doesn’t buy bill requiring
grocers to fund health care benefits

By JERRY GEISEL

NEW YORK—New York Mayor Michael Bloomberg has ve-
toed legislation that would require grocery stores and other
retailers selling groceries to make a substantial contribution
toward their employees’ health insurance coverage costs.
The legislation would apply to grocery stores with at least
35 employees or other retail stores with 10,000 square feet of

food products.

Covered employers would be required to contribute an
amount equal to the prevailing employer contributions New
York City grocers now make towards their employees’ health

insurance coverage.

New York City would conduct surveys to determine this
amount. The Brennan Center for Justice, a public policy
think tank in New York, estimates that amount currently is
about $2.50 to $3.00 per employee per hour.

Employers covered by the mandate would have broad flex-
ibility in how they make the contributions. For example, em-
ployers could contribute the funds to employees’ health sav-
ings accounts or reimburse employees’ for their medical

claims.

In his veto message, Mayor Bloomberg said the measure,

New York Mayor Michael Bloomberg says an

effort to force grocers to make health care

See MANDATE / page 6

contributions is pre-empted by ERISA.

E&S market sees rate growth
resulting from storm losses

By ROBERTO CENICEROS

SAN FRANCISCO—Hurricane Kat-
rina losses will force more policy-
holders in catastrophe-prone areas
to layer property coverage and pay
more to obtain desired limits, sur-
plus lines insurers and brokers say.

Prices are also likely to rise, or at
least halt their recent decline, even
for properties located away from
catastrophe areas as some insurers
and reinsurers look to recoup hurri-
cane-related losses, the attendees at
the National Assn. of Professional
Surplus Lines Offices Ltd.’s annual
convention said.

But while some insurers will re-
duce their capacity, wholesalers at-
tending the convention say that
other surplus lines insurers that did
not previously insure Gulf Coast
risks are already stating that they
will now offer coverage in the re-

e

gion as prices rise.

Surplus lines casualty business
could also see an impact as insurers
attempt to maintain profitability in
the wake of Katrina, brokers, insur-
ers and managing general agents
added.

NAPSLO’s annual meeting pro-
vides wholesalers, surplus lines in-
surers and managing general agents
a venue to reinforce their relation-
ships and discuss future coverage
arrangements. Hurricane Katrina
dominated many discussions dur-
ing the convention held Sept. 14-18
in San Francisco, before Hurricane

More
NAPSLO
coverage
appears
. onh page 28

Rita threatened the Gulf Coast.

Some property insurers talked of
raising rates by 10% or at least hold-
ing them flat for catastrophe area
coverage while others have already
begun restricting their available
limits, said Ronda Whaley, a sur-
plus lines property broker for
wholesaler Brown & Riding in Los
Angeles.

Some property markets may pull
back from catastrophe-prone areas,
which would increase pricing pres-
sure, said Shaun E. Kelly, president
of Lexington Insurance Co., a
Boston-based surplus lines unit of
American International Group. But
that would create additional need
for non-admitted insurers with the
financial wherewithal to step up
their coverage.

He said his message to clients at

See NAPSLO / page 28
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Webinar to help buyers prepare
for risk of TRIA's nonrenewal

Time is running out for Congress to act on renewing
the Terrorism Risk Insurance Act.

What this might mean for your business and the
insurance industry is the subject of an upcoming on-
line panel discussion sponsored by Business In-
surance. This webinar—a free, hour-long
audio program online—is scheduled for
1:30 p.m. EDT Oct. 12.

The panelists for this event, “A
World Without TRIA: Why A Terror-
ism Insurance Backstop is Vital,”
are: Ramani Ayer, chairman and
chief executive officer of The Hart-
ford Financial Services Group Inc.;

Bradley Wood, senior vp-risk manage-

ment of Marriott International Inc.; and

Joel Wood, senior-vp of government af-

fairs for the Council of Insurance Agents &
Brokers. The discussion will be moderated by Busi-
ness Insurance Senior Editor Mark A. Hofmann.

These experts will discuss the challenges of winning

congressional approval for TRIA, what impact Hurri-
cane Katrina will have on reauthorization efforts, why
they believe TRIA is vital to U.S. businesses and the in-
surance industry, and how businesses and insurers
should plan for the possibility that the act will
not be extended, resulting in a loss of a fed-
eral backstop of insurance coverage for fu-

ture terrorism risks.

Anyone concerned with the TRIA
reauthorization efforts should at-
tend, including risk managers, bro-
kers, insurers, reinsurers, regulators
and industry association executives.

Register today to attend this free

online panel discussion by visiting:
www.businessinsurance.com/webinars.
Registered attendees of the live event
will have the opportunity to ask questions of
the panelists. In case you are unable to attend the
live event, an archived version of the live webinar
will be available afterward at the above URL.

Mandate: Bloomberg vetoes benefit legislation

Continued from page 4
while well-intentioned, “suffers
from several legal deficiencies that
render the bill invalid,” the most
significant being that it is pre-empt-
ed by the federal Employee Retire-
ment Income Security Act.

“Numerous judicial decisions
have struck down as pre-empted
state and local laws mandating em-
ployee benefit structures,” Mayor
Bloomberg said.

Mayor Bloomberg also said the

mandate was “arbitrary and capri-
cious” and would not be an “effec-
tive mandate for the countless
workers and families across New
York City who would remain unin-
sured under this proposal.”

Backers of the mandate said they
were disappointed with the may-
oral veto.

“This is innovative legislation
that expands health care for thou-
sands of New Yorkers and protects
responsible businesses and taxpay-

ers. These seem like principles the
administration would support,”
said Adrianne Shropshire, executive
director of Jobs with Justice, a coali-
tion of more than 75 labor and
community organizations in New
York.

An effort is expected by the City
Council to override the mayoral
veto. Thirty-four votes are necessary
for an override. The City Council
approved the measure in August on
a 46-1 vote.

PAUL WINSTON

Editorial Director

Short short games head

Business often relies on analogies
drawn from games to illustrate a
point. You step up to the plate.
You roll the dice. You're just a
pawn. You do not pass “Go.”

Similarly, games are often de-
signed to mirror real life. The
struggle between the haves and
have nots (Monopoly). Geopolitics
and colonialism (Risk). The freak-
ish ability of some to retain useless
information (Trivial Pursuit).

But some games, especially clas-
sic board games, do not hold up as
well today, I feel, and could use
some updating.

Take Monopoly, for example,
which was developed in the 1930s
and remains one of the best-sell-
ing games of all time. At the time,
being sent to jail or being driven
into bankruptcy under a crushing
load of bills was seen as the worst
that could happen.

Today, Monopoly could use a bit
more verisimilitude. How about a
card that says a Superfund site was
found on Baltic Avenue, and you
have to foot the bill for the
cleanup? Or maybe a card that says
you tripped on Park Place and
sprained your ankle, allowing you
to sue the owner for pain and suf-
fering? Or one that says your prop-
erty is plagued with toxic mold, so
you have to pay every player who
lands there for fear of becoming ill?

And where is the reality in just
being able to buy homes and
plunk them down on your proper-
ty? I know mortgage rates are low,
but all those homes—and espe-
cially the hotels—should require
players to shell out for big umbrel-
la policies, too.

At the very least, the game
would go a lot faster, as players
would be quickly wiped out by
unforeseen liabilities, rather than
slowly bled to death by tax and
mortgage burdens.

Operation was a fun game when
it came out, mostly because it used
electricity to raise the stakes. If you
made a mistake, the patient would
buzz and his nose would light up.
In fact, it was fun to screw up.

Today, the surgical tweezers
should be electrified, giving the
player a jolt at any misstep. That
would be the shock of malpractice
lawsuits. A second jolt would rep-
resent the high cost of malpractice
insurance premiums.

To simulate the restraints im-
posed by managed care, players
would have to perform their deli-
cate operations with their eyes
closed and using the opposite
hand.

Mr. Potato Head and Cootie
Bug were once harmless fun. To-
day, assembling these odd little

creatures might hit a little too
close to home. That's because of
the nefarious threat of genetically
modified food and what it might
mean for plants, insects and hu-
mans. Suddenly, having an eye-
ball where an ear should be isn’t
as playful and amusing anymore.

Some games clearly are
anachronisms from a bygone era.
Candyland? Today, we know that
encouraging gluttony is bad, espe-
cially when aimed at children.
Just ask McDonald’s. Chutes and
Ladders? Sorry, but few play-
grounds today even have such
dangerous equipment for fear of
injuries and the resulting lawsuits.

In fact, maybe it’s time for a
new board game that captures the
spirit of our times.

It could be called Sue Every-
body! Players would roll dice to
move their game pieces along a
path. The goal would be to amass
income and property as you go,
and reach the end without being
sued penniless.

Along the way, players would
have an opportunity to purchase
insurance and legal services for
protection. If their luck holds out,
they might make it all the way
without any disasters.

But throughout the course
would lurk numerous risks. Several
spots would include lawsuits, al-
lowing a player to sue a competitor.
A roll of the dice would determine
the size of jury awards. Class action
cards would allow all other players
to join in and sue a lone player.

Players caught in such legal
quagmires would hope to have
picked up insurance and defense
cards along the way. But a roll of
the dice would determine their ef-
fectiveness, too. Sometimes, the
player will come out ahead, some-
times he or she won't.

Other spots could feature such
perils as coverage disputes, requir-
ing a player to forfeit the protec-
tion of an insurance policy. Reser-
vation of rights cards. Or the
sleeping defense counsel card.

The game would capture all the
mindless glee of being able to sue
someone else into oblivion, as
well as the persistent dread of
moving through a risky landscape
fearing a lawsuit or ineffective in-
surance or legal representation.

What family wouldn’t love to
pull this board game out and teach
their children such valuable lessons
about the world we live in. Don’t
steal my idea, though, or I'll sue.

Editorial director Paul Winston is on
vacation. This commentary is from
the BI archives and was originally
published on Feb. 10, 2003.

Editorial Director Paul Winston's ccommentary appears fortnightly.
He can be reached at pwinston@businessinsurance.com
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Schillerstrom

Forcing flood payouts
will create more problems

WHILE WE DON’'T WANT to appear
heartless in the wake of Hurricane Katrina,
we can find nothing to recommend Missis-
sippi Attorney General Jim Hood's effort to
help hurricane victims by suing insurance
companies to, in effect, make them provide
coverage for a peril—flood damage—they
specifically exclude.

The suit doesn't specifically say that insur-
ers have to cover flood damage. It seeks to
bar them from getting policyholders to sign
forms acknowledging that there is flood
damage to a property. Mr. Hood says that the
insurers can deal with the forms later—right
now, they should pay up.

The issue is a personal lines one, for the
moment. If Mr. Hood prevails, the results
could have unfortunate effects on the com-
mercial lines marketplace as well.

If the courts interpret insurance polices as
covering a specifically excluded peril, insur-
ers will find themselves in a difficult situa-
tion, with serious public policy implications.

At a minimum, insurers will become em-
broiled in disputes with their reinsurers, who
won'’t, without a fight, pay for a loss they
didn’t intend to reinsure in the first place. In
the event that reinsurers win those battles,
the insurers themselves will face the possibil-
ity of insolvency, which will put more finan-
cial pressure on remaining insurers. And if
both insurers and reinsurers are forced to pay
for excluded flood coverage, all policyholders
in the affected regions, at least, should expect
even bigger rate hikes at renewals.

Meanwhile, politically ambitious attorneys

general in other states will certainly follow
suit—pardon the choice of words. Private
bad-faith lawsuits inevitably would follow.

And such political grandstanding is partic-
ularly dangerous given that we appear to be
in the midst of perhaps 20-plus years of
above average hurricane activity. Requiring
insurers to pay flood claims that they specifi-
cally excluded will provide a perverse incen-
tive to build in hurricane exposed areas.

The result could be the emergence of a vi-
cious cycle. Faced with the possibility of in-
solvency, insurers will be forced to withdraw
from states that require them to toss the un-
derwriting guides.

By surrendering their personal lines licens-
es, the chances are good that insurers will
have to surrender their commercial lines li-
censes as well. That happened in Mas-
sachusetts in the late 1980s as insurers balked
at writing personal auto coverage in a diffi-
cult market.

Therefore risk managers have a definite
stake in this. Fewer insurers means fewer
choices. In what promises to be a hardening
property market—perhaps accelerated by
Rita—that’s bad news.

No one can understate the seriousness of
the tragedy Hurricane Katrina has wrought.
The situation faced by residents of the Gulf
Coast is indeed bad, and must be alleviated.
Unfortunately, actions such as Mr. Hood’s,
designed to make that situation better, can
only make it worse, and make it worse for
people and enterprises far beyond the hurri-
cane’s impact zone.
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Relief welcome but should be expanded beyond Katrina

SPEED IS NOT A WORD that usually
comes to mind when describing the pace at
which federal legislators or regulators consid-
er employee benefit issues.

Indeed, it is not uncommon for years to
pass before legislators and regulators act on
an issue.

Given that track record, it is a surprise, a
pleasant one, to see how quickly both the leg-
islative and regulatory branches have respond-
ed to resolve some benefit issues—important
ones—affecting victims of Hurricane Katrina.

Congress, as we report on page 30, just
three weeks after Katrina hit the Gulf Coast,

passed a tax relief bill that, among other
things, waives, for Katrina victims, the 10%
penalty tax that applies on pre-retirement dis-
tributions from savings and pension plans,
while increasing the maximum loan amounts
that can be borrowed from savings plans.

Regulators also have responded with great
speed. Last week, the Department of Labor
and the Internal Revenue Service issued rules
that will give Katrina victims more time to de-
cide whether or not to opt for COBRA health
care continuation coverage provided by their
former employers, as well as more time to pay
COBRA premiums.

And earlier this month, the IRS relaxed cer-
tain procedural requirements to make it easier
for Katrina victims to make hardship with-
drawals or borrow funds from their 401(k)
plans.

Certainly, all these actions are necessary—
given the losses suffered by those affected by
Katrina—and we applaud the speed at which
legislators and regulators have acted.

Still, we are troubled at the way legislators
and regulators have applied the relief. Basing
the applicability of relief on geography strikes
us as not quite right. Is it fair, for example,
that an individual who lived in New Orleans

and whose house was washed away by Katri-
na-driven floods should be able to take a
401(k) plan distribution without paying a pre-
retirement penalty tax, while an individual
living in Kansas whose house was destroyed
by a tornado would not be entitled to the
same tax relief?

We think not. We hope legislators, and
perhaps regulators, examine in the months
ahead if geography should be the sole criteria
in providing benefit plan relief or whether
there should be a broader basis for such deter-
minations and if the determinations can be
made on a permanent, not ad-hoc basis.
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Katrina reverses downward rate trends

New storms
could firm
conditions
dramatically

By GAVIN SOUTER,
and SARAH VEYSEY

MONTE CARLO, Monaco—The
downward trend in reinsurance
rates has been abruptly reversed as a
result of Hurricane Katrina, but, like
the size of the loss itself, the extent
and range of rate increases remains
unclear.

U.S. property catastrophe rates
are almost sure to see large increas-
es, as are marine and energy rates
for risks in the Gulf of Mexico, rein-
surers and brokers say.

But how large a range of rate in-
creases will be imposed on property
accounts outside of the affected re-
gion, as well as the extent of any ca-
sualty reinsurance rate hikes, will
not be known for several more
weeks or months, they say.

Coverage terms will also like-
ly see changes but, given the
restrictions that have re-
mained in place since the
hard market of the past
four years, there is little
scope for limiting cover-
age, they say.

Despite the uncertainty
that surrounds the extent of
reinsurance losses from the
storm, most observers say the in-
dustry as a whole should be able to
bear the losses and move forward.

However, the impact of addition-
al storms this season—such as Hur-
ricane Rita—could alter the situa-
tion dramatically.

Though capacity may be tighter
at year-end renewals, due in part to
restricted retrocessional capacity,
the Katrina losses are unlikely to
lead to a slew of startup reinsurers
in the same way that new reinsurers
were rushed in to fill capacity gaps
after Hurricane Andrew in 1992
and the World Trade Center losses
in 2001, they say (see story, page
16).

Although Katrina will lead to sig-

Reinsurers gather annually in
hotels and cafes near the Grand
Casino du Monte Carlo in Monaco
to discuss trends in the industry.
This year, Hurricane Katrina
dominated discussions at the
Rendez-Vous de Septembre.

nificant changes in the reinsurance
market, the event has not shocked
that market in the same way as the
Sept. 11, 2001, terrorist attacks, nor
has it come at a time when the rein-
surance market had seen several
years of depressed prices, as was the
case in 1992.

As a result, the market is in good
shape to meet its obligations from
Katrina even though the storm
could produce the largest ever loss
to the insurance and reinsurance
markets, they said at the 49th an-
nual Rendez-Vous de Septembre
held earlier this month in Monte
Carlo, Monaco.

The Rendez-Vous is the tradition-
al start of the year-end renewal sea-

"It will be a market-changing event, but it is
unclear how significant the change will be.”

Dwight R. Evans
Arch Worldwide Reinsurance Group

son. Senior executives from reinsur-
ers, brokers and cedents descend on
the tiny principality for one week
and hold numerous meetings in
cafes and hotel lobbies to gauge the
mood of the market and begin the
negotiation process.

In the weeks prior to the 2005
meeting, the expectation was that
participants would generally be dis-

cussing how far rates would decline.
Everything changed, however, on
Aug. 29, when Hurricane Katrina
ripped into Louisiana, Mississippi
and Alabama, causing widespread
wind and flood damage. On Sept. 9,
the day before the Rendez-Vous be-
gan, Risk Management Solutions
Inc. revised its estimated Katrina
losses to $40 billion to $60 billion,

Coming next: Readers Choice Awards ... Oct. 10

which would make it the largest in-
sured loss in history.

Winds of change

The potential effects of the storm
on the insurance market dominated
discussions at the meeting, with
most participants viewing Katrina
as a market-changing event.

“It will be a market-changing
event, but it is unclear how signifi-
cant the change will be,” said
Dwight R. Evans, chairman and
CEO of Arch Worldwide Reinsur-
ance Group in Hamilton, Bermuda.

What areas of the reinsurance
market will be affected by the loss

See RENDEZ-VOUS/page 12
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Reinsurers, insurers and brokers often visit the Cafe de Paris, a prime meet-
ing spot at the Rendez-Vous de Septembre in Monte Carlo.
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and how they will be affected will
largely depend on the ultimate size
of the insured losses, he said.

Property and marine and energy
exposures will almost certainly see
sharp increases in pricing and
changes in coverage terms. The
retrocessional reinsurance market
will also feel a severe impact from
the loss (see story, page 15). But it is
still unclear whether the casualty
reinsurance market will be affected
as well, Mr. Evans said.

David Foreman, chief underwrit-
ing officer at London-based Wel-
lington Underwriting P.L.C., said
that before Hurricane Katrina, the

company had planned to reduce
its underwriting capacity at Lloyd’s
of London because of softening
rates. “But this event has changed
things,” he said.

Hurricane Katrina will result in
a significant reinsurance loss that
will “at least partially change the
market,” according to Benjamin
Gentsch, executive vp for specialty
lines at Zug, Switzerland-based
Converium Holding Ltd. “No one is
talking about price reductions,” he
said.

The losses from Katrina will clear-
ly be more than “an earnings
event” for the reinsurance market,
said Henry C.V. Keeling, chief exec-
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utive of XL Re in London, a unit of
XL Capital Ltd. If, for example, the
ultimate insurance loss is $50 bil-
lion and about half of that is paid
by reinsurers, the loss will eclipse
the annual earnings of the reinsur-
ance industry.

Before the hurricane, “property
rates were sliding, and the softening
market was beginning to gain mo-
mentum,” said Adam Fox, a senior
partner at London-based broker
Glencairn Ltd. “That has stopped.”

The effect of Hurricane Katrina,
recent European flooding and the
fear of further “climatic events”
means that “globally, no one will
be getting property reinsurance
rates any cheaper,” he said.

Property catastrophe reinsurance
rates will certainly increase as a re-
sult of the Katrina losses and other
catastrophe losses in 2005, said Rick
Pagnani, president of the reinsur-
ance division at Quanta U.S. Hold-
ings Inc. in New York. “And not
just in the U.S. We'll see increases
by peril and by zone.”

“On property catastrophe rates,
very obviously, rates will increase,”
probably an average of 25% for af-
fected accounts, said Hans D. Rohlf,
managing director and chief under-
writing officer of Hannover Rein-
surance Co.’s North American
Treaty Division.

Konrad Rentrup, president and
CEO of Hannover Re (Bermuda)
Ltd., said that U.S. property catas-
trophe business, especially that
with windstorm exposure, likely
will see rate increases of between
25% and 30%, he said. For U.S.
property catastrophe business that
is not windstorm exposed, rate in-
creases of between 10% and 15%
are likely, he said.

Indeed, catastrophe business defi-
nitely will see rate increases, said
Victor Peignet, managing director
of the nonlife operations of Paris-
based SCOR S.A. But the loss will
also likely have a global effect, and
rates will stabilize across the board,
he said.

Wide impact

Hurricane Katrina losses will have
an impact “everywhere,” said Niko-
laus von Bomhard, chairman of the
board of management of Munich
Reinsurance Co. in Munich, Ger-
many.

Prices for catastrophe reinsurance
certainly will rise as a result of the
loss, he said, while rates for marine
energy also will be affected, and avi-
ation reinsurance rates also may rise
as an indirect consequence of the
loss. Rate increases are likely “pretty
much across the book,” he said,
with the only possible exception
being casualty business.

Katrina “is not a straight wind
loss. In the end, maybe 60% will be
wind, and the other parts will be
flood and casualty elements—even
workers compensation, pollution,”
said Mr. Rohlf. “It's a much more
complicated loss than the hurri-
canes were last year.”

As a result, Mr. Rohlf said he ex-
pects Katrina will lead to discus-
sions on increasing rates for casual-
ty as well as property risks.

See RENDEZ-VOUS/page 14
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year at its annual reception during the Rendez-Vous.
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“D&O will not make any money
in 2005, so things have to change.
Will (the market condition follow-
ing Katrina) have an effect on mid-
dle-market umbrellas? I think it
will,” he said.

Average casualty rate increases
for all accounts will perhaps be
10%, with larger accounts seeing
even bigger hikes, Mr. Rohlf said.

Unlike the four hurricane losses
last year, losses from Hurricane Kat-
rina largely will hit the reinsurance
market “and so one can expect, on
a worldwide basis, prices will go
up,” said Mr. Rentrup of Hannover
Re (Bermuda).

But the market must be careful
about how it reacts to the hurri-
cane, said Glencairn’s Mr. Fox.
Reinsurance buyers in areas totally
unaffected by the hurricane may
not be happy about accepting, say,
a 10% rate hike, he noted.

“Reinsurers are trying to test the
waters” about how far rates can be
raised, Mr. Fox said.

Some observers, however, said
that the impact of Katrina could be
limited. The degree to which rates
will increase is uncertain because
the size of potential losses is still so
uncertain, said Seymour Matthews,
managing director of the reinsur-
ance division at broker Heath Lam-

bert Group in London.

But the event is unlikely to have
an effect on reinsurance worldwide,
he said.

“In the past, the whole world
would have paid,” he noted. But, he
said, it is unlikely that rates for
Asian reinsurance business, for ex-
ample, will be hiked as a result of
Hurricane Katrina losses. Those
rates might stabilize, but unless
there is a local-market event such as
a typhoon, it is unlikely that rates
in that area would drastically in-
crease, Mr. Matthews said.

Ultimate losses

Whether global reinsurance ca-
pacity will shrink for 2006 will de-
pend in part on the ultimate mar-
ketwide loss from Katrina, said
Jonathan Isherwood, president of
global property products for GE In-
surance Solutions in Munich, Ger-
many.

“Does this end up as a $20 billion
event, with all the residential flood
loss being picked up by the govern-
ment? If this is a $40 billion to $45
billion event, it’s a completely dif-
ferent game” for the industry, Mr.
Isherwood said. “If (underwriters)
are hurting, there will be a capacity
pullout.”

Kenneth LeStrange, CEO of Pem-
broke, Bermuda-based Endurance
Specialty Holdings Ltd., said, “We
would expect that pricing and
terms and conditions will have
moved significantly” after the Jan-
uary renewals, he said.

“Many surprises will be negative”
from Katrina, Mr. LeStrange said.
“Many companies have said they're
having to go to the capital mar-
kets.”

However, it is tough to see how
coverage terms can be tightened
much for many coverages, said
William J. Adamson, chief execu-
tive officer of Carvill America Inc.
in Chicago.

“You can’t say that terms have
been flexible over the past couple
of years. There has been some
slippage in property rates but not
much broadening in terms,” he
said. There may be some discussion
about hours clauses and other cov-
erage details, but there is not much
room for movement, Mr. Adamson
said.

The loss may prompt increased
demand for property catastrophe
reinsurance coverage, as many ce-
dents likely will experience large
losses in their self-insured reten-
tions, said Grahame Chilton, CEO
of London-based broker Benfield
Group Ltd.

There will be “a huge loss” on
many cedents’ self-insured layers,
he said. “Even if (the loss) doesn’t
erode the capital of insurers or rein-
surers, there will be an erosion of
capital of self-insured” retentions,
he said. “So what will be the ap-
petite for risk transfer? What is the
demand going to be?”

“I think the damage here is going
to be so great that there will be a de-
crease in self-insured (retentions)
and demand for insurance, especial-
ly catastrophe insurance, will in-
crease,” Mr. Chilton said.

Regis Coccia contributed to this re-
port.
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Retro market ‘wiped out’ after losses from Katrina

By GAVIN SOUTER
and SARAH VEYSEY

MONTE CARLO, Monaco—The
huge losses from Hurricane Katrina
will slice through retrocessional
reinsurance programs and other
high-layer coverages, disrupting
reinsurers’ own protections and
forcing them to curb coverage for
cedents and hike prices, reinsurance
market experts say.

The up to $60 billion insured loss
that is currently being predicted
from the deadly storm could per-
haps have its greatest impact on the
highly concentrated retrocessional
market, generally the last link in the
insurance coverage chain, they say.

The size of the losses from Katri-
na could knock some players out of
that market, and other reinsurers
may be unwilling to fill the gap due
to the difficulty in underwriting
retrocessional business, they say.
Others, though, could see it as an
opportunity to take advantage of
rocketing rates.

The lack of conventional retro
coverage could lead to increased use
of other high-level protections,
such as industry loss warranties or
securitization products, some ob-
servers say.

“We think most retro programs
will be decimated by this event,”
said Hans-Peter Gerhardt, chief ex-
ecutive officer of AXA Re, the rein-
surance arm of Paris-based AXA S.A.

As a result, any retro capacity
that is available next year will likely
be sold at drastically increased rates,
which will then be passed on to ce-
dents through higher reinsurance
rates, he said.

AXA Re no longer writes any
retrocessional business, noted Mr.
Gerhardt, though four years ago it
was one of the largest players in
that market segment, he noted. The
company decided to exit the retro-
cessional market because “you can’t
protect yourself, and it is difficult to
make money there.”

“The retro market is pretty much
wiped out if the figures are right,”
said James H. Veghte, president and
CEO of XL Reinsurance America
Inc. in Stamford, Conn. “Once the
loss gets over $30 billion, it starts to
go out of the retro market.”

XL does offer some retro coverage
through its London operations, and
it will continue to do so, but such
business represents only about 10%
of XL's catastrophe premiums, Mr.
Veghte said.

Many retrocessional programs will
be exhausted by Hurricane Katrina
losses, said Jeremy Goodman, CEO of
broker Cooper Gay North America in
New York. A “big question will be,
which retrocessionaires pull out?” he
said. “There could be some new retro
players that come in—there is a huge
amount of capital out there.”

Unlike last year, where the chain
of hurricanes that hit Florida and
elsewhere did not produce single-
loss events that were sufficient to
penetrate many retro programs or
industry loss warranties, Katrina will
have a big impact on those cover-
ages, said William J. Adamson, CEO
of Carvill America Inc. in Chicago.

Industry loss warranties, or ILWs,
are reinsurance coverages that are

tied to an index of total industry
loss figures. The coverage is trig-
gered once the industrywide loss
figure that is agreed on for each
contract is surpassed.

The impact of Katrina on the retro
market could increase interest in
ILW coverages, Mr. Adamson said.

Already, there is increased activi-
ty in the ILW market, as reinsurers
seek to buy coverage to protect
them for the final six months of the
year, he said. The price has in-
creased significantly, and during
the week of the Rendez-Vous, a typ-
ical ILW premium to cover the re-
mainder of 2005 would be about

the same as the annual rate for cov-
erage, Mr. Adamson said.

The lack of traditional capacity
could also lead to greater use of se-
curitized products, said John
Coomber, chief executive officer of
Swiss Reinsurance Co.

Although Swiss Re buys little
retro coverage, “we may, over time,
use securitization rather than
retro,” he said.

The use of catastrophe bonds is an
alternative to buying retrocessional
cover, but the use of such bonds in-
stead of traditional retrocession cov-
er generally has been limited, said
Nikolaus von Bomhard, chairman of

the board of management of Mu-
nich Reinsurance Co. But there
could be increased demand for catas-
trophe bonds as a result of Hurricane
Katrina, particularly if prices for retro
coverage rise significantly, said Mr.
von Bomhard.

Despite the alternative coverages,
the expected reduction in retro ca-
pacity will like reduce overall rein-
surance capacity for the year-end
renewals, said David H. Priebe, pres-
ident and CEO Europe of Guy Car-
penter & Co. Ltd. in London.

“It is likely that retro market
available capacity will be reduced,
and companies that use that will

likely need to reduce their gross
writings. So, we'll see a contraction
of capacity,” he said.

Some retro writers currently are
not quoting for business because
they are, at present, unsure of how
big their losses from Hurricane Kat-
rina  will be, said Seymour
Matthews, managing director of the
reinsurance division of Heath Lam-
bert Group in London.

That could delay the reinsurance
renewal season, since some reinsur-
ers will not begin quoting until
they know whether they are going
to be able to secure retrocessional
cover, he said.
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We don't just have the information. We share it, too.

Relationships are strengthened by shared knowledge and experiences. But, all the information and expertise in the world is useless
without a clear understanding of how it can help you reach your business goals. By sharing our practical knowledge and best
practices, we offer the actionable insights that provide you with the best opportunities for success. And that's what it's all about.
What else would you expect from a company that's dedicated to delivering unsurpassed customer service?

www.geinsurancesolutions.com

imagination at work

Primary insurance products underwritten by Coregis Insurance Company,
Employers Reinsurance Corporation, First Specialty Insurance Corporation,
Westport Insurance Corporation. © 2005 Employers Reinsurance Corporation
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Marine insurers likely to rethink Gulf market

By GAVIN SOUTER

MONTE CARLO, Monaco—After
suffering $2.7 billion in losses from
Hurricane Ivan in 2004 and the
likely huge losses from Hurricane
Katrina, marine and energy reinsur-
ance coverage for Gulf of Mexico
risks is set to harden further.
Reinsurers, who imposed sizable
increases on marine and energy
risks after Ivan struck, will make fur-
ther hikes and likely will rethink
how they underwrite risks in the
Gulf, reinsurers and brokers say.
Increased catastrophe loads and

restructured coverage likely will fea-
ture in renewing programs, they
said at the Rendez-Vous de Septem-
bre in Monte Carlo, Monaco, earlier
this month.

Marine and energy reinsurance
rates increased by about 15% to
20% on average for Gulf of Mexico
risks last year, and there likely will
be “drastic” rate increases for those
exposures this year, said Ulrich
Wallin, a member of the executive
board at Hannover Reinsurance Co.
in Hannover, Germany.

Some underwriters are currently
“rethinking their involvement” in

the Gulf of Mexico, and some ca-
pacity likely will exit that area of
the market, he said. In addition,
“terms and conditions (likely) will
change quite significantly” as a re-
sult of Hurricane Katrina, he noted.

The marine and energy market
has faced two years of large events
in the Gulf, which likely will lead
reinsurers to consider whether the
fundamental structure of the mar-
ket is appropriate, said David H.
Priebe, president and chief execu-
tive officer Europe at Guy Carpenter
& Co. Ltd. in London.

“It all starts with the original

business and pricing and how
they cover natural catastrophes,” he
said.

The offshore energy market in
the Gulf will “change dramatically”
as a result of Hurricane Katrina, said
Dwight R. Evans, president and
CEO of Arch Worldwide Reinsur-
ance Group in Hamilton, Bermuda.
“That’s where we could see some of
the biggest percentage increases.”

Generally, reinsurers have not
imposed a significant catastrophe
loading on offshore risks, he said.

“They had not had a significant
loss, but they have had last year and

this year,” Mr. Evans said. The
catastrophe losses will be “multi-
ples” of the premium charged for
wind exposures in the Gulf, Mr.
Evans said.

Energy risks should expect to see
a tightening in terms and condi-
tions, said John R. Berger, president
and CEO of Chubb Re, a unit of
Chubb Corp. in Bernardsville, N.J.

Rate increases, higher deductibles
and restrictions on contingent busi-
ness interruption coverage will all
likely feature in the year-end renew-
al discussions, he said.
Sarah Veysey contributed to this report.

WILMINGTON
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Every day.
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means you benefit from the flexibility, the depth, and the experience of an independent leader who helps
clients navigate through the toughest situations. For more information, call 1.866.521.0079.

Katrina

less likely

to encourage
startups

By GAVIN SOUTER

MONTE CARLO, Monaco—Hurri-
cane Katrina may turn out to be the
largest insured loss in history, but it
may not be followed by the waves
of startup reinsurers that have fol-
lowed other large catastrophes.

Market conditions before and af-
ter the 2005 storm are notably dif-
ferent to those surrounding the
Sept. 11, 2001, terrorist attacks and
Hurricane Andrew in 1992, both of
which prompted a flood of capital
into new reinsurers in Bermuda.

Although capacity needs could
change in the event of another
large storm—such as Hurricane
Rita—reinsurers and brokers meet-
ing at the Rendez-Vous de Septem-
bre in Monte Carlo, Monaco, earlier
this month were largely skeptical
about the need for more reinsur-
ance companies.

While several capital providers
are keen to access the reinsurance
industry, they may prefer to do so
by providing capital to existing
reinsurers, they said. Indeed, several
reinsurers obtained or announced
plans to obtain additional capital
through share issues following the
meeting, including Montpelier Re
Holdings Ltd., Platinum Underwrit-
ers Holding Ltd. and PXRE Group
Ltd.

Today, unlike after Hurricane An-
drew, there are many reinsurers
with an appetite for property catas-
trophe business, and the economic
conditions of the industry are
markedly different than they were
in 2001, when the industry was just
coming off a prolonged soft market
and dealing with a sharp fall in in-
vestment income, observers say.

The price of reinsurance is unlike-
ly to increase as much following Ka-
trina as it did following the World
Trade Center loss, in particular, as
the reinsurance industry is better
positioned to deal with a large loss,
said Thomas Hess, head of econom-
ic research and consulting at Swiss

See STARTUPS/page 18
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Modeling helpful but no substitute for underwriting

By REGIS COCCIA

MONTE CARLO, Monaco—As catas-
trophe modeling companies quick-
ly revised their estimates of insured
damage from Hurricane Katrina ear-
lier this month, questions about the
adequacy of the models arose dur-
ing the annual Rendez-Vous de
Septembre reinsurance gathering.

Risk Management Solutions, for
example, issued an estimate rang-
ing up to $60 billion after giving an
initial estimate of $25 billion short-
ly after the storm. EQECAT and AIR
Worldwide Corp. issued estimates
ranging from $15 billion to $25 bil-
lion.

Sources interviewed in Monte
Carlo agreed that modeling risks is
important but stressed that models
are not a substitute for exercising
underwriting judgment.

“Models have done a poor job in
the ability to predict loss, with relat-
ed pricing consequences,” said Ken-
neth LeStrange, chief executive offi-
cer of Pembroke, Bermuda-based
Endurance Specialty Ltd. Using
modeling “is certainly far better
than not doing any,” he said.

“Use of models is essential.
There’s nothing wrong with mod-
els, but it depends on the quality of
the inputs,” said Jeremy Scott,
chairman of the global financial
services team at Pricewaterhouse-
Coopers L.L.P. in London. “Last
year, assumptions were made about
what could and couldn’t happen.”

2004 was an unusual year, in
which four major hurricanes struck
the Southeastern United States,
three causing widespread damage
in Forida.

A Reinsurance Assn. of America
study of 15 ceding insurers in each
of the four 2004 U.S. hurricanes
found “a huge variation” in what
was modeled vs. what occurred,
said Jonathan Isherwood, president
of global property products at GE
Insurance Solutions in Munich,
Germany.

“What the modeling companies
have said so far (about Katrina)
could go up,” he said.

“We're in a period of greater cli-
mate uncertainty,” said Mr. Scott.
“Is enough variety being put into
models, such as nonhistoric events?
There seems to be a much greater
frequency of climatic events in the
last 20 to 30 years,” he said.

“You have to have underwriting
skill” to effectively assess catastro-
phe exposure, said Philip Calnan, a
partner in assurance and business
advisory services at PwC in London.
“At the end of the day, you
can't take the human element out
of it.”

Mr. LeStrange said that “models
did pretty well last year with the
hurricanes, but where people failed
was in more subjective criteria....
Our modeled losses are lower than
we expect” from Katrina. Therefore,
it’s important “to apply judgment
on top of models,” he said.

Endurance pays careful attention
to monitoring its loss aggregates as
well as specific data for the risks it
underwrites, Mr. LeStrange said.
“The rule of thumb is you want to
manage your exposures by ZIP
code. Down in the Gulf, we know

by platform, by insured, what our
exposures are,” he said.

Hannover, Germany-based Han-
nover Reinsurance Co. similarly
uses a combination of modeling
techniques and underwriting judg-
ment, said Hans D. Rohlf, manag-
ing director and chief underwriting
officer of Hannover Re’s North
American Treaty Division. For Katri-
na, “we built in market modeling
and company modeling (using RMS
and AIR models) and looked at all
the programs we insure and made
an underwriting guess,” Mr. Rohlf
said.

“This claim is an eye-opener to

PHOTO: DAVID SKINNER

“The rule of thumb is you want
to manage your exposures by
ZIP code. Down in the Gulf, we
know by platform, by insured,
what our exposures are.”

Kenneth J. LeStrange
Endurance Specialty Holdings Ltd.

cedents as much as us,” he said.
“You can't just apply a wind model.
Catastrophe scenarios include a lot

of other things. You could look at
the last five years and see events
that were never modeled. To say we

could’ve thought about four hurri-
canes in one year or the attacks on
the World Trade Center, it would be
hard. It's not the modeling compa-
nies’ fault,” Mr. Rohlf said.

“We, like everyone else, will have
to recalibrate” our models, said
Hans-Peter Gerhardt, chief execu-
tive officer of AXA Re in Paris.

The need for companies to look
again at their models to fully deter-
mine what their exposures are will
likely mean it is a late renewal sea-
son this year, he noted.

Kansas City, Mo.-based GE Insur-

See MODELING / next page
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Startups: New companies less likely after Hurricane Katrina

Continued from page 16
Reinsurance Co. in Zurich, Switzer-
land.

“There was a soft market before
9/11, liability losses and a stock
market crash,” he said.

The reinsurance industry today is
in better financial shape, so the
price increases may not be sufficient
to prompt another wave of Bermu-
da startups, Mr. Hess said.

In addition, the WTC loss had
such a huge impact in part because
it was unexpected, said William ]J.
Adamson, chief executive officer of
Carvill America Inc. in Chicago.

“Nobody had thought about that
happening, but we have had lots of

hurricanes over the years...there
was advanced notice because the
models can contemplate it,” he said.

There is, however, capital waiting
and ready to come into the reinsur-
ance industry, Mr. Adamson said.

The 2001 terrorist attacks were a
huge shock, and they came at time
when reinsurers were beginning to
realize just how bad the liability
losses since 1997 were going to be,
said John R. Berger, president and
CEO of Chubb Re, a unit of Chubb
Corp. in Bernardsville, N.J.

But in retrospect, the capital that
came into the market later in 2001
and in 2002 was not needed, he
said.

“The new companies were not re-
ally needed then...and the industry
is stronger now,” Mr. Berger said.

But, Mr. Berger noted, capital
providers are keen to enter the rein-
surance industry.

“These are smart people who are
lining up good people to do busi-
ness with, so that could have a
dampening effect on rate increases,”
he said.

Any capital coming into the mar-
ket may not be channeled to new
companies, though, said Patrick
Thiele, president and CEO of Part-
nerRe Holdings Ltd. in Pembroke,
Bermuda.

“After the last two large ones, we

saw more companies, but I kind of
doubt it this time,” he said. Part-
nerRe was one of eight highly capi-
talized reinsurers that set up in
Bermuda following Hurricane An-
drew.

In 2005, there is enough capital
in the market, and the increase in
pricing will not be as sharp as it was
after the previous events, Mr. Thiele
said.

In addition, several venture capi-
tal companies still have money tied
up with reinsurers that were estab-
lished in 2001 and 2002, so they
may be more likely to inject more
money into those companies than
into startups, he said.
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Modeling:
Can’t replace
underwriting

Continued from previous page

ance Solutions “licenses all three
major vendor models—which I call
‘the three wise men’'—but we take
those with a grain of salt,” Mr. Ish-
erwood said.

For the Gulf Coast region affected
by Katrina, “I would stress that the
models are not as sophisticated for
this area as for Florida,” he said. It’s
a matter of looking at concentra-
tion of insured values, so the focus
has been on Florida, Mr. Isherwood
said.

One shortcoming Mr. Isherwood
thinks the models have is a lack of
data for modeling certain risks. “I
don’t think the models cover flood
or business interruption,” he said.
“Cedents are going to have to add
on flood and B.I.” to determine
their total exposure, Mr. Isherwood
said.

“If New Orleans is going to be
empty for months, every B.I. poli-
cy’s limits will be gone. There will

“A lot of former
modelers are now
underwriters, and they
recognize there are
limitations.”

Jeffrey S. Berg
Moody's Investors Service

be a knock-on effect for the com-
mercial market and industrial
risks,” he said.

“Catastrophe models are useful
to the industry, but the industry
has accepted the flaws in the mod-
els and appreciates them,” said Jef-
frey S. Berg, vp and senior analyst in
property and casualty insurance at
Moody’s Investors Service in New
York. “One of the shortcomings
was the lack of a complex flood
model and an appreciation of un-
modeled risks,” he said.

Hurricane Katrina “shows there
are events out there that models
don’t look at,” said Robert L. Riegel,
managing director at Moody’s in
New York. “With the last four years
and this year, people are bringing
into question (the models’) fre-
quency assumptions,” he said.

Some cedents are now buying
more cover than models would sug-
gest they need, because losses
are expected to exceed initial
predictions, according to Sey-
mour Matthews, managing director
of the reinsurance division of bro-
ker Heath Lambert Group in Lon-
don.

“A lot of former modelers are
now underwriters, and they recog-
nize there are limitations,” Mr. Berg
said.

Losses from Katrina will be a
learning opportunity for the fu-
ture,” Mr. Rohlf said. “Underwrit-
ing judgment will now be more
needed than ever. It's a lesson
learned from this.”

Sarah Veysey contributed to this report.
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Finite coverage can be structured to satisfy regulators

By REGIS COCCIA

MONTE CARLO, Monaco—Demand
for finite reinsurance may decrease,
but forms of it remain valid tools, le-
gal and accounting sources said at
the annual Rendez-Vous de Septem-
bre reinsurance gathering earlier this
month.

Finite reinsurance, now often
called “structured” reinsurance, has
come under scrutiny in the United
States and elsewhere after regulators
and New York Attorney General
Eliot Spitzer launched investigations
into whether major insurance and
reinsurance companies have im-
properly accounted for finite deals.
Officials’ probe of a finite deal
between American International
Group Inc. and General Reinsurance
Corp. led, in part, to the ouster of
longtime AIG Chairman and Chief
Executive Officer Maurice R. Green-
berg and to AIG restating several
years of financial results.

In the aftermath of the investiga-
tions, demand for finite coverage
has fallen sharply (see story, page
20). But the coverage shouldn'’t be
written off, observers say.

“Finite reinsurance, if it's used by
the wrong people for the wrong rea-
sons, it’s wrong,” said Philip Calnan,
a partner in assurance and business
advisory services at Pricewaterhouse-
Coopers L.L.P. in London. “On the
other hand, finite reinsurance is a
perfectly fine financial management
tool.”

“If you enter a deal where it'll
only work if you don't disclose it—
that’s wrong,” said Jeremy Scott,
chairman of the global financial ser-
vices team at PwC in London.

Some question whether finite risk
sellers ought to have to question
buyers about a deal’s purpose.

“I don't see why (finite is) differ-
ent” and requires sellers to investi-
gate a user’s intentions, Mr. Scott
said. “If you're a gun (seller), you're
not required to ask the customer
what he’s going to do with it. There
are double standards with finite
reinsurance.”

But at least one reinsurance attor-
ney believes writers of finite reinsur-
ance do have an obligation to inves-
tigate how the counterparty is ac-
counting for the contract.

“If you book it one way and they
book it another, it’s out there. You
have a duty of inquiry. There’s a lia-
bility there,” said Julius Rousseau, a
partner at Herrick Feinstein L.L.P. in
New York.

“Your basic loss-portfolio transfer
is a finite deal. There’s still a need for
that. It’s not one-way,” he said.

“What Enron and WorldCom
taught us is, it doesn’t matter if it’s
compliant, it matters if it's decep-
tive,” said Elliott M. Kroll, also a
partner at Herrick Feinstein in New
York. “Any time there’s a problem,
you have a duty of disclosure,” he
said. “If it's a public entity, with the
(Securities and Exchange Commis-
sion) over that, there’s another level
of disclosure. And a third level of
disclosure is to auditors,” he said.

“The essence of structured reinsur-
ance deals is, was there adequate dis-
closure?” asked Mr. Kroll.

“There is nothing illegitimate to
(finite reinsurance); it's responding

to needs,” said Hans D. Rohlf, man-
aging director and chief underwrit-
ing officer of the North American
Treaty Division at Hannover Rein-
surance Co. in Hannover, Germany.

Hannover Re is one of the world'’s
largest writers of finite reinsurance.
“We have a significant portfolio out-
side the United States, and it’s grow-
ing,” Mr. Rohlf said.

“There is nothing inherently
wrong in finite reinsurance as a fi-
nancial tool,” said Colin Croly, head
of the reinsurance and international
risk team at London law firm Barlow
Lyde & Gilbert. “What you have to
ensure is transfer of risk, not just a

plain loan,” he said.

Legitimate finite reinsurance deals
“must be transparent. No more can
it be kept quiet with a side letter,”
Mr. Croly said. “It can be a useful
tool for any company.”

In the early 1990s, regulators
adopted the so-called “10/10 rule,”
which stipulates that finite deals
must entail at least a 10% risk of a
10% loss, said Clive O’Connell, a
partner in the reinsurance and inter-
national risk team at Barlow Lyde &
Gilbert. “The origins of transfer of
risk (in finite reinsurance) aren’t just
regulatory, they're fiscal,” he said.

“The documentation has to be

complete on its face,” said Nick Pear-
son, a partner in the insurance and
reinsurance department at Edwards
& Angell L.L.P. in New York. “No
one should be engaging in it with
side letters. That was problematic at
best.”

Regulations evolving

Mr. Pearson said he thinks finite
reinsurance regulations will evolve.
“There will be greater clarity of trans-
fer of risk in statutory accounting,”
he said. “The finite market has been
around for a while. It’s just wrong to
try and impose a bright-line stan-

dard” now, he said.

“It's not as though (finite cover-
age) is going to go away. People are
keeping their heads down until the
Spitzer storm blows away, and they’ll
go back to business as usual,” said
Andrew Pincott, a partner at London
law firm Elborne Mitchell.

Michael Cook, associate director of
Navigant Consulting, said that the
spate of subpoenas in the United
States over finite reinsurance deals
has prompted many companies to
study deals they have entered into to
ensure that they would stand up to

See FINITE/page 20
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Long, tough recovery ahead for finite coverage

By GAVIN SOUTER
and REGIS COCCIA

MONTE CARLO, Monaco—Finite
risk coverage may not be dead,
but it will likely face a difficult re-
covery period that could last sev-
eral years, reinsurer and brokerage
executives say.

While accountants and lawyers
try to figure out how finite or
structured reinsurance deals can
now pass muster with regulators
and prosecutors in light of recent
investigations, buyers and sellers
of the coverage have largely put
their activities on hold.

And that is a blow for some
companies that have relied on the
product’s coverage as cost-effec-
tive and necessary reinsurance
coverage, they say.

But given the need for the cov-
erage, the finite risk market will re-
vive in a form that will involve
more risk transfer between the par-
ticipants in the contracts, they say.

The interest in finite coverage
in the United States declined sig-
nificantly earlier this year after in-
vestigations into the products
took hold. And, more recently, de-
mand for finite coverage has
slackened in Europe, said Patrick
Thiele, president and chief execu-

tive officer of PartnerRe Ltd. in
Pembroke, Bermuda.

“We are still getting inquiries,
but nobody wants to use the term
‘finite,”” he said. In the future, the
so-called “structured” deals likely
will need to contain more risk
transfer than they have in the
past, and that will increase the
price of the coverage.

“The more structure you put
into a deal, the cheaper the prod-
uct,” Mr. Thiele.

The lack of availability of finite
coverage and the increased price
of future structured deals could be
felt most by small catastrophe in-
surers in Florida that cannot af-
ford to buy traditional excess-of-
loss reinsurance, he said.

Often, those companies buy
quota-share products that contain
at least an element of structured
coverage, Mr. Thiele said.

Finite coverage can still be used,
and XL Capital Ltd. units are still
active in the area, said Henry C.V.
Keeling, chief executive of XL Re
in London.

“Finite reinsurance, when it is
done properly, is a legitimate part
of the insurance and reinsurance
industry, but it has to be done
properly,” he said.

Munich Reinsurance Co. will

continue to do finite reinsur-
ance deals that it thinks are “ap-
propriate,” said Nikolaus von
Bomhard, chairman of the
board of management of the
Munich, Germany-based rein-
surer. But he noted that demand
for such cover has decreased.

As long as there is risk transfer
involved, finite risk is a viable
product, said David H. Priebe,
president and CEO Europe of Guy
Carpenter & Co. Ltd. in London.

“But there are no real clear rules,
and in today’s environment, most
leaders of insurance companies
don’t want to enter into anything
that doesn't have clarity,” he said.

But regulators in the United
States and elsewhere are develop-
ing guidelines for its use, so some
form of finite coverage could again
be a useful and cost-effective rein-
surance product, Mr. Priebe said.

“There are structured deals that
totally pass regulatory scrutiny,”
said Charlie Cantlay, deputy
chairman of Aon Re International,
a unit of Aon Corp. in London.
“The risk transfer element of
structured reinsurance” is what
most people are suspicious of, he
said. “In the (deals) which have
been done poorly or didn’t pass
regulatory muster, there was no

risk transfer,” he said.

“We live under such an enor-
mous regulatory spotlight, whether
the purpose is totally bona fide or
not, most people don’t want the
hassle,” Mr. Cantlay said.

Demand for structured reinsur-
ance “is not as big as it was a year
ago, but that’s more psychological
than anything else,” said Hans D.
Rohlf, managing director and chief
underwriting officer of Hannover
Reinsurance Co.’s North American
treaty division. He believes some
company chief financial officers
are afraid to sign off on such deals.
“I think there will be a return to
normal” within two years, he said.

Kenneth LeStrange, chief execu-
tive officer of Pembroke, Bermu-
da-based Endurance Specialty
Holdings Ltd., however, said that
finite reinsurance “has no future
for U.S. and U.S.-style compa-
nies,” such as those in Bermuda
that report results in U.S. general-
ly accepted accounting principles.

“It seems like the regulations are
a lot more opaque and flexible” in
the European Union and Switzer-
land, Mr. LeStrange said. “My sense
is that most finite risk structures
are gone” in the United States.
Sarah Veysey contributed to this re-
port.

Finite: Tool’s
need remains

Continued from page 19
regulatory scrutiny.

“The consequence of the storm
and fury on the other side of the At-
lantic meant there was a late addi-
tion” to the European Union reinsur-
ance directive “to allow special regu-
latory provisions for finite reinsur-
ance and special-purpose vehicles,”
which are widely used in structured
reinsurance deals, Mr. Pincott said.
“It seems to be a direct consequence
of the Spitzer campaign.”

The issue of finite reinsurance is a
delicate one, but one that needed to
be “put on the table” during the cre-
ation of the E.U. reinsurance direc-
tive, according to Daniel Schanté, ex-
ecutive director of the Brussels-based
Comité Européen des Assurances.

Under the directive, member
states of the European Union will
have some flexibility in deciding
how finite reinsurance is treated, but
it is important that there is trans-
parency in the reporting of such
deals, he said.

But increased transparency or re-
porting requirements should not “re-
strain reinsurers from finding inno-
vation,” he said.

“We do not need to stop reinsurers
using financial reinsurance, but we
do need to find a way to report it
transparently,” he said.

Sarah Veysey contributed to this report.
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Industry must find own solution to terrorism: Panel

By REGIS COCCIA

MONTE CARLO, Monaco—The
next major terrorist attack is a ques-
tion of when, not if, and the insur-
ance industry must find a solution to
the problem, panelists at the recent
Rendez-Vous de Septembre reinsur-

ance gathering agreed.

“Terrorism is perhaps the biggest
threat today to peace in our world
and our industry,” said Ron Press-
man, chairman and chief executive
officer of GE Insurance Solutions in
Kansas City, Mo., who moderated
the panel discussion.
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than any other system”

e COBRA OnDemand: connectfrom

any computer with internet access
No software to install, update, or
maintain

Intuitive system/Wizard oriented
No need to purchase expensive
software

Give your clients real-time access
to reports

WebCOBRA.com has been
culminated from 18 years of
COBRA Administration software
experience

Experience the benefits of cutting-edge, web-based
COBRA Administration from the industry leader!

(1121 .
900 Travis Software

Call 866.866.9264 or visit WebCOBRA.com

“We're here to protect people,
property and communities and help
rebuild after catastrophes. Now it’s
time for our industry to stand tall
and fulfill our mission to help recov-
ery efforts in the Gulf Coast,” Mr.
Pressman said, adding that terrorism

remains a significant risk. “If any-
thing, it’s almost a certainty that fur-
ther attacks...lie in store for people
around the world.”

Joe Plumeri, chairman and CEO of
London-based Willis Group Hold-
ings Ltd., said “the global insurance
brokers have a key role to play in the
industry’s response to terrorism
risks.... But if elements of hurricanes
are unpredictable, terrorism is even
more difficult to chart.”

He said “the question of the next
terrorist attack is not if,” and this sit-
uation requires a comprehensive,
systemic solution.

The Terrorism Risk Insurance Act
was an important step following the
Sept. 11, 2001, attacks, but the in-
dustry needs to find a permanent so-
lution to the problem of terrorism,
Mr. Plumeri said.

“Action, reaction, fade from mem-
ory” is the sequence that has resulted
since 9/11 and other catastrophes,
he said. “There is no permanency to
(solving) an issue that’s permanent.
A solution must be found,” Mr.
Plumeri said.

"Terrorism is perhaps the

biggest threat today to
peace in our world and
our industry.”

Ron Pressman
GE Insurance Solutions

Congress is considering legislation
that would reauthorize TRIA beyond
its Dec. 31, 2005, sunset, but ob-
servers do not consider approval to
be assured.

“The uncertainty of TRIA's future”
has led underwriters to be uncertain
on whether to include terrorism in
policies renewing Jan. 1, 2006, Mr.
Plumeri noted. “The government
and the insurance industry need to
come together and develop a mecha-
nism” to solve the problem. “Not
acting puts us all at extraordinary
risk,” he said.

Outlining developments in inter-
national terrorism, a leading re-
searcher painted a frightening pic-
ture of what lies ahead. Rohan Gu-
naratna of Nanyang Technological

"The global insurance

brokers have a key role to

play in the industry’s
response to terrorism
risks.”

Joe Plumeri
Willis Group Holdings Ltd.

University in Singapore, said several
significant developments have oc-
curred in the past four years.

One is “a shift of international ter-
rorism from Afghanistan to Iraq. The
epicenter of global terrorism is in
Iraq, with links to 30 other coun-
tries,” said Mr. Gunaratna, who is
head of the International Centre for
Political Violence & Terrorism Re-
search at the university’s Institute of
Defence & Strategic Studies. “The
threat of terrorism from Iraq will af-
fect Europe,” he said.

A second development is that “Al
Qaeda as an organization has atom-
ized, so the threat has been dispersed
through Asia, Africa and FEurope,”
Mr. Gunaratna said. “After 9/11, ev-
ery three months we are seeing a sig-
nificant attack” somewhere in the
world. “In many ways, Al Qaeda’s
achievement has been to infect local
jihad groups that had local agendas.
They are now seeking to target the
United States and its friends,” he
said.

The third development is that ter-
rorist groups “in the past spoke of
chemical and biological weapons,

but today they are experimenting
with them, making very significant
investments in this area,” Mr. Gu-
naratna said. Evidence turned up in
Afghanistan and Pakistan, for exam-
ple, showed that Al Qaeda had tested
chemical agents on dogs, he said.

Mr. Gunaratna suggested that
while European and North American
security forces have disrupted more
than 100 potential attacks, an ongo-
ing effort is needed. Security forces
must conduct operational counter-
terrorism, in which “they identify
cells planning attacks and disrupt
them,” as well as strategic counter-
terrorism, which strikes at the root
causes of terrorist activity, he said.

“For every terrorist arrested, an-
other has been born. Nations need
to invest more in education and ide-
ological response and work together
in partnership with Muslim commu-
nities,” Mr. Gunaratna said. “Ameri-
ca made a fatal mistake going into
Iraq, but an even bigger mistake is to
withdraw. It's our war now,” he said.

“Less than 1% of Muslims support
terrorism. We must be proportional
in our response,” Mr. Gunaratna
said. “Terrorists are spawned in con-
flict zones,” where there is suffering
and internal displacement, and these
are areas that nations must address,
he said.

Stephen Patrick Cain, a former
British Army officer and counterter-
rorism expert who is a member of
the board of advisers of the World
Institute for Security Enhancement,
suggested there may be an economic
solution long-term.

“No terror movement, national or
transnational, has ever been defeated
by military arms,” Mr. Cain said.
“Military arms per se and alone are
useless in putting down terrorism.
Security forces are merely Band-Aids
on a hemorrhage.”

He used the example of the Irish
Republican Army, which fought
British troops for 35 years. A relative
handful—about 200 principals—
held down more than 15,000 trained
troops during that time, Mr. Cain
said. And the number of Islamic ter-
rorists worldwide is far greater, he
noted.

“I keep hearing the phrase, ‘9/11
changed everything,” but have we re-
ally changed?” Mr. Cain asked. “We
must really know our enemies before
we can defeat them, and in so doing
we must know who is not our ene-
my.ll

As the Allies did with the Japanese
and the Germans after World War II,
“we must begin to trade in the Mus-
lim world” and engage them as trad-
ing partners, Mr. Cain said. “Educa-
tion on both sides of the divide is an
effective tool.”
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Guy Carpenter releases
cat reinsurance report

NEW YORK-Guy Carpenter & Co.
Inc. has released its annual report on
the property catastrophe reinsurance
market, which was published before
Hurricane Katrina made landfall.
“The World Catastrophe
Reinsurance Market 2005" study

covers 22 countries and four regions.

Chapters review catastrophe
exposures and the availability of
insurance from private or
government sources, as well as
summarizing market conditions in
catastrophe reinsurance.

Some key findings in the report
include: the price of catastrophe
reinsurance protection declined in
most markets in 2005; terror risk is
still a major concern for U.S. cedents;
and terror risk was less of an issue
outside of the U.S.

To obtain a printed copy of the
report, contact the company at
marketing@guycarp.com. For more
information, visit www.guycarp.com.

The Hartford forms alliance
to offer law firm coverage

HARTFORD-The Hartford Financial
Services Group Inc. has teamed up
with Target Insurance Services, an
Avon, Conn.-based managing general
underwriter, to offer a professional

liability product for lawyers.

The Lawyers Professional Liability
Program is a stand-alone policy,
which can be customized by
individual law firms. It provides
coverage for lawyers who are
independent contractors and also
covers bar association-related
activities. In addition, it offers a
reduced deductible for firms that
agree to settle issues through
mediation or arbitration, and an
extended reporting period that
follows lawyers into retirement.

The program limits are $10 million
for each claim and $10 million annual
aggregate.

For more information, contact
Scott Williams, vp/general manager
at 800-692-5752, ext. 133 or
swilliams@target-capital.com and
Shawna Reidy, underwriting
manager, at 800-692-5752, ext. 114
or sreidy@target-capital.com.

L.L.I. launches site for
commercial insurance

NEW YORK-The Insurance
Information Institute has launched a
Web site on the commercial
insurance industry, with the goal of
promoting a better understanding of
commercial insurance basics.

The New York-based L.LI's online
edition of “The Commercial Lines
Market" presents an overview of the

commercial insurance industry by
explaining what it is and how it works
in simple terms. It explains the
insurance process and includes
information on underwriting, loss
control and claims paying. It also
expands upon investments,
regulation and reinsurance, among
other topics.

To learn more, visit the Web site at
www.commerciallines.org. For more
information on the LLI., visit
WwWW.iii.org.

Innovative Architects offers
risk management tool

DULUTH, Ga.-Innovative Architects
has developed an online risk
management application to assist
risk managers with collecting
exposure-related data.

The risk management data
collection application is a central
database designed to collect
pertinent risk characteristics for all
operating companies, including
annual renewal and annual audited
information. It intends to help
companies replace manual Excel
data collection worksheets and
reduce the time needed to compile
risk information. The online program
collects exposure-related data such
as payroll by class code, information
about automobiles and business
interruption coverage. Risk

managers can run consolidation
reports and update information.

For more information, contact Dan
Michaels, president, at 678-775-6851
or dan.michaels@innovative
architects.com, or visit the
company's Web site at
www.innovativearchitects.com.

Guardian launches

HDHP offering

NEW YORK-The Guardian Life
Insurance Co. of America is offering
health savings account-compliant
medical plans.

The offerings consist of high
deductible health plans that can be
used in conjunction with any HSA
offered by a financial institution. The
plans include access to its national
preferred provider organization
network, provided by Waltham,
Mass.-based Private Healthcare
Systems, which has more than
450,000 providers. Other services
include specialized care networks,
wellness programs and registered
nurses available at all times.
Employers also have the ability to
choose plan design options, as well
as the level of benefits offered. New
York-based Guardian is also offering
an optional preventive care rider,
which provides coverage for office
visits, immunizations and standard
screening services.

The HSA-compliant plans are
currently available in California,
Colorado and North Carolina. They
will be available in Georgia in

October and New Mexico and South
Carolina in November. More state
rollouts are expected.

For more information, visit the
company's Web site at
www.guardianlife.com.

St. Paul Travelers offers
asset management policy

ST. PAUL, Minn.-St. Paul Travelers
Cos. Inc. is offering an enhanced
policy for investment advisers,
mutual funds and hedge funds.

The St. Paul Travelers SelectOne
for Investment Advisers and Funds
product intends to protect the assets
of investment advisers, mutual
funds, hedge funds and their
management. Some of the incidents
covered include mismanagement of
investments, failure to adhere to
investment guidelines and
restrictions, and breach of fiduciary
duties to clients or pension plan
participants. The policy's available
limits are $25 million.

For more information, visit the St.
Paul, Minn.-based company's Web
site at www.st.paultravelers.com.

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

U.S. risk manager needed

Here’s a help wanted ad I'd like to—
but odds are never will—see.

Wanted: United States Risk Manag-
er: World'’s largest enterprise is seeking
seasoned professional or professionals
with extensive experience in enterprise
risk management. Must be able to
identify, quantify and mitigate large-
scale risks of all sorts, particularly of
the natural catastrophe variety. Re-
sponsibilities include drafting and im-
plementing a flexible national catas-
trophe preparedness, response and re-
covery plan. Qualified applicants
should send resumes and references to
G.W. Bush, President, United States of
America, 1600 Pennsylvania Ave.
N.W., Washington, D.C. 20500.

[ don't expect to be reading this
ad in Business Insurance, the Wash-
ington Post or any other publica-
tion anytime soon. But Hurricane
Katrina and its aftermath have sad-
ly underscored that professional
risk management as generally prac-
ticed in both private and public sec-
tors isn’t a widespread philosophy
in the federal government.

That was evident from the get-go.
As both private and public sector
risk managers along the Gulf Coast
put catastrophe plans into effect as
Hurricane Katrina approached—
and they had ample warning that a
killer storm was on the way—the
feds seemed unaware of what was
really happening. The aftermath
was even worse.

The government of the United
States, the richest and most power-
ful country on the planet, appeared
confused and incapable of provid-
ing relief to its own citizens. The
fact that public officials in New Or-
leans preferred blaming the feds for
the aftermath rather than admit-
ting that they, too, had failed to
take adequate steps to protect their
own citizens doesn't absolve the na-
tional government for what it failed
to do.

A professional risk manager who
failed so spectacularly in protecting
his or her employer’s assets would
have been fired on the spot and
probably would never find another
job in the field of risk management.

But that was a big part of the
problem—a lack of a professional at
the top. The Federal Emergency
Management Agency, though
staffed by dedicated professionals,
isn’t required to be led by an emer-
gency management professional.

In fact, FEMA’s directors have
generally come from the ranks of
the politically connected rather
than the professionally seasoned.

The mere fact of political connec-
tion doesn’t necessarily mean a di-
rector is unqualified. James Lee
Witt, who received plaudits for his

performance as FEMA director un-
der President Clinton, is a political
animal. He also served as an elected
official in Arkansas and was an ally
of the former president. He also
spent several years directing the
Arkansas Office of Emergency Ser-
vices before joining FEMA.

But the hapless Michael Brown,
who headed FEMA until a couple of
weeks ago, didn’t have even that
hands-on experience. He was a
friend of a friend of the president
and had a background in legal prac-
tice and association management,
not catastrophe management.

That lack of a professional back-
ground showed all too clearly dur-
ing Katrina and its aftermath. Al-
though President Bush took respon-
sibility for the federal failures, it was
the man he called “Brownie” who
bore the public blame for the dead-
ly fiasco, enduring the public hu-
miliation of a press conference
where he was not allowed to speak
before tendering his resignation.

Fortunately, the new acting head
of FEMA, David Paulison, appears
cut more from the same cloth as
Mr. Witt, with an extensive resume
in fire fighting. Unfortunately, Mr.
Paulison was also the official who
recommended using duct tape and
plastic to seal off rooms as protec-
tion against terrorist attacks.

The federal response to the New
Orleans catastrophe underscored
the nation’s lack of preparedness for
the truly catastrophic, even four
years after the terrorist attacks of
Sept. 11, 2001. What makes the sit-
uation even more frightening is
that everyone in a position of au-
thority knew the hurricane was
coming long before it made land-
fall, yet disaster ensued anyway.

Terrorists wouldn't allow us the
luxury of knowing beforehand
where and how they would attack.
The response to Hurricane Katrina
doesn’t give me any great feelings
of confidence that we’d handle an-
other 9/11 any better.

That’s why we could use a na-
tional risk manager. I can think of a
dozen risk managers, past and pre-
sent, public and private, who could
perform better the first day on the
job than some political appointees
do after years behind the desk. Of
course, I don't know if any of those
dozen or their equally qualified col-
leagues would want the grief that
would come with the job.

But if the job ever comes into be-
ing, I'd hope real risk management
professionals would consider taking
it. Katrina has taught us that the
stakes are simply too high to en-
trust the responsibilities to ama-
teurs ever again.

Tips and feedback from readers are welcome. Please send information to

mhofmann@businessinsurance.com.

Court: Few cases scheduled, more coming

Continued from page 4

lying actual damages by any
amount might be unconstitutional,
he pointed out. How those limits
will be interpreted will probably re-
quire further high court review, he
said. The current court is already
closely divided on the issue, and no
one knows where Judge Roberts
would come down, he said.

But most business observers hold
that the high court’s new session,
which begins Oct. 3, lacks “block-
buster business cases” like Campbell,
noted Mr. Schaerr during his pre-
sentation to the NCLC. Instead, the
business cases before the court tend
to seek answers to relatively narrow
questions.

Question of jurisdiction

One such case is Lincoln Property
Co. et al. vs. Christopher Roche et ux.,
which involves allegations of per-
sonal injury stemming from toxic
mold in a Fairfax County, Va.,
apartment. Mr. Roche and his wife
sought to sue Dallas-based Lincoln
Property Co. in state court for the
damages they suffered, but Lincoln
Property claimed that the case

should be heard in federal court be-
cause the company is not based in
Virginia.

On June 30, 2004, a three-judge
panel of the 4th U.S. Circuit Court
of Appeals ruled against Lincoln
Property. “A party’s mere allegation
of diversity cannot justify its bur-
den of establishing the (U.S.) dis-
trict court’s jurisdiction,” held the
judges. The judges noted that Lin-
coln had a partnership “authorized
and registered in Virginia” and that
correspondence concerning the dis-
pute was conducted from Virginia
addresses. In fact, the panel called
the case “a classic landlord-tenant
dispute, which most often is litigat-
ed in state court and is far less often
the proper subject of federal juris-
diction.”

Although Lincoln Property is in-
corporated in Texas, “from the
record, it appears that the real and
substantial party in interest is the
Virginia subsidiary, be it a partner-
ship, corporation or otherwise,
rather than the Texas parent,”
wrote the appeals panel.

The question of jurisdiction in
certain class actions involving
plaintiffs and defendants from dif-

ferent states was addressed by the
Class Action Fairness Act, which
permits the removal of certain
class actions to federal from state
court. But the act does not deal
with individual personal injury
cases.

Oral argument is scheduled for
Oct. 11.

Counting employees

The high court also will deter-
mine how to count employees
when a plaintiff alleges sexual ha-
rassment under Title VII of the Civil
Rights Act of 1964.

The case, Arbaugh vs. Y&H Corp.,
asks whether certain people work-
ing in the New Orleans restaurant
in which the alleged misconduct
took place are employees for pur-
poses of Title VII, which applies
only to employers having at least
15 employees.

An appeals court panel held that
delivery drivers, owners and the
owners’ wives did not count as em-
ployees even though they worked
at the establishment for pay.

The high court will hear oral ar-
guments on Nov. 7.

Business Resources

To place your ad, contact Tina Vasilakis at (312) 649-5340 / fax: (312) 649-7937 / E-mail: tvasilakis@Businesslnsurance.com
Business Insurance, Business Resources, 360 N. Michigan Ave., Chicago, IL 60601-3806.

INSURANCE EXECUTIVE FORUM

15th Annual

Insurance Executive
Forum

Breakfast Seminar
for Insurance Executives
and Risk Managers

Save
the Day!

Wednesday,
October 19, 2005

8-11:30 a.m.

Union League Club,
Chicago

Topic:
What New Threats

Does the Industry
Face in 20067

The Insurance Executive Forum offers you
and your colleagues the opportunity to
hear the perspectives of a distinguished

panel of experts.

Panelists

John Berger
CEO, Chubb Re

Dan Carmichael
President and CEO, Ohio Casualty Corporation

Arlene Corsetti
Regional Executive Officer, Willis Inc.

John Iten
Director-Financial Services Ratings,
Standard & Poor’s Corp.

Stephen Lilienthal
Chairman and CEO, CNA

Janice Ochenkowski
Senior Vice President-Risk Management,
Jones Lang LaSalle

Moderator

Donna Galer
Executive Vice President, Zurich Financial Services

For more information, call (309) 438-3021 or
(800) 697-8692, e-mail katie@exchange.cob.ilstu.edu,
or go to www.katieschool.org on the Web.

SCHOOL

KAT I E OF INSURANCE AND

FINANCIAL SERVICES

EDUCATION & TRAINING

AIC, ARM, HIA,
CLU/ChFC, and
CIC candidates

You’ll learn more faster and you’ll pass the
first time or your money back. Guaranteed!

CPCU®

www.BurnhamSystem.com

Call 1-888-BURNHAM Now!

|dentity Theft

It's no secret

is a major problem in America
dentity Theft Shield can help your employees!

916-408-4707 www.theholdinggroup.com
THE HOLDING GROUP, INC.

Independent Associates - Pre-Paid Legal Services, Inc.

Some things just work
better in color.
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Equitable drops lawsuit
against Ernst & Young

By SARAH VEYSEY

LONDON—Equitable Life Assurance
Society has dropped its High Court
negligence lawsuit against its for-
mer auditors, Ermnst & Young L.L.P,,
but will continue to pursue a claim
against 15 of its own former direc-
tors.

Equitable Life announced Thurs-
day that it would end its claims
against the auditing firm and that
each side would pay its own legal
costs.

Equitable originally was seeking
about £2.60 billion ($4.69 billion)
from its former auditors but
dropped part of its claim against
Ernst & Young in July, reducing the
damages it sought in its lawsuit to
£700 million ($1.26 billion) (BI,
July 25).

In a statement issued Thursday,
Vanni Treeves, chairman of Equi-
table Life, said that while the com-
pany still believes its claim to be
valid, it determined that “there is

too great a risk that the judge would
find as a matter of fact that the for-
mer directors would not have done
anything differently, whatever E&Y
had done and said.”

Equitable had claimed that its au-
ditors had failed to warn it of finan-
cial liabilities it faced from the sale
of guaranteed annuity pension
products during the 1990s.

In July 2000, the House of Lords
ruled that Equitable owed guaran-
teed annuity rate policyholders
about £1.50 billion ($2.25 billion)
after it underfunded such pension
plans.

After failing to find a buyer, Equi-
table stopped accepting new busi-
ness in December 2000.

In a statement, Ernst & Young
said it was “pleased but not sur-
prised” by Equitable Life's decision
to drop its claims.

Ernst & Young Chairman Nick
Land said the decision was a
“complete vindication” for the au-
dit firm.

Alea downgraded,

Best cuts rating to B++

By SARAH VEYSEY

HAMILTON, Bermuda—Alea Group
Holdings (Bermuda) Ltd. said Friday
that it has abandoned plans to raise
additional capital and would ex-
plore strategic alternatives, includ-
ing a possible sale, after A.M. Best
Co. on Thursday downgraded the
reinsurer to B++ from A-.

Hamilton, Bermuda-based Alea
previously had said it would seek to
raise about $210 million through a
share issue.

Oldwick, N.J.-based Best said the
downgrade reflects concerns about
the company’s growth in net pre-
miums written since 2001 coupled
with “significant reserve shortfalls
from prior underwriting years,”

mulling a sale

which the rating agency said “have
greatly weakened the company’s
operating performance” and placed
strain on its risk-adjusted capitaliza-
tion.

Best said it expected the Bermu-
da-based reinsurer’s performance to
deteriorate because of pressure on
expenses caused by declining busi-
ness volumes and catastrophe losses
in the second half of 2005, among
other factors.

Earlier this month, Standard &
Poor’s Corp. downgraded Alea to
BBB+ from A- after the company
announced pretax profits of $25.9
million for the first half of 2005,
down 47% compared to the first six
months of 2004; plans to cut back
its U.S. long-tail reinsurance busi-
ness; and the need to boost reserves
by $34.7 million.

Net P&l claims surge

Combined figures of the International Group of P&l clubs show that claims
net of reinsurance recoveries have been increasing.
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P&l clubs facing
wave of big claims

By SARAH VEYSEY

Shipowners should expect to pay
more for liability coverage when
they renew with protection and in-
demnity clubs next year, following
a sharp increase in large claims in
2004, according to a report.

But despite the increased losses,
P&I clubs should not try to push
through large premium increases,
as the claims pattern still falls with-
in statistically predictable bound-
aries, according to one of the re-
port’s authors.

During 2004, large claims filed
with P&I clubs—those of $6 million
or more—totaled $206 million,
compared with $138 million in
2003, according to the report,
which was published by Aon Ltd. in
London.

Stephen Hawke, executive direc-
tor of Aon Marine, a unit of Aon
Corp., said the increase in claims
was linked to an increase in ship-
ping and the growing value of
ships. But, he said, this increase
should not be used as an excuse for
clubs to hike rates, as losses still fall
within expected loss patterns.

According to the report, there

were 16 large claims in 2004, com-
pared with an average of 17.3
claims per year over the past 23
years, which is the period for which
data is available.

When P&l coverages are renewed
in February 2006, there will likely
be an increase in rates, Mr. Hawke
said. At this year’s renewal, rates
were increased by up to about
12.5%, he said, and similar increas-
es should be expected in February.

The impact of Hurricane Katrina
on the wider insurance and reinsur-
ance market could also drive up
rates for P&I coverage, Mr. Hawke
said.

The International Group of P&l
clubs, which comprises the 13 largest
P&I clubs, relies heavily on reinsur-
ance, which it buys collectively
above an agreed sublimit, said Mr.
Hawke, and much of that reinsur-
ance is placed in the London market.

It remains unclear, though, how
Hurricane Katrina will ultimately
affect the reinsurance market, he
said.

Copies of the report, “Protection and In-
demnity: Mid-Term Review,” are avail-
able from harriet.meikle@aon.co.uk.

Updates

JUA issues guidance on finite products

By CAROLYN ALDRED

The International Underwriting
Assn. has published guidance de-
signed to help member companies
follow regulatory requirements
when buying and selling finite risk
products.

Finite coverage has been the sub-
ject of regulatory investigations
worldwide, as officials seek in par-
ticular to determine whether both
insurance and noninsurance enti-
ties have been using finite products
to manipulate their results.

In March, the Financial Services
Authority wrote to the senior man-
agement of many FSA-regulated in-
surers asking them to provide infor-
mation to allow the FSA to assess
the extent to which financial engi-

neering techniques, such as finite
reinsurance, are used by the indus-
try and to ensure that adequate sys-
tems and controls are in place.

“There has been much debate
about the use of finite reinsurance
in recent months, and we thought
it was a useful exercise to clarify the
current position for [IUA members,”
Pam Byrnes, director of financial
and compliance services at the Lon-
don-based trade association, said in
a statement.

The aim of the IUA’s “Finite Rein-
surance Guide” is to summarize the
position of the United Kingdom's
financial services regulator on finite
reinsurance and to help companies
understand the systems and con-
trols necessary to meet the regula-
tor’s rules, according to the IUA.

The FSA issued a consultation pa-
per on the use of financial engineer-
ing in 2002. While the regulator
recognized the validity of methods
such as finite reinsurance to help
strengthen insurers’ solvency, the
regulator also warned that the use
of such products and techniques
could obscure the financial condi-
tion of an insurer.

“Those firms buying and selling
such products, therefore, must en-
sure that contracts do actually con-
stitute reinsurance under the rele-
vant legislation and adhere to the
central tenet of a genuine transfer
of sufficient risk that is demonstra-
ble,” the IUA states.

“Many companies have reviewed
their use of finite reinsurance with
their lawyers and accountants,”

e

noted Jonathan Teacher, a lawyer
with London-based law firm
Kendall Freeman. “There is definite-
ly a need for greater clarification,
but we haven't seen the full impli-
cations yet because the FSA is still
looking at the issue.”

“Clearer guidance is needed on
an international scale, and the regu-
lators’ thinking is still developing,”
said Nathan Willmott, a senior as-
sociate specializing in insurance
regulation at the law firm Fresh-
fields Bruckhaus Deringer.

A spokesman from the Financial
Services Authority confirmed that
the regulatory body was still con-
sulting with companies about the
use of finite reinsurance but noted
that “there are no plans to change
regulations at this stage.”

Employers liability
costs stabilize: Study

Employers liability insurance costs
stayed stable or decreased in
2005 for most U.K. companies
that took part in a recent
Engineering Employers Federation
study. The London-based
organization surveyed 804 of its
members in June and found that
62% of companies had either seen
rates stay the same or decrease
for their employers liability
coverage. In a similar survey last
year, 91% of respondents said
they had seen rate increases for
the coverage. Employers liability
insurance is mandatory in the
United Kingdom.

ARIG forms Takaful
reinsurance company

Arab Insurance Group has formed
a reinsurance company that will
comply with Islamic principles.
Takaful Re Ltd. will begin
underwriting all major lines of
property business "“well in advance
of business renewals for the year
2006," Manama, Bahrain-based
ARIG said in a statement. The new
Dubai-based company has
authorized capital of $500 million
and has been set up by ARIG in
conjunction with several other
local financial institutions. Takaful
insurance, a set of principles
acceptable to Islam, requires
losses and liabilities to be spread
across a mutual pool.

APRA bans another
former HIH exec

The Australian Prudential
Regulation Authority has banned
another former executive of failed
HIH Insurance Ltd. from acting as
a director or senior manager of a
general insurer. APRA announced
that Peter Butler Thompson, who
held various posts at HIH and
related companies between 1997
and 2000-including chief
executive of its U.K. division and
general manager of its risk
management and reinsurance
division—has been disqualified
from being a manager of a
multiline insurer. APRA said Mr.
Thompson failed to inform HIH's
auditors of all the relevant
circumstances surrounding certain
reinsurance deals HIH entered.
HIH collapsed in 2001.

JLT opens reinsurance
office in Japan

London-based broker Jardine
Lloyd Thompson Group P.L.C. has
opened a reinsurance office in
Tokyo. JLT said in a statement
that JLT (Japan) Reinsurance
Inc. would be headed by
Managing Director Kimio
Kameda. JLT said its
representative office in Japan is
part of a strategy to enhance its
reinsurance capabilities. The
broker plans to incorporate its
reinsurance operations into a
separate unit next year.
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Health: Employer teams with doctors, health plan to improve quality care

Continued from page 3

pating physicians will be required to
attend regular workshops and tele-
conferences to help them brush up
on treatment standards, and they
will be monitored throughout the
year on how well they are treating
targeted patients.

The participating physicians’
treatment patterns and patient out-
comes also will be compared with a
control group of about 500 other
UnitedHealth physicians not treat-

ing American Airlines employees.

According to the project timeline,
final results will be shared with
physicians in June 2006.

American Airlines’ cardiac care
initiative is part of a larger effort by
the Dallas-Fort Worth Business
Group on Health to enhance the
value of health care being pur-
chased by its 120 members, accord-
ing to Marianne Fazen, executive di-
rector.

The coalition conducted a similar

demonstration project in 2004 to
test components of diabetes disease
management programs, she said.
That program, involving employees
of the Federal Reserve Bank, found
that early intervention—testing
cholesterol and blood glucose be-
fore a patient is diagnosed with the
disease—and participation in a
weight-management program
works better than just treating those
who have already become diabetic,
according to Ms. Fazen.

“Typically, diabetes disease man-
agement programs don’t do this,”
she said.

Another 2004 demonstration pro-
ject involving lipid management
among employees of American Air-
lines, compared group coaching
with one-on-one telephonic coun-
seling from nurses. That experiment
found that group coaching was far
less expensive than the individual
counseling because it made it
possible to help more people at a

time, Ms. Fazen said.

In addition to the cardiac care
program with American Airlines,
the business group is in the plan-
ning stages of a worksite “cultural
proficiency” program involving
Texas Instruments Inc.

The program, which will involve
several large health plans, will be
designed to ensure that employees
from different cultural backgrounds
receive necessary and appropriate
health care, Ms. Fazen explained.
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We are Looking for Loss Portfolio Transfers
Between $200,000 and $10mm.

Are you Looking to Close Out Outstanding
Captive Years, Transfer Reserves from 1
Or Multiple Years?

Visit our website at: www.jrso-inc.com or
Email us at: mike@jrso-inc.com
Call: (847) 778-7969

PERSONNEL SUPERVISOR

APPLY ON-LINE AT
www.phoenix.gov/JOBS

September 19, 2005 - October 7, 2005.

$56,971 - $84,906 annualized. Appoint-
ment can be made above the minimum de-
pending upon qualifications.

Four years of experience in professional
personnel or benefits management work
with at least three years at the journey lev-
el and a bachelor's degree in personnel,
public or business administration, or a re-
lated field.

A Personnel Supervisor performs highly
responsible professional work in one or
more specialized personnel activities, such
as employee development and training, re-
cruiting and testing, classification and
compensation, placement and records, la-
bor relations or employee benefits. Cur-
rently there is one vacancy in Employee
Benefits and responsible employee bene-
fits experience is highly desirable.

In your cover letter or resume, please de-
scribe your experience in managing com-
plex projects and work assignments, and
your understanding of personnel and em-
ployee benefit issues in a government envi-
ronment. Resume and cover letter guide-
lines are available at www.phoenix.gov or
at the Application Office.

HELP WANTED

(888) RMA-Search
INFO@RMAINC.COM

@

RICHARD MEYERS & ASSOCIATES, INC

WWW.RMAINC.COM

Building on Our Trusted Reputation in Executive Recruitment

TALENT ACQUISITION

« Executive Search

+ On-Boarding

« Contract Labor

« Salary & Comp Surveys

TALENT MANAGEMENT

« Executive Coaching

« Leadership Development
+ Culture Assessment

« CompetencyModels

Risk - Brokerage - Sales - Safety - Claims - Underwriting
Loss Control - RMIS/HRIS - Finance - Human Resources

Some things just work
better in color.
Like your ProFessioNAL MARKETPLACE ad

in Business Insurance. Contact Tina
Vasilakis at 312-649-5340.

llstrategies

"The Risk
Management
Career
Experts”

¢ Mike Tannenbaum
* Barry Citron

Executive Recruiting * Career Coaching

* Corporate Risk Management
* Insurance Brokerage

* Risk Management Consulting
* RMIS

100 Eagle Rock Ave. East Hanover, NJ 07936
Tel. 973-887-2300 Fax 973-887-4334
www.keystrategies.com

L.L.C.

MARKETING MANAGER

Are you earning what you deserve? We
are a successful growth oriented, nation-
wide insurer on the move that rewards top
performance. This is a once-in-a-lifetime
opportunity. The potential for growth is
unlimited.

Based in the Midwest, we are looking for a
talented individual with proven leadership
abilities, a strong work ethic and strong
motivational skills who can sell as well as
manage and train a sales staff. Prior in-
surance experience is a plus.
The starting salary is $100K with the op-
portunity to earn much more. The benefits
are excellent.
Don't pass up this opportunity! If you be-
lieve in the motto “Those who make us
money, make money", send your resume
today.
Department 29531
P.0. Box 1313
New Albany, IN 47150
E-mail: adresponse@tmp.com

Florida State
University

offers an online master's
degree in Risk Management and
Insurance (concentrations in

Financial Services or Property &

Liability). This affordable and
flexible program can be completed
via Internet access from any
location. For more information
on the May 2006 sequence, visit

www.cob.fsu.edu/grad

UNITED STATES BANKRUPTCY COURT
SOUTHERN DISTRICT OF NEW YORK

Inre ) Ina Proceeding under
MERCANTILE & GENERAL ) Section 304 of the
REINSURANCE COMPANY ) Bankruptcy Code
LIMITED, ) Case No.

Debtor in a Foreign Proceeding ) 05-14076(BRL)

NOTICE OF ENTRY AND EFFECTIVENESS OF PERMA-
NENT INJUNCTION AND ORDER PURSUANT TO SEC-
TIONS 105(a) AND 304(b) OF THE BANKRUPTCY CODE

PLEASE TAKE NOTICE that on September 7, 2005, the
United States Bankruptcy Court for the Southern District of
New York entered an order (the “Order”), pursuantto 11 U.S.C.
88§ 105(a) and 304(b), inter alia, giving full force and effect to
the Scheme of Arrangement (the “Scheme”) pursuant to sec-
tion 425 of the Companies Act 1985 of Mercantile & General
Reinsurance Company Limited (“Mercantile”), which Scheme
was sanctioned by the Court of Session, Scotland, by order
dated September 1, 2005, (the “Sanction Order”) and making
the Scheme binding on and enforceable in accordance with its
terms against all Scheme Creditors® and third parties in the
United States. The Order went into effect upon the filing of the
Sanction Order with the Registrar of Companies in Scotland
on September 22, 2005.

PLEASE TAKE NOTICE that, except as provided in the
Scheme, the Order permanently enjoins and restrains all
Scheme Creditors from taking various actions; transferring
any Property of Mercantile or the proceeds thereof; drawing
down any letter of credit established by, on behalf of or at
the request of Mercantile; and commencing, continuing, or
enforcing any Proceedings, judgments or orders and other
actions and conduct specified in the Order.

PLEASE TAKE NOTICE that the Order also requires all
Scheme Creditors to: (a) turn over and account to Mercantile
or the Scheme Advisors for any property of Mercantile, or pro-

ceeds thereof, that relate to any Scheme Claim, of which they
have possession, custody or control; (b) deliver any books,
papers or records of Mercantile that relate to any Scheme
Claim, of which they have possession, custody or control, to
Mercantile or the Scheme Advisors; and (c) to the extent they
have a Claim of any nature or source against Mercantile or any
Property or are a party to any Proceeding in which Mercantile
is or was named as a party, or as a result of which a liability
of Mercantile may be established, to notify Mercantile and
the Scheme Advisors, in accordance with the terms of the
Scheme, all as more particularly set forth in the Order.

PLEASE TAKE NOTICE that, subject to the terms and
provisions of the Scheme, all Scheme Creditors shall be
permanently enjoined and restrained from commencing or
continuing any Proceeding against Mercantile, the Board, the
Scheme Advisors, the Scheme Adjudicator, their successors,
agents, attorneys or representatives.

PLEASE TAKE NOTICE that copies of the Order and
the Scheme are available to parties in interest on the
Bankruptcy Court's Electronic Case Filing System, which
can be accessed from the Bankruptcy Court's website at
http://www.nysb.uscourts.gov (a PACER login and a pass-
word are required to retrieve a document) or upon written
request to the Petitioners’ counsel (including by facsimile
or email) addressed to: Clifford Chance US LLP, 31 West
52 Street, New York, New York 10019, Attention: David
A. Sullivan, (212) 878-8375 (Facsimile), david.sullivan@
cliffordchance.com.

Dated: New York, New York ¢ September 22,2005
CLIFFORD CHANCE US LLP

31 West 52" Street, New York, New York 10019

(212) 878-8000, Attorneys for the Petitioners
Attention: Peter R. Chaffetz, Esq., David A. Sullivan, Esq.

* Capitalized terms not otherwise defined herein shall have
the meaning ascribed to such terms in the Order.

IN THE COURT OF SESSION, SCOTLAND
AND
IN THE PETITION OF
THE MERCANTILE & GENERAL
REINSURANCE COMPANY LIMITED
FOR AN ORDER SANCTIONING
A SCHEME OF ARRANGEMENT

UNDER SECTION 425 OF THE COMPANIES ACT 1985
NOTICE IS HEREBY GIVEN that, by an order dated 1
September 2005 made in the Court of Session, Scotland in the
above named matter, the solvent scheme of arrangement (the
“Solvent Scheme”) to be made between the Mercantile &
General Reinsurance Company Limited (the “Company”) and
its Scheme Creditors (as defined in the Solvent Scheme)
pursuant to section 425 of the Companies Act 1985, which
was voted on and approved by Scheme Creditors during the
meeting held on 26 April 2005, was sanctioned. A copy of the
order sanctioning the Solvent Scheme was delivered for
registration to the Registrar of Companies in Scotland on 22
September 2005, and the Solvent Scheme became effective on
that date.

Scheme Creditors are required to submit completed Claim
Forms in respect of their Scheme Liabilities (as defined in the
Solvent Scheme) to the Company in signed hard copy form.
Completed Claim Forms must reach the Company at 30 St.
Mary Axe, London EC3A 8EP marked for the attention of
Richard Harris or Karen Veale on or before the Final Claims
Submission Date (namely 5:00 p.m. London time on 20
January 2006).
Where no completed Claim Form is received by the Company
by the Final Claims Submission Date, the Scheme Liabilities of
that Scheme Creditor (other than Scheme Liabilities in respect
of claims which have been agreed by the Company but not yet
paid as at the Effective Date) will be valued at nil. Scheme
Creditors will, however, be entitled to payment from the
Company under, and subject to the terms of, the Solvent
Scheme in respect of claims that have been agreed by the
Company but not yet paid as at the Effective Date, whether or
not a Claim Form setting out the requisite details of such claims
has been received by the Company by the Final Claims
Submission Date.

For these purroses, all references to claims being “agreed”
shall mean only claims that are specifically agreed for payment
under the Scheme by or on behalf of the Company. Therefore,
Scheme Creditors are requested to confirm the status of any
unpaid “agreed” claims with the Company and/or ensure that
details of such claims are included in their Claim Forms.
Information regarding the Solvent Scheme is available from the
Company’s website at www.mgre.co.uk where a version of the
Claim Form is also available to download.
Should you have any questions regarding this Notice, or wish
to obtain a copy of the Solvent Scﬁeme or a Claim Form, you
may contact the Company, at the above address, or by email:
mgre_info@mgre.co.uk; telephone: +44 (0) 20 7933 4688; or
facsimile: +44 (0) 20 7933 6688.

UNITED STATES BANKRUPTCY COURT
SOUTHERN DISTRICT OF NEW YORK

IN RE PETITION OF BOARD OF DIRECTORS OF
CAVELL INSURANCE COMPANY LIMITED,
DEBTOR IN A FOREIGN PROCEEDING
CASE NO. 04-B-17990 (SMB)

NOTICE IS HEREBY GIVEN THAT ON SEPTEMBER 8,
2005, THE BANKRUPTCY COURT ENTERED AN
ORDER (THE "ORDER') PURSUANT TO 11 US.C. §
304. THE ORDER SHALL REMAIN IN EFFECT PEND-
ING A HEARING TO CONSIDER WHETHER THE BANK-
RUPTCY COURT WILL (I) ISSUE A PERMANENT IN-
JUNCTION ORDER, PURSUANT TO SECTION 304 OF
THE BANKRUPTCY CODE, PROVIDING FOR, AMONG
OTHER THINGS, RECOGNITION OF THE SCHEME OF
ARRANGEMENT, SUBSTANTIALLY IN THE FORM SET
FORTH IN THE AMENDED EXHIBIT "A" FILED WITH
THE BANKRUPTCY COURT ON JANUARY 12, 2005, AS
AMENDED, IN THE UNITED STATES AND/OR (ll)
CONTINUATION OF THE ORDER, WHICH HEARING IS
SCHEDULED TO BE HELD BEFORE THE HONORABLE
STUART M. BERNSTEIN, CHIEF UNITED STATES
BANKRUPTCY JUDGE, UNITED STATES BANKRUPTCY
COURT, ONE BOWLING GREEN, NEW YORK, NEW
YORK ON DECEMBER 6, 2005 AT 10:00 A.M.

CHADBOURNE & PARKE LLP

ATTORNEYS FOR THE PETITIONER

30 ROCKEFELLER PLAZA

NEW YORK, NEW YORK 10112

(212) 408-5100

ATTN: HOWARD SEIFE, ESQ.
FRANCISCO VAZQUEZ, ESQ.

Need to publish a
Legal Notice

RFP
Announcement

or
Business Opportunity

°
Call Tina at (312) 649-5340
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Whistleblowers: Employees filing more retaliation lawsuits

Steps for employers
to avoid such lawsuits

Continued from page 4
missed, with the remainder with-
drawn, settled or determined to
have merit by OSHA.

But even if employers ultimately
are victorious, defending these cases
is costly, particularly if the employ-
ee decides to subsequently pursue
his case in federal court. While only
a relatively small number have
done this so far, more are expected
to do so.

And once in federal court,
“You're then in a fully blown em-
ployment litigation, which can be
extremely costly,” because these
claims tend to be very fact sensitive
and so require extensive discovery,
said Richard J. Cino, an attorney
with Jackson Lewis L.L.P. in Morris-
town, N.J.

There are measures employers
can take, though, to minimize their
chances of being hit with a retalia-
tory claim (see related story).

Observers say they expect the
number or claims to increase. So
far, “there have been very
few court cases, but that
will certainly change

scandals of the period, and may
have been too broadly written, say
observers.

Observers say one major problem
with the law is that once a termi-
nated employee establishes a prima
facie case that there may have been
retaliatory action, the employer
must offer “clear and convincing
evidence” that it would have taken
the same adverse action even if
there had been no whistleblowing,
which is a higher evidence standard
than is required in other federal
anti-discrimination laws.

Otherwise, OSHA may order the
employee to be reinstated, even be-
fore final resolution of the case.
This is different from other employ-
ment laws, where there is generally
no reinstatement order until
the very end of proceedings, said
Carole Katz, a Pittsburgh-based at-
torney with Morgan Lewis & Bock-
ius L.L.P.

It can put employers in an awk-
ward situation. “You can imagine

Sarbanes-Oxley Complaints

the tension” when a whistleblower
“who has visibility into the inner
workings of the company, and who
is in an adversarial stance, is or-
dered to be reinstated,” said Brad-
ford K. Newman, an attorney with
Paul, Hastings, Janofsky & Walker
L.L.P. in Palo Alto, Calif.

Furthermore, under the law, an
administrative law judge “is com-
pelled to find in the employee’s fa-
vor and grant full relief” if the
whistleblowing “appears to have
played any role in the decision to
take the adverse action,” however
minor, said Mary E. Pivec, an
attorney with Sheppard, Mullin,
Richter & Hampton L.L.P. in Wash-
ington.

Some observers say fear of being
associated with a Sarbanes-Oxley
whistleblower suit is leading some
employers to settle even when they
feel the claim has no merit. “They
fear the potential bad publicity,”
said James S. Urban, an attorney
with Jones Day in Pittsburgh.

However, Robert P. Ri-
ordan, an attorney with
Alston & Bird in Atlanta,

with time and as more
court decisions come out,
then more and more peo-
ple will be aware of the
statute, and I think we’ll
likely see the number of
cases continue to grow,”

said Robert Whitman, an ViR
attorney with Orrick, Sut- 2002
cliffe & Herrington in
New York, who observed 2003
that it is relatively easy 2004
for an individual to file a

2005*

charge.

The law was hastily
written and approved in
response to the Enron
Corp. and other financial

Cumulative 74

* Through 9/12/05
Source: U.S. Department of Labor

When receiving complaints, the Department of Labor
counts cases filed; for outcome of the complaints, the
department counts individuals affected. Settled cases are a
subset of merit cases.

COMPLAINT DETERMINATIONS

Withdrawn Dismissed

1 0 0
14 56 9/
24 127 23/29
35 160 27.34

343 59/74

Settled/Merit Total

said, “My experience has
been the opposite, that
companies ordinarily are
thoroughly convinced
that the whistleblower is
not accurate in their ac-
cusation,” and the last
thing they want to do is
1 pay him and have some-
body “characterize that

81 as some sort of admission
180 of improper practice.”

Sarbanes-Oxley is also

229 encouraging employees

491 of organizations that do

not fall under the law,
such as nonprofits, to
take advantage of the

Setting up complaint proce-
dures, encouraging employees to
speak freely when they see a
problem and carefully docu-
menting issues with problem
employees can help reduce em-
ployers’ chances of being hit
with a retaliation claim under
the whistleblower provisions of
the Sarbanes-Oxley Act, say ob-
Servers.

Sarbanes Oxley, in fact, has
provisions that require employ-
ers to establish procedures that
allow employees to confidential-
ly file internal whistleblower
complaints.

Some employers may have al-
ready introduced such proce-
dures to deal with the risk of age
or sex discrimination claims, ob-
servers say.

Employers need to establish
policies that make it plain what
constitutes unethical conduct
and to then implement proce-
dures for employees to follow if
they feel there has been a viola-

many state whistleblower laws,
which can be broader in scope than
the federal law, say observers.
“I'have definitely seen in the past
two years an increase” in the num-
ber of non-Sarbanes-Oxley whistle-
blower cases brought at the state
level, said Heidi Goldstein Shep-
herd, an attorney with Goodwin
Procter L.L.P. in Boston. Sarbanes-
Oxley “has had a spillover effect in
that it’s sort of raised awareness

tion of these policies, said Philip
M. Berkowitz, an attorney with
Nixon Peabody in New York.

“I strongly recommend culti-
vating an atmosphere of trust
with employees” so they are en-
couraged to come forward inter-
nally, rather than approach ei-
ther an attorney or state agency,
said Sara Goldsmith Schwartz,
an attorney with Schwartz, Han-
nu P.C. in Andover, Mass.

It is also important to careful-
ly document poor performance.

Most employers already have
an “intuitive sense” when it
comes to terminating women
or minorities to be sure every-
thing is documented and then
communicated to the person
involved, said Robert F. Dow,
an attorney with Arnall Golden
Gregory L.L.P. in Atlanta. With
Sarbanes-Oxley, “You have to
extend that kind of thought
process into the accounting
arena.”

—By Judy Greenwald

among the plaintiffs bar,” she said.

Furthermore, a growing number
of discrimination and harassment
claims are being accompanied by
charges that the employer engaged
in inappropriate conduct, said Mr.
Berkowitz. “Plaintiff lawyers are rec-
ognizing that simple allegations of
discrimination may not get them as
far as if they were to couple it with
charges that somebody’s cooking
the books.”

Marsh: Connecticut A.G. amends suit to add bid-rigging charges

Continued from page 1

corporate, nonprofit, government
and individual alike—harmed by
Marsh’s illegal kickback schemes,”
Mr. Blumenthal said in a state-
ment.

The amended suit comes nine
months after the brokerage agreed
to change its business practices
and to pay $850 million in restitu-
tion to clients nationwide to settle
similar claims leveled by Mr.
Spitzer.

Because none of the $850 million
was considered a fine or penalty
against MMC, observers say a fine is
the likely outcome of Mr. Blumen-
thal’s suit.

ACE settles

The Connecticut Attorney Gener-
al originally sued MMC, its Marsh
USA Risk Services unit and ACE Fi-
nancial Solutions Inc. in January,
alleging the brokerage steered an
$80 million state workers compen-
sation contract to ACE Financial for
a secret $50,000 commission (BI,
Jan. 24).

ACE last week agreed to pay
$40,000 to settle the lawsuit. In a
Securities and Exchange Commis-
sion filing, ACE said the decision to
settle “avoids the cost of further liti-

Final settlement eludes Marsh

B Oct. 14, 2004: New York Attorney General Eliot Spitzer sues Marsh,

alleging fraud and bid-rigging.

B Jan. 21, 2005: Connecticut Attorney General Richard Blumenthal
sues Marsh over an alleged secret commission payment.

B Jan. 31: Marsh settles bid-rigging and other charges with Mr. Spitzer
and establishes $850 million fund to repay clients nationwide.

m Sept. 21: More than 30 insurance requlators, through the National
Assn. of Insurance Commissioners, adopt the settlement.

m Sept. 22: Mr. Blumenthal amends his suit to add charges of bid-rigging

and client steering.

gation.” An ACE spokesman de-
clined to comment further.

“While we would have preferred
that an amended complaint not be
filed, we are continuing to cooper-
ate with the Connecticut Attorney
General,” an MMC spokesperson
said. “These are essentially the same
types of allegations that were previ-
ously resolved with the New York
Attorney General and Superinten-
dent of Insurance through the es-
tablishment of our $850 million na-
tionwide compensation fund,
which permits our policyholder
clients to receive payments without
having to show they were harmed

in any way.”

Clients had until Sept. 20 to de-
cide whether to opt into the settle-
ment.

More than 75% of policyholder
clients, in dollar terms, have chosen
to take part in the nationwide set-
tlement and release Marsh from fur-
ther claims, the MMC spokesperson
said. In Connecticut alone, more
than 1,000 clients will receive more
than $20 million.

Observers say Mr. Blumenthal'’s
lawsuit is not surprising given the
number of state authorities still in-
vestigating MMC.

“Part of our negative outlook (on

e

Marsh) is that there are some issues
still unsettled and potential further
litigation from sources such as
this,” said Gretchen Roetzer, a
Marsh credit analyst with Fitch Rat-
ings in Chicago.

Given that Marsh has done away
with contingent commissions and
changed its management and other
business practices as part of its set-
tlement with Mr. Spitzer, “this will
be more of what will come out in
terms of fines,” she said of Mr. Blu-
menthal’s complaint. “I think it’s
more of a cash issue.”

MMC'’s settlement with Mr.
Spitzer was structured as a nation-
wide settlement that returned mon-
ey to Marsh clients that were affect-
ed. “Nobody has gotten any fines or
penalties from Marsh,” said Steven
Ader, a Marsh credit analyst with
Standard & Poor’s Corp. in New
York.

In terms of the allegations them-
selves, though, Mr. Ader said
“there’s nothing really new in this
atall.”

NAIC agreement

Meanwhile, MMC last week
reached a multistate regulatory
agreement with more than 30 state
insurance regulators working col-

laboratively through the National
Assn. of Insurance Commissioners.

Under the agreement, the par-
ticipating regulators adopted
MMC’s nationwide $850 million
settlement and will have the au-
thority to enforce the reforms un-
der that agreement. Regulators
will receive ongoing compliance
reports from MMC and will main-
tain their ability to continue on-
going investigations with MMC's
cooperation.

“The regulatory controls that are
embodied in this global agreement
are prudent and comprehensive,”
Diane Koken, the NAIC president
and Pennsylvania insurance com-
missioner, said in a statement. “We
recognize that some customers of
Marsh may have reasons not to opt
into the monetary settlement, and
we can certainly understand that.
However, expediently returning as
much money to as many con-
sumers as possible was an impor-
tant consideration in endorsing this
global settlement.”

In a statement, MMC President
and Chief Executive Officer
Michael G. Cherkasky said the
agreement “represents an impor-
tant step forward for Marsh and a
reaffirmation of Marsh’s commit-
ment to business reform.”
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Swett: Aon sells wholesaler
to private investment group

Continued from page 3

Swett & Crawford president and
chief operating officer Neal Aber-
nathy resides. Mr. Abernathy is ex-
pected to succeed Mr. Hartoch
when he retires.

Neither Aon nor the investor
group provided details of the trans-
action.

HMTF said in a statement that
several of Swett & Crawford’s key
employees and executives have in-
vested in the transaction and that
they will own a significant stake in
the wholesaler.

Swett & Crawford’s management
will run day-to-day operations,
while HMTF will sit on its board
and provide guidance.

Mr. Hartoch said he intends to
stay with Swett & Crawford for
“awhile,” although he did not
provide details. The Swett & Craw-
ford CEO, who headed the whole-
sale broker from 1997 to 2003, in
March returned to oversee its di-
vestiture.

Going private

The sale by Aon follows similar
moves by its two largest competi-
tors.

Earlier this month, Marsh &
McLennan Cos. Inc. sold wholesaler
Crump Group Inc. to private equity
firm J.C. Flowers & Co. L.L.C. Previ-
ously, Willis Group Holdings Ltd.
had sold Stewart Smith Group to
American Wholesale Insurance
Group Inc.

Observers say the moves by the
world’s largest three brokerages
were motivated by a desire to elimi-
nate perceived conflicts of interest
arising from brokerages owning re-
tail and wholesale operations.

The moves have also launched a
trend of equity investors purchas-
ing wholesale brokerages with plans
to increase their size through addi-
tional acquisitions (BI, Sept. 12).

Wholesaler “fundamentals are

stronger than ever right now,” Mr.
Rosen said, adding that rate increas-
es are expected to follow Hurricane
Katrina, which is helping drive ex-
cess and surplus lines activity, he
said.

HMTF spent two years looking
for a wholesaler of significant scale.
But it wasn’t until New York Attor-
ney General Eliot Spitzer’s investi-
gations caused retail brokers to di-
vest their wholesalers that opportu-
nities opened up, Mr. Rosen said.

Swett & Crawford is HMTF's first
wholesaler acquisition, Mr. Rosen
said.

The company’s new status as in-
dependent wholesaler also will fuel
growth, Mr. Rosen said. Retail bro-
kers competing with Aon are more
likely to take their business to an in-
dependently owned wholesaler, he
said.

John Wicher, principal at San
Francisco-based John Wicher & As-
sociates, agreed that independence
is a good selling point for attracting
business from retailers. Policyhold-
ers are also likely to perceive Swett
& Crawford’s independence from a
retailer as a benefit, Mr. Wicher
added.

However, how long the investor
group will own Swett & Crawford is
unclear. Observers have previously
pointed out that equity firms typi-
cally hold their investments for lim-
ited periods after leveraging them
for growth.

But Swett & Crawford’s new own-
ers want to build the wholesaler’s
long-term value and will not make
decisions based on short-term gain,
Mr. Rosen said. HMTF, however,
must eventually find alternatives
for repaying its investors’ capital,
such as taking the company public,
selling it or merging it with another
entity.

“We are not in a position where
we can own assets for 20 years,” Mr.
Rosen said. “We do seek to achieve
liquidity for our investors.”

Hartford receives another
subpoena from Spitzer

HARTFORD, Conn.—The Hartford
Financial Services Group Inc. has re-
ceived an additional subpoena from
New York Attorney General Eliot
Spitzer’s office, requesting informa-
tion related to the company’s sales
of annuity products and reporting
of workers compensation premi-
ums.

The Hartford, in a Securities and
Exchange Commission filing on Fri-
day, said the latest subpoena specif-
ically seeks information about pur-
chases of or exchanges into the
company’s variable annuity prod-
ucts by New York residents during
the past five years, in which: the
transactions were funded using a
tax-qualified plan; where the vari-
able annuity purchased or ex-
changed for was a subaccount of a
tax-qualified plan; or where it was
later placed in a tax-qualified plan.

“In addition, the New York Attor-
ney General’s office has requested
information from the company
about issues relating to the report-
ing of workers compensation pre-
mium,” the Hartford, Conn.-based
insurer said as part of the 8-K filing.

The company plans to cooperate
fully with the requests.

The Hartford’s group annuity
products have been a focus of re-
cent regulatory inquiries, as the
company in June disclosed that it
received a subpoena from Mr.
Spitzer’s office regarding broker
compensation arrangements linked
to the sale of group annuity prod-
ucts, and also previously said it had
been subpoenaed by Mr. Spitzer
and Connecticut Attorney General
Richard Blumenthal about variable
annuity sales.

—By Rupal Parekh

Some surplus lines rates still falling

By ROBERTO CENICEROS

SAN FRANCISCO—While some
surplus lines casualty underwriters
say they are trying to hold firm on
rates and keep them from sliding
further, other standard and nonad-
mitted insurers aren’t following
along.

Consequently, rate decreases are
still occurring across several non-
admitted casualty lines, said surplus
lines underwriters attending the
National Assn. of Professional Sur-
plus Lines Offices Ltd.’s 2005 Con-
vention in San Francisco.

Rates for general liability policies,
habitational business, products lia-
bility, and several professional lia-
bility lines are all seeing price de-
creases, underwriters said.

But some of the rate slide has
slowed from a year ago, said Scott J.
Bayer, senior vp for the general lia-
bility division at Liberty Interna-
tional Underwriters in New York.
Brokers are, however, looking to
wrangle primary casualty renewal
rates for their clients that range
from flat to a 10% decrease, Mr.
Bayer added.

“But they are not getting it on ev-

ery account. No way,” Mr. Bayer
said. “Every account stands on its
own.”

To hold the line, Liberty is turn-
ing down slightly more business
than it did a year ago, he said.

Kansas City, Mo.-based GE Insur-
ance Solutions is also declining
some business rather than dropping
its pricing below an underwriting
profitability benchmark, said Brian
E. Evans, vp-underwriting manager
for E&S individual risk at GE in
Overland Park, Kan.

Yet the insurer is obtaining a low-
er price for some products, such as
nonadmitted general liability cover-
age, than it did a year earlier.

“Compared to our benchmarking
of pricing on accounts, we are see-
ing competitors price to negative re-
turn levels, which we are not will-
ing to do,” Mr. Evans said. “We are
shooting for being consistent in
pricing to a return level that will
keep us in business over time.”

Others describe the casualty mar-
ket as stabilizing.

“There are rate decreases, but not
tremendous rate decreases on the
(casualty) portfolio,” said Shaun E.
Kelly, president of Lexington Insur-

ance Co., a Boston-based unit of
American International Group Inc.
“It is a relatively stable to down rate
environment for both primary and
excess casualty.”

But one problem for surplus lines
underwriters stems from standard
markets’ increased appetite for cov-
erages such as products liability,
construction liability and habita-
tional business, underwriters said.

Additionally, insurers took an in-
creased interest, beginning last year,
in supporting casualty program
business, said Lorna Parsons, man-
aging director in Chevy Chase, Md.
for managing general agent Victor
O. Schinnerer & Co. Inc.

So those insurers now supporting
program business are possibly more
competitive with their rates to help
grow that business, Ms. Parsons
said. Insurers, meanwhile, say they
want to maintain underwriting dis-
cipline. But with competitors drop-
ping their rates, that gets tougher to
do.

“We have, in our casualty opera-
tion, flattened our rates,” Ms. Par-
sons said. “Some of our competitors
appear to be cutting them precipi-
tously.”

NAPSLO: Rates likely to rise in cat-prone areas

Continued from page 4

NAPSLO was that Lexington does
not plan to change its underwriting
strategy toward catastrophe areas,
and would look at accounts on a
case-by-case basis, Mr. Kelly said.

But insurers that do not have Gulf
Coast exposures and do not have to
renew their reinsurance coverage
soon, said they don't expect to raise
rates or reduce limits, said Ms. Wha-
ley of Brown & Riding.

Some programs could be restruc-
tured, though. Over the past several
years surplus lines insurers have be-
come increasingly comfortable pro-
viding larger accounts with enough
property coverage so they did not
have to layer policies to acquire de-
sired limits, said Gary L. Tiepelman,
senior vp of underwriting for Scotts-
dale, Ariz.-based Scottsdale Insur-
ance Co.

“You will probably see (surplus
lines insurers) getting away from
that now,” said Mr. Tiepelman. He
also noted that as a result of Hurri-
cane Katrina, some commercial sur-
plus lines writers will feel “a little
more pain” than standard insurers.
That is because the standard market
often rejected catastrophe prone
risks on the Gulf Coast.

Reinsurance rate hikes

If the hurricane damage is as se-
vere as some estimates project, it
could impact Scottsdale’s reinsur-
ance rates when it renews its treaties
next July. It is certain to impact in-
surers renewing them in January,
Mr. Tiepelman said.

A. Gary Batten, vp and branch
manager in Metairie, La., for whole-
sale broker Burns & Wilcox Ltd. said
several insurers he met with at the
convention said they were expect-
ing reinsurance rate increases. Those
increases would be passed on to pol-
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icyholders who are now more likely
to need to layer coverage, he said.

Mr. Batten said he expected to
hear more of the same as he contin-
ued meeting with insurers. He also
said he expected that hurricane-re-
lated rate hikes would be spread
across property accounts nation-
wide, not just across those in catas-
trophe areas.

But it was not until April this year
that insurers understood their total
losses and set their pricing to fully
account for the four hurricanes that
struck the United States during
2004, said Maureen C. Caviston,
president of Partner Specialty Group
L.L.C. in Stamford, Conn. There-
fore, it remains too early to tell just
how much impact Hurricane Katri-
na might have on pricing for prop-
erties across the middle United
States, she said.

Fuclid Black, president of Hender-
son, Nev.-based wholesaler Black/
White & Associates said some ex-
pectations for price increases and
tightened limits may be overblown.

But one major insurer did tell Mr.
Black that he was certain prices
would firm abruptly, Mr. Black said.

“On the other hand, I had anoth-
er property carrier that agreed to
about a 20% discount over trailing
year prices,” Mr. Black added. But
that insurer had not suffered any
Katrina-related losses and over the
past two years the insurer’s rates had
remained firm while other insurers
cut rates, he said.

Brokers and insurers said they
were less certain whether Katrina
would impact the nonadmitted ca-
sualty market. If it does, the impact
could vary. Some casualty under-
writers could tighten rates, ending a
slide in prices, in order to make up
for Katrina-related losses, said Brian
E. Evans, vp underwriting manager
for E&S individual risk for GE Insur-

ance Solutions in Overland Park,
Kan.

On the other hand, some insurers
could move their capacity out of the
property market and move into the
casualty market, said Lorna Parsons,
managing director for managing
general agent Victor O. Schinnerer
& Co. Inc. in Chevy Chase, Md.

That would put even more down-
ward pressure on casualty rates,
which several NAPSLO attendees
said continue to decline even
though some insurers say they are
attempting to hold the line.

San Francisco
draws record
3,200 attendees
to NAPSLO meeting

Speculation that Hurricane Katri-
na might reverse a softening in-
surance market was the center of
many discussions at the National
Assn. of Professional Surplus
Lines Offices Ltd.’s 2005 Annual
Convention.

About 3,200 people registered
for NAPSLO’s convention, held
Sept. 14-18 in San Francisco,
making the event the organiza-
tion’s largest meeting yet.

The 2005 convention saw
Lawrence M. Wesson ]Jr., presi-
dent and chief operating officer
for Dallas-based U.S. Risk Insur-
ance Group, elected as NAPSLO's
president. Columnist George F.
Will addressed the crowd.

NAPSLO’s 2006 convention
will be held Sept. 13-17 in
Chicago. For more information,
call 816-741-3910 or visit
www.napslo.org.
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Casinos consider
moving to guard
against storms

By MICHAEL BRADFORD

GULFPORT, Miss.—Gulf Coast
casinos rebuilding in the wake of
Hurricane Katrina may rise from
the rubble in safer locations if a
change in Mississippi law allows
them to move to higher ground.

The hurricane’s impact was partic-
ularly harsh on casinos in the Missis-
sippi cities of Gulfport and Biloxi.
Some of the complexes, built as
barges on the Gulf of Mexico, were
lifted by Katrina's powerful storm
surge and deposited blocks away
from their original moorings. Oth-
ers, built on pilings driven through
the water, suffered less damage.

Where nature did not destroy
some of the Mississippi casinos,
man was required to finish the job.
Harrah’s Entertainment Inc.’s
Grand Casino in Gulfport was
moved by the Katrina’s storm surge
onto Hwy. 190, where a demolition
team last week rigged explosives to
the property and blew it apart to be-
gin clearing the roadway.

In neighboring Louisiana, casi-
nos built on waterways were not as
hard hit as those in Mississippi, al-
though some were damaged.

In the wake of the Gulf Coast
catastrophe, momentum is building
to change the Mississippi law that

has left the state’s coastline and
riverbanks dotted with casinos. The
legislation was passed in 1990 with
the requirement that casinos be lo-
cated over water as way to control
their spread in the state and ap-
pease opponents of gambling.

Land-based casinos would have
fared much better during Katrina,
experts pointed out.

“The main problem is that they
had built these things over water,”
said Donald McGhie, president of
McGhie Consulting, a Reno, Nev.-
based gaming consultant. “I think
the laws will be changed so that
they can build on land.”

“The barges are significantly
more vulnerable to wind
and storm surge,” said
Kyle Beatty, a meteorol-
ogist with Risk Manage-
ment Solutions in
Newark, Calif.

The casino operations
are a unique risk,
Mr. Beatty said, be-
cause most have the gambling oper-
ation over water and parking struc-
tures and hotels on adjoining land.
“The primary source of revenue is
the element of the complex that is
most vulnerable,” he said.

State officials are hearing from
casino operators regarding the re-

building issue.

“I've been talking with them
since the hurricane,” said Mississip-
pi representative Bobby Moak, D-
Bogue Chitto, who is chairman of
the House Gaming Commission. “I
haven’t had anyone say they didn't
want to come back.”

The casinos are interested in hav-
ing the legislation changed, he said,
because they want to re-

main in a state where
they have developed a
lucrative business.
“They’ve got a lot invest-
ed not only in buildings,
but also in creating the
market.”

It isn't clear when Mis-
sissippi lawmakers might
address the gambling law, Mr.
Moak said, but he expects the Legis-
lature will “go back and revisit ” the
legislation.

At least one casino isn’t commit-
ted to returning until its Mississippi
properties are as safe as possible.

“We're waiting for the Legislature
to determine whether or not casinos
will have to remain over water or

can be built on land,” said Lance Ew-
ing, Memphis-based vp of risk man-
agement at Harrah's. “Once that de-
termination is made, we will deter-
mine what is best for Harrah’s and
our shareholders.”

While casinos are still tallying
their damages, it is likely that Har-
rah’s suffered some of the largest
losses among Mississippi casino
owners. Heavily damaged or de-
stroyed in Gulfport were its Grand
Casino as well as an office complex
and golf course the company owns
in that city. Harrah’s Grand Casino
in Biloxi also was heavily damaged.

Mr. Ewing said last week that Har-
rah’s had begun receiving payments
from insurers that wrote coverage for
the damaged properties. Lexington
Insurance Co., a unit of American
International Group Inc. was among
the lead insurers on the Gulfport
risks and thus far has done a “stellar
job” in adjusting the claim, he said.

Around 40 insurers wrote cover-
age for Harrah's properties in Gulf-
port and Biloxi, Mr. Ewing said.

Also damaged was Harrah'’s land-
based casino in New Orleans and a

The Presidents Casino barge sits
atop a Holiday Inn after being
pushed ashore by Hurricane Katrina.

company-owned hotel under con-
struction there, Mr. Ewing said.
Coverage for those risks was written
in a separate program from the Mis-
sissippi properties.

Hard Rock Cafe’s recently opened
hotel and casino in Biloxi also was
heavily damaged. A spokeswoman
for the property declined to provide
information on the loss, but a de-
molition crew said in a television
news report that it had been hired
to tear down the facility, which
would take six months.

Beau Rivage Resort in Gulfport, a
casino and hotel owned by MGM
Mirage will take a year to 18
months to rebuild, Terrence Lanni,
MGM Mirage’s chairman and chief
executive officer said in a TV news
report. The property was covered by
“significant insurance,” he said.

The Copa Casino in Gulfport was
another that was lifted from its spot
at the water’s edge and left in a
crumbling heap blocks away. Also
heavily damaged was Casino Magic
in Bay St. Louis and Boomtown
Casino in Biloxi.

Mr. Moak said the Isle of Capri,
Imperial Palace and Palace Casino
Resort on the Mississippi Gulf Coast
fared better in Hurricane Katrina.

The Imperial Palace released a
statement saying gamblers could be
at its tables in two to three months.

If casino properties being rebuilt
are moved inland, they won'’t have
to go far to gain significant protec-
tion from a storm surge on a scale
of that produced by Katrina, ac-
cording to Mr. Beatty of RMS.

In the Gulfport-Biloxi area, the
damaging storm surge reached
around a half-mile inland, he said.

Storms: Backup cover pricey, hard to find as market prepares for Rita

Continued from page 1

As the size and path of Hurricane
Rita became clearer, many under-
writers last week stopped quoting
for reinstatement coverage or ILWs
and were unlikely to resume doing
so until the hurricane had passed,
said Callum Stewart, a board mem-
ber and head of the North
American treaty team at London-
based broker Alwen Hough John-
son Ltd.

Underwriters’ appetite for provid-
ing backup cover was “limited at
best” at the end of last week as Hur-
ricane Rita neared Texas, according
to Paddy Jago, president of Willis Re
Inc. and managing director of prop-
erty and casualty for the U.S. divi-
sion of Willis Re in London.

The marine and energy reinsur-
ance market has seen a flurry of ac-
tivity from cedents seeking quotes
on coverage since Hurricane Katri-
na, said Charlie Cantlay, deputy
chairman of Aon Re U.K. Ltd. in
London.

Brokers have been providing buy-
ers with indications on backup cov-
ers, he said, and such coverage was
still available. But some underwrit-
ers were offering it only with a post-
Rita inception, Mr. Jago said.

Loss report

Several companies last week estimated their losses from Katrina, including:

B Berkshire Hathaway Inc.: 3% to 5% of the total industrywide loss. Under the
highest estimate projected thus far-$60 billion-Berkshire Hathaway's losses

could reach $3 billion.

B American International Group Inc.: third-quarter catastrophe losses, primarily
from Katrina, estimated at $1.1 billion after tax.

B st. Paul Travelers: net losses of $800 million after tax.
B AXIS Capital Holdings Inc.: net losses of $500 million to $650 million.
B |PC Holdings Ltd.: net losses of $350 million to $600 million.

B FM Global: net losses of $300 million.

B PXRE Group Ltd.: net losses of $235 million to $300 million.
B Arch Capital Group Ltd.: net losses of $110 million to $160 million.

“A number of our clients request-
ed backing coverage in light of Rita
as a matter of prudence,” Mr. Cant-
lay said. “But the terms that the
market was quoting were quite ex-
pensive.”

Mr. Cantlay said he is seeing in-
terest in additional coverage rein-
statements, as most marine and en-
ergy policies offer a single policy
limit with two reinstatements.
“Most cedents will see one policy
limit gone from Katrina,” he said.

“We're seeing reasonably signifi-
cant activity in the property retro-
cessional market” for ILWs, he said.

But as Rita loomed last week,
“nobody is going to quote anything
at the moment,” Mr. Cantlay said.

Many cedents and reinsurers are
still unsure of the size of their losses
from Hurricane Katrina, said Sey-
mour Matthews, managing director
of the reinsurance division of Heath
Lambert Group in London.

As a result, many cedents are un-

e

sure about how much reinsurance
protection they have left and how
much additional cover they can af-
ford, he said. So, while there is talk
in the market about buying back up
covers, there is still a great deal of
uncertainty, Mr. Matthews said.

However, at least one insurer an-
nounced last week that it had se-
cured additional reinsurance cov-
erage. Assurant Inc. in New York
said it had “recently purchased”
third-event coverage to back up its
previous program, which provided
$185 million excess of $25 million
plus one reinstatement. In a state-
ment, Assurant said it expected its
losses from Hurricane Katrina to
fall within its reinsurance coverage
limits.

If Rita blows through many rein-
surance protections, there will like-
ly be a flurry of activity as cedents
and reinsurers coverage seek addi-
tional cover to last out the storm
season, said Mr. Adamson.

After Katrina

As the market braced for Rita’s
impact, more insurers and reinsur-
ers issued estimates of their losses

from Hurricane Katrina (see box).

In addition, EQECAT Inc. last
week raised its estimate of the in-
dustry’s total loss, noting that ener-
gy and marine claims, as well as
those from commercial flooding
and other factors, bring its total in-
sured loss estimate range to $26 bil-
lion to $43 billion.

Risk Management Solutions Inc.,
meanwhile, reiterated its estimate
that insured losses from the storm
would ultimately range between
$40 billion and $60 billion.

One reinsurer that had an-
nounced a major hit from Katrina,
Hamilton, Bermuda-based Mont-
pelier Re Holdings Ltd., last week
said that it had raised $600 million
in a share issue.

Following the move, Standard &
Poor’s Corp. said that it had af-
firmed Montpelier Reinsurance
Ltd.’s A- financial strength rating,
which had been under review be-
cause of the reinsurer’s Katrina ex-
posure. Montpelier has estimated
its losses from the storm at be-
tween $450 million and $675 mil-
lion.

Regis Coccia contributed to this report.
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S STORMSURGE
Deadlines relaxed
for COBRA rules,

coverage appeals

By JERRY GEISEL

WASHINGTON—The Bush admin-
istration is giving some employees
affected by Hurricane Katrina more
time to file for COBRA health care
continuation coverage and to pay
COBRA premiums.

Those living or working in the
Hurricane Katrina disaster areas at
the time the deadly storm hit, or
whose employers are based in the
region, are eligible for the extended
deadlines.

The notice, issued jointly last
week by the Department of Labor
and the Internal Revenue Service,
also extends time frames in certain
other benefit areas, such as the
amount of time employees have to
appeal adverse health care claims
decisions.

Benefit experts welcome the no-
tice in laying out exactly how a va-
riety of health care plan-related
deadlines can be disregarded for
employers and plan participants in
Katrina-affected areas in Louisiana,
Mississippi or Alabama that are
eligible for individual as-
sistance by the Federal
Emergency Manage-
ment Agency.

Essentially, the DOL-
IRS notice stops the
clock from Aug. 29,
2005, through Jan.
3, 2006, in deter-
mining certain COBRA
and other health care plan-related
deadlines, with the clock resuming
on Jan. 4, 2006.

“It is a classic freezing concept,”
said Andy Anderson, of counsel
with the law firm of Morgan, Lewis
& Bockius L.L.P. in Chicago.

For example, under COBRA, ben-
eficiaries normally have 60 days
from the time they receive a notice
of eligibility to elect coverage. Un-
der the notice, the period Aug. 29,
2005, through Jan. 3, 2006, would
be ignored in counting off the 60-
day election period.

The regulatory agencies provide
an example of how the clock would
start for the COBRA election period,
assuming an employer provided
COBRA election notices on Oct. 2,
2005. The period between Oct. 2,
2005, and Jan. 3, 2006, would be
disregarded, with beneficiaries hav-
ing until March 4, 2006, to decide if
they want COBRA coverage.

Similarly, COBRA premiums due
between Aug. 29, 2005, and Jan. 3,
2006, would be considered timely
as long as they were paid by Feb. 2,
2006. Normally, the premiums
must be paid within 30 days.

The notice also stops the clock in
another health care coverage area:
determining if there has been a
break in the “creditable coverage”
period. That issue largely affects
employees with pre-existing medi-

cal conditions who change jobs.

Under a 1996 law, employers
must offset the length of time they
will exclude coverage for a new em-
ployee’s pre-existing medical condi-
tions by the period of time that in-
dividual had prior “continuous”
coverage. Continuous coverage is
defined as coverage without a break
exceeding 63 days.

Additionally, the notice deals
with deadlines plan participants
face on appealing adverse coverage
determination decisions. Under La-
bor Department regulations issued
in 2000, plan participants have 180
days from the time they receive no-
tification to appeal an adverse bene-
fit determination decision.

The notice provides an example

of an employee in a Katrina-affect-
ed area who received an adverse
coverage determination notice on
Aug. 10, 200S. By disregarding the
period Aug. 29, 20035, through Jan.
3, 2006, the employee’s last day to
file an appeal would be June 14,
2006.
While the notice,
published in the Sept. 21
Federal Register, deals with
a plethora of statutory and
regulatory deadlines, em-
ployers impacted by Katri-
na still need guidance on
whether a relaxing of dead-
lines will be provided in other
benefit areas, noted Mr. Anderson.

For example, employers affected
by Katrina want to know if the Cen-
ters for Medicare and Medicaid Ser-
vices will delay a requirement that
employers provide to their Medi-
care-eligible employees and retirees
a notice that tells them whether the
prescription drug coverage they re-
ceive is at least equal to the drug
benefits that will be provided under
Medicare Part D. Those notices are
due by Nowv. 15.

Other situations not dealt with
include how employees with flexi-
ble spending accounts are to prove
an expense for reimbursement, if,
for example, they received a service
before Katrina hit and—because
their provider’s office was de-
stroyed—are unable to get a receipt.

“There are some real-world situa-
tions for which additional guidance
of this nature would be useful,” said
Sharon Cohen, an attorney with
Watson Wyatt Worldwide in Ar-
lington, Va.

Observers note that in an effort
to get guidance out quickly, the reg-
ulatory agencies are likely to pro-
vide a series of notices rather than
try to address all Katrina-related
benefit issues in one huge notice.

“It is not reasonable to expect
guidance on every benefit issue at
once, if the guidance is to be time-
ly,” said Henry Saveth, an attorney
with Mercer Human Resource Con-
sulting in New York.

Those displaced by Hurricane Katrina would be able to take pre-retirement distributions from their 401(k) plans
without facing the 10% federal penalty tax, under a measure approved by Congress.

Lawmakers, IRS move to ease
401(k) withdrawals for victims

By JERRY GEISEL

WASHINGTON—Legislation that
received final congressional ap-
proval last week will reduce the cost
for Hurricane Katrina victims taking
pre-retirement distributions from
their savings and pension plans,
while separate, earlier action by the
Internal Revenue Service will make
it easier for those affected by Katri-
na to withdraw funds from the
plans.

Congress took the broadest ac-
tion. The bill, H.R. 3768, will allow
those affected by Katrina to take a
preretirement distribution without
being hit with the 10% federal
penalty tax that normally would
apply.

The penalty tax waiver would ap-
ply for distributions received after
Aug. 28, 2005, and would continue
for one year. The waiver only would
apply, though, for distributions up
to $100,000.

The widest application of the
waiver would be for 401(k) plans,
where employers often allow em-
ployees to take hardship with-
drawals. The 10% penalty tax is im-
posed if the plan participant is
younger than age 59%.

The legislation also will affect
employees in certain types of de-
fined benefit plans, such as cash
balance plans, that allow employees
to take their benefit as a lump sum
when they leave. The 10% penalty
tax is imposed if employees are
younger than 55 when they sepa-
rate from service. The tax, though,
does not apply for benefits taken as
a monthly annuity.

Although the distributions still
would be subject to regular income
taxes, the distributions would be
exempt from the 20% withholding
tax that normally applies to prere-
tirement distributions not taken as
an annuity or rolled into another
qualified plan.

Additionally, the taxes Katrina
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victims owe on the distributions
would be prorated over three years,
while individuals could recon-
tribute—also over three years—the
distributions to their employer’s re-
tirement plan, if allowed, or to an
IRA.

The measure would increase the
maximum loan amount Katrina
victims could take from defined
contribution plans. Employees
could borrow up to $100,000 or
their entire account balance,
whichever is less. Under current
law, the maximum loan that can be
taken is $50,000 or half of an em-
ployee’s account, whichever is less.

Finally, the measure would ex-
tend for one year the length of time
Katrina victims would have to repay
loans taken from defined contribu-
tion plans.

Benefit experts say they expect
the legislation—in waiving the 10%
penalty tax and boosting the maxi-
mum defined contribution loan
amount—will result in an increase
in pre-retirement distributions by
Katrina victims.

“T would think those affected by
the hurricane would take advantage
of it, especially if these are the prin-
cipal source of funds needed to re-
build their homes,” said Brian
Doughtery, a partner with the law
firm of Morgan, Lewis & Bockius
L.L.P. in Philadelphia.

The most significant administra-
tive issue—one facing plan record-
keepers and trustees—will be
changing their systems so that the
20% withholding tax is not auto-
matically applied, said Michael
Weddell, a consultant in the South-
field, Mich., office of Watson Wyatt
Worldwide.

“They will have to adjust their
procedures,” said Mr. Weddell,
adding that such a change should
not be difficult.

On the regulatory side, the IRS is
taking steps to provide broad-based
relief to retirement plan partici-

pants affected by Hurricane Katrina.

Those steps include:

® Katrina victims can make hard-
ship withdrawals from defined con-
tribution plans by March 31 for any
reason. Normally, such withdrawals
are allowed only if the situation
meets criteria set forth in IRS regula-
tions.

e Employers that do not allow
participants to take hardship with-
drawals and loans can permit such
features before they formally
amend their plans in accordance
with the change. Plans, though,
would have to be amended by Dec.
31

® Participants in 401(k) plans
who take hardship withdrawals will
immediately be allowed to make
new contributions to the plans.
Normally, there is a six-month ban
on new contributions after a hard-
ship withdrawal is taken.

PHOTO: ZUMA PRESS
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. STORMSURGE
Above-average storm activity predicted

By MARK A. HOFMANN

WASHINGTON—The current period
of above-average hurricane activity
could last at least another 20 years,
according to the director of the Na-
tional Hurricane Center.

Fortunately, hurricane forecasting
has grown more sophisticated, but
more needs to be done, NHC Direc-
tor Max Mayfield told the Senate
Commerce, Science and Transporta-
tion Committee’s Subcommittee on
Disaster Prevention and Predic-
tion last week.

“We need to be
thinking about the next
disaster,” said the pan-
el’s chairman, Sen. Jim
DeMint, R-S.C. “We
must not be surprised
again; we must be
prepared.”

But  Sen. DeMint
praised rather than criticized the
NHC and its parent, the National
Oceanic and Atmospheric Adminis-
tration, a sentiment shared by other
members of the subcommittee. Sen.
Ben Nelson, D-Neb., told Mr. May-
field that the accuracy of the Katrina
forecast contributed greatly to saving
lives. This was an aspect of the Katri-
na “where things went terribly right,
not terribly wrong,” he said.

“While we must focus our energy
on addressing the impacts of Hurri-
cane Katrina, we also need to look to
the future,” said Mr. Mayfield.

After discussing various aspects of
the way NOAA conducts its predic-
tions, Mr. Mayfield made clear that
all signs point to continued higher-
than-normal hurricane activity for
the foreseeable future.

At the time of his appearance, 17
tropical storms—nine of which grew
into hurricanes, of which four were
major hurricanes—had formed dur-
ing the current hurricane season. He
said that NOAA currently projects

that 18 to 21 tropical

storms will form this sea-

son, which runs though
the end of November.

“The 1940s through the

1960s  experienced an
above-average number of
major hurricanes, while
the 1970s into the mid-
1990s averaged fewer hurri-
canes,” he said. “The current period
of heightened activity could last an-
other 10 to 20 years or more. This in-
creased activity is due to natural cy-
cles of hurricane activity, driven by
the Atlantic Ocean itself along with
the atmosphere above it,” he said,
declining to attribute the activity to
global warming.

Another witness praised the fore-
casting performance of the Miami-
based NHC during Hurricane Katri-
na, but he questioned the value of
some current approaches to forecast-
ing and categorizing hurricanes.

“Hurricanes, by nature, are notori-
ously difficult to predict,” said Keith

G. Blackwell, an associate professor
of meteorology at the University of
South Alabama’s Coastal Weather
Research Center in Mobile. “Within
three days of a northern Gulf Coast
landfall, the National Hurricane Cen-
ter refined the forecast landfall to the
area that eventually was impacted by
the storm.”

But, he said, “with Katrina last
month, the three-day forecast was
much more helpful in correctly por-
traying Katrina’s landfall location
than most of the five-day forecasts.
At times, the five-day forecasts can
be very misleading.... There are some
storms which are absolutely unpre-
dictable at the four- and five-day
point.”

Mr. Blackwell said that the inaccu-
racy of five-day forecasts “con-
tributes to public cynicism.” People
believe that since the five-day fore-
cast “always changes,” they delay
preparing or evacuating because they
believe that a hurricane will change
paths yet again.

Mr. Blackwell also criticized the
Saffir-Simpson Scale, which places
hurricanes into one of five categories
depending on wind force.

“The Saffir-Simpson Scale is not
representative of the true impact.
Winds are only part of the story,” he
said. He favors creation of a new
scale that would take into account
storm surge, rainfall and inland
flooding, and storm size to rate the
destructive potential of a hurricane.
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provided to married couples,
including health insurance. But the
PEHP, which provides insurance to
Utah state employees and those of
Salt Lake City, said it decided to
investigate the appropriateness of
the order after being contacted by a
lawmaker who warned that the
benefits would be illegal under the
state's Defense of Marriage Law.

Court rules volunteer cop
can get comp benefits

A provision in Colorado’'s workers
compensation law that gives a
municipality the option of not
providing workers comp benefits to
volunteer police officers is
unconstitutional, the state's Court of
Appeals ruled Thursday. In a 2-1 vote,
the three-judge panel found that the
law violated equal-protection
guarantees because other types of
volunteers—including posse
members, firefighters, rescue and
ambulance teams—are considered
employees and are eligible for
workers comp.

OPL completes sale
of reinsurance unit

Overseas Partners Ltd. has
completed the sale of its defunct
reinsurance subsidiary to Catalina
Holdings Ltd. OPL earlier this month
announced the deal to sell its
Bermuda-based Overseas Partners
Re Ltd. unit to Catalina, also of
Bermuda, for $170.5 million. OPL Re
as of June 30, 2005, had total assets
of $363 million and gross loss
reserves of $141 million, OPL said in a
Securities and Exchange Commission
filing Thursday. Hamilton, Bermuda-
based OPL in 2002 placed the
majority of its operations in runoff
amid shareholder liquidity problems.

PBGC deficit inflated by
rate assumptions: Report

The Pension Benefit Guaranty
Corp.'s $23.3 billion deficit is inflated
because the federal agency uses
unrealistically low interest rate
assumptions to value its liabilities,
contends a report prepared for the
American Benefits Council, a
lobbying group. Last year, for
example, the PBGC used an interest
rate of just under 5% to value
liabilities; that rate is based on the
cost of purchasing annuity contracts
from commercial insurers. However,
if the PBGC used a rate—just over
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6%-that is equal to the yield of
investment-grade corporate bonds,
its deficit would be $14.3 billion, the
report notes. A PBGC spokesman
says the agency uses generally
accepted accounting principles in
preparing its financial statements.

Workers prefer employers
to choose health plans

Two out of three adults covered by
employer-sponsored health plans
prefer that their employer select a
set of health plans for them rather
than provide them with an account
to purchase insurance on their own
in the individual market, according to
a new Commonwealth Fund study. In
addition, almost three-quarters—
72%—of people with employer-
sponsored health care coverage said
their employers do a good job in
selecting high-quality health plans.
The study also found that the ability
to choose among health care
providers matters more to people
than having a choice of health plans.
The study included responses from
3,293 adults.

Court dismisses
Vermont Rx suit

A U.S. District Court judge has
dismissed a lawsuit filed by Vermont
state officials challenging a 2004
decision by Bush administration
officials denying Vermont permission
to set up a program to reimport
Canadian prescription drugs for
state employees and retirees. Judge
William Sessions Ill in Burlington said
Vermont lacked authority to compel
the U.S. Food and Drug
Administration to issue a ruling to
certify Vermont's proposed plan.
“The issue before the court is the
legality rather than merit of
Vermont's proposal,” Judge
Sessions ruled. In its suit, Vermont
said the FDA's failure to certify the
reimportation program was
"“arbitrary and capricious.”

IE-Engine changes
name to HighRoads

IE-Engine Inc., a benefit technology
services company that specializes in
streamlining employee benefit
procurement and cost management
for large employers, is changing its
name to HighRoads Inc. The
company also is expanding its
services to encompass additional
benefits administration services,
including consulting, outsourcing,
plan renewals, benefit
communications, vendor
performance management and
contract management.

At Businessinsurance.com

New Online Poll: Has your
organization made any changes
to its risk management plans as a
result of Katrina and Rita?

Items in the Late News column
originally appeared in BI's Daily
News feature on
www.businessinsurance.com.
Visit the BI Web site to sign up to
receive Bl's Daily News by e-mail.
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