
By JERRY GEISEL

WASHINGTON—The death last month of men-
tal health care benefits parity advocate Sen. Paul
Wellstone, D-Minn., could provide impetus to
the long drive to pass parity legislation, but
time will likely run out in the current congres-
sional session before an agreement is reached.

Over the last few months,
lawmakers had been making lit-
tle visible progress in fashion-
ing an agreement on parity leg-
islation that could pass both
houses of Congress and be
signed into law by President
Bush.

That lack of progress, benefit
lobbyists say, was due, at least
in part, to the political calcula-
tions made by Republicans and
Democrats alike on the impact
an agreement could have on
the upcoming elections.

Specifically, had an agreement been reached,
the beneficiary could have been Sen. Wellstone,
who had been, along with Sen. Pete Domenici,
R-N.M., the leading congressional champion of
mental health care benefits parity legislation.
That, in turn, could have boosted Sen. Well-
stone’s re-election chances by defusing Republi-
can charges that his liberalism gave him little
influence in Congress.

The Congressional leadership was “mindful of
an issue that could have changed the outcome of
an election,” said Paul Dennett, vp-health policy
at the American Benefits Council, an employer
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Aon scraps sale of 
underwriting unit
Aon Corp. has announced plans to
raise approximately $1 billion to
enhance the company’s capital
position in anticipation of debt
maturing in 2003 and pension
obligations. In addition, Aon has
scrapped plans to sell all or part of
its underwriting operations, “due
to the unfavorable mergers and
acquisitions environment,” the
company said. Aon will not develop
Combined Specialty Group Inc. into
a specialty property/casualty
insurer, as it had planned, and will
try to help the management team
it had assembled over the past
several months to transfer to a
different company, an Aon
statement said. 

Best report details
scope of A&E exposures
The property/casualty insurance
industry will incur more than $121
billion in net losses related to
asbestos and environmental
claims, estimates A.M. Best Co.
According to Best, asbestos losses
industrywide are expected to
reach $65 billion, while
environmental losses are expected
to reach $56 billion. The findings
are based on Best’s proprietary
data combined with data reported
to the National Assn. of Insurance
Commissioners for year-end 2001.

Employer can’t be sued
for client’s actions
California’s principal anti-
discrimination law does not permit
employees to sue their employers
for sexual harassment stemming
from the actions of a client or
customer, a state appeals court
ruled. The legislative history of the
California Fair Employment and
Housing Act indicates that the
Legislature expressly rejected
making employers liable for
harassment by clients or
customers, the court ruled. The
case stems from a 1997 incident
involving a Paratransit bus
passenger who assaulted a female
driver. 
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Underpriced accounts, service gaps pose formidable problems

CIGNA strives to get on track 
By SALLY ROBERTS

PHILADELPHIA—Executives at CIGNA Corp.
hope that a renewed focus on underwriting and
customer service will help reverse its health care
operation’s declining fortunes.

The Philadelphia-based insurer last week re-
vealed that it had severely underpriced accounts
in its experience-rated indemnity book of busi-
ness and incurred higher costs due to customer
service shortfalls.

As a result, CIGNA lowered its operating earn-
ings forecast for year-end 2002 and 2003. On Fri-
day, CIGNA posted a net loss of $445 million for
the first nine months of 2002, compared with

net income of $798 mil-
lion for the same period
last year. The 2002 fig-
ure includes more than
$1.04 billion in nonre-
curring charges related
to runoff reinsurance
operations and a Medi-
care cost-reporting mat-
ter. CIGNA reported op-
erating income of $762

million, excluding the nonrecurring charges, for
the nine-month period, a 5.6% decrease from the
comparable period in 2001.

But the bad news didn’t end there. After

CIGNA announced its lower  earnings forecast,
its stock price tumbled, triggering a shareholder
suit. And CIGNA disclosed late last week that the
Securities and Exchange Commission had begun
an informal inquiry into the company. CIGNA
shares closed Friday at $38.40, down 41.0% from
before the earnings forecasts.

H. Edward Hanway, CIGNA’s chairman and
chief executive officer, in a conference call with
analysts, said that given the stock market’s reac-
tion, the SEC action “was not unexpected.”

In addition to lower earnings, CIGNA said it
also expects the service and underwriting prob-
lems to reduce its Jan. 1, 2003, enrollment by 4%

Tributes to Sen. Paul Wellstone, D-Minn., who
died in a plane crash in northern Minnesota on
Oct. 25, took many forms last week.
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Wellstone sentiment
may spur parity bill vote

Terror law
will bring
challenges
Tough choices ahead
By MEG FLETCHER

WASHINGTON—Many risk managers and in-
surance industry representatives are only now
beginning to appreciate the magnitude of the
choices and challenges they could face if the
current draft of a federal terrorism insurance
bill becomes law. 

Risk managers have mixed feelings about
the bill. Although the bill contains a nullifica-
tion provision that would void all terrorism
exclusions, at least for a short period, the bill
would backstop only insured losses from ter-
rorism motivated by “any foreign person or
foreign interest” and not damage resulting
from domestic terrorism. As a result, losses
from the Oklahoma City bombing, for exam-
ple, would not have been covered.

As for insurers, their primary concern is the
marketing and logistical challenges they
would face in evaluating each individual com-
mercial property/casualty risk and providing it
with a quote for terrorism insurance coverage.

The draft bill specifically covers most com-
mercial lines policyholders, including workers

See TERROR/page 38
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Swiss Re, Lincoln National
settle purchase dispute
Swiss Reinsurance Co. and Lincoln
National Corp. have settled their
dispute over how much Swiss Re
should pay for Lincoln National’s life
reinsurance unit. Swiss Re will drop
its lawsuit that sought a $770 million
reduction in the $2 billion it agreed
to pay for Lincoln Re. Lincoln
National will reduce the purchase
price by $195 million and will pay
$100 million to increase the
reinsurance unit’s reserves. 

More federal charges
leveled against Segal
A federal grand jury last week
returned new charges against
Michael Segal, owner of Near North
National Group Inc. and its Near

North
Insurance
Brokerage
Inc. unit,
charging
that over at
least 12
years, he
caused
more than
$20 million
in insurance
premiums

to be diverted to his own and his
companies’ use. The 16-count
superseding indictment charged Mr.
Segal with seven counts of insurance
fraud, seven counts of mail fraud,
one count of wire fraud and one
count of racketeering. Mr. Segal, who
has denied wrongdoing, stepped
down as Near North’s chairman and
CEO earlier this year. A statement
from his attorney rebutted the
charges and said, “We intend to do
our talking in the court room.” In its
own statement, Near North
emphasized that the company was
not charged in the indictment and
that it has assembled an
independent board of directors and a
new management team. 

China eases restrictions
on reinsurance 
Insurers in China will have more
freedom to choose reinsurers under
changes to the country’s insurance
law. The change removes a
requirement that insurers place at
least 20% of their business with
China’s state-owned reinsurer, China
Re. The amendment goes into effect
Jan. 1, 2003. The revision to China’s
insurance law is intended to comply
with the country’s commitment for
acceptance into the World Trade
Organization. 

Aetna reports
$2.62 billion loss
Aetna Inc. reported a $2.62 billion
loss for the nine months ended Sept.
30, compared with a $92 million loss

for the comparable period a year
ago. Aetna said the results reflect a
$2.97 billion charge it took earlier
this year related to changes in
accounting rules. For the third

quarter, Aetna posted a $98.8
million profit, compared with a $54.4
million loss in 2001. Revenues for the
nine-month period declined 20.9%,
to $15.16 billion, largely due to
decreased membership.

Rate hikes to last at
least two more years
Rate hikes for commercial
property/casualty insurance will
continue for at least two more years,
predicts Ernst & Young L.L.P. On
average, commercial property/
casualty rates are rising by about
20% this year, “with no signs of
going down,” said Peter Porrino,
global and Americas director of
insurance industry services for Ernst
& Young. Insurers’ policyholder
surplus has been dropping since
1999, and further rate increases are
needed to push this back up, he said. 

Acquisitions, rate hikes
fuel XL gains
XL Capital Ltd. reported profits of
$182.2 million for the first nine
months of 2002. For the comparable
period in 2001, XL recorded a loss of
$492.5 million, largely due to the

Sept. 11 terrorist attacks. XL’s gross
premiums for the first nine months

were
$7.05
billion,
more than

double its volume for the same
period in 2001, due, in part, to the
inclusion of results for Winterthur
International and Le Mans Re.

White Mountains posts
$889 million profit  
White Mountains Insurance Group
Ltd. reported profits of $889.2
million for the first nine months of
2002, compared with a loss of $132.8
million in the same period last year.
The profits include $667 million of
net deferred credits associated with
the adoption of new accounting
standards.  

Briefly noted
Lawrenceville, N.J.-based
property/casualty holding company
Highlands Insurance Group Inc. and
five of its noninsurance subsidiaries
have filed for Chapter 11 bankruptcy
reorganization. Highlands’ insurance
units ceased underwriting last year
and have been placed under
supervision by regulators in several
states… A new multidisciplinary law
office whose named partners include
a nonlawyer has been formed in
Washington to focus on settling
complex insurance claims involving
environmental, asbestos and other
high-dollar issues. Eisenstein
Malanchuk L.L.P. was founded by
Larry Eisenstein, formerly a partner
at Swidler Berlin Shereff Friedman
L.L.P.; and John Malanchuk,
president of Harbour Consulting, a
wholly owned subsidiary of Swidler
Berlin….Zurich, Switzerland-based
ABB Group said it expects to settle
the asbestos liabilities of its U.S. unit,
Combustion Engineering Inc., for
about $1.11 billion. ABB announced
Friday that it is negotiating with
asbestos plaintiffs to resolve its
liability by reorganizing the unit
under Chapter 11 bankruptcy.

HMOs trying
new approach
Health maintenance organizations,
once known for requiring little
employee cost-sharing for in-
network services, are introducing
high-deductible plans to keep
premiums down.
Page 4

Finding unusual
common ground
Editor Paul Winston finds an
unexpected ally in the cause of
litigation reform.
Page 6

Asbestos fears
not a cause for claim
The Supreme Court, in considering
an asbestos-liability case, should
rule that fear of developing
asbestos-related cancer is
insufficient cause for awarding
noneconomic damages, one of this
week’s editorial says. 
Page 8

Ohio employers boost
pension funding
Stock market losses are forcing
many Ohio-based companies  to
contribute to their pension funds.
Page 28

Colombian insurers
seek terror backstop
A host of insurers in Colombia are
pushing for the creation of a
government-backed reinsurance
facility for terrorism coverage.
Page 33

Windstorm losses
may hit $300 million
Insured losses from a windstorm
that swept across the United
Kingdom and parts of continental
Europe on Oct. 27-28 may total as
much as $300 million.
Page 33
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Check out Businessinsurance.com
To get breaking news as it occurs, visit Business Insurance’s free online
Daily News, located at www.businessinsurance.com.  Sign up for your
daily e-mail of breaking news. All the material in the Late News column,
as well as other content in this week’s issue, is generated from Daily
News postings that appeared on the BI Web site in the previous week.

• Read profiles of the Web sites
honored by BI for being the Best
of the Web.

• Check the Datebook calendar for
upcoming industry meetings and
events or add your own.

• See a new Commentary from
Paul Winston, as well as the work
of BI’s other columnists.

• Exchange ideas and information
with other readers through the
Online Forum.

Online this week:

But Rigas family, other former officers want resolution of recision case

Adelphia seeks halt of D&O cover suit 
By DOUGLAS McLEOD

NEW YORK—A bankruptcy judge is
expected to rule soon on Adelphia
Communications Corp.’s request to
halt a lawsuit in which the compa-
ny’s directors and officers liability
insurers are seeking to rescind cov-
erage.

In its motion in U.S. Bankruptcy
Court in New York, Adelphia is fac-
ing off not only against its insurers
but also members of the Rigas fami-
ly—the company’s former top offi-
cers—who want the coverage litiga-
tion to proceed.

Three insurers that wrote $50
million in D&O limits for Adelphia
sued to void their policies in a
Philadelphia federal court last
month, charging that Adelphia
founder John J. Rigas and other
company officials concealed
schemes by which the Rigas family
looted Adelphia of millions of dol-
lars.

The insurers—Associated Electric
& Gas Insurance Services Ltd. and
units of Chubb Corp. and XL Capi-
tal Ltd.—separately asked a New
York bankruptcy judge overseeing
Adelphia’s reorganization to allow
Adelphia itself to be added as a de-
fendant in the recision action,
which now names only directors
and officers.

Adelphia, though, is now asking
U.S. Bankruptcy Judge Robert E.
Gerber to deny the insurers’ request
and to halt any further action in
the recision case.

The Coudersport, Pa.-based com-
pany argues, among other things,
that the D&O policies are “valuable
property” of the Adelphia estate
and that the coverage dispute
should be handled by the bankrupt-
cy court at a later date, after crimi-
nal and civil fraud charges against
Adelphia officials are resolved.

Mr. Rigas, two of his sons and

John Rigas, right in inset, and his son Michael are among five former
officers of Adelphia Communications Corp. who have pleaded not
guilty to federal securities fraud, bank fraud and conspiracy charges.
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Case involves validity of award for fear of future illness

High court to decide scope of asbestos liability
By MARK A. HOFMANN

WASHINGTON—The way the
Supreme Court decides a case
scheduled for argument this week
could have a significant impact on
how the nation’s asbestos litigation
problem is solved.

The main question before the
high court when it hears oral argu-
ments in Norfolk & Western Railway
Co. vs. Freeman Ayres et al. on Nov. 6
is whether fear of cancer alone is
enough to justify noneconomic
damages in certain asbestos liability
cases. The case involves a 2001

West Virginia state jury’s decision
to award $5.8 million for emotional
distress to six retired railway work-
ers who feared they would develop
cancer because of exposure to as-
bestos. Although all of the retirees
suffered from lung ailments, none
of them had developed cancer.

Business and insurance groups
hold that the justices should rule
against the retirees. Upholding the
idea that fear without symptoms
constitutes grounds for damages
will drain the funds available to
compensate the truly ill, they say.

A second question before the jus-

tices in the case is whether a single
defendant can be held liable for
100% of a plaintiff’s damages even

if the defendant was not responsi-
ble for all of the plaintiff’s injuries.

The West Virginia jury received in-
structions that the railroad could be
held liable for the entire award,
even though the retirees’ asbestos
exposure occurred both when they
worked for the railroad and when
they worked elsewhere.

In a brief to the justices, the Na-
tional Assn. of Manufacturers held
that the state court, by providing
such instructions, acted contrary to
both evolving common law princi-
ples and the Federal Employers’ Lia-
bility Act, under which the suit was
brought.

The Federal Employers’ Liability

Act, which came into existence in
the early part of the 20th century,
was designed to protect railway
workers in an age before workers
compensation, said Mark Behrens,
co-counsel to the insurer-backed
Coalition for Asbestos Justice Inc.
Mr. Behrens is also a partner in the
Washington office of the Kansas
City, Mo.-based law firm of Shook
Hardy & Bacon.

“FELA is sort of a tort law equiva-
lent to workers comp for railroad
workers,” Mr. Behrens said. The
Jones Act, which covers longshore-

Trenwick exits U.S. specialty,
warns of possible shutdown
By DOUGLAS McLEOD

HAMILTON, Bermuda—Trenwick
Group Ltd., continuing to grapple
with financial problems, said last
week it will cease writing U.S. spe-
cialty insurance business and
warned that its potential inability
to renegotiate a credit facility
may leave it unable to contin-
ue as a going concern.

Standard & Poor’s Corp. re-
sponded to the disclosures by
cutting the counterparty credit
and financial strength ratings of
several Trenwick operating units.

Bermuda-based Trenwick an-
nounced Wednesday that its Can-
terbury Financial Group Inc. unit
will stop writing specialty program
business for a trio of Trenwick sub-
sidiaries—Insurance Corp. of New
York, Chartwell Insurance Co. and

Dakota Specialty Insurance Co.
The program business accounted

for $65.8 million, or 10.8%, of
Trenwick’s six-month 2002 rev-
enues of $611.5 million, according
to the insurer’s Securities and Ex-
change Commission filings. Gross
written premium volume from spe-

cialty programs jumped 40% in the
first half, compared with the same
period in 2001, because of rate in-
creases and the addition of several
new programs, the insurer reported.

W. Marston Becker, Trenwick’s
acting chairman and chief execu-
tive officer, called the underwriting
cessation “unfortunate,” but he said

“the reduction in premium vol-
ume…will significantly reduce
Trenwick’s operating leverage and
permit it to focus its financial re-
sources on those segments of its
business that we believe have the
greatest potential for profit.”

The announcement followed
Trenwick’s disclosure of the
potential impact of A.M. Best
Co.’s recent rating downgrade
of several Trenwick units to
B+ from A- (BI, Oct. 28). The
downgrade triggered a default

under a $230 million letter of credit
facility that Trenwick has used to
capitalize its Lloyd’s of London un-
derwriting operations and that re-
quired a minimum A- Best rating.

Unless creditors agree to ignore
the default, Trenwick will be re-
quired to stop paying dividends on

Baden-Baden reinsurance renewals meeting

Cedents focused on security 
By EDWIN UNSWORTH

BADEN-BADEN, Germany—The key word at last
month’s reinsurance renewal meeting in Baden-Baden,
Germany, was “security.”

Turmoil in global equity markets; the absence from
the meeting this year of the world’s seventh-largest
reinsurer, Gerling Global Reinsurance Group; and a
host of downgrades or cautious statements from rating
agencies have combined to mean that security has be-
come major concern for all parties to the renewals pro-
cess.

Hand in hand with the demand for greater security in
a global reinsurance market already characterized by
less capacity and tightened conditions is the realization
that cedents are going to have to pay considerably more
for their protection in 2003.

Those were some of the reflections of executives who
attended the annual gathering of reinsurers in Baden-
Baden, which is one of the main year-end renewal
meetings. 

“From a security point of view, the recent announce-
ment from Gerling to withdraw from reinsurance has
opened the eyes of a lot of European companies who, in
the past, believed that anyone who had been there for
100 years would be there for another 100 years,” said

Michael Handler, Zurich, Switzerland-based chief exec-
utive officer in charge of continental Europe for Guy
Carpenter & Co. Inc.

Gerling announced late last month that it would stop
writing nonlife reinsurance business after it failed to
find a buyer for the business (see story, page 33).

“The focus is on who are the financially strong com-

Police block off an area near the site of a fatal shooting last week
at the University of Arizona’s College of Nursing. 
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College shooting 
underscores risks
Training urged to avert violence 
By DAVE LENCKUS

TUCSON, Ariz.—As the Univer-
sity of Arizona copes with the
shooting deaths of three profes-
sors at the hand of a despondent
student, some crisis manage-
ment and mental health experts
assert that the tragedy is another
wake-up call for employers.

Although U.S. government
statistics show that employees
nationwide suffer around 2 mil-
lion incidents of workplace vio-
lence annually and that homi-
cide is among the leading causes
of workplace deaths, employers
generally have not adequately
trained supervisors in how to
deal with potentially violent in-
dividuals, experts said.

The university’s risk manager
said he was unsure whether fac-
ulty members receive such train-
ing on a comprehensive basis.
Additional faculty training on
how to deal with a threatening
student “may be needed,” said
Steve Holland, director of risk
management and safety for the
university, which has a student
population of nearly 36,000.

Shortly after classes began at
the College of Nursing on Oct.
28, a 41-year-old student who
was flunking out of school shot
one of his professors in her office
and then two others in a class-
room full of his fellow students.
He then killed himself.

Two days later, the Arizona
Daily Star newspaper published
on its Web site a 22-page suicide
letter in which the gunman ra-
tionalized his actions. The news-
paper received the mailed letter
the day after the shootings. 

In the missive, the gunman—a
licensed practical nurse who was
studying to become a registered
nurse—wrote that he was de-
pressed and fatigued from his
life’s travails. He wrote that he
was frustrated by what he per-
ceived as unfair treatment by the
college’s administration and fac-
ulty, including two of his vic-
tims.

Mr. Holland would not discuss
the letter, saying it is not “a cred-
ible source of truth.”

Crisis management and men-
tal health experts also declined

See ASBESTOS/page 39

See TRENWICK/page 34

See BADEN-BADEN/page 34

Reinsurance and insurance executives gather each
year in Baden-Baden, Germany, to discuss renewals.
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By JERRY GEISEL

BOSTON—Health maintenance or-
ganizations, once known for requir-
ing virtually no employee cost-shar-
ing on services provided within
their networks, now are introduc-
ing high-deductible plans to keep
premiums more affordable.

In Massachusetts, two major
health plans—Blue Cross & Blue
Shield of Massachusetts and Har-
vard Pilgrim Health Care—are
rolling out new high-deductible

plans. The Blues plan, which has
been available since September, fea-
tures a $1,000 deductible for indi-
vidual coverage and $2,500 for fam-
ily coverage, while the Harvard Pil-
grim plan, to be offered early next
year, will have a $2,000 deductible
for individual coverage and a
$4,000 deductible for family cover-
age.

While high-deductible plans
have been around for years, they
generally have been most common
in indemnity plans and in the per-

sonal lines market.
The high-deductible plans are a

break from the traditional, low cost-
sharing design that has separated
HMOs from other types of plans.
But at a time when premiums
charged by HMOs, as well as other
types of health plans, are increasing
by double digits, the HMOs are
looking to give employers a lower-
cost option.

“What is driving these plans are
economics. Employers just can’t af-
ford to spend 12% to 15% more
each year on premiums,” said Vin
Capozzi, senior vp of sales and mar-
keting at Wellesley, Mass.-based
Harvard Pilgrim. “This is a plan that
is more affordable.”

Indeed, the new plans will cost at
least 20% less than more-traditional
HMO designs.

The plan design will mean em-
ployees will pick up more costs,
though the burden of that could be
somewhat offset with flexible
spending accounts, in which em-
ployees contribute pretax dollars 
to accounts to pay for unreim-
bursed services such as deductibles.
The high-deductible plans also 
can be paired with health reim-
bursement accounts, in which em-
ployers fund the accounts to cover 
a portion of unreimbursed expens-
es.

Benefit experts say the new de-
sign is an effort not only to make
premiums more affordable but 
also, through greater exposure to
costs, to make employees more-
careful consumers of health care
services.

“This helps to address overutiliza-
tion,” said Beth Holman, a consul-
tant with Watson Wyatt Worldwide
in Wellesley Hills, Mass. Ms. Hol-
man noted that health plan en-
rollees may lack the incentive to use
services carefully when, for exam-
ple, the copayment on an office vis-
it is only $10.

Conversely, the high-deductible
plans, like traditional HMOs, con-
tinue to offer cost sharing for most
preventive services, such as annual
physicals, pap smears and immu-
nizations to encourage employees
to seek treatment and reduce the
likelihood of certain medical prob-
lems going undetected.

“It is important to promote pre-
ventive care, and we will continue
to do that,” said Alan Rosenberg,
vp-marketing with Boston-based
BC/BS of Massachusetts.

Mr. Capozzi said the new plan
could appeal to smaller employers,
which, generally, are less able to af-
ford to provide health care coverage
than are larger companies. He not-
ed that a bigger organization,
though, might offer the high-de-
ductible plan as one of several plan
options.
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Tired of playing hide-and-seek to find a surety bond? At ACSTAR, our door is always open, long after bigger

names have fled. Draw from our 15+ years’ experience, especially for the tough cases. 860.224.2000

The one to go to first.

or

The situation: Surety bond companies sure are hard to find.

SURETY BONDING •TREASURY LISTED •RATED EXCELLENT BY A.M. BEST •LICENSED NATIONWIDE

FAX: 860.229.1111  233 MAIN STREET, NEW BRITAIN, CT 06050-2350  www.acstarins.com

Some HMOs add deductibles
to keep premiums affordable

Errors & omissions

Due to a production error, a logo
for The St. Paul Cos. Inc. incorrectly
appeared in an Oct. 28 For the
Record item about Marsh & McLen-
nan Cos. Inc.’s nine-month results.
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What can we do to help you?

Claim Services When you have a claim to settle you can’t afford to have someone drop the ball. That’s why people enjoy the
technical expertise and genuine compassion for injured and ill workers they get from Wausau. What’s more, our teamwork
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two other former Adelphia officers
have pleaded not guilty to federal
securities fraud, bank fraud and
conspiracy charges filed in New
York. They and other former Adel-
phia officials separately face a civil
suit filed by the Securities and Ex-
change Commission and roughly
40 shareholder actions, according
to court filings. 

The U.S. attorney’s office in New
York has said it will try to block dis-
covery proceedings in the coverage
case—if it goes any further—to
“prevent prejudice to the prosecu-
tion of the criminal actions,” ac-
cording to Adelphia, which suggests
the coverage litigation would thus
be futile.  Federal prosecutors have
similarly sought to halt discovery in
the SEC lawsuit, Adelphia’s filings
say.

Adelphia also argues that it has
not made any claim under the
D&O policies yet and that there is
thus no reason to tackle the cover-
age issues immediately.

“When and if Adelphia and the
carriers have an actual dispute re-

garding distributions, the parties
will have ample opportunity to liti-
gate as appropriate,” the company
contends.

The D&O insurers, meanwhile,
counter that they will be exposed to
bad-faith claims by the Rigases—
who have already threatened such
claims—if the coverage issues are
not resolved quickly. The insurers
also contend that the policies are
not “valuable property” of the es-
tate because Adelphia is not entitled
to any coverage.

“Adelphia and the directors and

officers…threaten the carriers with
the specter of bad faith if they fail
to accede to (payment) demands,
while at the same time preventing
the carriers from having the cover-
age issues resolved for an indefi-
nite…period of time that could ex-
tend for years,” the insurers argue.

The insurers, though, are actually
aligned on the subject of the reci-
sion case with Mr. Rigas and his
three sons—all former Adelphia ex-
ecutive vps—who have also asked
Judge Gerber to allow the coverage
suit to go forward.

The Rigases have spent more
than $1 million defending them-
selves in civil suits so far and are
continuing to spend several hun-
dred thousand dollars a month, ac-
cording to their court filings. The
D&O insurers have refused to cover
these costs, and delaying a resolu-
tion of the coverage issues will
“substantially harm” the Rigases,
their filings say.

Judge Gerber heard arguments
from the various sides last Thursday
and is expected to rule within 10
days.

Finding unusual
common ground
I heard Newt Gingrich deliver a
speech last week and was surprised
(stunned is more like it) to learn that
he and I see eye to eye on a few
things.

As a member of the liberal media,
I was not expecting to be
enlightened by the former
Republican speaker of the House
and conservative pundit, as much as
entertained. Newt’s address covered
an array of issues having to do with
living in an era of great change.

Newt talked about the need to
improve math and science education
in America. If the United States is to
remain competitive globally, better
education in the sciences is the
starting point, he contends.

Newt also said that if automakers
would make the switch
to hydrogen fuel cells—
a technology that
already exists—we’d be
less reliant as a
country on foreign oil,
improve the
environment and
restore the U.S. auto
industry to its former
prominence in one fell
swoop.

In addition, Newt
reviewed the
challenges posed by
the aging population.
The Baby Boomer generation will
have the best health of any previous
generation as it enters its golden
years, he said. This is partly the
result of improvements in medicine,
but also stems from changes in
workplace demographics, meaning
fewer people working in unhealthy
industrial settings. This improved
longevity, however, places a great
strain on the Social Security system,
whose creators, he contends, never
expected people to live much
beyond age 65.

Furthermore, Newt called on
lawmakers to pass tax and
regulatory reforms that would
restore the economic well-being of
the country so that Baby Boomers
can rebuild nest eggs lost to the
stock market downturn. Naturally,
he suggested that if Republicans
were restored to majorities in
Congress, this would be more likely.

Newt also criticized the health
care profession for not being more
accountable for quality of care and
for medical errors. He noted that
when a maintenance problem with
DC-10 aircraft was shown to be to
blame for crashes, the Federal
Aviation Administration issued a
bulletin for a new standard of
maintenance for the aircraft. Within
48 hours, every airplane mechanic
in the world knew of the need to
change and adopt the new standard
for repairing the planes; those
unwilling to make the change would
no longer be employed. In contrast,
he said, when a new and better way
of providing medical care emerges, it

can take over a decade before it is
widely adopted, and yet physicians
are not held accountable for failing
to keep up with the state of the art.

Those comments were thought-
provoking. I happen to think we need
more English majors than algebra
whizzes, but I’m biased. I worry
about the humidity if everyone
starts driving hydrogen-powered
cars. And I’m skeptical that FDR was
trying to fleece the public, as Newt’s
Social Security comments suggest.

But the thing that really caught
my ear and my wholehearted
agreement was when he said this
nation’s culture of litigiousness has
gotten out of hand. And he laid the
blame squarely at the feet of
attorneys.

Newt observed that,
at one time, the
attorneys fighting big
business on behalf of
injured clients were
often portrayed as
poor but noble lawyers,
seeking justice on
behalf of their clients.
Today, those attorneys
are likely to be so rich
that they own their
own Gulfsream jets and
can afford to buy a
professional sports
team, he said, with a

nod to Baltimore Orioles’ owner
Peter G. Angelos.

Furthermore, Newt said, today’s
plaintiff attorney does not see
pursuing millions of dollars on behalf
of clients as a bid for justice. Rather,
it is simply an economic transaction
to get even more money.

Today, Newt said, there are too
many attorneys, which results in
them chasing ever more outlandish
and outrageous claims in the hope of
hitting it big. A case in point, he
suggested, was the lawsuit alleging
that fast-food companies were liable
for a man’s health problems.

Newt said that legal reforms are
needed that protect the rights of
people without enriching lawyers at
their clients’ expense. He directed
the audience to visit the “Litigation
Reform” section of his Web site,
www.newt.org, for more
information. The site doesn’t offer
much in the way of concrete reform
proposals, but does highlight several
speeches and appearances Newt has
made lobbying for legal reform.

The site also notes that Newt
supports Common Good, a group
formed earlier this year that works
to counter the American culture of
litigiousness (BI, April 29).

I may not support everything
Newt has to say, but as long as he’s
out there championing the need for
a more rational and balanced legal
system, I’ll be listening.

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

Paul Winston

Paul Winston
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Adelphia: Halt of D&O suit sought

Three insurers that
wrote $50 million in D&O
limits for Adelphia have
sued to void their
policies, charging that
Adelphia officials
concealed schemes that
looted the company of
millions of dollars.
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Schillerstrom

Editorial

Wellstone parity fight a worthy one
WHILE WE DIDN’T AGREE

with him on every issue,
we certainly respected

Paul Wellstone, the Democratic
senator from Minnesota who tragi-
cally was killed in a small-plane
crash last month.

In an era of sound-bite politics
where members of Congress, on
both sides of the aisle, fervently
conduct and consult polls before
staking out positions, Sen. Well-
stone stood out as an exception.

The positions he took were not
based on how they would play or
enhance his electability or rake in
campaign contributions, but rather
on what he believed was right.

One of those positions—for

which he battled alongside Sen.
Pete Domenici, R-N.M.—was feder-
al legislation mandating equitable
group health care coverage for men-
tal disorders.

In that battle, Sen. Wellstone was
only partly successful. In 1996,
Congress passed legislation that he
and Sen. Domenici sponsored elim-
inating the widespread practice of
plans providing lower annual and
lifetime dollar caps for treatment of
mental disorders than for other
medical conditions.

That legislation ended one type
of discrimination—based on dollar
limits—but continued to permit
others, such as allowing plans to re-
quire higher copayments for treat-

ment of mental disorders than for
other medical problems, or impos-
ing caps on the number of visits to
mental health therapists but not for
other medical conditions.

Sen. Wellstone understood the
limitations of the 1996 law when it
passed but accepted it as stepping-
stone to more comprehensive and
meaningful legislation. He and Sen.
Domenici last year introduced a
measure that would have required
total parity for mental disorders.
The measure passed the Senate but
later died in conference committee.

Now, there are suggestions that
Congress should pass the bill dur-
ing the upcoming lame duck ses-
sion as a tribute to Sen. Wellstone.

On that, we have decidedly mixed
feelings. Legislation should be con-
sidered on its merits and not as a
tribute to its backer.

Either mental health care benefits
parity is a good idea or it is not, and
the death of one of its top backers,
however tragic, should not enter
the equation.

Having said that, we do believe
that legislators and the Bush ad-
ministration—if not now, then cer-
tainly in the next congressional ses-
sion—should work together to pass
parity legislation that ends health
care plan discrimination in cover-
age of mental disorders without 
unduly raising group health care
costs.

High court shouldn’t allow 
payouts for asbestos fears
THE SUPREME COURT has an-

other chance to inject some
sanity into the nation’s ever-

worsening asbestos litigation crisis
after the justices hear oral argu-
ments Wednesday in Norfolk &
Western Railway Co. vs. Freeman Ay-
ers et al.

As we report on page 3, at issue is
whether six retirees suffering from
asbestos-related disease can also re-
ceive damages for the emotional
distress stemming from their fear of
developing cancer in the future.
None of the retirees had cancer, but
that didn’t stop a West Virginia jury
last year from holding that, under
the Federal Employers’ Liability Act,

they were entitled to $5.8 million
from the railroad on the basis of
their fear alone.

FELA is a rather limited law, but if
you’re an employer, the idea that
fear alone is grounds for liability is a
pretty scary thought in and of itself.
And there’s an additional—and
very troubling—dimension to the
fear issue where asbestos litigation
is concerned.

As employers, insurers and some
members of the trial bar have ar-
gued for years, a limited pool of
money is available to compensate
victims of asbestos-related illnesses,
no matter how many defendants
you find. If that money goes to peo-

ple who fear an illness rather than
those who actually have an illness,
the laws of mathematics hold that
there’s going to be less money to
compensate the truly ill.

Congress should have dealt with
this issue years ago and is making
some noises that it may finally do
so in the near future. But, for the
time being, we’re going to have to
rely on the high court’s wisdom.

We hope that a majority of the
justices will agree that fear alone 
isn’t enough to trigger compensa-
tion—particularly at the potential
risk of denying the proven victims
of asbestos-related illness the com-
pensation they deserve.
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By ROBERTO CENICEROS

In the past, Steve A. Stich wasn’t much im-
pressed by the computer technology options
available for risk managers.

But Mr. Stich, chief risk officer for Oshkosh
Truck Corp., recently discovered Internet
technology that excites him.

Mr. Stich made his discovery while at-
tempting to merge the Oshkosh, Wis.-based
company’s domestic insurance program with
insurance policies held by a recently acquired
European company.

It looked like it was going to be an arduous
task, Mr. Stich said; the acquired company
had itself just acquired units in other Euro-
pean countries, and those units had pur-
chased a variety of policies issued by a variety
of insurers.

But what Mr.
Stich found to
help him was
collaborative
document man-
agement tech-
nology devel-
oped by New
York and Lon-
don-based
Riskclick Inc.
Riskclick’s prod-
uct is a shared
software suite

that allows multiple parties—such as brokers,
insurers, consultants and risk managers—to
work on the same spreadsheets or word pro-
cessing documents even though the parties’
computer hardware is not integrated. 

Collaborative technology made it easy for
Mr. Stich to compare and integrate the insur-
ance policies for manufacturing and distribu-
tion business units spread over 11 European
countries. It let him obtain policy summaries,
risk assessments and other documents from
the individual independent brokers in each
country—all while rushing to meet the de-
mands of a corporate integration deadline.

“What was really exciting is they were able
to make it all visible to us instantaneously,”
Mr. Stich said. “All I have to do is get into the
Internet and give passwords, and I have access
to everything everyone else has.”

Riskclick also develops an audit trail by
tracking and noting any time one of the par-
ties reads or changes any of the documents.

The building of audit trails places greater
structure around Internet interactions, said
Brian Warren, risk manager at Microsoft
Corp. in Redmond, Wash. And structure
helps prevent misunderstandings among par-
ties accessing documents via the Internet, Mr.
Warren said.

Recording each interaction, for example,
could help clearly establish when a partici-
pant opted to offer or accept a contract docu-

Tools permit
Internet
document
collaboration

By JOANNE WOJCIK

Some health benefit experts are raising con-
cerns that the Health Insurance Portability
and Accountability Act is creating a false
sense of security among employers and con-
sumers that personal health information is
safe.

Under 1996 federal law, health care organi-
zations are required by April 2003 to safe-
guard personal patient data against access by
unauthorized parties. The extent, though, to
which these new privacy regulations apply to
companies peripherally linked to health care
depends upon the nature of their operations,
industry observers point out.

For example, although health care
providers, health plans and health care clear-
inghouses are considered “covered entities”
under HIPAA, third-party administrators, e-
commerce com-
panies and oth-
er vendors that
are not directly
involved in de-
livering health
care services or
health care ben-
efits are not.

In fact, some
health care mar-
keting firms are
already explor-
ing how they
can legally sidestep HIPAA and obtain con-
sumers’ personal data to influence drug
choice and use.

“Basically, the public, including me, has no
idea how our information is being used. We
have vague, varying degrees of paranoia about
it,” observed Linda Bergthold, senior consul-
tant and national leader for policy and com-
pliance at Watson Wyatt Worldwide in Uni-
versal City, Calif.

“On the provider side, it’s absolutely critical
to share diagnoses to get the whole medical
record. But it has been a very sloppy process.
A lot of people have seen data that don’t need
to see it,” Ms. Bergthold said.

For example, “for a gynecologist to turn the
names of pregnant patients over to a diaper
service without their permission would proba-
bly be improper under the new HIPAA rules,”
said Robert Gellman, an independent privacy
and information policy consultant based in
Washington.

An insurer or health maintenance organiza-
tion that has relationships with firms that
provide services to pregnant women and new-
borns may be able to circumvent this prohibi-
tion, though, by calling such activities “case
management,” Mr. Gellman said.

“Is it really marketing, or is it something
else? It’s hard to tell. I don’t think there’s any
activity that you call ‘marketing’ that can’t be

HIPAA won’t
guarantee
all vendors
protect info

Web transactions a boon
to reduced benefits staffs
By MICHAEL PRINCE

The Internet continues to make it easier for
benefit managers to do their jobs, and that
help is especially welcome at a time when
many benefit staffs are being trimmed by em-
ployers to cut costs.

From automating enrollment and claims
processing to providing benefit managers
with detailed reports of plan participant activ-
ity, the online tools that have emerged in re-
cent years are allowing benefit managers to
streamline and simplify their administrative
work. 

And Web sites that go beyond merely pro-
viding information to allow benefit managers
and employees to conduct transactions have
become standard in recent years.

“Almost any employee benefit Web site
worth its weight has all employee data and al-
lows transactions,” said Scott Japko, director
of product management at Mellon HR Solu-
tions in Fort Lee, N.J.

Automated online benefit management

tools have been a boon to benefit managers at
companies forced to cut staff in the tough
economy, said Curtis Peterson, general man-
ager at Ceridian Corp. in Salt Lake City. By us-
ing Internet-based benefits applications, ben-
efit managers can “empower employees to
take care of their own transactions,” Mr. Pe-
terson said.  

With online employee self-service, “the
benefit managers can focus more on strategic
issues,” rather than on administrative tasks,
he said.

“Web enrollment is so much more effi-
cient,” said Michael Kriner, director of pen-
sions and benefits at NCR Corp., a data man-
agement company in Dayton, Ohio.

Mr. Kriner said NCR relies not only on the
individual Web sites of its benefit service
providers but also on the Fidelity NetBenefits
Web site, which acts as a portal linking NCR’s
health care, prescription drug and behavioral
health providers, as well as Fidelity’s pension
plans.  
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ment, Mr. Warren said. That makes
it harder to confuse or dispute the
participants’ intentions.

The technology also has a notifi-
cation system that alerts each desig-
nated party when a document is
read, filed or changed. “It’s kind of
like e-mail on steroids,” Mr. Warren
said.

Collaborative technology—avail-
able from Riskclick and several oth-
er companies—is an “evolutionary
step” toward conducting transac-
tions such as insurance purchasing
over the Internet, Mr. Warren said.

Riskclick provides only the
means to collaborate over the Inter-
net, said Tim Wright, Riskclick
chairman and chief executive offi-
cer. It does not advocate the specific
types of transactions customers en-
gage in.

GRX Technologies of Providence,
R.I., is one of the other companies
that provides the commercial insur-
ance industry with such collabora-
tive tools, said Matthew Flanagan,
GRX’s chief marketing officer.

GRX uses collaborative technolo-
gy to focus on speeding the submis-
sion of policies for underwriting,
Mr. Flanagan said. But GRX also
provides technology that allows risk
managers to easily integrate data
from their computers into brokers’
and underwriters’ computer sys-
tems.

A risk manager can, for example,
create an exposure report from his
company’s database and move it di-
rectly into an insurer’s system, re-
gardless of differences in the two
parties’ computer technology, Mr.
Flanagan explained.

Several risk management tech-
nology observers note that while
collaboration products and integra-
tion services have been available for
about two years, they still aren’t in
wide use by risk managers. These
observers say that while collabora-
tion products, which are also
known as “transaction platforms,”
have been used to settle claims and
to purchase coverage in a few in-
stances, their use for buying cover-
age remains limited.

“If we were to rely on that seg-
ment of the marketplace to drive
our income, we would be cooling
our heels for some time to come,”
said David Bradford, executive vp,
for Advisen, a New York-based on-
line provider of information ser-
vices for the commercial insurance
industry. “It just has not taken off
as a significant part of the transac-
tion market at this point in time.”

Mr. Stich found his way to collab-
orative technology when he turned
to the Worldwide Broker Network,
an international network of brokers
and agents, to help him assess the
risks and policies of the European
company Oshkosh acquired.
Riskclick technology and the WBN,

with its string of brokers across Eu-
rope, accomplished the job, he said.

Mr. Stich said he foresees greater
use of collaborative technology at
his company. He wants to develop
a system to allocate insurance-relat-
ed costs to each Oshkosh business
unit, and he wants Oshkosh’s insur-
ers to invoice those units, while he
receives notification of the invoices
for his approval before the business
unit pays the bill.

Though Mr. Stich said he finds
his new Internet capabilities “pretty
exciting,” he wasn’t always enthusi-
astic about the computer technolo-
gy available for risk managers. He

had looked at risk management in-
formation systems, for example,
and found, he said, that they didn’t
provide “enough bang for the
buck.” They were too narrowly fo-
cused on claims management and
not flexible enough, Mr. Stich said.

RMIS products originally derived
from insurer claims processing sys-
tems, Microsoft’s Mr. Warren said.
Consequently, while many RMIS
are well suited for an array of
claims-related processes, “when you
start looking at your whole business
process and what you are responsi-
ble for as a risk manager, that is
only a piece of what you need to
do,” he said. “It’s far from the
whole thing.”

But a distinction should be made
between claim information systems
and Internet-based risk manage-
ment information systems, said
Paul Bildsoe, vp business develop-

ment for Atlanta-based Risk Labora-
tories L.L.C.

By his definition, Mr. Bildsoe
said, a true RMIS integrates a greater
array of risk-related information
into a single database. RiskLabs’
products, for example, track both
claims and exposure data, as well as
information about how many cov-
erage dollars remain untapped un-
der specific policies.

Because RMIS tools assist in col-
lecting data and formatting reports,
they are ideal for feeding informa-
tion to the new online systems such
as those provided by GRX and
Riskclick, Mr. Bildsoe said.
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The Fidelity NetBenefits Web site,
operated by Boston-based FMR
Corp., provides “one-stop shopping
for employees and retirees,” Mr.
Kriner said.  

Having employees conduct their
own transactions is all the more im-
portant at a time when many com-
panies are operating with reduced
benefits staff, said M.J. Burg, direc-
tor of health and welfare benefits at
printer R.R. Donnelley & Sons Co.
in Chicago.

“When you really achieve your
economies of scale is to redo the
workflow so the computer does the

work that a clerk might have done,”
she said.

In addition, Web transactions
give shift workers full access to ben-
efit services; in the past, those indi-
viduals often had limited opportu-
nities to interact with benefit pro-
fessionals while at work, Ms. Burg
said.

Ms. Burg said that Donnelley uses
a site offered by CitiStreet, a compa-
ny jointly owned by Citigroup Inc.
and State Street Corp., that acts as a
portal to Donnelley’s various bene-
fit vendors. 

And Ms. Burg noted that the
CitiStreet site is set up to look like

Donnelley’s own Web site. “What
the Web can do is to help you cre-
ate a more cohesive front-end pic-
ture,” she said.

Health plan automation

Managed care plans in recent
years have expanded the capabili-
ties of their Web sites. 

For example, the number of man-
aged care Web sites that allow
members to check the status of
their claims grew to 59% at the start
of 2002, compared with 27% in
mid-2001, according to a study con-
ducted by Cap Gemini Ernst &

Young U.S. L.L.C. earlier this year.  
In addition, the number of sites

that permit online claims submis-
sion mushroomed to 31% from 4%
in 2001, the study states.  

Health plans have added other
applications to aid benefit man-
agers. 

Many sites now allow benefit
managers to change health plan
membership lists as employees
come and go, said David Finkel, se-
nior vp of e-business for CIGNA
HealthCare in Bloomfield, Conn.
Such online transactions cut out
“days and days of a paper-based
process,” Mr. Finkel said. 

At CIGNA, over 75% of employ-
ers use their online tools more than
once a year, said David Musto, vp of
product management at CIGNA Re-
tirement & Investment Services in
Hartford, Conn.

One of the most common bene-
fits-related uses of the Internet is
online plan enrollment. According
to a report released earlier this year
by Hewitt Associates Inc., the per-
centage of employees that take ad-
vantage of online enrollment op-
portunities has nearly doubled in
the past two years. 

Among those employers that of-
fered Internet-based enrollment in
2001, 70% of employees elected to
enroll online, up from 51% in 2000
and 36% in 1999. Meanwhile, the
use of telephone call centers for en-
rollment dropped to 22% last year
from 33% in 2000 and 34% in
1999, the report states.

One benefit of online enrollment
is that it makes it easier for benefit
managers to keep track of employ-
ees who have not yet signed up dur-
ing open-enrollment periods and to
send e-mail reminders to such indi-
viduals, Mr. Peterson said.

Benefit managers also can easily
determine which plans are attract-
ing employees and which are not,
he said.   

Retirement applications

Online retirement-planning ap-
plications also have been useful.
Many companies now offer their
employees online applications that
permit them to change their retire-
ment investment allocations.

Benefit managers can use such
applications to track employees’ in-
vestment decisions, allowing bene-
fit departments to gauge the effica-
cy of their investor education ef-
forts, said Michael O’Sullivan, assis-
tant vp of e-business at CIGNA Re-
tirement & Investment Services in
Hartford.

In addition, many online appli-
cations allow benefit managers to
generate up-to-date reports on
members’ contribution rates and
fund elections. “It gives the ability
to get the information they want
when they want it,” Mellon’s Mr.
Japko said.

Other uses

Donnelley’s Ms. Burg said that
she also visits Web sites run by the
Washington Business Group on
Health and the Midwest Business
Group on Health, which provide
information and news articles on
health care issues. In addition, she
said, she frequents the Web sites of
the large benefit consulting firms,
to read their latest surveys and re-
search reports.  

Vendors that want to attract traf-
fic from benefit managers should
ensure that their online tools are
straightforward and easy to navi-
gate, NCR’s Mr. Kriner said.

Reams of information and ser-
vices galore aren’t helpful if an indi-
vidual can’t figure out how to use
the site, Mr. Kriner said. “If some-
one goes to your site and it’s hard
to use and not designed properly,”
he said, “people won’t come back.”
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restructured to be called ‘case man-
agement’ or ‘treatment,’ ” he said.

Despite HIPAA’s rigid privacy
rules, some medical providers, such
as drug makers and disease manage-
ment firms, still can legally use per-
sonally identifiable health informa-
tion “for treatment, payment or op-
erations,” Ms. Bergthold said.

This exception was added to
HIPAA after President Bush took of-
fice, because the original regula-
tions promulgated by the Clinton
administration were considered too
onerous, Ms. Bergthold said.

“The people who wanted the
more-rigorous consent require-
ment, I suspect, never worked in
this environment,” she said. “Em-
ployers do health management ac-
tivities—disease management. To
do that, they have to know” which
employees to target. “In the original
HIPAA, it looked like employers or
health plans weren’t going to be
able to do that anymore. So they
changed it so that they can still ad-
vocate treatment options.”

But exactly how much informa-
tion can be shared and with whom
remains a gray area, many industry
observers say.

For example, there is still a ques-
tion about whether pharmacies can
sell lists of customers’ names to
drug makers for direct-marketing

purposes, Ms. Bergthold said.
“The greatest abuses (in informa-

tion sharing) were around pharma-
ceuticals and the selling of lists of
names. Can they or can’t they sell
lists? Any law will have a variety of
interpretations,” she explained.

In fact, at least one health care
marketing firm already is studying
how it can do this, and other types
of direct-marketing, within the con-
straints of HIPAA.

Forrester Research of Cambridge,
Mass., hosted a seminar Oct. 21-23
in Miami that promised to show at-
tendees how to use consumers’ per-
sonal data to influence drug choice
and use without overstepping pri-
vacy and regulatory boundaries.

“Learn which data, processing
power and analytical tools will al-
low you to monitor actual con-
sumer behavior—not just atti-
tudes—to help you influence drug
choice and better target new treat-
ments,” Forrester Research’s mar-
keting materials touted.

The seminar focused on how to
“work within the regulations” and
still target individual health care
consumers, explained Liz Boehm,
an analyst at the firm. “Every law
has its letter and its interpretation,”
Ms. Boehm said.

“The goal of HIPAA is not to shut
everything down; it’s to educate
people to address privacy and use

the right method to send e-mails,
etc.,” explained Rick Shaw, chief ex-
ecutive officer of CorpNet Security,
a firm in Lincoln, Neb., that pro-
vides security technology and train-
ing services to employers.

Mr. Shaw pointed to a recent case
involving a drug manufacturer that
was fined for a privacy breach in-
volving an e-mail that was sent to
more than 600 people participating
in a prescription drug study. Rather
than sending a bulk e-mail to par-
ticipants, an employee mistakenly
put the names of each individual in
the “to” column of the e-mail.

“Some organizations may not
have a clue what HIPAA is,” Mr.
Shaw said.

So what can employers do to en-
sure that the personally identifiable
medical information that vendors
gather and disseminate about their
employees is guarded?

Regardless of federal law, “em-
ployers should always be concerned
about maintaining privacy on em-
ployee data within their organiza-
tions and with any third parties
that they work with that have ac-
cess to personally identifiable medi-
cal information,” said Carla Gracen,
senior project manager at Ceridian
in Atlanta. Among the services
Ceridian offers is third-party ad-
ministration of group health plans.

Employers should “take it seri-

ously and view it as an employee-
relations issue,” suggested Ms.
Bergthold of Watson Wyatt. “They
need to be visible and compliant,
because employees have a lot of dis-
trust about how their medical infor-
mation is being used already.”

Employers that self-insure their
employees’ health benefits should
be especially careful with personal
health information, said Andrew E.
Graw, a partner at Lowenstein San-
dler in Roseland, N.J.

“In a self-insured plan, the em-
ployer, as the plan sponsor, is also
typically the fiduciary of the plan
and oftentimes has responsibility
for determining benefits, such as
whether or not a particular proce-
dure is covered. As a result, the em-
ployer becomes privy to all sorts of
different private health information
and, therefore, would be in a posi-
tion to disclose that,” he explained.

And while, “as a practical matter,
I don’t see the employers of self-in-
sured plans disseminating informa-
tion about their employees to mar-
keting groups and the like,” the
TPAs with which they contract may
do so, Mr. Graw suggested.

“They do hire third-party admin-
istrators to pay claims, and, in that
case, the TPA is a business associ-
ate,” and not a “covered entity”
that is specifically covered by the
HIPAA privacy regulations, he said.

Consequently, Mr. Graw said,
employers’ contracts with their
TPAs “should include the necessary
language to preclude the TPA from
disseminating that kind of informa-
tion.”

Drafting new contract language
may not be necessary, though, if
the vendors’ contracts have already
been amended to include reference
to the new HIPAA privacy regula-
tions, according to Mr. Gellman.

“Many vendors have standard
contracts that may already cover
HIPAA,” he explained.

Mr. Gellman advises employers
to “go to all your vendors and find
out what they’re doing about
HIPAA,” Mr. Gellman said. “Even if
they’re not engaged in some activi-
ty that’s covered by HIPAA, they
still may want to comply with
HIPAA.”

And, “even regarding things that
are permitted under the rule, em-
ployers may want to give patients a
little more say in what happens” to
their personal health care informa-
tion,” Mr. Gellman suggested.

“Disease management may be a
good thing for some people. Other
people might object. The teen-age
daughter doesn’t want to come
home and find a message on the
answering machine that her pre-
scription for birth control pills is
about to expire,” he said.
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By ROBERTO CENICEROS

Getting risk managers, their bro-
kers, underwriters and other service
providers on the same page can be a
challenge.

But Riskclick Inc.’s online collab-
orative tool can make that hap-
pen—literally.

Riskclick, based in New York and
London, provides collaborative doc-
ument management technology.

The product is sometimes called a
“teaming tool” because it allows a

number of parties to read and mod-
ify the same documents. Yet one in-
dividual, such as the risk manager,
can control who is able to access or

change the documents.
A risk manager could, for exam-

ple, allow several brokers, insurers
and reinsurers to simultaneously
read a coverage submission. Or the
risk manager could allow a broker,
insurer, third-party claims adminis-
trator or claims adjuster to view
claim information.

Each party allowed into the
“community” could add additional
documents, insert data or add com-
ments on existing pages. The risk
manager can view, in real time, the
changes made to document pages,
as well as the interactions among
the members of the community.

It’s all done using popular word
processing and spreadsheet soft-
ware.

Transactions are synchronized
with e-mail messaging so that par-
ticipants are notified whenever a
party views a document.

Each time someone accesses a
page or changes it, Riskclick tracks
and records the interaction. The
“audit trail” of every action by ev-
ery party helps risk managers main-
tain control of complex transac-
tions, according to Riskclick.

For making its Internet-based
tool available to the commercial in-
surance industry, Riskclick’s Web
site won the Insurance Services Best
of Show award in Business Insur-
ance’s Best of the Web competition.
Riskclick launched its Web site,
www.riskclick.com, in January 2001.

“We are recognizing the reality
that the participants in this indus-
try, of which there are many, need
to work together in a collaborative
manner,” said Tim Wright, chair-
man and chief executive of
Riskclick. “That is important for all
the participants for different rea-
sons.”

Insurers, brokers and risk man-
agers have all purchased Riskclick’s
product. But brokers currently are
the biggest users of Riskclick’s col-
laboration tool, Mr. Wright said.
They purchase it to improve client
service. By documenting every step
of each transaction, it also can help
brokers minimize the number of er-
rors and omission claims made
against them, he said.

Insurers can benefit from effi-
ciencies gained as they solicit more
underwriting information, Mr.
Wright said.

But “the ultimate beneficiary has
to be the risk manager,” Mr. Wright
said. “If this does not add value 
for the risk manager, then it’s prob-
ably not going to add value for the
broker and the insurer, given the
collaborative nature of the offer-
ing.”
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By MICHAEL BRADFORD

Lexington Insurance Co. policy-
holders are seeing fewer employ-
ment practices liability claims and
are better able to defend those that
do arise, thanks to the insurer’s In-
ternet training program.

Lexington’s EPLselect.com site
trains employers to maintain docu-
mentation and implement practices
that can protect them from EPL
claims. Launched in June 2000, it

has picked up its second consecu-
tive Best of the Web award from
Business Insurance. The site received

an Award of Excellence last year.
Costs related to EPL claims

against Lexington policyholders
have, in some cases, fallen 40% or
more since the site was implement-
ed, according to Lisa Bee, director of
risk management services at
Boston-based Lexington, a unit of
American International Group Inc.
“We looked at their loss ratios be-
fore they used the site and then af-
ter they utilized the training,” she
said.

The site was created after two U.S.
Supreme Court cases established
that employers could gain some
protection from charges by proving
they had educated and trained their
employees regarding sexual harass-
ment and had offered ways for a
worker to air a complaint before a
suit is filed, Ms. Bee said.

Lexington responded by creating
the Web site and a toll-free number
that employees can call to com-
plain of practices they believe may
be inappropriate, she explained.

Use of the site, which is manda-
tory for Lexington clients, is avail-
able at no charge.

Policyholders are able to access
state-of-the-art personnel policies
and procedures at the site and can
use a training and testing system
that establishes proof of company-
wide training. The curriculum is
continuously updated and is acces-
sible at any time. There is a program
tailored for managers and supervi-
sors and another for workers in
nonsupervisory positions.

The system for managerial em-
ployees features an e-mail link to a
risk management consultant, up-
dates on significant verdicts and
settlements, legislative updates,
manuals on workplace best prac-
tices, summaries of state and federal
laws and more.

“We will be adding additional
training on other topics,” Ms. Bee
said, including those that cover
matters related to the Occupational
Health and Safety Administration
and the Employee Retirement In-
come Security Act.

Links allow users to access related
sites, such as those developed by
the Department of Labor and the
Equal Employment Opportunity
Commission. Users also can access
legal help through the site by con-
tacting Baker & McKenzie, the
Chicago-based law firm that oper-
ates the site in partnership with
Lexington.
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By MICHAEL PRINCE

Now it’s your Internet.
CIGNA Corp.’s newly created

Web site, myCIGNA.com, merges a
customizable Web site with infor-
mation and news on health care
and financial matters. This hybrid
offers CIGNA’s 16 million members
a place to turn to for information
on both their health care and retire-
ment accounts.

Through the site, members can
track their medical and dental

claims, update personal informa-
tion, check the physician directory
and order additional identification
cards. In addition, because CIGNA

administers retirement plans for
millions of people, those individu-
als can check on their portfolio bal-
ances in the same visit.

This combination of breadth of
coverage and customizable infor-
mation has captured CIGNA the
Best of Show award in Business In-
surance’s Best of the Web contest in
the Benefits Management category.
Philadelphia-based CIGNA also
won last year for the same category
with its CIGNA.com site.

But this year’s Web site differs
from the older version because it’s
designed to be more personalized
for the individual user, said David
Musto, vp of product management
at CIGNA Retirement Services in
Hartford, Conn. In addition, the
Web site brings together informa-
tion on all of CIGNA’s services,
health plans and retirement funds
on one Web site.

Once logged on, a member finds
that the health care part of the site
lists all of his or her claims for the
past 45 days. A click on each claim
provides detailed information. Re-
search revealed that most members’
questions can be answered by refer-
ral to the basic information from
those recent claims, said David
Finkel, senior vp of e-business at
CIGNA HealthCare in Bloomfield,
Conn. With information on those
claims readily available, the site
“basically answers the questions we
know that 70% to 80% of our peo-
ple ask about claims, without any
clicking at all,” Mr. Finkel said.

In the retirement section, a user
can check on his or her CIGNA-ad-
ministered retirement portfolio, cre-
ate a personalized stock ticker that
can include mutual fund prices,
change his or her asset allocation
and transfer money between invest-
ment accounts, Mr. Musto said.

In addition to the individualized
information, the site has health
care and financial stories supplied
through CIGNA’s partnership with
Sunnyvale, Calif.-based Yahoo! Inc.

Another interesting feature is the
link the site has with Yahoo, the
popular Web portal. Not only has
CIGNA used Yahoo’s software to
design and develop myCIGNA.com
but its users can add a button onto
their already-existing personal Ya-
hoo! Web site that takes them di-
rectly to myCIGNA.com.

“It gives us the ability to make
sure our members are aware that
this capability site exists,” Mr.
Finkel said.

Since its launch in June, the site
has consistently grown in populari-
ty. In September, the site averaged
almost 46,000 visits a day, with a
total of 847,191 unique visitors to
the site during the month.

But CIGNA is not content merely
to enjoy its past successes. The com-
pany regards the current site as sim-
ply the first step and plans to add
significant new features early in
2003, Mr. Finkel said. The goal, he
said, is to make the site “more re-
sponsive to the individual, whatev-
er their needs are.”

“There is a lot of work we’re still
going to tackle,” he said.
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Intermediaries’ acts can pose problems
E&O coverage may not extend to nontraditional placements
By ROBERTO CENICEROS

A
gents and brokers should
carefully review their errors
and omissions coverage before
recommending alternative
market solutions to clients,
agency management advisers

warn.
With prices continuing to escalate and

accounts becoming harder to place in the
standard market, more agents are turning to
alternative market solutions to assist their
clients, observers say. These producers are
helping their clients to participate in risk
retention groups, captive facilities and other
self-insurance arrangements and to tap into
the excess and surplus lines market.

Although such services may help agents
deal with their clients’ exposures, they may
also create risks for the producers
themselves.

“I was just in an agency that writes
medical malpractice insurance, and it is
planning on taking all its clients to a
captive,” said Carol A. Hammes, president of
The Middleton Group, a management
consulting company in Pine, Colo. But
placing business in the alternative market
may not be covered by some agents’ E&O
policies, Ms. Hammes noted.

“A lot of E&O policies are very
standardized, cookie-cutter things,” she said.
“They will cover you if you do the normal

things retail agencies do. But, boy, you step
beyond that and go into something else, you
may not be covered.”

Dan Vaughn, vp in New York for Liberty
International Underwriters, a unit of Liberty
Mutual Insurance Co., said that his
company’s E&O policies generally cover
agents placing business through various
alternative risk transfer vehicles. That goes
for agents placing business in captives, but
not for the agents who create or manage
them, he said.

Many insurers provide similar coverage,
Mr. Vaughn said, but he noted that 
policies could vary according to insurers’
appetites.

Problems can occur, though, because
plenty of agents focus only on the price they
pay for their E&O policies and fail to look
closely at the coverage provided, Ms.
Hammes said. It’s a case of “the shoemaker’s
kids not having any shoes,” and it could
drive an agency into bankruptcy, she said.

Agents should review their E&O coverage
before placing business in the E&S market,
said David Hulcher, director of operations
for the Independent Insurance Agents &
Brokers of America Inc. in Alexandria, Va.
“The more they expand the products and
services they are selling, as well as the
method they are using to insure people, they
need to make sure they are covered under
their policies,” Mr. Hulcher said.

The need for agents and brokers to review

their professional liability policies before
placing business in the E&S market is greater
now because more E&O insurers are putting
insolvency exclusions into their contracts,
Mr. Hulcher said.

That means an agent’s E&O policy may
not cover a claim stemming from the agent
placing business with an insurer that
becomes insolvent. In addition, policies
purchased from nonadmitted insurers
generally are not covered under state
guaranty funds.

Under such circumstances, there is no
indemnification for the insured, increasing
the likelihood of a lawsuit against the agent,
Mr. Hulcher explained.

Insolvency clauses are likely to apply to
other alternative market tools as well, said
Steven E. Germundson, a partner at OPTIS
Partners L.L.C., an agency management
consultant in Minneapolis. “A captive or a
risk retention group or any alternative
market mechanism will likely fall under that
category,” Mr. Germundson said.

Chris Burand, president of Chris Burand &
Associates L.L.C. in Pueblo, Colo., said he is
hearing of more agents encountering
problems that could lead to E&O claims.
Those difficulties, he said, stem from agents’
increasing use of E&S brokers. 

In part, the troubles arise when agencies
neglect due diligence when selecting brokers.
An agent must verify an E&S broker’s
credibility and ensure that the broker also

has E&O insurance with adequate limits, Mr.
Burand said.

One agency Mr. Burand knows of recently
encountered problems by allowing young
producers who had never before experienced
a hard market—or conducted business in the
nonadmitted market—to select E&S brokers
without the oversight of agency managers.

Each agency owner should have a policy
requiring an individual within the
organization with the appropriate experience
to review and authorize or reject all E&S
transactions, Mr. Burand said. “That should
be mandatory in every agency,” he said.
“There should be no exception to that.”

An agency manager authorizing an E&S
transaction needs to review all contracts
between the agency and the broker, as well
as the coverage contracts the broker obtains
on behalf of the policyholder, Mr. Burand
added. As part of that, the manager should
make sure the broker provides a certificate of
insurance for any coverage placed.

Ms. Hammes said that another precaution
an agency can take is to purchase coverage
from an E&O insurer that is willing to write
a manuscripted policy. The policy should
detail the specific risk or group of risks–such
as alternative market transactions–that it
covers, she said.

Ms. Hammes said she is seeing a return of
manuscripted policies with such
endorsements. Such policies were common

See E&O/next page
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By SALLY ROBERTS

Agents and brokers renewing
their errors and omissions
liability coverage are seeing

double-digit rate increases and
shrinking capacity.

Although pricing varies by
account, agency E&O underwriters
say they are imposing rate
increases, on average, in the range
of 20% to 30% and predict further
hikes next year. In some cases,
underwriters also are offering

reduced limits due to the
reinsurance market, which has
become less willing to offer large
limits, they say.

Much of the change in the
marketplace stems from
underwriters trying to make up for
years of soft market conditions. At
the same time, although the
number of E&O claims has not
increased significantly, claim
severity has. And those
underwriters with poor claims
experience are now withdrawing

from the market.
“There’s definitely been a

tremendous retraction in the
marketplace,” said Curtis M.
Pearsall, vp and manager of the
E&O program for Utica Mutual
Insurance Co. in Utica, N.Y. 

“In 1987, there were probably
five to six companies writing this
line of business. Then, it blossomed
into about 30 companies writing it
in the mid- to late ’90s,” he said.
“Now, I think we’re back” to five or
six.

“This is not the line of business
to dabble in,” Mr. Pearsall said.
“You either make a commitment in
doing it and stay with it through
thick or thin, or maybe it’s best you
pick another line.”

In August 2001, Western Surety
Co. decided to discontinue writing
agency E&O business on a national
level.

“We didn’t have the market
share necessary to make it a viable
product,” said a spokesman for
Sioux Falls, S.D.-based Western
Surety. “By the end of this year,
with the exception of very few
policies, we will be out of that
market,” he said. Because the
insurer’s losses were
disproportionate to its market
share, “we were never able to be
profitable in that line of business,”
he said.

In addition, Simsbury, Conn.-
based Chubb Specialty Insurance
has amended its underwriting
guidelines and has pulled back
from the agency E&O business, a
spokesman confirmed. He declined
to elaborate other than to say that
the retraction, which began in early
2002, was prompted by the
insurer’s claims experience.

Whether agents and brokers
have had to go out and find a new
underwriter or are renewing their
E&O coverage with their current
insurers, they can expect some
significant changes in their
coverage.

“We’re seeing rate increases of
20% to 30%,” said Ed Seidl,
underwriting account manager for
E&O Professionals, a managing
general agency and unit of Media
Professional Insurance Agency Inc.
in Kansas City, Mo. E&O
Professionals’ agent E&O product,
called Polaris, is written on
National Casualty Co. and
Scottsdale Insurance Co. paper.

“While rates are increasing in the
20% to 30% range now, in a year,
that number might be quite
higher,” said Jim Steer, chief
financial officer of E&O
Professionals. “It’s a supply-and-
demand game.”

Although rate increases vary by
account, Mr. Pearsall said Utica will
probably finish the year with a 25%
average rate increase. “We’re
probably going to see something
along those lines or a little less in
2003,” he predicted.

Mr. Pearsall added that the
number of E&O claims is not the
catalyst behind the rate increases.

“Our frequency through the first

during previous hard markets, she
noted.

Ms. Hammes also advises
agencies placing business in the
nonadmitted market to obtain a
letter from the policyholder stating
why it is seeking coverage in that
market, whether to seek better
pricing or avoid the difficulty of
obtaining coverage from standard
insurers. “You have to have that
signed letter from the insured to
make sure they truly understand
what they are doing by buying in
the surplus lines market,” she said.

For more complex transactions,
such as placing business in a
captive, Ms. Hammes advises hiring
an attorney to review all
documents and ensure that the
agent is covered by a hold-harmless
agreement signed by the client.

Liberty Mutual’s Mr. Vaughn
said that, so far, he hasn’t seen an
increase in agents filing claims
against their E&O policies. But he
said he expects such a development
in the future due to the continuing
hard market and rapid changes in
what the various policies cover and
exclude.
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By RYAN CORNELL

Watch for accounting and
business services firm
Century Business Services

Inc. to make a strategic acquisition
in the near future, though probably
not until at least the end of the
year, according to CBIZ Chairman
and Chief Executive Officer Steven
Gerard.

With plans for an acquisition, as
well as the Oct. 3 purchase of
Benicor Associates Inc., a 45-person
benefits and insurance services firm
in Calverton, Md., CBIZ is signaling
that it is back in the buying
business.

The company, which in the late-
1990s was a voracious acquirer of
small accounting and business-
services firms, is the 13th largest
broker of U.S. business, based on
2001 brokerage revenues of $124.8
million. In the past 18 months,
CBIZ has sold off more than 30
business units and consolidated
another 20, Mr. Gerard said.

“The Benicor deal represents the
first significant acquisition we’ve
made since I got here” in October
2000, he said. “And we are
aggressively and actively looking at
other acquisitions.”

Mr. Gerard said CBiz wants to

make acquisitions to strengthen
the depth of services it offers in
existing markets. He said CBIZ at
present is in acquisition discussions
with about six benefits and
insurance firms and an equal
number of accounting firms
nationwide. He would not identify
any of the acquisition targets.

Another deal could close by the
end of the year, Mr. Gerard said,
though it’s more likely to come in
early 2003.

“We’re looking at property and
casualty firms across the country
and benefits consulting firms in
Denver, Florida and New York,”
Mr. Gerard said.

He said the improved financial
state of Independence, Ohio-based
CBIZ is making acquisitions
possible again. Debt is down, cash
flow is positive, and the company
this month obtained a new and
more flexible $73 million credit
facility from a four-bank
consortium that Mr. Gerard said
will make acquisitions easier.

CBIZ’s total debt has shrunk to
$27 million at present from $33
million in June and $147 million in
October 2000, when Mr. Gerard
took the company’s helm.

“I wouldn’t be surprised if it was
even lower at the end of the
quarter,” Mr. Gerard said.

The company’s previous credit
facility was underwritten by a
group of 11 banks and was set to
drop to a $60 million limit in the
fourth quarter. The company’s new
line of credit can be expanded to
$80 million, which will give the
company more of the cash it 
needs for acquisitions, Mr. Gerard
said.

“It’s encouraging to see in
today’s credit market that we were
able to get a substantially better
deal than the one we had before,”

he said.
Despite the momentum for deals

at CBIZ, the one thing that hasn’t
perked up is the company’s stock
price. On Oct. 29, CBIZ shares
closed at $2.46, down from a 52-
week high of $4.04, recorded April
16.

“The market tends to look for
earnings per share” and growth in
those earnings, Mr. Gerard said.

CBIZ of late has not provided
that. In the second quarter ended
June 30, CBIZ reported earnings
from continuing operations of 2
cents a share, identical to per-share
earnings for the second quarter of
2001. Results for this year’s third
quarter were expected to be issued
as this story went to press.

“Investors are looking for
significant revenue and bottom-
line growth,” Mr. Gerard said. “The
market isn’t going to react just to
our improvements.”

Jim Macdonald, a securities
analyst with First Analysis Corp. of
Chicago, said he believes CBIZ’s
stock has been overlooked by
investors.

“We think it’s attractive at these
prices,” Mr. Macdonald said. “But it
takes a long time for news to filter
into the market.”

Nonetheless, he said the average
small accounting firm grew
revenues by about 8% last year. By
that measure, “CBIZ has been kind
of neutral,” Mr. Macdonald said.
“They’ve underperformed on
earnings and revenue growth....If
their core accounting business
could grow from 5% to 10%
organically, they’d get more
interest.”

Ryan Cornell is a reporter for Crain’s
Cleveland Business, a sister
publication of Business Insurance.

nine months of 2002 is the best
that it’s ever been,” he said. “The
area where we’ve been hit the
hardest is severity. We went a
number of years without a claim of
more than $2 million, and we had
two claims in excess of $2 million
in 2001,” he said. “The severity of
this line of business has definitely
increased.”

The agency E&O market is in
“flux,” said Brian Evans, director of
professional underwriting for

Westport Insurance Corp. in
Overland Park, Kan. “Carriers 
are really re-evaluating their
portfolios and how those 
portfolios are structured and how
individual accounts should be
structured.”

“Obviously, rates are going up
and have been for the last couple of
years and will continue to go up,”
he said. “More than that, though,
agents are probably going to see a
change in the structure of their
account, and a lot of that is going

to depend on the make-up of the
agency,” Mr. Evans said. 

For example, if the agency places
a lot of “volatile” business, such as
medical malpractice liability
coverage or workers compensation
coverage, it may encounter
difficulties obtaining E&O
coverage, he said. There is an
increased risk of errors in procuring
such hard-to-place coverages, he
said, and “E&O underwriters look
at that as part of their underwriting
criteria.”

In addition to facing rate
increases, agents and brokers may
not be able to obtain the same
amount of coverage that they have
in the past.

“What we’ve seen is the
reinsurance market has really been
spooked on the whole agents E&O
program,” Mr. Steer said. E&O
Professionals, for one, has cut its
limits from $10 million per claim

to $5 million due to lower limits
imposed on its reinsurance treaty.

“Even getting $5 million in the
marketplace is not an easy thing,”
Mr. Steer said, noting that most
accounts are purchasing $2 million
to $3 million in limits.

But not every agency E&O
underwriter is having the same
experience in the reinsurance
market.

Capacity has not been an issue
with Utica, according to Mr.
Pearsall. “We can put out limits,
without too much difficulty, of up
to $20 million per claim and $21
million aggregate,” he said. Utica
retains the first $10 million under a
treaty, and for anything in excess
of $10 million, the underwriter
purchases facultative reinsurance.
Mr. Pearsall said that he has not
had any trouble obtaining
facultative coverage, but Utica does
expect to be hit with a rate increase

for its treaty coverage when it
renews at year end.

And, he said, “As our expenses
go up, we have to—to make sure
we generate a profit—pass those
increased costs onto the
policyholder.”

Many agency E&O underwriters
say that business has never been
better.

“I’ve never seen it any better for
us,” Mr. Steer said. “It’s absolutely
unbelievable, the number of new
business applications that come in
the door.”

“We are having a record year,”
Mr. Pearsall said. “We are getting a
record number of applications in.
While our hit ratios are not as high
as they used to be, with the
increase in the number of
applications, we are generating
close to $6 million in new business,
which will be close to double the
best year ever.”
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We’re making great 
health care a little easier.

We’re #1 in member 
satisfaction in Massachusetts.*

We just may be on to 
something here.

When we set out to make health care a little easier, it was always about what it would mean to our members. And now, they’ve told
us: The National Committee for Quality Assurance has released its annual Quality Compass® study, and Harvard Pilgrim was rated #1
in the “Rating of Health Plan” member satisfaction measure in Massachusetts. As a Broker, this means that when your clients offer
Harvard Pilgrim, their employees are getting the health plan with the most satisfied members. And why would they deserve anything less?
For more good reasons for your clients to switch to Harvard Pilgrim, visit the Broker
section of our website at www.harvardpilgrim.org and call us toll-free at 1-866-540-7821.

*The source for data contained in this advertisement is Quality Compass® 2002 and is used with the permission of the National Committee for
Quality Assurance (NCQA). Any analysis, interpretation, or conclusion based on these data is solely that of the authors, and NCQA specifically
disclaims responsibility for any such analysis, interpretation, or conclusion. Quality Compass is a registered trademark of NCQA. NCQA is a
private, non-profit organization dedicated to improving health care quality.

02bi0437  10/10/02  4:05 PM  Page 1



By SALLY ROBERTS

Small employers in California seek-
ing to outsource their employee
benefits needs online need to look
no further than eGroupBene-
fits.com.

The Roseville, Calif.-based online
broker offers California employers
with fewer than 50 employees the
ability to go online and obtain
quotes from an unbiased group of
insurance plans that represent 97%
of the California marketplace. The
Web site also contains online en-
rollment and employee self-service
features, further eliminating the
repetitive paperwork and constant
follow-up that typically is part of
benefits administration. Other in-
novative features of the site include
an automated renewal process and
a call center staffed with licensed
customer service agents available
via telephone or e-mail.

The Web site, located at

www.egroupbenefits.com, received
the Best of Show award in Business
Insurance’s Best of the Web compe-
tition in the Health Plan Services
category.

Steve Fertitta, chief executive offi-
cer of eGroupBenefits.com, said
that he decided to launch the site
after seeing a number of dotcom
companies with human resource
platforms go out of business.

“They saw online enrollment
functionality as a commodity,
while employers expected to 
get that from their brokers at no
cost,” he said. “What we saw devel-

oping was more employers that
needed online benefits administra-
tion but they didn’t necessarily
want to pay for it. So we’ve taken
the position that if they allow us to
become their broker, in return, they
get all these other value-added ser-
vices, including online enrollment,
for free.”

eGroupBenefits.com, which Mr.
Fertitta refers to as a “brick and
mortar retail agency and a click and
mortar retail agency,” was officially
launched in February 2000.

Since then, 180 small employers
have outsourced their benefits 
administration—including group
medical, dental, life and 
401(k) products—to eGroupBene-
fits.com, Mr. Fertitta said. At the
same time, 50 larger employers—
those with up to 2,000 employees—
also use eGroupBenefits.com,
though only for its online enroll-
ment features.

“Larger employers don’t have a

quoting engine; they have to do it
the old-fashion way by submitting
(requests for proposals) to insurance
companies and get quotes back,”
Mr. Fertitta said. Where they find
value, though, is through the on-
line enrollment feature, which
eliminates paperwork, he said.

Mr. Fertitta said that eGroupBen-

efits.com obtains larger-employer
referrals through a strategic partner-
ship with Sacramento, Calif.-based
broker InterWest Insurance Services
Inc. He said he hopes to expand
eGroupBenefits.com into addition-
al states through similar partner-
ships with other brokers in the fu-
ture.
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Health Plan Services: eGroupBenefits.comCalifornia employers can take
benefits outsourcing online

Legal Services: ARAG Group

Legal services site
avoids the arcane
By JUDY GREENWALD

Legal issues can be arcane and diffi-
cult to follow, but that doesn’t
mean a legal services Web site has
to be.

That is the guiding philosophy
behind the Web site of the ARAG
Group, a Des Moines, Iowa-based
legal services provider. The site,
launched in 1997, was named Best
of Show in the Legal Services cate-
gory in this year’s Business Insurance
Best of the Web competition.

Although the site’s design is
straightforward and simple, its de-
velopment was a complicated un-
dertaking, given that the site had to
address numerous constituencies,
including plan members, employ-
ers, business consultants, attorneys,
media and affiliates.

“Our priority in developing the
Web site was thinking about each
of our audiences, and providing an
outstanding customer service for
each of them,” said Dee Moriarty,

ARAG’s Web manager. “We spent a
lot of time tailoring information to
reach the audience, and that has
probably been our strongest differ-
entiator, what distinguishes it from
others,” said Ms. Moriarty.

Plan members who visit the
ARAG Group’s site, www.arag
group.com, for instance, can chose
from three links: one providing in-
formation on the company’s Ulti-
mateAdvisor legal insurance plan;
another on its SeniorAdvocate pro-
gram, which helps employees with
issues related to aging family mem-

See ARAG/page 24
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By RODD ZOLKOS

For a Dallas-based publisher of risk
management and insurance refer-
ence materials, its move onto the

Web was a natural, if challenging,
step.

“We started out in the old days in
print, and we had to evolve as ev-
erybody else did,” said Jack Gibson,
president of the International Risk
Management Institute Inc.

“We had developed probably the
largest reference library—some-
thing along the lines of 23,000
pages in print—of reference materi-
al for the risk management commu-
nity,” Mr. Gibson said. “Essentially,
our customers were telling us they

would like to be able to get access to
that information on the Web.”

While the objective was clear, the
challenge was to present that infor-
mation on the Web in an easily ac-
cessed, well-indexed fashion, Mr.
Gibson said. IRMI launched the
site, www.irmi-online.com, in April,
and its success has earned it a Best
of Show award in the Educational
category in Business Insurance’s sec-
ond Best of the Web competition.

“It’s getting great response,” Mr.
Gibson said. “The customers that
we have using IRMI Online love it,
and they tell us that it is exactly
what they were looking for. It’s easy
to use, and it presents the informa-
tion in a great format.”

The site was developed over two
years by a team of seven IRMI
staffers.

“The site has a search form that
allows various kinds of sophisticat-
ed searches, including Boolean
searching,” Mr. Gibson said. But an
“advanced search” feature provides
a variety of other options, such as
keyword searches, searches for
items excluding certain words and

exact-phrase searches, he said.
“It’s got the flexibility, but it’s

presented in a very user-friendly
way, so you don’t have to learn all
those things about doing a Boolean
search,” Mr. Gibson said.

Another key element of the IRMI
Online site is its user guide. “Some-
body can go through that and in
about 15 minutes be a real expert at
using the site,” he said. And with
the site’s table of contents feature, a
user can drill down into a topic to

find the specific document he or
she is looking for.

The IRMI site also divides the on-
line library into various “publica-
tions,” such as liability, property
and risk finance, so IRMI Online
subscribers can customize their ver-
sions of the library. Doing so allows
users to pay only for what they
need. In contrast, many reference
sites “will have a database of infor-
mation, but you have to buy all or
none,” Mr. Gibson said.

bers; and a third selection, LawEx-
press, which provides tools to edu-
cate employees about their legal

needs, including access to a net-
work of qualified attorneys.

Within each of these three cate-
gories, more information is avail-
able. Plan members clicking on Ul-
timateAdvisor, for instance, can get
information on online, telephone
and in-office legal services; on fi-
nancial and tax-planning services;
and on identity-theft services.

“When we built the navigation
for the site, we really looked at how
we could provide a tailored experi-
ence for each of the targeted audi-
ences, and we strive to make sure
that each section is…very appropri-
ate for that audience,” said Ms. Mo-
riarty.

Although the site is complex
overall, “we really try to keep it sim-
ple and streamlined in design, so
it’s very simple for the user to find
what they’re looking for, for their
individual needs,” Ms. Moriarty
said.

The Web site is updated daily.
“Our strategy is to continually look
at what we can add to the site that
will…enhance the services that we
provide to the customer,” said Ms.
Moriarty.

STARS Web
www2.stars-

web.com/starsweb70
Owner/Sponsor: Marsh

Risk Technologies division of
Marsh USA Inc., New York.

Launched in: Initially
launched in January 1999, ver-
sion 7.0 launched in June 2002.

Target market: Marsh
client risk managers looking to
consolidate risk data on a single
database.

Strategy: STARS Web is a
companion product to Marsh’s
STARS personal computer-
based risk management infor-
mation system, designed to of-
fer client companies with mul-
tiple sites an easy way to use
the RMIS system. “Most of our
clients will actually use both
products,” said Stephen Fischer,
a managing director with
Marsh in New York.

Among the primary advan-
tages of STARS Web is “really
sophisticated report distribu-
tion,” Mr. Fischer said. “STARS
Web can just automatically e-
mail reports to anybody.”

“Another is global data col-
lection,” he said. STARS Web
uses “interview-style incident
entry,” he said, simplifying data
entry, with users able to cus-
tomize data entry interviews.

In addition, STARS Web facil-
itates gathering exposure infor-
mation from remote users. And
the site is fully international,
“which means it can be trans-
lated into any language and it
supports local currencies,” Mr.
Fischer said.

—By Rodd Zolkos
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Marine Insurance
Problems?

STARS
Web
services
shine

Educational/Professional: IRMI Online

Continued from page 22

ARAG: Tailored tool

You Get What You Pay For...

Except
When You

Get More!
Like when you subscribe to Business Insurance.

Because we offer all of our paid subscribers a
variety of valuable, exclusive and free online
content at BusinessInsurance.com, including:

X Access to our searchable archive of all     
Business Insurance articles, in their entirety,
published since 1994.

X Access to our extensive, custom-searchable
database of vendors from our exclusive industry
directories.

X Click-through access to complete articles
available on our Sunday email, “This Week In BI”.

X Desktop access to the full content of the
current issue before it reaches your mailroom.

So subscribe to Business Insurance today…
and get so much more than you bargained for.

Get your subscription, and everything that comes
with it, at www.businessinsurance.com or call
888-446-1422 (outside the U.S., 313-446-0450).

www.businessinsurance.com

Risk management reference materials
presented in a user-friendly fashion

SINGLE-COPY SALES
To order any current or back issue of
Business Insurance, call the single-
copy sales division of BI’s Circulation
Department:

1-888-446-1422

LIST RENTAL
Portions of BI’s subscriber database
are available to qualified companies
for list rental. For available titles and
a price quote, call our list broker:

313-446-0478
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With Tufts Health Plan,

you can offer award-

winning health care 

without making huge 

sacrifices to pay for it. 

Your employees will get

access to the HMO rated

#1 in Metro Boston, six

years in a row*.

And we offer lots of 

different plan designs to

help stretch your budget

further. There’s even a

range of PPO plans to

cover your employees

who live out of state.

Just visit us at 

tuftshealthplan.com or

call your broker or sales

representative. We’ll

show you how to afford

quality health care for

your company —without

trading in your office

equipment.

V i s i t  w w w. t u f t s h e a l t h p l a n . c o m  o r  c a l l  1 - 8 0 0 - 2 0 8 - 8 013

*Ranked #1 HMO in Metro Boston by CareData, the health care division of J.D. Power and Associates. Names of HMO plans surveyed: Blue Cross Blue Shield of Massachusetts, Harvard Pilgrim Health Care and Tufts Health Plan. Survey periods: 1996-2002
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The Best of the Web competition
was created in 2001 by Business In-
surance to recognize and promote
excellence in Internet-based ser-
vices for corporate risk and employ-
ee benefits executives.

Web sites designed primarily for
the buyer of commercial insurance
services were invited to submit their
sites for consideration. To be con-
sidered, entries had to be freestand-
ing sites on the World Wide Web,
not private intranets or Web-en-
abled software.

A panel of 10 independent judges
reviewed and scored entries, judg-
ing such elements as functionality,

interactivity, design, innovation
and relevance to the buyer of com-
mercial insurance services.

The judges evaluated Web site
entries based on seven criteria (see
related story).

The sites with the highest average
score in each category were named
Best of the Web, subject to the
judges’ discretion. The next high-
est-scoring sites, subject to the
judges’ discretion, were given an
Award of Excellence.

Awards for the Best of the Web
competition are broken into eight
categories, as follows:

● Insurance services.

● Claims services—property/
casualty.

● Risk management.
● Benefits management.
● Health plan services.
● Claims services—life/health.
● Legal services.
● Educational/professional.
This year, the judges were gener-

ally critical of the quality of the
sites entered. They chose not to
award any winners in one catego-
ry—claims services-property/casual-
ty—and gave only one award of ex-
cellence across all other categories.
No entries were submitted for the
category of claims services-life/

health.
Even among the companies that

earned the highest average score
and a Best of Show award in a given
category, the judges’ scores for
those top sites were equivalent to B
grades, rather than A grades.

The judges for the 2001 Best of
the Web competition were:

● Katherine H. Capps, president
of Health2 Resources, a Vienna, Va.-
based consulting firm specializing
in health care issues. Ms. Capps was
project manager for a recent study
by the National Business Coalition
on Health on how employers use
the Internet for health care benefits
(BI, Sept. 9).

● Michael D.P. Cavanaugh, vp of
marketing for GE Medical Protec-
tive, a medical malpractice insurer
owned by General Electric Co. in
Fort Wayne, Ind. GE Medical Pro-
tective.com won a Best of Show in
the insurance services category of
the 2001 Best of the Web competi-
tion.

● David P. Duden, national prac-
tice leader for risk management in-
formation systems at Deloitte &
Touche L.L.P. in Hartford, Conn.

● Kevin Hoskinson, director of
risk management for Sun Microsys-
tems Inc. in Broomfield, Colo., and
a member of the Risk & Insurance
Management Society Inc.’s Tech-

nology Committee.
● Richard Kerr, chairman and

chief executive officer of Mar-
ketScout.com and Insurance Data
Systems in Dallas. MarketScout is
an e-commerce portal for specialty
insurance transactions.

● Carroll Lachnict, editor of
Workforce magazine, a sister publi-
cation of Business Insurance based in
Costa Mesa, Calif., that focuses on
human resources issues.

● Michael Pikelny, corporate ac-
tuary and employee benefits con-
sultant at Hartmarx Corp. in Chica-
go.

● Jeffery W. Pettegrew, vp-risk
management and insurance for
Westaff Inc., an international
staffing services company in Wal-
nut Creek, Calif. Mr. Pettegrew was
the 1989 Business Insurance Risk
Manager of the Year.

● Steven Tippins, professor of risk
management and insurance for the
Walter E. Heller College of Business
at Roosevelt University in Schaum-
burg, Ill.

● Ellen Vinck, vp of risk manage-
ment and benefits at United States
Marine Repair Inc. in San Diego.
Ms. Vinck, who was assisted in the
judging by her staff, also is a mem-
ber of the RIMS Executive Commit-
tee, serving as vp of finance and
treasurer.
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?
Any 
Risk Management 
Questions?
Ask
www.GeorgeLHead.com

TPA for Professional and General
Liability Claims.

Flat Fee Per Claim Fixes Claim Costs.
Start-up, On-going and Run-Off

Programs.
Underwriting, Claims and Due

Diligence Audits.
Self-insured Retention Management

26 Years of Experience.

Associated Claims Enterprises

Call Thomas Mayo @ (312) 338-3022

GeGet Rt Reesultsults!s!
Advertise in our next issue
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Bonus Distribution: ARIMA; PLUS
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Mr. Duden

Not pictured: 
Katherine H. Capps,
Michael D. P.  Cavanaugh, 
Jeffrey W. Pettegrew

Mr. Tippins Ms. Vinck 

Mr. Hoskinson 

Mr. Kerr Mr. Pikelny 

The panel of judges for the 2002 competition

Independent judges selected
the Best of the Web for 2002

How the winning
sites were chosen
Seven criteria were used by the
judges to score the entries for
the Business Insurance Best of
the Web competition.

The panel assigned a numeri-
cal value of one to 10 for each
of the following:

● Content: This criterion as-
sesses the range and depth of
services available to users. Is the
site limited to one core func-
tion, or does it provide multiple
tools and services? 

● Sophistication: Is the
Web site’s function readily ac-
cessible to risk and benefit pro-
fessionals, or does it require an
advanced understanding of
computer skills and assistance
from Internet technology pro-
fessionals to achieve its func-
tion?

● Design: Is the site visually
pleasing and engaging, or is it
stale, cluttered or otherwise
unattractive?

● Functionality: Is the site
easy to navigate and under-

stand, well organized and com-
plete? 

● Innovation: Does the
Web site provide new services
to users or just automate exist-
ing ones? Does it represent a
new type of online insurance
service, or is it one of many?

● Fulfillment: Does the site
offer information to the buyer
of insurance services, or is it
aimed primarily at others, such
as intermediaries? How well
does the Web site meet its stat-
ed objectives to its targeted
users?

● User experience: Overall
impression; is it easy to use and
helpful—or mind-numbing and
repetitive? Would you want to
come back to this site for more
information?

Finally, for each site, judges
were asked whether, in their
opinion, the site would be wor-
thy of an award if it were the
top-scoring entry within a cate-
gory.

Ms. Lachnict
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www.swissre.com

Solutions beyond the obvious.

For most people the horizon is as far as they can see. But for us it represents the threshold to

an unseen world of new opportunities. As one of the world’s foremost managers of capital and

risk, we are constantly searching for solutions that lie beyond the obvious. With financial and

intellectual reservoirs of great depth and breadth to draw from, we combine insight, knowledge

and original thinking to create new opportunities. We do it for ourselves. We can do it for you.
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Stock market woes prompt pension funding boosts
By RYAN CORNELL

The topsy-turvy stock market has had Ohio
corporate executives reaching for the antacid
in the last couple of years. Now, some of their
companies are reaching for the checkbook to
pump millions of dollars into underfunded
pension funds battered by losses in the stock
market.

The pension funds of a host of Ohio-based
companies—including Goodyear Tire & Rub-
ber Co., Cleveland-Cliffs Inc., Eaton Corp.,
FirstMerit Corp., Parker Hannifin Corp. and
Steris Corp.—have been hammered by stock
losses. To meet Internal Revenue Service regu-
lations that guard retirement funds, some of
those companies and others already have
made or are considering making contributions
to their pension funds, taking charges to their
financial results or lowering their expectations
for investment returns.

Experts say the moves to bring pensions to
required funding levels could force some com-
panies to delay expenditures in other areas, in-
cluding acquisitions and capital improve-
ments.

Bob Mast, a senior consulting actuary in the
Cleveland office of employee benefit consult-
ing firm Watson Wyatt Worldwide, said IRS
rules dictate that companies must maintain a
pension fund asset level equal to or greater
than 90% of the fund’s current liabilities. If
the value of the fund falls below the 90%
threshold, the shortfall must be corrected
within five years, Mr. Mast said.

“In general, the funded status of pension
plans is down significantly,” he said.

Citing projections from a forthcoming Wat-
son Wyatt study, Mr. Mast said roughly 62%
of U.S. companies’ pension plans will be less
than 100% funded at the end of this year, and
15% of companies’ plans will be less than 75%
funded.

“This is a situation I have not lived through
in my 30-year career,” Mr. Mast said. “Compa-
nies will be required to make cash contribu-

tions at dramatically high levels.”
Most recently, Cleveland-Cliffs on Oct. 7

announced it likely would take a noncash
charge to equity of between $100 million and
$125 million in the fourth quarter, for re-
quired increases to its minimum pension lia-
bility.

Cleveland-Cliffs’ pension fund assets stood
at $317.9 million on Jan. 1, down nearly 10%
from $352.7 million on Jan. 1, 2001. Mean-
while, benefit obligations rose 5%, to $319.1

million on Jan. 1, from $303.5 million the pre-
vious year. The company has not made public
data for pension fund gains or losses in 2002.

A Cleveland-Cliffs spokesman attributed the
fund’s losses to a downturn in the stock mar-
ket and said he expects to see many compa-
nies make similar announcements in the near
future.

“You’re going to see a lot of this from a lot
of different companies because of what has oc-
curred in the market, both because of interest
rates going down and stocks not going up,”
the spokesman said.

Many other Ohio companies are grappling
with pension fund losses in a variety of ways.

In September, Akron-based tiremaker
Goodyear dumped 11.3 million of its shares,
worth about $141 million at the time, into
two of its pension plans in reaction to contin-
ued stock market losses. In the past month,
Goodyear’s stock has tumbled to just more
than $8 per share, meaning the contribution

currently is worth about $93 million.
A Goodyear spokesman said the company

was not required to make a contribution to its
pension plans until 2004 but chose to do so
for strategic reasons.

“It was something we had the ability to do,”
the Goodyear spokesman said. “And by doing
it now, it didn’t have any material impact on
earnings per share.” He also said Goodyear’s
pension funds still are strong and continue to
pay benefits to retirees, despite the economic
downturn.

The story is much the same at Parker Han-
nifin in Cleveland. The capital equipment
manufacturer’s pension fund currently is un-
derfunded, with assets of about $1.34 billion
covering a little more than 80% of obligations
of $1.66 billion at the start of the 2002 fiscal
year.

“We likewise have gone from a comfortable
surplus to an underfunded position,” said
Parker Hannifin Vp and Treasurer Tim Pistell.
“We are not in a situation where funding is
mandatory, but we have the unique ability to
make a discretionary contribution.”

He said the company is weighing options
for uses of its free cash flow, which could in-
clude making a contribution to its pension
funds, an acquisition or a stock repurchase.

“We have no final decision, but it’s a high
priority,” Mr. Pistell said.

Clyde Bartter, chairman and CEO of Boyd
Watterson Asset Management L.L.C. in Cleve-
land, which manages assets for some pension
funds, said correcting pension fund shortfalls
potentially could result in companies taking a
hit to earnings and putting off capital im-
provement plans.

For instance, Cleveland-based Eaton dis-
closed in its 2001 annual report that “due to
the effect on pension income of the dramatic
decline in stock market valuations on the
company’s pension fund, coupled with lower
discount rates associated with pension and
other postretirement benefit liabilities,” it ex-
pects its 2002 earnings will take a hit of 56

cents per share.
In line with that prediction, Eaton on Oct.

14 announced that its second-quarter earnings
of $1.26 a share “were unfavorably impacted
by 12 cents per share due to lower pension in-
come.”

Mr. Bartter said some companies also might
lower their assumptions for anticipated re-
turns on investments.

Bob Becker, employee benefits director for
Steris in Mentor, said the medical equipment
manufacturer fell victim to assuming that the
stellar returns on its stock investments in the
late-1990s would continue to be the norm.
Steris’ pension funds, with assets of $35.1 mil-
lion and obligations of $41.4 million as of
March 31, is underfunded by IRS standards, al-
though only slightly.

“Frankly, we missed our mark,” Mr. Becker
said. “We got lulled into hoping the returns of
the ‘90s would continue forever.”

Ryan Cornell is a reporter for Crain’s Cleveland
Business, a sister publication of Business Insur-
ance. 

Goodyear Tire & Rubber Co. in September
contributed to its pension plan in response
to stock market losses.
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‘This is a situation I have not
lived through in my 30-year
career. Companies will be
required to make cash
contributions (to pension plans)
at dramatically high levels.’

Bob Mast
Watson Wyatt Worldwide

100 Eagle Rock Ave.  East Hanover, NJ  07936
Phone 973-887-2300 Fax 973-887-4334

www.keystrategies.com

"The Risk
Management

Career
Experts"

• Mike Tannenbaum
• Barry Citron
• Lee Burrows

• Corporate Risk Management

• Insurance Brokerage

• Risk Management Consulting

• RMIS 
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HELP WANTED

Senior Financial Officer for
National Insurance Company
located in SE-Michigan.  A
minimum of 10 years P & C
insurance experience, CPA,
strong management qualities.
Opportunities for advancement
with expanding company.
Involvement in strategic plan-
ning, budgeting and regulatory
issues.  Confidential reply to:
hr222@lycos.com or Fax:
(248) 865-2280.  E.O.E.

Insurance Software Development
- Company websites 
- Internet quotation systems
- Incident reporting systems
- Loss reporting systems
- Claims adminstration systems
- Renewal automation
- Data Conversion/Clean Up

Call: 510-914-2372
www.objectorientedgroup.com
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Insurers:
Argonaut Insurance Co. has

named Roger Greiner, former
president and chief operating offi-
cer of Genesis Underwriting Man-
agement Co., as president of
Aegean Managers Inc., a unit that
focuses on alternative risk transfer
group programs.

Mr. Greiner, who was with Gene-
sis’ parent, General Re Corp., for
more than 20 years, also served as
president and COO of Genesis In-

demnity Insurance Co.
In other senior-level appoint-

ments at Argonaut:
H. Clay Bassett Jr. was named

chief underwriting officer. Mr. Bas-
sett formerly was senior vp and
deputy head of Swiss Reinsurance
Co.’s direct reinsurance operations
in the United States.

Charles Weaver was named se-
nior vp of claims, responsible for
claims for all Argonaut Group
member companies. He previously

was senior vp of insurance services
at Cambridge Integrated Services
Group, a unit of Aon Corp.

Daniel M. Izard, former presi-
dent and chief executive officer of
Associated Aviation Underwriters,
has joined Bermuda-based En-
durance
Specialty In-
surance Ltd.
as executive
vp, respon-
sible for avi-
ation and
aerospace
insurance
and reinsur-
ance activi-
ties.

New York Life Insurance Co. has
named Albert J. Schiff as senior
vp in its agency department. Mr.
Schiff, who will remain president
and chief executive officer of New
York Life unit NYL Executive Bene-
fits L.L.C., previously was president
and CEO of Clark/Bardes Partners.

Agents/Brokers:

Cynthia A. Beveridge was
named resident managing director
of Aon Risk Services Inc. of New Jer-
sey. Ms. Beveridge previously served
as managing director of Aon Finan-
cial Services Group.

Also at Aon, Stephen Schluter
was named executive vp, market

area sales leader in origination.
Most recently, Mr. Schluter was a
senior vp and sales practice leader
for Marsh Inc.

Edward S. Brockie III has
joined the San Francisco office of
Summit Global Partners Inc. as se-
nior vp. Mr. Brockie formerly was
senior vp of the regional consumer
products brokerage team at Aon
Risk Services.

Reinsurance:

Ramona Farris has joined GE
Employers Reinsurance Corp. in
Overland Park, Kan., as senior sales
specialist responsible for provider
excess in the company’s commer-
cial insurance health care division.
She previously was an Internet
products sales specialist at Aetna
Inc.

Also at GE ERC, Steven Kelner
was named global reserving actuary
for the global property and casualty
reinsurance business unit. He previ-
ously was chief actuarial officer at
American Re-Insurance Co.

Other suppliers:

Dennis McGill was named ex-
ecutive vp and chief financial offi-
cer of the GAB Robins Group of
Cos. in Parsippany, N.J. Mr. McGill
previously was executive vp of in-
ternational retailer Savers Inc.

Kevin Murnane was named 
senior vp of business development
at Pilat NAI, a human resources
software and consulting company
in Lebanon, N.J. He previously was
a senior selection specialist at 
Development Decisions Interna-
tional.

Cadwalader, Wickersham & Taft
has added new partners to its litiga-
tion department in New York: Gre-
gory A. Markel and Ronit Set-
ton, former partners in the securi-
ties litigation department at
Brobeck Phleger & Harrison L.L.P.,
and Kenneth R. Pierce, who 
formerly was a senior vp in the In-
surance Products Group at Lehman
Brothers Inc. Also, Nancy Ruskin,
formerly of counsel in the secu-
rities litigation department at
Brobeck, will join the firm as special
counsel.

Christopher D. Winans was
named principal and senior equity
analyst covering the insurance in-
dustry at The Williams Capital
Group L.P., a New York-based in-
vestment bank and institutional
broker/dealer. Mr. Winans previ-
ously was an analyst in equity re-
search at Morgan Stanley.
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REQUEST FOR PROPOSALS

The West Virginia Board of Risk
and Insurance Management is
issuing a Request for Proposal
(RFP) to provide INSURANCE
ADVISORY SERVICES related
to premium calculation.  For a bid
package, contact Sarah H. Long,
CPA, Chief Financial Officer, 90
MacCorkle Ave SW, South Char-
leston, WV 25303 Telephone
(304) 766-2646  107.
A mandatory bidder’s conference
will be held on Tuesday, No-
vember 19, 2002 at 1:30PM at
BRIM’s office.  Proposals are due
no later than Friday, December
13, 2002 at 12:00PM.

IN THE HIGH COURT OF JUSTICE (OF ENGLAND AND WALES)
No 5774 of 2002

CHANCERY DIVISION
COMPANIES COURT
IN THE MATTER OF 

ASSURANTIEMAATSCHAPPIJ "DE ZEVEN PROVINCIËN" NV 
(ALSO KNOWN AS "THE SEVEN PROVINCES" INSURANCE COMPANY

LIMITED);  
"TRANSATLANTICA" HERVERZEKERING MAATSCHAPPIJ NV; 

NATIONALE-NEDERLANDEN INTERNATIONALE SCHADEVERZEKERING
NV (ALSO KNOWN AS "NV THE NETHERLANDS INSURANCE

COMPANY EST. 1845 LIMITED"); 
NATIONALE-NEDERLANDEN SCHADEVERZEKERING MAATSCHAPPIJ

NV;   AND
MERCANTILE MUTUAL INSURANCE (AUSTRALIA) LIMITED; 

AND 
IN THE MATTER OF THE COMPANIES ACT 1985

AND
IN THE FEDERAL COURT OF AUSTRALIA

No. 3502  of 2002
NEW SOUTH WALES DISTRICT REGISTRY

IN THE MATTER OF 

MERCANTILE MUTUAL INSURANCE (AUSTRALIA) LIMITED 
ACN 35 000 456 799

AND 
IN THE MATTER OF THE CORPORATIONS ACT 2001 AUSTRALIA

NOTICE IS HEREBY GIVEN that, by an order dated 15 October 2002, the High Court of Justice in England and Wales in the
above matters has directed that separate meetings ("Meetings") be convened of the Scheme Creditors (as defined in the
scheme of arrangement referred to below) of each of the above named companies ("Companies") for the purpose of
considering and, if thought fit, approving (with or without modification) a scheme of arrangement pursuant to section 425
of the Companies Act 1985 and, in the case of Mercantile Mutual Insurance (Australia) Limited ACN 35 000 456 799,
section 411 of the Corporations Act 2001 proposed to be made between each of the Companies and its respective Scheme
Creditors ("Scheme"), and that such Meetings be held on 11 December 2002 at The Chartered Insurance Institute, Insurance
Hall, 20 Aldermanbury, London, United Kingdom EC2V 7HY, the first such Meeting commencing at 11am London time.
(Scheme Creditors are, broadly speaking, creditors of the Companies in respect of discontinued international reinsurance
business and discontinued direct insurance business written for policyholders in the USA or written in the home-foreign
account in The Netherlands).  All Scheme Creditors are requested to attend at such place and time either in person or by
proxy.
Scheme Creditors may vote in person at the Meetings or may appoint another person, whether a Scheme Creditor or not, as
their proxy to attend and vote in their place. A copy of the text of the Scheme and of the statement required to be provided
to creditors pursuant to section 426 of the Companies Act 1985 and/or section 412 of the Corporations Act 2001, as well as
blank FORMS OF PROXY and VOTING FORMS, may be obtained from Mark Jones, PricewaterhouseCoopers, Plumtree
Court, London EC4A 4HT, United Kingdom during normal business hours before 11 December 2002.

LEGAL NOTICE LEGAL NOTICE

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

IN THE MATTER OF THE LIQUIDATION )
OF GALLANT INSURANCE COMPANY AND ) 02 CH 04056
VALOR INSURANCE COMPANY )

NOTICE OF CLAIM FILING DEADLINE AND PROCEDURES

PLEASE TAKE NOTICE, that on August 23, 2002, the Circuit Court of Cook
County, Illinois, entered Orders of Liquidation (“Orders of Liquidation”) against Gallant
Insurance Company (“Gallant”) and Valor Insurance Company (“Valor”). Nathaniel S.
Shapo, Director of Insurance of the State of Illinois, is the statutory and court-affirmed
Liquidator of Gallant and Valor (the “Liquidator”).

TAKE FURTHER NOTICE, that pursuant to the Orders of Liquidation, all
rights and liabilities of Gallant and Valor and their policyholders, creditors and
stockholders, and all other persons interested in their property or assets, are fixed as
of August 23, 2002, unless otherwise provided in subsequent orders of the Court.

TAKE FURTHER NOTICE, that on October 16, 2002, the Circuit Court of
Cook County, Illinois, entered an Order Providing for the Filing of Claims and the
Setting of Claim Filing Deadlines (“Claim Filing Order”). Pursuant to the Claim Filing
Order, all persons, companies or entities who have, or may have claims against Gallant
or Valor, their property or assets, or against a Gallant or Valor insured or policyholder,
shall have the right to present and file with the Liquidator proper proofs of claim on or
before February 23, 2004 at 4:30 p.m. (C.D.T.).

TAKE FURTHER NOTICE, that any insured under an insurance policy issued
by Gallant or Valor shall have the right to present and file with the Liquidator a proper
proof of claim setting forth a contingent claim on or before February 23, 2004 at 4:30
p.m. (C.D.T.). No contingent claim shall be allowed for purposes of participating in any
distribution of estate assets that may be made at the fourth priority level, 215 ILCS
5/205(1)(d), unless such claim has been liquidated and the insured claimant has
presented and filed evidence of payment of such claim to the Liquidator on or before
August 23, 2004 at 4:30 p.m. (C.D.T.). Any contingent claim for which a proper proof
of claim is filed on or before February 23, 2004 at 4:30 p.m. (C.D.T.), but which is not
liquidated on or before August 23, 2004 at 4:30 p.m. (C.D.T.), may be estimated
pursuant to 215 ILCS 5/209(4)(b) for purposes of participating in any distribution of
estate assets that may be made at the fifth priority level, 215 ILCS 5/205(1)(e), unless
otherwise directed by the Court.

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

THE LAST DATE FOR THE FILING OF PROOFS OF CLAIM WITH THE
LIQUIDATOR IS SET FORTH ABOVE. NO PERSONS, COMPANIES OR ENTITIES
HAVING OR CLAIMING TO HAVE ANY CLAIM AGAINST GALLANT OR VALOR, THEIR
PROPERTY OR ASSETS, OR AGAINST A GALLANT OR VALOR INSURED OR
POLICYHOLDER, SHALL PARTICIPATE IN ANY DISTRIBUTION OF THE ASSETS OF
THE COMPANY UNLESS SUCH CLAIMS ARE PROPERLY FILED WITH THE
LIQUIDATOR ON OR BEFORE FEBRUARY 23, 2004 AT 4:30 P.M. (C.D.T.)

Cathleen M. Travis
Special Deputy Receiver
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Comings & Goings

Business Insurance would like 
to report on senior-level changes 
at commercial insurance and 
reinsurance companies, brokers
and other service providers.

Please send news of recently
promoted, hired or appointed 
senior-level executives to:

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

Photos should be sent to:
Kathy Barnes, Business Insur-

ance, 360 N. Michigan Ave.,
Chicago, Ill. 60601-3806;
kbarnes@crain.com.

Mr. Izard
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Gerling exits
P/C reinsurance
Gerling Konzern Allgemeine
Versicherungs A.G. has ceased
writing nonlife reinsurance after a
failed effort to find a buyer for
parts of those operations. Cologne,
Germany-based Gerling’s life
reinsurance operations will be
placed in a new company, Gerling
Life Reinsurance GmbH. Uwe
Eymer, deputy chairman of Gerling
Global Re, will serve as chairman
of the unit. Gerling will run off its
existing nonlife reinsurance
business, which accounted for
about 4.5 billion euros ($4.39
billion) in premiums in 2002.

SCOR announces
turnaround plan
Flood claims, poor investment
returns and losses at its Bermuda
unit will help push Paris-based
SCOR S.A. into the red by about
250 million euros ($244.1 million)
for 2002, the reinsurer warned.
The expected loss follows a 278
million euro ($271.5 million) loss
for 2001. Losses at Bermuda-
based Commercial Risk Partners
Ltd. are leading SCOR to
restructure that unit and add 225
million euros ($219.7 million) to
reserves. SCOR also plans a
“drastic” reduction in its
alternative risk transfer business
and credit and surety reinsurance.
SCOR is considering a private
share issue to offset its 2002
losses.

Converium reserving
holds down profits
Converium Holding A.G.  posted
net income of $26 million for the
first three quarters, compared with
a loss of $359.9 million in the
same period last year. Gross
written premiums climbed 12.9%,
to $2.52 billion. Hampering profits
was $59.6 million in third-quarter
reserve additions. The reinsurer
blamed increasing loss
development on business written
during the soft market, including
professional liability coverage for
nursing homes, automobile and
medical excess liability and
umbrella liability lines.

New mediation facility
forms in London market 
Alternative dispute resolution
company InterMediation has
established a claims mediation
center for the London market. The
Claims Mediation Centre was set
up in response to calls from
London market participants for
less-costly ways to resolve difficult
claims and disputes, according to
London-based InterMediation. The
center will have its own staff and
mediation facilities, while also
using a panel of experienced
insurance mediators and
evaluators.

World
Updates

By ROBERTO CENICEROS

BOGOTA, Colombia—Long before
the events of Sept. 11, 2001, drew
worldwide attention to terrorism
insurance, corporations in Colom-
bia regularly sought terrorism cov-
erage to mitigate frequent attacks.

But because international rein-
surance for terrorism events has be-
come very costly and nearly impos-
sible to obtain, Colombian insurers
have proposed that their govern-
ment help them create a terrorism
pool.

The country’s leading association
of insurers, the Federacion de Ase-
guradores Colombianos, known as
FASECOLDA, has asked Colombian
President Alvaro Uribe to request
that Congress adopt a law creating
the pool and an agency to operate
it.

FASECOLDA’s preliminary pro-
posal calls for the agency to be
managed jointly by the national
government, insurers and reinsur-
ers.

The pool would be called Fondo
Nacional de Terrorismo, or
FONDTER, said William Fadul,
FASECOLDA’s president in Bogota.

FONDTER would back insurers
providing coverage for personal and
commercial risks. It would also cov-
er publicly owned properties, Mr.
Fadul explained.

There is much at stake, according
to FASECOLDA documents. Local
and international investment in
Colombia could dry up if terrorism
coverage is not available to protect
those investments.

U.S. State Department reports say
Colombia suffers from the worst
terrorism problems in Latin Ameri-
can. State Department reports
blame guerrillas engaged in a civil
war with killing about 3,000 citi-
zens in 1991. The same year, two
guerrilla groups bombed one multi-
national-owned oil pipeline more
than 150 times.

Terrorism coverage really came of
age in 1990, when narco-terrorists
sought to punish the government

for cracking down on a drug cartel,
Mr. Fadul said. Demand from cor-
porations has remained high.

Purchasers “are asking for more
coverage, but the insurers can’t give
it, because we can’t get it from the
reinsurers,” Mr. Fadul said.

Under FASECOLDA’s proposal,
primary insurers would retain the
first layer of coverage and
FONDTER would provide a second
layer of coverage.

Precisely how much risk the pri-
mary insurers would retain remains
to be determined, Mr. Fadul said.

For its share of risk, FONDTER
would obtain funding through
loans provided by the government,
the World Bank and other organiza-
tions. It would also rely on collected
premiums and accumulated re-
serves.

FONDTER would cede some or all
of its risk to reinsurers. Depending
on market conditions and the ca-
pacity reinsurers are willing to pro-
vide, FONDTER could provide a
fourth layer of coverage above the

reinsurers.
Whether FONDTER or the prima-

ry insurers would set policy pricing
and terms remains to be deter-
mined, sources say.

Several government officials have
told FASECOLDA that they are in-
terested in creating the fund, Mr.
Fadul said.

Just last month, Colombia’s
banking superintendent who regu-
lates insurers, Patricia Correa Bonil-
la, told FASECOLDA that the gov-
ernment has great interest in creat-
ing the pool, said Manuel Obregon,
president of Chubb de Colombia
Compania de Seguros S.A.

Mr. Obregon said that though
the severity of terrorism claims in
Colombia is small, especially in
comparison to the damage caused
on Sept. 11, 2001, their frequency is
a concern.

The most-frequent targets are
telephone and energy facilities.
Guerrillas favor them because they
draw media attention to their
cause.

Colombian terrorism pool proposed
Insurers seek reinsurance facility to back underwriting of country’s risks

Labor groups staging strikes over closure of defined benefit plans

British unions go to battle over pensions
By BENJAMIN SEEDER

LONDON—British trade unions in
recent months have staged strikes
specifically over pensions, landing
the first blows in what could be a
massive battle between workers and
employers over the closure of gen-
erous defined benefit plans.

The unions are also taking aim at
Britain’s Labour government,
which is seen as exacerbating the
situation by not doing enough to
encourage companies to keep open
their defined benefit plans.

Hundreds of U.K. companies are
either winding up pension plans or
closing them to new members, as fi-
nance directors look at ways of re-
ducing cost and risk.

Workers at ASW Sheerness Steel
Ltd., a steel company in Kent that
has filed for bankruptcy, last month

staged protests outside Parliament
over receivers’ plans to close down
the pension plan, which was not
fully funded.

Elsewhere during October, mem-
bers of the London-based Transport
& General Workers Union voted to
strike over plans by Yuasa Batteries
Ltd. of Birmingham to close its de-
fined benefit plan to new partici-
pants. And executives at Caparo
Group Ltd. in Walsall reversed a de-
cision to wind up the steelmaker’s
£160 million ($249 million) defined
benefit plan after walkouts by Iron
& Steel Trades Confederation work-
ers repeatedly shut down produc-
tion in late September.

Finance sector workers are threat-
ening further job action over life in-
surer Prudential P.L.C.’s recent deci-
sion to shut its £4.7 billion 

A pedestrian in north London walks past blown-down signs from a
furniture store. Winds up to 90 mph on Oct. 27-28 uprooted
trees and damaged buildings across the United Kingdom.
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U.K. windstorm claims
could hit $300 million
Insured losses from a windstorm
that swept across the United King-
dom and parts of continental Eu-
rope on Oct. 27-28 will likely not
total much more than $300 mil-
lion, according to initial esti-
mates.

Risk Management Solutions
Inc. estimates that the windstorm
caused total damages of up to 1
billion euros ($1.02 billion), but
insured losses likely won’t exceed
300 million euros ($306 million),
according to the Newark, Calif.-
based catastrophe modeling com-

pany. 
Insured damage in the United

Kingdom, where winds of up to
90 mph uprooted trees and dam-
aged buildings, will likely be be-
tween £50 million ($77.6 million)
and £100 million ($155.1 mil-
lion), according to the Assn. of
British Insurers.

“At this stage, we are talking
damages in the tens of millions of
pounds rather than hundreds of
millions,’’ a spokesman for the
London-based ABI said. 

—By Carolyn Aldred

See PENSIONS/page 34

Trade unions accused Prime Minister Tony Blair of inaction on the
British pensions crisis when he spoke at the annual conference of the
Trades Union Congress, held in Blackpool, England, in September.
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panies, with less concern as 
to where they are located,” Mr.
Handler said. Cedents are now less
concerned with past relationships
and traditional business links, he
said.

Since the Sept. 11, 2001, terrorist
attacks on the World Trade Center,
there has been a noticeable move to
well-capitalized reinsurers, said
Clement Jourdain, deputy general
manager of French reinsurer Le

Mans Re, a Le Mans-based unit of
XL Capital Ltd.

“That’s the big difference com-
pared to last year. Now they’re very
cautious on security,” Mr. Jourdain
said.

Reinsurers are also being more se-
lective.

Robert Stewart, a director at Lon-
don insurance and reinsurance bro-
ker Miller Insurance Services Ltd.
said reinsurers “are becoming more
focused and selective as to who

they will protect…(and) are unlike-
ly to treat clients in the same way as
last year.”

Mr. Stewart said reinsurers are re-
viewing cedents’ exposures, ongo-
ing business plans, and historical
losses. Previously, reinsurers took 
a “broad-brush approach,” which
paid less attention to a cedent’s par-
ticular circumstances, he said.

Reinsurers are also noting ce-
dents financial strength ratings, ca-
pacity and whether they have an
adequate spread of risk, said
Michael Pickel, a member of the ex-
ecutive board of Hannover Re
Group.

For insurers looking to reinsure,
“capacity and security must have a
price,” said Mr. Pickel, who is re-
sponsible for Hannover Re’s Austri-
an, German, Italian and Swiss busi-
ness.

Having suffered three years of ac-
cumulated losses between 1999 and
2001 on its domestic German busi-
ness, Hannover Re, along with oth-
er reinsurers, must use the contrac-
tion in reinsurance capacity and the
upward trend in rates to achieve a
worthwhile level of profit on its
business, he said.

Werner Schaad, chief underwrit-
ing officer for property and casualty
business for Swiss Re, said 
that, even with last year’s signifi-
cant toughening of terms and 
conditions, rating levels have recov-
ered only to about their 1994 
level and need to rise considerably
more.

“One day, the cycle will turn
again, and we need to replenish re-
serves,” Mr. Schaad said.

Reinsurers are also tightening the
wordings of reinsurance contracts,
Mr. Schaad said.

“In the past, we in the industry
haven’t always been diligent
enough to define what is covered
and what isn’t. It helps both sides

to do so. It helps us to quantify the
risk better, to come up with a realis-
tic price, and it gives the buyer con-
fidence,” he said.

Franz Hertl, head of German
business for Munich Reinsurance
Co., said the reinsurer wants greater
transparency in regard to natural-
perils risks. “Transparency is very
important to calculate the exposure

correctly. The insurer should really
register and know where his risks
are situated, and only then can 
he buy the right reinsurance,” he
said.

Mr. Hertl said German reinsurers
plan to make greater use of Catas-
trophe Risk Evaluation and Stan-
dardization Target Accumulations,
or CRESTA, an independent organi-
zation set up in 1977 by the insur-
ance industry to establish a uniform
system for collecting global risk
data on natural hazards. One 
of CRESTA’s key functions is to de-
velop standardized accumulation
risk-recording forms for each coun-
try.

In addition to more information,
reinsurers will be demanding fur-
ther rate hikes for year-end re-
newals.

Mr. Jourdain at Le Mans Re said
that, whereas last year’s price in-
creases following the World Trade
Center attacks were concentrated

on property, aviation and terrorism
exposures, this year in Europe, casu-
alty and motor liability rates will in-
crease the most. In general, casualty
rates will be at least 30% higher in
the 2003 contracts and fewer con-
tracts will provide unlimited cover-
age, he said.

Property catastrophe reinsurance
rates should increase by between
15% to 20% in Europe, Mr. Jour-
dain said. In France, where rates 
in this area have already risen sub-
stantially, the increase is likely to 
be around 10%, while in Germany
and several other European coun-
tries, it should be 15% or more, he
said.

At Swiss Re, Mr. Schaad said the
reinsurer intends to reinsure pro-
portional and per-risk excess of loss
catastrophe business only with
event limits and split conditions.
That means, he said, that Swiss Re
wants separately stated liability lim-
its for different elements of the cov-
erages.

Guy Carpenter’s Mr. Handler said
he also believes that recent Euro-
pean storms and floods have bol-
stered resolve to further increase
catastrophe reinsurance prices. He
said last year’s catastrophe rate in-
creases typically were “well in ex-
cess of 50%, and I would not be sur-
prised if, overall, we see a similar in-
crease this year.”

Since Sept. 11, 2001, there has
been a greater awareness of risk, Mr.
Handler said. He noted, though,
that while the aim a year ago was to
insure that risk, in today’s harder
market, there exists more of an in-
clination to explore other ways to
manage it.

“Contrary to the last hardening,
we have seen a heavy focus on how
we can keep the premium outflow
low,” he said.

Next year’s Baden-Baden meeting
will be held Oct. 27-31, 2003.

its common stock and three other
classes of shares, the insurer report-
ed in an SEC filing. Creditors may
also demand that Trenwick secure
its outstanding LOCs with cash,
though “at this time Trenwick does

not have sufficient available liquidi-
ty to provide the necessary cash col-
lateral,” the filing says.

Trenwick said it is negotiating
with lenders to waive the default
and renew its LOC facility, which is
set to expire Nov. 22.

If creditors do not waive the de-
fault, do not renew the LOC facility
for the 2003 Lloyd’s underwriting

year or demand cash collateral for
outstanding LOCs, “there is sub-
stantial doubt as to Trenwick’s abili-
ty to continue underwriting at
Lloyd’s or continue as a going con-
cern,” the company reported.
“Trenwick and/or one or more of its
subsidiaries may be forced to seek
protection from creditors through
proceedings commenced in Bermu-
da and other jurisdictions.”

S&P last week lowered its coun-
terparty credit and financial
strength ratings of London-based
Trenwick International Ltd. to B+
from BB+; Stamford, Conn.-based
Chartwell to B+ from BB; and ICNY
and Dakota Specialty to BB from
BBB.

In addition to pointing to the
SEC disclosures, S&P cited Tren-
wick’s recent announcements that
it will re-evaluate its loss reserves
during the fourth quarter and that
Trenwick America Reinsurance Co.
will begin producing business for
Chubb Re Inc. rather than writing
the business on its own paper.

($7.29 billion) plan, while unions
are taking legal action to prevent
accounting firm Ernst & Young
from winding up its £381 million
($591.0 million) plan.

‘A serious issue’

“Strikes are starting to pop up all
over the country. I think unions
have woken up and realized it is a
serious issue with very serious con-
sequences,” said Julian Richards,
head of pensions at London-based
trade union Amicus.

The action is just one part of a
union pensions campaign that was
launched in September at the annu-
al conference of U.K. labor federa-
tion the Trades Union Congress.

At the conference in Blackpool,
England, where TUC General Secre-
tary John Monks told delegates that
all unions “were militants when it
came to pensions,” the trade
unions accused Prime Minister
Tony Blair of inaction in solving
the so-called “pensions crisis.”

Mr. Monks and other leaders are

concerned that their union mem-
bers will be left without adequate
pensions if companies continue to
close defined benefit plans in favor
of cheaper, less generous defined
contribution plans.

More than half of the companies
in the FTSE 100 have already closed
their defined benefit plans.

“This is now a much wider social
problem; there needs to be some
kind of response as to how people
are going to survive in retirement
now,” said John Gillies, head of
consulting at Frank Russell Co. in
London.

“Companies are now realizing
that corporate solvency can be
threatened by pension deficiency.
The market boom in the 1990s con-
cealed the reality that there is a real
cost (to companies) in the provision
of pensions. Higher life expectancy,
lower interest rates and lower in-
vestment returns means higher
contributions for the first time in
years,” he said.

“Poor markets was not the only
factor. New legislation and the FRS
17 changes grabbed the attention of

finance directors and chief financial
officers,” Mr. Gillies said.

FRS 17 is a new British account-
ing standard that forces companies
to bring pension liabilities onto the

corporate balance sheet and pro-
hibits the smoothing of investment
returns over longer time periods.
London-based British Airways
P.L.C. and a number of other major
British companies cited FRS 17 as a
factor in their decisions to shut
down their defined benefit plans.

Rising deficits

Actuarial firm Watson Wyatt
Worldwide in Reigate, England, es-
timated in a recent study that the
pension deficits of FTSE 100 compa-
nies, on an FRS 17 basis, would rise
to £70 billion ($108.59 billion) this
year.

“Finance directors (in the past
two years) have been educated to
the real risks of operating a DB
scheme,” said Alan Rubenstein,
head of European pensions at in-
vestment bank Morgan Stanley &
Co. International Ltd. in London.
As a result, the companies are either
completely shutting down plans or
closing then to new members to
limit or eliminate those risks. 

Mr. Gillies of Frank Russell said
pensions were now at the top of
unions’ lobbying agenda.

Political analysts said this new
union militancy over pensions had
become a source of concern for
Britain’s Labour government. Sever-
al trade unions already announced
plans to reduce their level of fund-
ing to the Labour Party, citing mis-

givings over a range of policy issues,
including pensions.

“It could pose a problem,” said
Mike Craven, partner at Lexington
Associates, a political consulting
firm in London. “The Labour Party
is struggling financially right now.
Corporate sponsors are donating
less, so they are more reliant on the
unions.”

Much depends on what the gov-
ernment announces in a green pa-
per on pensions, due out before the
end of the year, which will contain
proposals from the government on
how to reform Britain’s pensions
system.

Unions are hoping that Mr. Blair
will announce firm rules aimed at
discouraging companies from shut-
ting down their defined benefit
plans, or introduce compulsory
minimum levels of employer—and
employee—contributions to retire-
ment schemes.

Benjamin Seeder is a reporter for Pen-
sions & Investments, a sister publica-
tion of Business Insurance.
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Pensions: Unions strike over closure of plans

‘Companies are now
realizing that corporate
solvency can be
threatened by pension
deficiency. The market
boom in the 1990s
concealed there is a real
cost to companies in the
provision of pensions.’

John Gillies
Frank Russell Co.

Continued from page 3

Trenwick: Financial
problems continue

Continued from page 3

Baden-Baden: Reinsurers focused on security

Reinsurers ‘are becoming
more focused and
selective as to who they
will protect…(and) are
unlikely to treat clients
in the same way as last
year.’

Robert Stewart
Miller Insurance Service Ltd.

‘Trenwick and/or one or
more of its subsidiaries
may be forced to seek
protection from
creditors....’

Statement
Trenwick Group Ltd.
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to 5%, to about 12.7 million lives.
Due to more accurate data, CIGNA
reduced its 2002 indemnity enroll-
ment figures by 900,000. 

On the conference call, CIGNA
executives said they believe they
have targeted the right issues and
are addressing the health care unit’s
performance problems.

“We clearly didn’t have the right
leadership in our health care opera-
tion,” Mr. Hanway said. “We also
didn’t execute well on our funda-
mentals, including our service,
transformation project manage-
ment, spending and underwriting.”

To help correct the situation,
CIGNA hired Patrick E. Welch, for-
mer chairman, president and CEO
of Montpelier, Vt.-based National
Life Group, to replace William M.
Pastore as president of CIGNA
HealthCare at the end of May.

Mr. Welch has made a number of
management changes himself, in-
cluding naming David Cordani
chief financial officer of CIGNA
HealthCare, replacing Marc Pre-
minger. Mr. Cordani was formerly
head of CIGNA’s transformation

initiative, a multiyear technology
project aimed at improving cus-
tomer service.

Mr. Welch also has named a new
chief marketing officer, chief infor-
mation officer, head of service oper-
ations, head of transformation and
head of medical management.

CIGNA will begin a rebuilding
initiative that includes strengthen-
ing its organizational structure, un-
derwriting, medical cost manage-
ment and customer service, Mr.
Welch said. CIGNA will take a
fourth-quarter charge of up to $100
million to cover associated costs.

Compounding problems

While CIGNA executives are con-
fident of a turnaround, some ob-
servers query how a successful
health insurer got in such a mess.

Observers say that while CIGNA
faces a huge challenge, they expect
it to rebound.

“My only hope is they don’t have
to funnel income away from deal-
ing with and improving service,
keeping themselves in the market-
place, keeping their discounts and

their provider networks in place
and keeping up the level of satisfac-
tion with customers while trying to
deal with the other issues,” said Bar-
ry Barnett, a principal with Pricewa-
terhouseCoopers in New York.

He said he is confident that
CIGNA, like other health insurers
that have faced similar issues over
the past few years, will come
around. “This is just CIGNA’s turn
at the plate,” Mr. Barnett said.

Hartford, Conn.-based Aetna Inc.
and Trumbull, Conn.-based Oxford
Health Plans also have faced diffi-
culties. In the mid- to late 1990s,
Aetna faced financial problems
stemming from its acquisition of
U.S. Healthcare Inc., while comput-
er system problems plagued Oxford.

“CIGNA has a decent strategy for
the long term and they need to
stick with it,” said Joe Martingale,
national leader for health care strat-
egy for Watson Wyatt Worldwide
in New York. “We’ve seen episodes
like this before with others in this
industry and we’ll likely see more of
them again,” he said. “Health care
is volatile and unpredictable, and
the fact that somebody doesn’t get
it right from time to time about
what costs are going to be next
year, should surprise nobody.”

Mr. Martingale was referring to
underwriting and pricing misjudg-
ments CIGNA made in 2002 pri-
marily in its experience-rated in-
demnity book of business. CIGNA
said the mispricing resulted in a
$100 million shortfall in third-quar-
ter operating income.

CIGNA executives said the insur-
er cut prices to retain existing mem-
bers and to write new business.

“We certainly did not price as ef-
fectively as we have in the past on
this book of business and we did
make concessions and those con-
cessions were done for competitive
reasons,” Mr. Hanway said. “That is
completely out of character with
the way we have managed this
book in the past and we don’t be-
lieve it’s indicative of the attractive-
ness of this part of our business.”

With experience-rated indemnity
products, premiums are calculated
based on projected future losses,
and if losses exceed premiums, the
insurer usually can recover the ex-
cess by raising premiums in future
policy periods. But if a policyholder
cancels its policy, the insurer is left
to absorb the deficit.

CIGNA conceded that not only
did it charge too little for the cover-
age, but a number of accounts gen-
erating large losses also left.

“When you do not manage the
pricing effectively and you have
cases that have large deficits in
them because you didn’t price them
well in the beginning, they have a
tendency to want to leave you,”
said James G. Stewart, CIGNA’s
chief financial officer, in a confer-
ence call.

The Miami-Dade County Public
Schools was one such account.

CIGNA became the health insur-
er for 85% of the school system’s
40,000 benefit-eligible employees
in January following “very competi-
tive and aggressive pricing” during
its 2001 bidding process, explained
Scott Clark, risk and benefits officer

for the school system.
But, when Mr. Clark began the

2003 renewal process in March, “we
started getting frantic phone calls
from CIGNA about the fact that the
claims being incurred were far ex-
ceeding the premium they were col-
lecting,” he said.

“We had many meetings about
that, and they thought maybe it
was an anomaly and was going to
improve. But what they soon came
to admit was they had severely un-
derpriced our account, and they put
us on notice in April that they ex-
pected—based on our losses—to
lose between $50 to $70 million on

our account this year,” he said.
CIGNA indicated that the school

system’s premiums would rise by
100% to 150%. “Obviously, that
was not something I could toler-
ate,” he said. “I felt I needed to pro-
tect the tax payers and our employ-
ees and move on.”

After negotiations with CIGNA
and other insurers, the Miami-Dade
County school board awarded its
2003 health care contract to Unit-
edHealth Care.

In addition to poor underwriting
execution, CIGNA acknowledged
that its customer service also has
lapsed. Not only did the insurer lay
off a number of service employees
at the beginning of the year, but its
systems upgrade initiative also has
not yet produced the service im-
provements CIGNA expected.

In January, CIGNA said it would
cut 2,000 jobs in its health care, life
and disability segment and take a
$65 million aftertax charge in the
fourth-quarter of 2001 to pay for
severance costs and expenses relat-
ed to consolidating its U.S. service
centers. CIGNA expected that cut-
ting 4.5% of its workforce would
save $45 million to $55 million in
2003 (BI, Jan. 14).

Mr. Hanway said CIGNA reduced
service staff in anticipation of pro-
ductivity gains. “These gains did
not emerge and we’ve acted to re-
store staffing to get back to satisfac-
tory service levels,” he said.

At the same time, CIGNA’s 2-
year-old “transformation initiative”
to replace its old legacy system with
a new system platform has not
gone according to plan.

“The cost is greater than antici-
pated, and much of the economic
and service benefits have yet to be
realized and transformation short-
falls have led to service shortfalls,
which have led to lower new sales
and retention,” Mr. Welch said.

Specifically, the migration of
large accounts to the new system re-
sulted in “glitches” and more
phone calls to the service centers,
which were not fully staffed, Mr.
Welch said.

He said CIGNA will continue to
invest and move forward with the
initiative despite the setbacks.

Challenges ahead

Analysts and consultants say
CIGNA faces a big challenge.

“They have this huge operation
that is thinly spread over most of
the country and that doesn’t give
you the scale and ability to provide
high-quality customer service,” said
Michael LeConey, senior vp and di-
rector of health care research for
Gilford Securities Co. in New York.
In addition to concentration, “the
use of information technology al-
lows you to be a lot more efficient
on the customer service end, and
CIGNA’s not there,” he said.

“The issue is…how bad are their
systems problems and will their ef-
forts at improving service really be
effective?” asked Jack Reichman, a
director with Standard & Poor’s
Corp. in New York. “All in all, the
company is not as strong as it used
to be, but it’s by no means a weak
company,” he said. “They still have
various lines of business that are
still earning money.”

Other lines making profits in-
clude international life, health and
employee benefits, retirement and
specialty business, CIGNA execu-
tives said.

“The challenge that they have
faced in front of them is one, how
are they are going to price their
business so they don’t lose too
many groups, and two, how are
they going to price new business,
which they continually need to add
to the books?” asked Dean Hatfield,
a principal with Buck Consultants
Inc. in Secaucus, N.J.

CIGNA’s “billion-dollar claims
system” is not working to its liking
“and that is not going to help peo-
ple feel comfortable that they
should place their business with
them,” he said.
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Total covered lives in medical plans

to address the letter’s contents.
But, they warned that employers
who do not train supervisors
how to recognize and deal with
potentially violent individuals
expose supervisors to unsafe
working conditions. Indeed, su-
pervisors could inadvertently
provoke violent acts, experts
said.

To that end, colleges and uni-
versities “are not doing what
they need to be doing in terms
of providing a safe working envi-
ronment. That carries through
with employers in general,” as-
serted Paul M. Viollis Sr., a man-
aging director with New York-
based Citigate Global Intelli-
gence & Security L.L.C. 

Employers must understand a
basic concept about violent em-
ployees or students, Mr. Viollis
said: “Workplace violence never
has been and never will be spon-
taneous.”

Mr. Viollis stressed that super-
visors should respectfully ap-
proach those under their author-
ity about poor performance or

behavioral problems as soon as
those issues arise.

Regardless of the individual’s
response, “you do give it impor-
tance; you do listen to it,” said
Mary Lebron, clinical director of
the outpatient mental health
program and an associate direc-
tor of the Catholic Social Service
in Tucson.

The supervisor’s response
“still might not be what the per-
son is waiting to hear,” so the
upset individual should be en-
couraged to talk about his or her
problems and seek counseling,
Ms. Lebron said.

Such individuals often make
excuses to refuse counseling, ex-
perts noted.

But that does not mean that
an employer or faculty member
is handcuffed, pointed out Laura
Waterman, clinical director for
the nonprofit Southern Arizona
Mental Health Corp. in Tucson.

Even if an apparently mental-
ly ill individual is not an immi-
nent threat to anyone, a state’s
laws may allow that person to be
hospitalized involuntarily after a
mental health organization
makes a site visit and assesses
the individual, Ms. Waterman
said.

Mr. Viollis also advised em-
ployers to develop a written
workplace violence policy and
require all employees to sign
that they understand it. No one
then can legitimately argue later
that he or she is being treated ar-
bitrarily because of the worker’s
threatening or violent behavior,
he said.

Continued from page 3

Shooting: Violence
often predictable
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‘We’ve seen episodes like
this before with others in
this industry and we’ll
likely see more of them
again....Health care is
volatile and
unpredictable.’

Joe Martingale
Watson Wyatt Worldwide

Employers must
understand that
‘workplace violence
never has been and
never will be
spontaneous.’

Paul M. Viollis Sr.
Citigate Global Intelligence

& Security L.L.C.
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compensation and surety insur-
ance. It excludes, however, other
commercial lines coverage includ-
ing: medical malpractice, group
health/life insurance, financial
guarantee and flood. All personal
lines coverage also is excluded.

As drafted, the bill would require
every commercial insurer covered
by the act to price and offer terror-
ism coverage to their respective pol-
icyholders, generally within 90 days
of the law’s enactment.

Policyholders could then accept
and pay for the terrorism coverage
or reject it, which would allow in-
surers—after giving at least 30 days’
notice—to reinstate terrorism exclu-
sions, according to the latest draft
of the bill.

While the bill’s fate remains un-
certain, many industry observers
expect the most-recent conference
committee report to become the
framework for a federal reinsurance
backstop law. All bets are off,
though, if Republicans lawmakers
gain control of the U.S. Senate after
Nov. 5 elections, sources say, ex-
plaining that Republicans are un-
happy with some of the deals struck
to produce the bill.

Barring that outcome, Congress
is expected to reconvene next week,
make some additional technical
changes to the bill as drafted and
approve it. President Bush could
sign the Terrorism Risk Insurance
Act as early as the third week in
November.

“Everyone should be alert to the
fact that the outline of the deal has
been struck, and it will have an im-
mediate marketplace impact upon
the president’s signature,” said Joel
Wood, senior vp-government af-

fairs for the Washington-based
Council of Insurance Agents & Bro-
kers.

If the latest draft is enacted, one
of the biggest boons to risk man-
agers would be the immediate nulli-
fication of “any provision in a con-
tract for commercial property and
casualty insurance that is in force
on the date of enactment of this act
which excludes loses resulting from
acts of terrorism.”

That little-publicized nullifica-
tion provision—which was not part
of either the House or Senate ver-
sions of the bill—also would pre-
empt state-approved terrorism ex-
clusions, according to Richard
Bouhan, executive director of the
Kansas City, Mo.-based National
Assn. of Professional Surplus Lines
Offices Ltd.

The National Assn. of Manufac-
turers “hopes this nullification pro-
vision will make terrorism insur-
ance available for our companies,
who are uninsured or underinsured
for terrorism losses,” said Kimberly
Pinter, the director of corporate fi-
nance and tax for the Washington-
based organization.

The New York-based Risk & In-
surance Management Society Inc.
has come out strongly in favor of
the bill, on whose behalf it had lob-
bied over the past year.

If the draft is enacted, the mea-
sure could conceivably give corpo-
rate policyholders up to several
weeks of automatic coverage
against any terrorist attack—of both
foreign and domestic origin—while
insurers make new offers of cover-
age and risk managers respond to
those offers.

The content and form of terror-
ism insurance exclusions and how

they would be affected by the legis-
lation, which provides protection
only against foreign-caused terror-
ism, raise significant questions for
the insurance industry.

“For the past year, there has been
a growing patchwork of exclusions
and massive marketplace confu-
sion,” Mr. Wood said.

For example, the National Assn.
of Insurance Commissioners rec-

ommended that states adopt terror-
ism exclusions for commercial
property/casualty lines—but not
others—as a stop-gap measure until
a federal backstop program could be
implemented.

Terrorism insurance is “a huge is-
sue for us,” said Marty DePoy, vp-
government relations for the Wash-
ington-based National Assn. of Real
Estate Investment Trusts. The orga-
nization’s members operate hotels,
apartments and office buildings.

More than “$15.5 billion worth
of real estate projects in 17 states
have been stalled or canceled be-
cause of a continuing scarcity of ter-
rorism insurance,” according to a
recent survey by the Real Estate
Roundtable, a group of executives
from real estate companies. 

The lack of coverage under the
bill for domestic terrorism could be
a source of concern.

While “existing terrorism exclu-

sions vary,” those published by the
Insurance Services Office Inc. and
used by many insurance companies
“do not make a distinction between
foreign and domestic acts,” said
Donald Griffin, assistant vp-busi-
ness and personal lines for the Des
Plaines, Ill.-based National Assn. of
Independent Insurers.

Mr. DePoy concurred that “exclu-
sions in the marketplace generally
do not distinguish between terror-
ism caused by domestic forces and
those caused by foreign forces.”

“I’m sure that this bill is a ‘win’ in
terms of establishing a United
States federal terrorism backstop;
however, there is a gap in covering
domestic terrorism,” said Joe Hardy,
director-risk management and in-
surance for Toronto-based Hud-
son’s Bay Co.

“As a risk manager, I would cau-
tion my peers to consider their ex-
posure to domestic terrorism,” said
Mr. Hardy, a member of the RIMS
board of directors who stressed he
was expressing his personal views.

“Insurers will probably want to
continue to exclude domestic acts”
in their own policies, said the
NAII’s Mr. Griffin. This will require
adjusting and refiling the exclu-
sions—because the draft law nulli-
fies all terrorism exclusions in exis-
tence on the date of its enact-
ment—and obtaining regulatory
approval, he said.

Insurers also will face “significant
transition challenges” that include
a “huge” underwriting task, in-
creased reporting requirements and
the possible renegotiation of rein-
surance contracts, said Debra Ballen
executive vp-public policy manage-
ment for the Washington-based
American Insurance Assn.

Despite these challenges, indus-
try support for the bill remains
widespread.

“This bill is essential for the prop-
erty/casualty insurance industry,”
said Rodger Lawson, president of
the Downers Grove, Ill.-based Al-
liance of American Insurers. “It is a
giant step forward.”

“If enacted, the bill should have a
positive impact on commercial pur-
chasers, reinsurers, insurers, state
regulators and the economy,” said
NAIC Vp Mike Pickens, the Ar-
kansas insurance commissioner.

lobbying group in Washington.
Conversely, an agreement that

involved significant compromises
by parity proponents could have
benefited President Bush by indicat-
ing his willingness to work with
both parties.

With the elections over next
week and Congress returning the
following week for a lame-duck ses-
sion, though, those kind of political
determinations will be much less
relevant. And that, in turn, could
aid the chances of an agreement be-
ing reached.

“Our assumption has been for
some time (that) if an agreement is
reached, the lame-duck session
would be the time for a resolution.
The elections would be over, and
politics would be much removed as
an element,” Mr. Dennett said.

Indeed, some say that Sen. Well-
stone’s death in a plane crash could
increase momentum for Congress
to act on parity legislation, as a trib-
ute to him.

“The tragic death of Sen. Well-
stone is likely to add political and
emotional energy to the drive to en-
act mental health parity,” said
Frank McArdle, a consultant in the
Washington office of Hewitt Associ-

ates Inc.
“I can understand the emotional

appeal of acting,” added Leslie
Kramerich, an attorney with Mercer
Human Resource Consulting in
Washington and a former assistant
secretary in the Labor Department’s
Office of Pension and Welfare Bene-
fits Administration during the Clin-
ton administration.

Still, if the post-election climate is
more favorable for forging an agree-
ment on mental health care bene-
fits parity legislation, reaching such
an agreement remains  a long shot.

Perhaps the biggest obstacle fac-
ing the legislation is the lack of
time. Much of legislators’ time dur-
ing the special session will be devot-
ed to passing appropriations bills
needed to run federal agencies. And
that could leave little opportunity
to address other issues.

“It will be hard enough for
Congress to resolve differences on
fiscal, let alone other, issues,” said
Neil Trautwein, director of employ-
ment policy at the National Assn. of
Manufacturers in Washington.

“There is a lot of uncertainty
about the lame-duck session. No
one knows how long it will last,
which issues will be taken up and
which party will be in control.

There are a lot of external factors
that come into play,” Mr. McArdle
said.

Indeed, it is unclear which politi-
cal party will control the Senate for
the remainder of the current con-
gressional session. Right now, Re-
publicans and Democrats each hold
49 seats in the Senate, with one seat
held by Vermont independent
James Jeffords. Last week, though,
Minnesota Gov. Jesse Ventura, an
independent, hinted that he might
appoint a fellow independent to fill
Sen. Wellstone’s now-vacant seat
for the lame-duck session.

In addition, due to special rules
in Missouri, if Republican candidate
Jim Talent were to defeat incum-
bent Sen. Jean Carnahan, he could
replace Sen. Carnahan, a Democrat,
immediately. Sen. Carnahan was
named to the position two years
ago, when her husband, Missouri
Gov. Mel Carnahan, who was run-
ning for the Senate, died in a plane
crash three weeks before the elec-
tion, which he won posthumously.

Before Congress can take up pari-
ty legislation, though, legislators
and the Bush administration will
have to reach a compromise.

In April, President Bush pledged
to work with congressional leaders

to enact a parity bill. While the
president said he endorses parity,
he qualified that support by noting
that parity has to be achieved with-
out significantly increasing health
care costs. In addition, President
Bush said he advocated parity only
for “serious” mental illnesses,
which he did not define.

That position put the Bush ad-
ministration at some distance from
the legislation Sens. Wellstone and
Domenici backed, which earlier
failed to win congressional ap-
proval. That measure, which would
have required group health plans to
cover mental disorders on the same
basis as other medical conditions,
was unanimously approved last
year by the Senate Health, Educa-
tion, Labor and Pensions Commit-
tee. The measure was then added,
on a voice vote on the Senate floor,
to a broader appropriations bill,
which the Senate later approved. A
House-passed appropriations bill
lacked a mental health care benefits
parity provision.

The parity measure was stripped
from the measure by a congression-
al conference committee, though,
amid strong opposition from con-
servative House Republican leaders,
who said they were concerned

about the cost of the parity man-
date on group health plans at a
time of rising rates.

Instead, Congress passed a one-
year extension—through Dec. 31,
2002—of a limited 1996 parity law.
Under that law, group health plans
cannot set lower annual or lifetime
dollar limits for the care of mental
disorders than those they set for
other health conditions.

But plans can—and many do—
set higher co-payments for mental
disorders than for other medical
conditions. Many also limit the
number of covered outpatient visits
to therapists and inpatient days at
hospitals without comparable limits
on other health conditions.

While possible compromises
have been tossed about—the most
common being parity for severe bi-
ologically based disorders, an ap-
proach taken by many states—some
say there just isn’t enough time to
achieve an agreement.

“If there were three or four
months left, the differences might
be closed. But in this congressional
session, it is a question of time, and
time is running out,” the NAM’s
Mr. Trautwein said.

Even if an agreement is not
reached, observers say the issue of
parity in group health plans for
mental disorders will not go away.

“This is too big and too impor-
tant,” said Mercer’s Ms. Kramerich.
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‘As a risk manager, I
would caution my peers
to consider their
exposure to domestic
terrorism.’

Joe Hardy
Hudson’s Bay Co.
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men, mirrors FELA, he said. But Mr.
Behrens noted that “90%-plus of
the asbestos cases are not FELA or
Jones Act cases.”

“The reason it is important is that
it gives the Supreme Court a plat-
form to use the bully pulpit to once
again reiterate that this country is
in the midst of an asbestos litiga-
tion crisis,” Mr. Behrens said.

“It gives them the opportunity to
once again say we’re still in a crisis,
and that it has, in fact, gotten worse
since they last took an asbestos case
several years ago,” he said. Mr.
Behrens added that it also gives the
justices “one more opportunity to
say Congress has to do something
about the situation and also to en-
courage state courts to become
more responsible and to take steps
to preserve assets needed to com-
pensate the truly sick.”

“Any kind of case law that’s de-
veloped under FELA inevitably gets
applied under federal common
law,” said Robin Conrad, senior vp
of the Washington-based National
Chamber Litigation Center Inc.,
which handles litigation for the
U.S. Chamber of Commerce.

“As a general rule, the tort system
does not afford recovery to individ-
uals who have been negligently ex-
posed to a risk of harm but have not
actually been injured,” the National
Chamber Litigation Center argued
in its brief to the high court. “This
is a crucial limitation in the litiga-
tion of mass torts. While tens of
millions of people are exposed to
potentially harmful products or
substances at one point or another
during their lives, only the relative-
ly small number who are hurt by
that exposure are entitled to sue for
damages.”

“The court can’t reasonably im-
pose a duty on defendants to pro-
tect a plaintiff from speculative
fears concerning cancer, particular-
ly when the plaintiff’s own con-
duct, such as smoking, would give
the person much greater cause for
concern,” said Lynda S. Mounts, se-
nior counsel for the American In-
surance Assn. in Washington.

She said the AIA had raised the
“rather novel issue” of whether
plaintiffs with a history of smoking
should be able to recover for fear of
cancer on the basis of having an-
other ailment that is not tied to

cancer. “This case gives the court
the chance to address the role of
smoking in public health,” she said.

“The asbestos issue is huge, with
projected costs of $200 billion,”
said Ms. Conrad. “This case is really
symptomatic of the problem. Al-
lowing claimants to recover for fear
of cancer opens the floodgates and
exacerbates the already-growing as-
bestos litigation crisis.”

Taking the other side of the issue,
the Washington-based advocacy
group Trial Lawyers for Public Jus-
tice dismissed that argument in its
brief to the Supreme Court.

“Assuming, for the sake of argu-
ment, that this bleak assessment of
asbestos litigation is completely
true, prohibiting damages for fear
of cancer does virtually nothing to
make the potential liability any
more definite or reduce the number
of claims filed,” said the brief. “Peo-
ple with asbestosis can still file
claims, including for damages for
past and present mental anguish.”

The brief further held that Nor-
folk & Western’s “quarrel is not
with the uncertainty of asbestos liti-
gation but with the uncertainty in-
herent in a jury system.”

Company sues Hartford
for asbestos coverage
Hartford Financial Services Group
Inc. has been named in a suit filed by
MacArthur Co., a former asbestos
products maker. MacArthur earlier
this year agreed to a $975 million
settlement with The St. Paul Cos.
Inc., another of its insurers.
MacArthur says it faces $1.8 billion in
unpaid asbestos liability judgments
and is seeking coverage for that
amount less the $975 million that St.
Paul paid, as well as coverage for
any future liabilities. Hartford says it
“intends to defend the MacArthur
action vigorously.” The suit names
two other unidentified insurers.

California health plans
to pay doctor bonuses
Six California health plans seeking to
improve the quality of care will pay
doctors bonuses based on a common
set of performance measurements.
The plans are Aetna U.S. Healthcare,
Blue Cross of California, Blue Shield
of California, CIGNA Healthcare of

California, Health Net of California
and PacifiCare of California. The
bonus structures will vary, but 50%
of the scoring will be based on
clinical measures for their treatment
of asthma, diabetes and coronary
artery disease.

Platinum Underwriters
IPO raises $966 million
Platinum Underwriters Holdings Ltd.,
the spinoff of The St. Paul Cos. Inc.’s
reinsurance operations, raised $966
million last week in a long-delayed
initial public offering and
simultaneous private placement.
Platinum sold 30 million common
shares at $22.50 per share, netting
$639 million after payments to
stockbrokers handling the offering.
Platinum raised another $120 million
in an offering of equity security
units, and raised $207 million
through private placements of
common shares with St. Paul and
RenaissanceRe Holdings Ltd.

PwC settles suit
over Anicom audits
PricewaterhouseCoopers L.L.P. will
pay $21.5 million to settle a lawsuit
charging it with mishandling audits
of Anicom Inc. prior to the wire and
cable company’s bankruptcy filing.
The suit, filed by Anicom
shareholders and creditors,
contended that PwC’s audits
overlooked alleged accounting fraud.
The auditor admitted no wrongdoing

in the settlement. Earlier this year,
the U.S. Securities and Exchange
Commission sued a group of Anicom
executives, charging them with
accounting fraud. The executives
deny wrongdoing.

Willis nine-month
revenues rise 20.7%
Willis Group Holdings Ltd. posted a
20.7% rise in gross revenues to
$1.25 billion for the first nine months
of 2002. Nine-month net income was
$92 million, compared with a $25

million net
loss for the
year-earlier
period. Willis
recently

completed several deals to bolster its
global presence. It increased its
majority interest in its German unit
to 78%; completed two acquisitions
in Sweden; and raised its ownership
to 100% of certain business units in
Australia and Indonesia.

Chubb strengthens
asbestos reserves
A $625 million strengthening of
reserves for asbestos claims at
Chubb Corp. puts “the asbestos issue
behind us,” says Dean R. O’Hare,
chairman and chief executive officer.

The reserve
strengthening
led to a $242.1
million third-
quarter loss,
but Chubb still
reported net
income of
$166.3 million
for the first
nine months
of 2002. In
2001, Chubb

reported a $239 million third-quarter
loss, which included $645 million of
terrorism-related losses, and nine-
month profits of $82.8 million.

Settlement charge
reduces Oxford profits
Oxford Health Plans Inc. reported
profits of $148.1 million for the first
nine months of 2002, down 35%
from the same period last year. The
2002 nine-month results reflect a
previously announced $151.3 million
charge related to the settlement of
class-action securities suits filed in
1997. Nine-month revenues rose 11%
to $3.66 billion. Total membership
stood at 1.5 million on Sept. 30, up
6.8% from the same date last year.

Wausau Benefits buying
Marsh TPA branch 
Wausau Benefits Inc. has agreed to
buy a portion of Marsh Inc.’s retiree
benefits administration operations.
Under the deal, Wausau Benefits will
buy the operation and renewal rights
to the third-party administration
business of the Des Moines, Iowa,
branch of @WorkSolutions, a Marsh
unit. The operation serves about 28
employers, primarily in the Midwest,
Wausau said.

ACE posts
third-quarter loss
ACE Ltd. reported at $245 million
profit for the first nine months of

2002 compared with a $192 million
loss for the same period in 2001.
Gross premiums written rose 28.2%
to $9.57 billion. But stock market
woes and European flood losses left
ACE Ltd. with a $57 million third-
quarter loss. ACE posted a $442
million loss in the year-earlier period.

Briefly noted
Benfield Blanch Inc. has hired two
executives to oversee specialty
areas for the reinsurance broker.
Tim Pawlik will head accident and
health business, and Mark Stubbs will
lead surety business. Mr. Pawlik, who
will be based in Minneapolis, formerly
was with specialist broker John B.
Collins Associates Inc. Mr. Stubbs,
who will be based in Kansas City, Mo.,
formerly was with Employers
Reinsurance Corp….At least 22
employees and agents of AIA
Vietnam, a life insurance unit of
American International Group Inc.,
were killed in a fire last Tuesday at
the insurer’s offices in Ho Chi Minh
City, Vietnam. AIA occupied offices in
the International Trade Center office
and shopping complex, which caught
fire after a blaze reportedly broke
out in an adjacent disco….Bermuda-
based Allied World Assurance
Holdings Ltd. has opened an office in
Dublin, Ireland, which will be the
European headquarters of its Allied
World Assurance Holdings (Ireland)
Ltd. unit.

BI Stock Index [ 10/28 - 11/1 ]
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Gainsco Inc. 61.29%
PacifiCare Health Systems 26.39%
Clark Bardes Holdings 10.51%
W.R. Berkley Corp. 8.88%
Baldwin & Lyons Inc. 7.32%

SCOR -27.84%
Ohio Casualty Corp. -27.40%
Aon Corp. -22.24%
Acceptance Insurance -20.00%
Hartford Financial Services -14.16%

Source: CNET Investor (investor.cnet.com)
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Dow Jones
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Weekly change by market segment
Brokers -4.13%

Insurers/Reinsurers -1.44%

Managed Care Organizations -2.30%
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Online Poll [10/28 - 11/1]

Do you think a single-payer health care system, like the Canadian
one, would do a better job of controlling costs and providing

coverage than the U.S. system?

Take part in our weekly poll at www.businessinsurance.com
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For the Record
This roundup of news from the previous week is generated by
BI's daily news reporting. To get breaking news as it occurs, log
on to www.businessinsurance.com, or sign up online for free BI
Daily News by e-mail.

Continued from page 3

Asbestos: Court to weigh scope
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37.7%Yes
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Mr. O’Hare
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A hacker, virus or 
cyberattack can be as lethal 
as a fire, flood or tornado.

The AIG netAdvantage Suite® is available with limits up to $25,000,000.
Insurance coverage and services provided by members of American International Group, Inc. Issuance of coverage is subject to underwriting. 

Please refer to the actual policy for a complete description of scope and limitations of coverage.

Especially when you’re not insured.
Think conventional property and CGL policies cover Internet-related risks? Think again.

Those policies are generally designed for brick-and-mortar liabilities. The AIG netAdvantage Suite® is designed 

for the full gamut of Internet risks, from e-mail viruses, hacker attacks, and credit card theft to cyber-extortion,

cyber terrorism and more. With the flexibility to help zero-in on precisely the risks of your particular cyber-activities.

The AIG netAdvantage Suite® can even include innovative risk management services, like free on-site 

security assessments, provided by the expert firms of AIG’s Technology Alliance, which help companies identify,

manage and mitigate Internet risks.

This is exactly what you would expect from member companies of American International Group, Inc. (AIG),

world leaders in insurance and financial services. We offer our clients the security of unsurpassed insurer 

financial strength. AIG Companies hold the highest ratings from the industry’s principal ratings agencies.

So, if you’ve been wondering how your 21st century business can address 

21st century perils, you can find an answer here.

For more information, call 1-866-826-4974 or contact your insurance broker. www.aignetadvantage.com
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