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Critics O MetLife Stock Conversion Heard In NY
Conmpany defends plan at hearing

by C. A Soul e
| nsurance Ti nes

NEW YORK —Met Life's plan to denutualize favors Wall Street over
smal | stakehol ders, said a parade of policyholders Jan. 24 in a
heari ng before New York Superintendent of Insurance Neil D

Levi n.

But the conpany asserted that its plan is “fair and equitable”
and nmeets all the requirenments of New York |aw.

Levin has until the nmiddle of April to approve or deny the
conmpany’s plan to convert froma nutual format to a publicly
owned corporation that can sell shares of stock. By law he is
required to approve the plan if it is not in violation of

i nsurance |laws or detrinental to the public, and providing the
conpany has the capital and surplus deened sufficient for future
sol vency.

The conpany said it is prepared to go ahead with an initial
public offering of stock as early as the end of March, and that
it would contenplate other capital-raising strategies as well.

It had revenues of $27.1 billion in 1998, up from $24.4 billion
the year before. It had net earnings of $1.3 billion |ast year,
up from$1.2 billion in 1997.

The conpany plans to becone the subsidiary of a Del awar e- based
hol di ng conpany called MetLife Inc. It would join the New York
St ock Exchange under the listing “MET.”

The first person to testify, Richard Norton, delivered a | ecture
peppered with observations drawn fromthe corporate history of
MetLife and the views of its |eaders over that tine, including
Hal ey Fiske, its leader in the early years of the last century.
“Fiske said in 1917 that MetLife is not nmerely an insurance
company, it is a public institution,” Norton said. “Fromthe
1970s to today, those who have inherited the responsibility for a
great institution have decided to ignore history.”

But Robert Bennobsche, MetLife s chairman, president, and CEQ, in

effect told Levin that the tines are a-changin’'. He said MetlLife
faces new chall enges in the wake of a financial services
noder ni zation bill signed into |aw | ast year, which allows other

types of financial services conpanies to conpete on MetLife's
turf by selling insurance.

“W face stiff conpetition from conpani es that have the
flexibility to raise capital through the equities markets,”
Bennmosche said. “It is very clear that the ability to operate as



a stock conpany amounts to a significant advantage when new
busi ness opportunities arise.

\ “Wé believe this creates a whol e new surface of uncharted
waters for our conpany,” he continued. “W do knowthat if we
mai ntain a corporate structure of a mutual insurance conpany,
that woul d preclude us fromstrategi c options down the road.”
The conpany has hired the investnment banks Gol dman Sachs and
Credit Suisse First Boston to underwite the I PO

Several said that the conpany’s decision to prohibit
“subscription rights” for policyholders, their ability to
purchase stock in the PO, was unfair. Bennbsche antici pated
those arguments in his testinony.

“W felt very strongly that we were going to be giving 100
percent of the value of the company to our policyhol ders,”
Bennosche said. “Wat we did not want is to have people
specul ati ng, and buying i nsurance not for financial need set
forth in their own financial plan, but to speculate in hopes of
getting stock in the conpany. W just thought it was

i nappropriate, and we wanted to nake sure therefore that the
pol i cyhol ders bought insurance policies for their needs.”

I nsurer Mbtivation

But other participants said that the conpany’ s notivation was
nore sel f-serving than Bennobsche confessed.

“The PO of MONY is an exanple of howthe IPOw Il be handled,”
asserted Lance Gad, a MetLife policyholder. “It was virtually

i npossi bl e for any policyhol der who was not a huge producer of
conmi ssion for Goldman to obtain shares at the $23.50 offering
price. Policyholders had to buy them from Gol dman’ s best
custoners, in the aftermarket, at prices which approxi mated 25
per cent nore.

“Gol dman Sachs is perhaps the nost arrogant and difficult
underwiter for anyone other than huge investors, largely

i nstitutions generating huge conmi ssions for CGoldman, to buy
shares from” Gad continued. “The right to buy shares at the | PO
price first belongs to policyholders of Met, not to the best
custoners who pay the nost in commissions to Gol dman Sachs or
Credit Suisse First Boston.”

That statement drew a burst of spontaneous appl ause fromthose
attendi ng the hearing.

But Bennpbsche argued in his statenment that policyholders stood to
profit in the transaction. “This represents a distribution to
pol i cyhol ders of tangi ble econom ¢ val ue they woul d not ot herwi se
recei ve unl ess we denutualize,” he said.

Howard Silverstein, a CGoldnman Sachs partner, defended the

decision to forgo subscription rights. “I think it was our joint
vi ew that having the subscription rights could adversely affect
the offering,” he said. “It would have been hugely expensive to

have undertaken subscription rights for that nunber of
policyholders. It would have added conplexity to the | PO and

al so cause a delay of at |east several weeks in the timng of the
subscription offering, so we believe a subscription rights plan



woul d adversely affect the initial public offering.”

Gad attacked that attitude as a violation of the statute by which
Levin nust make his ruling. “Fairness and equity is required, it
cannot be elimnated by what is quick and expedient,” he said.
“The fact that it would take a few nore weeks is

i nconsequential .”

I n anot her cost-cutting nmeasure, the conpany plans to hold the
stock of all policyholders with less than 1,000 shares in an

i ndependently adm nistered trust for one year. “The trust wll
create substantial savings for the conpany, which will be
reflected in higher earnings for the conpany, which should be
reflected in a higher 1PO price,” said Silverstein.

“The trust provides a very efficient and orderly mechani smfor

t hose shares if and when the policyholders decide to sell,” he
added. “We believe that will give investors the ideal confort
that the policyhol der shares, as they are sold, will be sold in a

manner that is not disruptive to the secondary tradi ng narkets.”
Attorney Anita Kartal opoul ous chall enged the formation of the
trust. “[The creation of the trust...denies [policyhol ders] the
full use of their shares and denies themthe opportunity to
receive the fair value of their shares,” Kartal opoul ous argued,
saying trust interests were not a type of conpensation covered
under New York law. “It operates as a de facto nutual hol ding
company, even though the legislature decisively rejected the idea
of the holding conmpany in recent years. Those buying the public
offering will have shares that are far superior than the shares
given to MetLife’'s own sharehol ders, since several features of
the trust keep those stockhol ders fromreceiving fair market

val ue.”

Gad descri bed how the trust inposes unnecessary constraints on
pol i cyhol ders.

“Al though 1 PO purchasers can sell right away upon initial

tradi ng, policyholders nmust wait one to two days, an eternity in
stock trading, to sell shares,” Gad said. “Even John Hancock, in
its denutualization in Massachusetts, proposed to give

pol i cyhol ders being given cash the result of an up-to-20-percent
‘“pop’ in the IPOprice. Nothing like that is being done here.
Any ‘pop’ in the IPOprice will go to the custoners of Gol dman
Sachs and Credit Suisse First Boston.”

That “pop” has so far failed to materialize for Hancock. The
stock opened at 17.25 and so far has peaked at 18 5/16 in a
coupl e of weeks of trading, about 6 percent above its opening
price. It closed at 17 on Feb. 7.

O her Denutual i zations
MetLife's chief financial officer said that all usions between
Met Life's derutual i zati on and that of other conpanies are

deceiving. “W realized that we faced a challenge that no other
mut ual life insurance conpany that has denutualized has faced to
date,” said Stewart G Nagler, who is also vice chairman of the

board. *“We have over 11 mllion policyholders. If they al

becane sharehol ders, we woul d i ncur enornous | ogistical problens,



huge costs, to service that many sharehol ders. No ot her conpany
in Anerica conmes even close to having that many sharehol ders.”
Nagl er added that trust nmenbers would be able to buy and sel
stock comm ssion-free, a benefit they would not enjoy on the open
mar ket .

“W believe these arrangenents will be beneficial and convenient
for our policyholders, partly because many of them may not have
br okerage accounts through which to hold stock,” Nagler said.

An attorney said that the denutualization offered MetLife
managenent the opportunity “to buy the conpany out from under
policyhol ders on the cheap,” and that they would benefit from
future stock price increases. He clainmed that a Merrill Lynch
internal meno purported that insurance conpani es are consistently
underval ued in demutualizations, due to anti-takeover provisions
i ncluded in the plans.

“The problemwith this plan is that it is structurally created to
suppress the value that is actually given to the policyhol ders,”
said Paul Benton, a Mssouri attorney who is representing three

policyhol ders. “After one year, managenent will be entitled to
gi ve thensel ves stock options. Then after three to five years,
the anti-takeover provisions will |apse, and the conpany wll be
put into play. At that point in tinme, you will have an aucti on.
The conmpany will be put up, and fair nmarket value will be
obt ai ned at that point. But it will be obtained with rmanagenent

owni ng the conpany, with Wall Street owning the conpany.”

Pol i cyhol ders al so accused MetLife of being unclear inits
dealings with policyholders. Benton said that the
demut ual i zation mailings to policyhol ders were “oblique.”

Pol i cyhol der Ral ph Cabrinick said that in an effort to clear a
problemwith a life insurance policy, he “got nothing but

‘ gobbl edygook’ " from Met Life.

The conpany has al so been trying to deal with the sane probl em

t hat hounded Hancock’s denutualization in Massachusetts — the
conpany’s inability to trace a nunber of holders of “industrial
policies” sold to working class people years ago. Wile that

i ssue anmounted to little nore than a public relations nui sance
for Hancock, Kartal opoulous said that it created a potenti al
problem for the conpany’s “cl osed bl ock” of walled off assets for
future dividend paynents.

“The | arge nunber, 600,000, of policyhol ders who have not been

| ocated creates only further uncertainty as to the adequacy of
funding for the closed bl ock, because of the |ikelihood that many
of these are older industrial policies with particular probl ens
of their own,” Kartal opoul ous sai d.

Kart al opoul ous said that the closed bl ock has ot her probl ens,
claimng that its assets of $36 billion fall short by $3 billion.
The conpany had total consolidated assets of $227.2 billion at
the end of 1998.

Bennosche defended the conpany’s record on “lost” policyhol ders.
“The conpany has put in an enornous effort to begin to find
policyhol ders of old industrial policies and we have had sone
success there,” he said. *“In fact, one has to keep in mnd that



many of our policyhol ders were policyhol ders before Socia
Security was created. Therefore sonething as sinple as a Socia
Security nunber did not exist.”
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Proposed Mass. Aftermarket Parts Rider Sparks Controversy
Body shops blast two-tiered systemas hurting consuners

by C A Soule
| nsurance Ti mes

BOSTON — An auto body shop representative told the Massachusetts
i nsurance conmi ssioner that he was “di sgusted” by an insurance
conmpany proposal to allow drivers to purchase an insurance policy
rider in order to guarantee the use of “original equi prent
manuf act ured” parts in vehicle repairs.

Commi ssioner Linda L. Ruthardt heard simlar strong rhetoric from
several menbers of the Massachusetts Auto Body Associ ation, based
i n Hanover.

The use of generic “aftermarket” parts is mandated under
Massachusetts | aw as a cost-contai nnent tool. But the use of

t hese parts, always controversial, has cone under increasing
scrutiny in the last six nonths, after an Illinois jury handed
down a $1.1 billion judgnment against State Farm Mitual |nsurance
Co. for the conpany’s decision to use such parts. The company

i s appealing the case.

The Autonobile Insurers of Massachusetts has recomended that an
CEM endor senment be priced at 13 percent of the premumlevel for
collision or limted collision coverage, and at 2 percent for
conpr ehensi ve cover age.

Aut o Body | ndustry

But the auto body industry says that the endorsenment is putting
the cart before the horse.

“For Massachusetts to approve a two-tiered systemw |l only |end
credibility and be perceived as tacit approval by the state, with
respect to the use of these inferior parts,” said Stephen Regan
executive vice president of MABA, addressing Ruthardt. “Wth
nost states and insurers noving away from using aftermarket
parts, approval of this nmeasure would be a dereliction of your
responsibility to consuners of Massachusetts.”

An aut o insurance expert fromAttorney General Thomas Reilly’s
of fice al so expressed concerns about the proposed endorsenent.
“Insurers should provide sufficient information to policyhol ders
to enable themto nake inforned decision to purchase or not to
purchase the additional coverage,” said Peter Leight, an

assi stant attorney general. “The coverage should be priced at a



| evel that reflects the real difference between the cost of CEM
and aftermarket parts, a cost that should not be artificially
inflated by the conpanies.”

Lei ght added that future auto rate decisions should contain a
fornmula to reflect the use of the endorsenent, given an Al B
prediction that the prices of CEM parts will rise 70 percent from
current levels fromthe effects of the endorsenent.

Lei ght reconmended di scl osure requirenments in order to warn
consuners that the new endorsenent does not apply to glass or
nmechani cal parts. He said insurers should also alert consuners
that insurers already pay for CEM parts for newer cars; that the
endor senent only applies when a part cannot be repaired; and that
t he higher cost of an OEM part could eat into a driver’'s Safe
Driver Discount Plan bracket in a future year

Aut o body shop operators said that the proposed system of two
options shifts too nmuch of a burden to consuners.

Chri stopher Col o, president of the Massachusetts Auto Body

Associ ation, argued that “consumers will then be forced to choose
between price or safety. The consuners of the Commonweal th will
then be absorbing the liability instead of those in the liability
busi ness.”

Ruthardt’s State Rating Bureau is al so assessing the filing on
behal f of Massachusetts drivers, including the pricing of the
rider and its inpact on “ safety anong the notoring public,” said
Norma Brettell, SRB senior counsel

Safety for those who repair autos was also a concern. An MABA
vice president said that enpl oyees were routinely subjected to
hazardous chemicals and materials while installing aftermarket
parts. That typically is not the case with aftermarket parts, he
sai d.

“This could create a situation where the state could be pursued
in future class action |awsuits,” she warned. “W have no way of
protecting enployees with regard to the use of aftermarket parts,
and that should be a mmjor consideration in your decision.”

I nsurance conpani es and agents were silent on the issue at the
hearing, and this was noted by Brian Hickey, a |legislative

| obbyi st for MABA.

“I't is ny personal belief that the insurance industry has not
wanted to be associated with the issue of afternmarket parts for a
very long tinme,” said Hi ckey.

One industry source termed MABA' s opposition fromthe vantage of
price “bizarre,” since they are able to earn a higher return when
usi ng OEM parts.

One i nsurance | obbyi st acknow edged that the industry was still
trying to reach agreenment on the Massachusetts proposal. “There
is not a broad industry consensus on whet her an OEM endor senent
is the way to go,” said CGerald Zi merman of the Nationa

Associ ation of |Independent |nsurers.

Meanwhi | e, the Auto Dammge Appraisers Licensing Board announced
it will conduct a hearing March 21, in Marl borough, Mass., to
assess the safety aspects of aftermarket parts. ADALB is under
the direction of the insurance division.
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Auto d ains Trends

Auto injury claimcosts are rising and nore |lawsuits are being
brought, even as auto accident frequency declines. For reports on
two new studies fromthe | nsurance Research Council, see pages
12SR and 13SR

For a chart conparing bodily injury and property danage cl ai m
frequencies by state, turn to page 33SR
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Conn. Lawrakers Grapple Wth Ways To Lower Auto Rates
California experinment with lower limt policies attracts interest

by C. A Soul e
| nsurance Ti nes

HARTFORD — A conmittee of Connecticut House Republicans issued a
report they said would hel p make auto i nsurance nore affordabl e,
then days later withdrew a provision for an auto insurance

“choi ce” consuner option favored by insurers.

Even as the wat ered-down versi on was rel eased, however, a
different, bi-partisan commttee expl ored whether auto insurance
“territories” in Connecticut should be revanped or discarded in
order to lower rates for urban residents.

The Commi ssion on Auto Rate Savings, chaired by Republican
Representatives Ruth Fahrbach and WI1iam Haney, has held five
hearings since | ast Novenber. The resulting recommendations are
not acconpani ed by a cost plan, or strategy for inplenentation.
The CARS report originally recomended installing an auto choice
plan, lowering liability limts, and prodding state agencies to
provide nore information to consuners.

The Republicans quickly yanked auto choice fromtheir nenu,
however. They had reconmended that Connecticut drivers be able
to choose between a no-fault “personal injury protection” plan
which would limt the anobunt a plaintiff could collect in the
event of an accident, versus a “tort maintenance” plan which
woul d not have had such restrictions.

The state currently has a tort plan in place.

CARS scol ded the insurance departnent for providing detailed

i nformation on only 10 percent of insurers selling auto policies
in Connecticut.

“DA should also be required to include specific |aws about



consuners’ rights and the website itself should be redesigned to
be nore interactive to increase consuner usability,” the report

r eads.

CARS al so said that the departnment should increase the vigilance
of its fraud unit, and that police should increase patrols in

nei ghborhoods to thwart theft and vandalism

“W don’t agree that the departnent of insurance has fallen down
on the job,” said Suzanne Bunp, a | obbyist with the American

I nsurance Association trade group. “This conmnm ssioner has nade a
poi nt of making hinmself avail able at community neetings and ot her
events. Are there other things that the departnment could explore
doi ng? Maybe. But the departnment is expanding its fraud
activity. |If given greater resources, it would probably be a

hel p.”

The legislators quoted statistics froma consumer advocacy group,
showi ng prem um ranges for various denographic groups. According
to Insure.com a narried 40 year-old pays a prem um between $997
and $2, 366, depending on underwiting criteria. An unmarried 18
year old mal e pays anywhere from $2,413 to $8,824, while two
married 40 year-olds pay between $1, 457 and $3, 613.

Menbers of both caucuses hope to take a page froma new
California law by allowi ng certain discount policies with reduced
limts. Pilot prograns in Los Angel es and San Francisco will
lower liability limts by one third for bodily injury coverage
and by 40 percent for property danage coverage. The new rules
apply only for cars val ued bel ow $12,000. In Los Angel es,
policyhol ders woul d pay $450 in annual prem unms, while in San
Franci sco, they would pay $410. Drivers ages 19 to 26 woul d pay
a 25 percent surcharge.

Connecticut currently has limts of $20,000 per person and

$40, 000 per accident for bodily injury liability; $10,000 for
property damage liability; and $20,000 per person and $40, 000 per
accident for bodily injury liability involving an uninsured or
underi nsured vehicle.

A separate, bipartisan comrittee, notivated by reducing auto
rates for urban residents, held a hearing Feb. 3 at which the
star testifier was a no-show.

Legi sl ators had requested a progress report froma researcher,
Cheye Calvo, who is collecting data for an exam nation of
Connecticut’s use of territories in rating auto risk. Conpanies
may charge higher rates in the state, depending on where

pol i cyhol ders garage their cars.

Legislators instead received a sutmary of the California | aw
cited in the Republicans’ report.

Sen. Louis C. DeLuca of Wodbury pounced on the California
program questioni ng whether the programwas sel f-supporting or a
subsi dy program i n canoufl age.

AlA's Bunp told InsuranceTinmes that is the sticking point for

i nsurance conpani es.

“The idea of doing sonmething like the California systemis being
sei zed upon by [l egislative] nmenbers,” Bunp said. “The idea is
worthy of consideration. The primary caveat woul d have to be



that any mni-policy wuld be self-funded. W wouldn’'t want to
create sone kind of a subsidy system”

Broader public policy issues of fairness for insurers and
consuners set off an exchange, pitting Rep. Janes A. Amann of

M| ford against city | awrakers Rep. Ernest E. Newton, I|I, of

Bri dgeport, Rep. Art Feltman of Hartford, and Sen. John Fonfara
of Hartford.

“I wish we could throw away the stick, because we have beat this
horse to death,” Amann said. “People are conplaining that they
are getting penalized for living in the city in Connecticut. But
the real penalty is for living in Connecticut period. That is
what we get for being the state with the highest incone and
costs.”

Annan enphasi zed that auto insurance was nore expensive in
Connecticut than el sewhere on account of a higher frequency of
clainms being filed. “You can’t change the truth,” he said. “If
you don’t reduce the nunber of clains, you cannot reduce the cost
of insurance.”

The other |egislators were not persuaded by Amann’ s argunents,
however. “I would hate to think that | have to pay a higher rate
for something that has nothing to do with nme except where
lived,” said Newton. “A lot of people say that because of where
I live, | am being penalized for the sins of those that came
before ne.”

Amann shifted tack, and pointed out that qualifying factors,

i ncl udi ng geography, are factored into other types of insurance.
“I't is called risk,” he said. “It is what nmakes the world go
‘round. It is not there to penalize ne if | do not get hit by a
flood, it is there to protect ne if | do get hit by a flood.”
Sen. Fonfara made an anal ogy of the current conmittee’'s work to
one that had | ooked at hel ping to provide heating fuel to poorer
residents of the state. “These things conme in different size
boxes with different shapes,” Fonfara said. “This is not an
attenpt to break the rules. This is an attenpt to address a
particul ar situation.”
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London’s CGAJ To Divest Its U S. Property/Casualty CGQU

On Feb. 22 in London, the boards of CGAJ and Norwi ch Uni on
announced an agreenent to nmerge. CGQU shareholders will retain
their shares in C&QU -- to be renaned CGNU -- and Norw ch Uni on
sharehol ders will receive 48 new CGNU shares for every 100
Norwi ch Uni on shares.

CANU will be the UK's |argest insurance group with strong
positions in Europe and other international markets with
wor | dwi de prem umincone and retail investnent sal es of $42
billion.



CAJ al so announced that it will exit the U S. property and
casualty market through an orderly transfer of ownership of its
U S. property and casualty business.

Gowdy Reaction

Robert C. Gowdy, CG&J s U. S. president and CEQ, wel conmed the
nmoves. "This divestiture presents us the opportunity to align
oursel ves with sharehol ders who share our focus on the future of
the U S. nmarketplace," Gowdy said. "Qur recent success in nerging
Conmrerci al Union and Ceneral Accident has created a franchise

wi th broad capabilities, financial strength and scale. W are

uni que with our singular focus on independent agents and brokers,
and the custoners they serve.

“Although it's been just two years since we announced the
creation of CAQJ, we have established ourselves as a strong

organi zation with nuch to offer new sharehol ders."

Robert A. Scott, group chief executive at CQAJ, explained that the
board concl uded that despite the scale and strength of its U S.
property and casualty operation and its attractive portfolio of
busi nesses,” it will not be possible to reach the | eadi ng
position wi thout a substantial |evel of investnment, particularly
in view of the likely consolidation in a fragnmented market. CGQU
has therefore decided to divest its U S. property and casualty
busi ness. "

Fi ndi ng Shar ehol ders

CAJ will operate on the basis of "business as usual." The process
of finding new sharehol ders has al ready begun, and is anti ci pated
to be finalized pronptly, subject to the usual approvals.

CQ&U Life I nsurance Conpany of Anerica, based in Boston,
Massachusetts and with 1999 premi um of $394M will renmin part of
t he CGNU group.

CQJ, headquartered in Boston, operates in all 50 states and is
supported through 44 offices and 13 regions, and represented

t hrough 6, 400 i ndependent agents and brokers. The 16th | argest
property/casualty insurer in the U S., CGJ has nore than $4
Billion in witten premuns and an A+ A M Best rating.
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Two Mass. Benefit Consultants Merge

Nort hshore International |nsurance Services, Inc. and Apex
Managenent Group, Inc. are nerging, formng a new conpany call ed
Ni i S/ Apex Group Hol dings, Inc., headquartered in Sal em Mass.
The new conpany will offer insurers and enpl oyers clains
managenent and auditing, actuarial and enpl oyee benefits

consul ting.

Nii S was founded in 1988, and Princeton, Mass.-based Apex was



| aunched in 1993.

The new company wi Il include a consulting group, a managenent
group, and a ventures group.

Ni i S/ Apex has 125 enployees in ten offices, including London.
NiiS core clients include Lloyd s syndicates, foreign and
donestic insurers and reinsurers, self-insured entities, and
muni ci palities.

Apex serves the insurance and rei nsurance industries, health
mai nt enance organi zations, health plans, health systens,

enpl oyers, and governnment entities.
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Travelers Cuts NY Auto I nsurance Ofice Staff

QUEENSBURY, N.Y. — Two years after a much-touted expansion, the
area's Travelers Insurance office |ast week elimnated 48 jobs,
or about 9 percent of its work force.

The job cuts are in assigned risk and nonstandard auto insurance,
two high-risk categories for which denand has been declining,
conmpany spokesnman Chris Hamond said fromthe conpany's centra
office in Hartford, Conn.

Assigned risk is a state-mandated program for drivers or cars
that are considered risky. Nonstandard auto insurance is for
drivers who don't qualify for regular insurance.

The conpany's |l ast |ocal layoff was in March 1994, when 40

enpl oyees were cut froma work force of 300.

Since then, nore than 200 jobs had been added in phases. In
February 1998, the |ocal office created the non-standard auto

i nsurance office, the same departnment that was slashed | ast week.
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Mass. WC Deregul ation Bill Expected Soon

BOSTON — Massachusetts workers conpensation |Insurers may soon
have nore freedomto price their product.

Rep. Peter Larkin, co-chair of the Commerce and Labor Comm tt ee,
is reportedly ready to endorse a bill which would return sone
rate setting functions to carriers, according to sources. The

i nsurance conmi ssioner could retain overall control of pricing if
conpetitive pressures did not serve to keep rates down.
Currently, conpanies are allowed to offer discounts off the

i nsurance conmissioner’s fixed rates, with approval fromthe

Di vi sion of Insurance.

| nsur ance Ti nes
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NY Grapples Wth Counties’ Health Plan Costs

ALBANY, N. Y. —The state Legislature's top Republican has called
for the state to pick up the extra costs facing counties from New
York's expanded health plan for the poor approved in Decenber.
State Senate Majority Leader Joseph Bruno said his plan would
save the state's 57 counties and New York City $340 mllion over
the next three years. Bruno called it a property taxpayer relief
pr oposal

When the state adopted its Famly Health Plus programin
Decenber, Bruno and Assenbly Speaker Sheldon Silver, a Denocrat,
had | obbied for the state to pick up any extra cost that m ght be
charged to the counties and New York City. They were rebuffed by
Republ i can Gov. Ceorge Pat aki

Pat aki ai des has argued that the counties could cover the extra
costs by dipping into their share of the national tobacco
settlenment and fromtheir savings under Medicai d cost-contai hment
provi sions that were being extended in Decenber as part of the
heal t h package. The counties had argued they wanted to use the

t obacco noney for other purposes.

Bruno said that he felt the extra costs for the state could be
financed as part of the new state budget that is for the state
fiscal year that begins April 1.
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Rl Governor Seeks Drunk Driving Curbs

PROVI DENCE, R I. —Cov. Lincoln Al nond has decl ared war on drunk
driving with a newtraffic safety |egislative package that

i ncl udes graduated penalties for drunk driving, stiffer
breat hal yzer refusal penalties and mandatory child restraints.
H's plan also calls for vehicle forfeiture by those convicted of
driving intoxicated with a suspended |icense, higher fines for
aggressive driving and enforcenent of seat belt |laws. The latter
provi sion woul d allow police to stop notorists for not wearing a
seat belt.

| nsurance Ti nes
February 15, 2000
Vol. XIX, No. 4

Conn. Ruling Requires Gay Couple Benefits

HARTFORD — An arbitrator's ruling Feb. 1 would require the state
to offer health benefits to state enpl oyees in sane-sex



rel ati onshi ps.

The ruling applies only to gay couples and does not affect

enpl oyees in unmarried, opposite-sex "~ domestic partner'' living
arrangenents. Arbitrator Roberta Golick estimated the cost to the
state at $1.3 million to $1.5 mllion per year

It will take effect unless a two-thirds majority of one house of
the Legislature determines that there is not enough noney to pay
the benefit. The Legislature began its session Feb. 9 and has 30
days to act.

State Conptroller Nancy Wman said that the state is running an
esti mat ed budget surplus of nore than $240 nmillion.

1 don't think we'll have a vote to overturn this decision,"'
said Senate Majority Leader George Jepsen, D Stanford.

The state and the State Enpl oyees Bargaining Agent Coalition,

whi ch negoti ates the pension and health benefits of about 43, 000
enpl oyees, took the issue before a nediator last fall.

Gov. John G Row and's adnini strati on has opposed the proposal as
t oo expensive and subject to abuse.
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Mass. WC Study Lauds Systenis Post-Reform Stability
But insurers have eye on rising D A expenses

by C. A Soul e
| nsurance Ti mes

BOSTON — A new data col |l ection system being proposed by a state
agency could drive up the cost of workers conpensation in
Massachusetts, according to insurers responding to a new

conpr ehensi ve study of the system which concludes that the system
oper at ed soundly from 1994 to 1996 after reforns were enacted
in 1991.

The study shows that while the costs of handling workers
conmpensation clains ticked upward in Massachusetts throughout the
m ddl e of the decade, the overall marketplace exhibited
beneficial stability.

The Workers Conpensation Research Institute, based in Canbridge,
Mass., focused the |latest of its “ConpScope” series of studies on
Massachusetts. The reports are intended to provide a holistic

vi ew of workers conpensation systens nationw de, and to provide
policynakers with conparative data for future deci sions.

“ Shoul d Not Ti nker’

“This report portrays a systemthat is remarkably stable,” said
Don Bal dini, a workers conpensation expert for the Associated

I ndustries of Massachusetts. “I don’t think there is anything in
there that suggests we should tinker with the systemat this



point in time.”

I nsurance conpani es said that the dated nature of the information
made its relevance to today’ s market sketchy, but they do think
its i ncreased expense figures should be noted in light of a
push by the Departnment of Industrial Accidents (DA to beef up
insurers’ data collection requirenents.

The WCRI report shows that benefit delivery expenses per

i ndemmity claim which include the cost of litigation and ot her

cl ai s handl i ng expenses, rose from $401 to $799 from 1994 to
1996. WCRI said that the culprits were nedi cal cost contai nnment
expenses and attorney fees, which grew at a 9 percent annual clip
bet ween 1994 and 1996.

DA Battle

“That figure inpresses us in the context of our ongoing tug-of-
war with the Departnent of Industrial Accidents over data
collection,” said Suzanne Bunp, a | obbyist with the American

I nsurance Association. “lIt underscores our contention that you
can reach a point of dimnishing returns in controlling nmedica
costs, and should serve as a warning to DIA.  There is no point
subj ecting every $200 energency roomvisit to a utilization
review”

DI A wants to conpile a conprehensive database on workers
compensation clains that it would call the Massachusetts
Utilization Tracking and Trending System According to DIA

Comm ssi oner Janmes J. Canpbell, the system has been pilot-tested,
and the Attorney General is currently review ng the program for
its legality.

Campbel |l called criticismof MJTTS “penny wi se and pound
foolish,” saying that Massachusetts al ready had one of the | owest
ratios in the country when conparing nedical costs to indemity
costs.

“Such a system woul d i ncrease costs for enployers, and woul d

i ncrease DIA s budget,” said Bunp. “Qur contention is that there
are already techniques out there in the nmedical conmunity for
cappi ng costs. The Departnent of Industrial Accidents is not
necessary in the establishment of nedical treatnent protocols.”

‘ Bear Wat chi ng’

The WCRI report offers a snapshot of the workers conpensation
system and does not delve into policy prescriptions. However,
the organi zation said that the trends on costs “bear watching.”
The group al so pronised to provide updates as nore data becones
avai | abl e.

“For exanple, neasures of the effectiveness of the workers
conpensation agency [DIA] and the di spute resol ution process, as
wel | as neasures of workers’' satisfaction, health and
functioning, return to work, and earning recovery, should be
reported,” the study reads.

The report tracks data from 1994, when workers conpensati on
refornms enacted three years earlier were fully inplenented, to
1996. During that tine, WCRI noted that workers conpensation



costs in Massachusetts fell from$2.7 billion to $1.5 billion
Busi nesses have hailed the 1991 refornms as an incentive for them
to do business in Massachusetts, but | abor |eaders conplain that
wor kers | ost crucial benefits in the process.

Labor Agenda

Labor | eaders want to restore workers conpensation benefits to
66.7 percent of an injured worker’'s salary. Those benefits were
reduced to 60 percent in 1991, in an attenpt to provi de enpl oyees
with an incentive to return to work. Last spring, a parade of
injured workers testified before the legislative Conmttee on
Labor and Commerce that their clains checks were insufficient to
cover basic |iving expenses.

AlA's Bunp said that while nedical costs appear to have stayed
stable, worries remain for insurers.

Medi cal Fee Schedul e

“I't is easy to forget that not only does Massachusetts have a fee
schedul e that controls costs, but it has a | ow fee schedule,” she
said. “It is 74 percent the national average for nedical costs.
But the report doesn't reflect a recent problemwth the
schedul e, which is surgeons taking advantage of their ability
under the law to ask for higher fees, sonetines as nuch as five
times the rate in the schedule.”

As the WCRI report hit desks across the region, the new issue of
Consuner Reports hit newsstands. The magazi ne, published by
consuner advocate Ral ph Nader's organi zation, included an article
criticizing insurers for pocketing excessive profits fromthe
sal e of workers conpensation insurance.

Insurers said that the article got it wong. “lnsurers may earn
nore profit sone years, less profit in other years, but
ultinmately the price will be deternined by the costs of the

systens,” said Nancy Schroeder of the National Association of
I ndependent | nsurers.
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NH Senat e Passes ‘ Accountability’ Act Governi ng Hnos
Patients coul d appeal medi cal decisions but not sue

by Gene Johnson
Associ ated Press

CONCORD, N.H. —The state Senate passed | egislation to nmake
heal t h mai nt enance organi zati ons nore accountable for the
deci si ons t hey make.

Lawrekers called the neasure |ong-overdue and said it would go a
long way to protecting New Hanpshire residents fromHM>s that try



to cut costs by denying needed care.

" Many of us canpai gned on the issue of naking HMOs accountabl e
for the decisions that are nmade,'' Sen. Rick Trombly, D Boscawen,
said Thursday. " "It's a good consumer bill, and one that should
have been law a long tine ago."''

Ext ernal Appeal s Board

The so-call ed HVO Accountability Act would |l et patients appeal to
an external board when health mai ntenance organi zations refuse to
cover nedi cal care costing nore than $400.

Under the bill, HMO nedical directors al so woul d have to be
doctors, and they could lose their nedical licenses in cases of
m sconduct .

Pati ents would not be able to sue nedical directors over their
deci sions to deny care. Lawrakers said they were trying to hold
HMOs accountable without creating a rush of |lawsuits that would
drive up the price of nedical insurance.

The Senate passed the bill overwhel ningly, and House Speaker
Donna Sytek, R-Salem said the House will al nost certainly send
it to Gov. Jeanne Shaheen next week. A simlar measure, which

all oned patients to sue nedical directors, failed in the House by
one vote | ast year

Shaheen, who proposed | ast year's |egislation, addressed the
Senate after the vote to thank nenbers for passing the bill.

" " New Hanpshire residents deserve to know who i s maki ng deci sions
about their health care,'' Shaheen said later in a witten
statement. "~ They deserve to have an outside review when their
HMOs deny them health care.’

Shaheen al so addressed the issue during her State of the State
address , saying a healthy workforce is essential to conpeting in
the "~ " new econony."''
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Panel Backs $100 MIlion NJ HMO Bail out Pl an
by Ral ph Si egel

TRENTON, N.J. —An Assenbly conmmittee has approved a $100
mllion package to reinburse hospitals and doctors who are stil
owed noney fromthe bankruptcy of the state's |argest HMO | ast
year.

The committee vote got the ball noving on the controversi al
bai | out package endorsed by Gov. Christie Witman in her annual
budget address. The state budget would provide $50 million, and
another $50 million woul d be assessed agai nst insurance

compani es.

I nsurer Opposition



However, the central opponents to the neasure, the Association of
Heal th Pl ans, representing insurers, said the hearing finally
gave them an opportunity to spotlight the defects of the proposa
t hat has been on the back burner for a year.

""We didn't lose today,'' said association president Paul
Langevin. ~"Cearly, we gained recognition of how many unanswered
guestions there are and how nmuch needs to be done before any part
of $100 mllion is spent.'

The Assenbly Banki ng and | nsurance Conmittee approved the neasure
5-1. Whitman was gratified that Denocrats were willing to support
her proposal.

Whit man said the paynent was essential to reward hospitals and
doctors that provided care to nenbers of H P Health Plan of New
Jersey despite the risk that they m ght not be paid because of
the HMO s financial problens.

The noney would pay bills left behind by HHP, fornerly the
state's largest HMO with 165, 000 nenbers, which began failing in
1998 and went bankrupt |ast spring. Mney is also due for unpaid
bills left by the bankruptcy of the small American Preferred
Provi der Pl an.

Physi ci ans and | obbyists for the state's hospitals said although
t he anount of noney will not cover all the costs, it reduces the
debt. Irv Ratner, president of the New Jersey Medical Society,

whi ch | obbies for doctors, said $150 mllion is owed but that his
group supports the partial paynent.

Peter Lillo of the New Jersey Hospital Association said the
paynment is essential as new reports show New Jersey hospitals
faci ng an ever-tougher financial pinch.

The Star-Ledger of Newark reported that Saint Peter's University
Hospital in New Brunswick is owed $4.1 million, Robert Wod
Johnson University Hospital in New Brunswick is owed $7.5
mllion, and St. Joseph's Medical Center in Paterson is owed $5.6
mllion.
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NH | nsurers Seek Reversal O ‘Double Dipping Ruling

by Penny WIIians
| nsurance Ti mes

CONCORD, N.H. —Insurance conpanies are rallying behind a bil
designed to prohibit injured workers from "doubl e di ppi ng" —
col l ecting benefits under uninsured notorist coverage as well as
wor kers conpensati on

The bill, proposed by the National Association of |ndependent
Insurers (NAIl), addresses only the workers conpensation issue
rai sed by the Septenber, 1999 New Hanpshire Suprenme Court decision
in Gorman v. National Gange. That decision allowed injured



workers to collect under their own uninsured notorist coverage if
they were injured at work due to a notor vehicle accident even
whil e col | ecti ng workers conpensati on benefits.

The Gornman decision stated that "the statute preserves an

enpl oyee's right to pursue her contractual clai magainst her

uni nsured notorist carrier and 'does not upset the fundanenta
gquid pro quo upon which the Wrkers Conpensation Law is based.'"
I nsurers hope to reverse this decision which they argue

underm nes the exclusivity of the state's workers conpensation
renedy for injured enpl oyees.

Court Ruling
"The Supreme Court decision in Gorman threatens the exclusive
renmedy provision that is the bedrock of the workers conpensation
system It also has the effect of exposing uninsured notori st
coverage to clains and risk for which no prem um has been
collected," according to NAIl Associate Counsel Gerald Zi nmrernan
NAI'l's bill was sponsored by Reps. Robert Cegg (RDistrict 23)
and Keith Herman (R - District 13).
The bill states that an enpl oyee waives his or her rights of
action against an enployer's liability insurer, and the
enpl oyer's uni nsured notor vehicle insurer for the purposes of
t he workers conpensation | aw.
Zimmernman testified before the House Conm ttee on Labor,
Industrial and Rehabilitative Services |ast week, telling
| awmakers that HB 1241 will prevent market problens while stil
al l owi ng enpl oyees to recover damages arising fromthird-party
negl i gence.
"The bill protects not only the enployer and its insurer, but
al so enpl oyees,"” the NAIl |obbyist said. "Wrrkers are entitled to
collect if they are injured due to negligence, and they are
entitled to workers conpensation coverage. But they are not
entitled to collect on a personal auto policy sinply because it
is there. This bill is designed to clarify what was nuddled in
t he Gornman deci sion.”
The state's other industry trade associations are al so supporting
the | egislation
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Federal Financial Privacy Rules Proposed

by Marcy Gordon
Associ ated Press

WASHI NGTON, D. C. —Federal regulators are proposi hg new rul es
spel ling out how consuners' personal data will be protected as
banks, investnment firns and i nsurance conpanies nerge to create
one-stop financial supermarkets.



The first sets of rules were put forward Thursday by the Federal
Reserve and a Treasury Departnent division. They will make it
tougher for financial conpanies to share even seem ngly innocuous
i nformati on, such as customers' nanes, addresses and tel ephone
nunbers, with outside marketing firns.

The regul ators take the view that such basic information is
““nonpublic'' information when it is taken from sources such as
custoner lists _ even if the nanes and addresses al so are

avail able from a tel ephone book

As " “nonpublic'' information, the nanes and addresses —as wel |
as nore personal financial data such as account bal ances —cannot
be shared with outside tel emarketers if customers expressly ask

t hei r banks, brokerages or insurance conpanies not to do so.
Still, the onus is on consunmers. They must ask, in a letter or
standard form financial conpanies with whomthey do business not
to share or sell their data.

Furthernore, under a financial overhaul |aw enacted in Novenber,
banks, brokerages and insurers that join together under the same
corporate roof are entitled to share custoners' persona

financial data with each other. In that case, custonmers do not
have the right to bl ock such sharing.

Consuner groups and privacy advocates have said the new | aw s
privacy protections fall short.

Frank Torres, |egislative counsel for Consumers Union, said the
new rul es proposed by the regulators " have a broad definition of

what kind of information ... (is) covered by privacy
requi renments, which is encouraging.''
" However, we do have sone concerns,'' he added. " "It's

unfortunate that these rules are constrained by the financial
services | aw passed | ast year.''

Cat herine Pulley, a spokesworman for the American Bankers

Associ ation, said the group will "~“1ook nore closely at these
regul ations.'

Some bankers privately objected to the new rul es, saying they
took an overly broad interpretation of privacy protection.

Fed Chairman Al an G eenspan, who won Senate confirmati on Thursday
for a fourth term expressed approval of the new privacy rul es at
an open neeting at which he and the other central bank governors
voted to propose themfor 60 days of public coment.

""So far, so good,'' Greenspan told the Fed staff attorneys, who
had drafted the rules and negotiated with other federal agencies
to nake the regul ations consistent for different financia

i ndustries and sectors.

The Fed is anmong a group of agencies that have been drafting
privacy rules for the industries and sectors they regul ate,
because of the | egislation enacted in Novenber that swept away
Depression-era barriers and all owed banks, investnent firns and
i nsurance conpanies to get into each other's businesses.

The ot her agencies include the Securities and Exchange

Comm ssion; the Ofice of the Conptroller of the Currency, the
Treasury Departnent division that regul ates national banks; the
Ofice of Thrift Supervision and the National Credit Union



Adm ni stration.

The Federal Trade Conmission is witing the rules for insurance
compani es and agents and a panoply of other businesses outside of
banks and securities firnms _ including travel agencies, nortgage
conpani es, tax preparation services, check-cashing outlets,
credit bureaus and departnent stores that issue credit cards.

The agenci es have been working under a tight deadline. Under the
new | aw, final regulations nust take effect by Novenber.

The Conptroller's office also published its rules Feb. 3, and the
ot her agencies are expected to follow in the next few weeks.
""This is a very inportant advance in privacy protections for
consuners,'' Julie WIlians, the agency's chief counsel, said in
a tel ephone interview. ""This is a winning situation for
consuners and potentially a new conpetitive (feature) for banks'
that offer strong privacy protections.

Under the rules, financial conpanies will have to disclose their
privacy policies to custoners at |east once a year
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Senate Gets Bill To Reinstate Install ment Sal es Met hod

WASHI NGTON, D. C. —The | ndependent | nsurance Agents of America
(I1''AA) lauded Sen. Conrad Burns (R-Mont.) for |eading
congressional efforts to repeal a ban on the use of a popul ar
agency sal es net hod.

Burns has offered S. 2005, sinply titled “a bill to repeal the
nmodi fication of the installnent sales nethod.” Joining Burns to
cosponsor the new bill were Senate Majority Wi p Don N ckles (R
kla.), and Sens. Wayne Allard (R-Colo.), Rod Ganms (R-Mnn.) and
Pat Roberts (R-Kan.).

The Burns bill would overturn a recently enacted provision that
prohibits the use of the installnent sal es nethod by accrual -
basi s taxpayers. The installnment sales ban was enacted as part of
the Ticket to Wrk and Wrk Incentives | nprovenent Act (Public
Law 106-170) that was approved by Congress and signed into | aw by
President dinton in Decenber.

S. 2005 has been referred to the Senate Finance Conmittee.

Smal | Busi ness | ssue

Il AA has joined other small business groups to call on both the
House and Senate to act quickly to overturn the ban, claimng it
i s having a danpening effect on the sales of thousands of snal
busi nesses. Bill cosponsor N ckles is a nenber of the Senate

Fi nance Conmittee.

“The repeal of the installnment sales ban is the top tax issue for
i ndependent insurance agents and I1AAin this session of
Congress, bar none,” says |l AA President WIlliam M Houston

CPCU, ARM branch nmanager of the Denver office of the Reidman



I nsurance Corporation. “This is an issue that is negatively

i npacting the sales and val ues of not only independent insurance
agenci es, but hundreds of thousands of small businesses across
the country.”

One smal |l business group estinates that nost of the 200, 000 snal
busi ness sal es expected to occur this year woul d be adversely

i npacted by the installnent sal es ban. For snall busi ness owners
seeking to sell, the ban is driving the sales price of their

busi ness down by five percent to 20 percent.

Larger Corporation Targets

Opponents of the provision charge that the installnent sales

met hod ban has badly nmissed its target —the sal es of |arger
corporate entities or parts of a corporation

“The install nent sales ban was originally intended to target the
sal es of |arger corporations, but it is having a nmuch harsher

i npact on small businesses, such as independent insurance

agenci es,” says || AA Executive Vice President Robert A Rusbul dt.
“I'l AA menber agencies that are being affected by the ban are not
maj or, national corporations. Rather, they are comunity-based
and fam | y-run businesses that are providing coverage to Min
Street Anerica businesses and millions of famlies and
homeowners.”

The install nent sales nethod is used in a significant nunber of
smal | business sales. In sonme sectors of the econony, install nment
sales may be used in as many as nine of 10 transactions. For
sellers the installnment nethod enables themto be nore flexible
in structuring the sale and to get a higher price for the

busi ness. For buyers, it allows themto purchase a business that
normal |y would not qualify for bank financing.

A conpanion bill is to be introduced in the House of
Representatives very soon by Rep. Wally Herger (R-Calif.), a
seni or nenber of the House Ways and Means Conmittee, that
chanber’s tax-writing panel.

In addition to working with [ awrakers on Capitol Hill, I1AA has
joined with the National Federation of |ndependent Business,
Smal | Busi ness Legi sl ative Council and nunerous ot her

organi zations to fight the ban.
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Nort heast Lawmakers Unite Over Drug Prices

Nort heast | awnakers keen on reducing the spiraling cost of
prescription drugs plan to conpare notes again | ast week on how
they nmight collectively address the politically popul ar idea.

And this tinme, their ranks are grow ng.

A Decenber neeting in Vernmont on the subject drew representatives
of four states. A session |ast week in Boston was expected to



draw | egislators fromall six New England states, as well as New
Yor k.

The rationale is to use the resources and clout of all the
states’ legislatures to nake a difference in what consuners pay
for their 1ife-sustaining drugs.

""The goal is to use our imaginations to figure out how we can

work together to achieve fair pharnaceutical prices,’’ said
Vernont Senate President Pro Tem Peter Shumin, D W ndham
""Really, this will be the neeting where we try to becone nore

speci fic about how we can hel p each other.’’

Prescription prices are a big issue in New Engl and and
nationally. A seven-state congressional study in 1998 concl uded
that of the 10 best-selling brand-nane drugs, ol der Americans
paying for their own prescriptions pay nore than double the price
paid by big insurance conpanies, HM3>s and others that a get a
deal fromthe industry.

A separate congressional study conducted at the request of Rep.
Bernard Sanders, I-Vt., found that of the 10 npst wi dely used
drugs by seniors, Anmericans pay 81 percent nore than Canadi ans.
"“Paying for the increasing cost of prescriptions is one of the
bi ggest problens seniors face,’’ said Connecticut Sen. Edith
Prague, D- Col unbi a.

She said she would like to see nore people eligible for a
Connecticut programthat hel ps | owincone senior citizens pay for
prescription drugs. Several of the states have such prograns.

Mai ne Senate Majority Leader Chellie Pingree, D-North Haven, was
to talk at the summt about a bill she sponsored that would bar
phar maceuti cal conpanies fromcharging nore for drugs in Mine
than they do in Canada.

"“1t’'s probably one of our biggest constituent issues, she
said. " They choose between filling up their oil tanks or buying
food or cutting back on their nedications.’

More Effective United

Pi ngree and other legislative | eaders believe they woul d be nore
effective with a united approach

““If you have a region that’s really pushing for sonething, | do
believe that the influence of all the congressional del egations
fromthe eight or six states versus the one state is that nuch
greater,’’ said Vernont Senate Health and Welfare Conmittee

Chai rwonman Hel en R ehle, R-Chittenden

So representatives of Vernont, Miine, New Hanpshire and
Massachusetts nmet in Vernont in Decenber, divvying up
responsibilities for researching a variety of solutions. Rhode

I sl and, Connecticut and New York will join themto discuss

regul ating prices; establishing a regi onwi de purchasi ng pool ;
educati ng consumners, pharnaci sts and physi ci ans about prescri bing
and using drugs; using their retirenent portfolios’ ownership of
pharmaceuti cal industry stocks to demand changes; and taking
pharmaceutical industry would sinply stop selling in a particul ar
state that regulated prices on its own or would sue states that
regul ated. But that’s no reason not to try, several said.



"TAt least we will have tried to do something that has been

rising in inmportance from Mointauk to Buffalo,’’ said Jerry
McLaughlin, an aide to New York Sen. John Marchi, R-Staten
I sland. "~ Senator Marchi does not wi sh to duck an inportant issue

because of a court fight.'’
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1 AA, ACLI Form State Lobbying Counci

by C A Soule
| nsurance Ti mes

The | ndependent |nsurance Agents of Anerica and The American
Council of Life Insurers announced they would col | aborate on

| obbyi ng state | awmrakers on issues inportant to life insurance
conmpani es and |ife agents by forming a new coalition called The
Li fe Council.

The Life Council forns an unusual partnership between
representatives of property/casualty agents and life insurance
conpani es, parties who do not al ways see eye-to-eye on state
matters.

“W have entered an era where strategic alliances and coalitions
wi || be needed to advance agent and life insurer issues,” the
organi zations said in a joint witten statenent. “Cearly no two
organi zations will agree 100 percent of the tine, but our staffs
are identifying i ssues and states where we have nutual interests
and goal s.”

The groups said the effort recognizes that property/casualty
agents are increasingly selling life products.

Warren Ruppar, executive director of the Connecticut affiliate of
Il AA, said that the nove underscores the increasing convergence
of life and property and casualty agents. “A coalition is good
for whatever is the issue of the day,” Ruppar said. “The great
thing about a coalition is that you can agree to di sagree when
that is appropriate.”

Future One Model

“My feeling is that this will work sonewhat simlar to the
“Future One” effort fromsone years ago, where property and
casualty agents would sit down with company representatives to
expl ore whether they were on the sane wavel ength,” said Frank A
Manci ni, executive vice president of the Massachusetts

Associ ation of Insurance Agents. “ln Washington, one of the
first things groups do to advance issues is coalition building.
Froma political standpoint, it doesn't make nuch difference who
your bedfellows are.”

Parties declined to comment on how the new council woul d affect
the activities of the National Association of Insurance and



Fi nanci al Advisers, which traditionally has represented life
agents.

“W al ready cooperate with NAIFA, " said Herb Perone , a spokesman
for ACLI. “The reason the Life Council is being started to begin
with is that the senior |eadership of the two groups have

| ongst andi ng personal relationships.”

Il AA represents 300,000 agents nationw de, while ACLI has nore

t han 400 nenber conpani es.
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Bill Wwuld H ke Vernont Limts

MONTPELI ER—Ver nont drivers could see annual auto insurance
policy increases of as nuch as 48 percent if the state

| egi slature approves a bill to increase m ni num auto cover ages,
i nsurance representatives warned at a hearing | ast week.
Senate bill S. 308 proposes to increase the private passenger auto

financial responsibility limts in the state. Linmts for bodily

i njury and uni nsur ed/ underinsured notorist would increase from
$25, 000 and $50, 000 to $100, 000 and $300, 000.

According to the National Association of |Independent Insurers, a
policyholder with liability limts of 25/50 Bl and 50/100 UM U M
woul d see an annual rate increase of between $58 to $84, or about
28 percent a year.

I nsureds with other conpanies could see hikes of $29 to $67, or
46 to 48 percent. Drivers with limts |lower than 100/ 300 living
in Rutland Count would see the | owest increases, while those in
Cal edoni a, Essex, Franklin, Gand Isle and Ol eans Counties woul d
see the highest increases, NAIl warned. p
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Editorial Opinion Budget Finale

Wil e candi dates tal k of tax breaks, President Cinton has
insurers tal king about the tax increases which he buried in his
| atest and final budget proposal.

Esti mates by the American Council of Life Insurers put the total
of new taxes on the life industry alone at $12.9 billion.

Carroll Canpbell, Jr. , president and CEO of the ACLI, announced
life insurers' opposition to the dinton Adninistration's
proposals to tax life and annuity products at a tine when savings
and retirenent planning should be encouraged.

"Throughout his adm nistration, President Cinton has repeatedly
urged Americans to take personal responsibility for their own
retirenents by taking advantage of private sector retirenent



security and financial protection products. Seeking new taxes

that will make those products |ess affordable runs counter to

t hat nessage,” Canpbell said.

The $12.9 billion in proposed life insurance industry taxes
account for a whopping 27 percent of the total $47 billion in new
i ndi vidual and corporate incone taxes in the adninistration's

pr oposal

"Peopl e need life insurance products —such as pensions,
annuities, 401(k)s, life and disability incone insurance and

Il ong-term care plans —to provide financial protection during
their working lives, to accunul ate and nanage assets for
retirenent, and to create their own private safety nets at a tine
when governnent entitlenent prograns are increasingly strained,"”
Campbel | sai d.

Campbel | says the |life insurance industry already pays its fair
share in taxes. Research by Coopers & Lybrand indicates that for
the 10 years ending in 1995, the life insurance industry paid
corporate incone taxes at a rate of about 32 percent -
significantly exceeding the average rate of 25 percent paid by

ot her industries.

Anmerica's denographic realities demand a policy of establishing
tax incentives to encourage working Anericans to take advantage
of private sector solutions. Surely, the nation’s budget surplus
all ows for this.

Life insurers are not the only ones gearing up once again to fend
off dinton tax proposals.

Property/casualty insurers also are concerned over parts of the
final dinton budget, notably the proposals to raise taxes on
certain investnents, elimnate the tax deduction for punitive
damages and to reinstate Superfund corporate taxes.

The Administration again seeks to raise from 15 to 25 percent the
tax insurers pay on a portion of exenpt interest earned from
nmuni ci pal bond i nvestnents and certain dividend i ncome. These
bonds are used to help local and state governments inprove
infrastructure and build schools. Borrow ng costs for |ocal and
state governments would rise and insurers would be |less inclined
to buy as many nunicipal bonds if this change were enacted.

A inton again seeks to deny a tax deduction for punitive damages.
“The Adm nistration assunes that punitive danmages are generally
covered by insurance, which as a general rule, they are not,”
said Allan Stein, AlA assistant general counsel.

This proposal would drive up the cost of settlenents, which would
ultimately i ncrease the cost of insurance.

Al so, the Administration has again proposed to reinstate
Superfund exci se taxes and the corporate environnental tax, which
it has done every since 1995. Insurers only support reinstatenent
of these taxes as part of conprehensive Superfund reform and
“only if revenues fromthose taxes are used for cleaning up toxic
waste sites, and not to find other prograns,” adds Stein.
Insurers are al so opposing a Cinton tax on the purchase of
structured settl enents



“After losing those battles year after year, you' d think the

Adm ni stration woul d get the nessage by now that these ideas are
dead-on-arrival,” said Melissa Shel k, assistant vice president
for the Anerican |nsurance Associ ation.

Apparently, although dinton hasn't gotten the nessage, Congress
has and will again thanks to the efforts on the insurance | obby
i n Washi ngt on.
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DCAP Buys Qut Joint Venture Partners

EAST MEADOW N. Y., —DCAP G oup, Inc. has acquired the interests
of its joint venture partners in 13 DCAP retail insurance stores,
i n exchange for approxi mately 850,000 shares of common stock.
DCAP Group now wholly owns 17 storefront | ocations, which are in
addition to the remaining 8 joint venture | ocations and 40 DCAP
franchi se stores.

The acquisitions are part of the conpany's plan to phase-out
joint ventures in the DCAP system and concentrate on conpany-
owned and franchi se stores. Conpany-owned stores will operate as
a nodel for the franchi sees.

"W are rolling up our joint venture stores to prepare for

conti nued expansi on of our franchising system which has been
growi ng at an unprecedented rate. Qur conmpany stores will offer a
full conplenent of insurance products and val ue-added servi ces,
providing a prototype for the franchises," said Kevin Lang, DCAP
Presi dent .

DCAP is a chain of independent retail insurance stores in the
Nort heast, with 65 | ocations. DCAP sells vehicle, honeowner,
business and life insurance products from 26 different conpanies
to nearly 100,000 retail insurance customers in New York City,
Long Island, Westchester County and New Jersey.
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Chubb Engagenent Ri ng Program C oses Gaps

WARREN, N.J. —Chubb has | aunched a new engagenent ring program
which it says addresses a growi ng market need at a tine when
jewel ry purchases are soaring.
Current estinmates of art, collectibles and jewelry sales |levels
are exceeding those of the mid-1980s. Expensive engagenent and
weddi ng rings may not be insured properly under standard property
i nsurance poli ci es.

Chubb will wite any engagenent ring, anytime, anywhere for its
full agreed value. Typically, no appraisal is required as |ong



as the agreed value is |less than $50, 000.
By not requiring appraisals and providing agents with consumner
brochures and other marketing materials, Chubb nmakes the program
easy and efficient for agents to sell and consumers to purchase.
In addition to generating additional revenue for agents, the
program allows agents to establish relationships with new
custoners. In the past, young couples w thout homeowners or
other property insurance frequently found it difficult to get
t heir engagenent ring insured.
QO her key Chubb engagenent ring program features include:
Coverage can be witten on a nonoline basis. No other business

or

jewelry coverage with Chubb is required.

The coverage can be witten in the name of either fiancée.

No m ni mum val ue on the ring.

Loose stones qualify as long as they are set within a
reasonabl e

tinme.
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Fl ori da Homeowners JUAS Depopul ate

TALLAHASSEE, Fla. —Jwo of Florida' s state-created insurance
pool s that are designed to provide homeowners with coverage they
can't get fromprivate insurers were cut by nore than half after
t hree conpani es took over sone 82,000 policies.

The policy renoval s were announced by the Florida Residenti al
Property and Casualty Joint Underwiting Association.

Both the JUA and the Florida Wndstorm Underwiting Association
grew dramatically after Hurricane Andrew hit South Florida in
1992.

Qual sure | nsurance Corp., which is based in Sarasota, renoved

40, 456 policies fromthe w ndstorm pool and 40,000 policies from
t he JUA.

Ameri can Superior Insurance Co. of Mam received 1,300 policies
fromthe JUA and Professional Protective Insurance Co. of Wnter
Park received 800.

The transfers dropped the JUA to about 67,000 policies —the
first time it has dropped bel ow 100, 000 since it began witing
policies in March 1993. The JUA peaked at nearly 937,000 policies
with a $98 billion exposure in the fall of 1996. The JUA now has
about $12 billion in exposure.
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All state Exiting Japan’s Auto Market

NORTHBROOK, II1. —The Allstate Corp. announced it is closing its
Japanese auto insurance operation.

The deci sion was based on Allstate’ s recent assessnent of its
overall business strategy. In making its decision, the conpany is
commtted to continuing serving its current Japanese customers as
it noves out of the marketpl ace.

Al l state continues to believe there is long termopportunity in

t he Japanese market. However, as a result of reviewing its
overal | business strategy, the conpany believes it is prudent to
focus its resources on other growh initiatives.
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Al l state Nanes First NJ Auto Agent In 25 Years
Al so signs with 6 i ndependent agents

BRI DGEWATER, N.J. —Citing dramatic changes in the New Jersey
auto i nsurance marketplace due to inplenentation of auto

i nsurance reform Allstate New Jersey Insurance Co. (ANJ) | ast
week announced the appoi ntnent of Patricia Egberts, the conpany’s
first new exclusive agent in over 25 years.

The property and casualty insurer also recently took steps to
begin offering its auto and property products through sel ect New
Jersey i ndependent agents.

M | est one

“The appoi ntnent of our first agent since 1974 is a mlestone for
our conpany and New Jersey consuners,” said Richard C. Crist,
Jr., president of Allstate New Jersey, one of the |argest
insurers in New Jersey.

“The auto insurance reformlaws have fostered a narketpl ace
where healthy conpetition is growi ng, consuner rates are falling,
and the cost of doing business appears to be stabilizing. The
appoi nt ment denonstrates Allstate’'s belief that |egislators
passed conprehensive auto reformlaws and regul ators are
skillfully inmplementing the reform It also shows our optimsm
that the judiciary will hold fast to the legislative intent of
reduci ng pain and suffering |l awsuits for non-serious and non-
permanent injuries.”

The new Al Il state agency will be |located at 436 Mantua Avenue in
Whodbury Heights and run by Egberts, a 12-year veteran of the

i nsurance industry.

Al l state New Jersey has 136 additional agency |ocations

t hroughout the Garden State and plans to hire several agents by
year’'s end.



Si x | ndependent Agenci es

Since Decenber 1999, Allstate New Jersey has al so appoi nted six

i ndependent agencies to tap into New Jersey’s $800 mllion
property and casualty independent agency market. This is in
keeping with Allstate’s multi-channel strategy.

“The expansion of our distribution systemoffers consuners in the
Garden State nore opportunities to do business with All state New
Jersey,” said Crist. “However, we are going to grow very
strategically, only adding agents and ot her distribution channels
if the market continues to support conpetitive growth

Utimtely, our expansion is dependent on the continued success
of New Jersey’s historic auto reform”
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Eart hquake Predictions Remain Uncertain

SAN FRANCI SCO -- | n spite of significant research to better
estimate the likelihood of earthquakes throughout the U S., there
is still much di sagreenment regardi ng earthquake prediction
panelists told the Casualty Actuarial Society annual neeting
recently.

However, recent inprovenents in technology may nake earthquake
predictions far nore accurate.

Bel ow Average Activity

Whi |l e there have been nunerous catastrophic earthquakes

t hroughout the world this year, overall the earth's seismc
activity has been bel ow average said panel noderator Ronald

Kozl owski, consulting actuary for Tillinghast - Towers Perrin.
"There are thousands of earthquakes a year - typically 13 are of
a magnitude 7.0 or higher," he said. "So far there have been 12
eart hquakes of that nmagnitude in 1999, unfortunately many of them
have occurred in highly popul ated areas."

The 1989 Loma Prieta earthquake that neasured 7.1 on the Richter
Scal e and affected the San Franci sco Bay Area has been a mgjor
source of information on seismc activity for scientists. "The
Loma Prieta earthquake was a stepping stone in the study of

eart hquakes," said M chael Bl anpi ed, associate chief scientist
for scientific prograns, Earthquake Hazards Teamfor the U. S.
Ceol ogi cal Survey, "In the 10 years since Loma Prieta a |ot of
under st andi ng has been accunul ated. "

70% Chance

A working group on California earthquake probabilities, conprised
of 70 scientists, recently found that there is 70 percent chance
of an earthquake of magnitude 6.7 or higher occurring between
2000-2030 in the San Franci sco Bay Area, he said. This area is
made up of numerous faults, including the San Andreas, Rogers



Cr eek/ Hayward, San G egoria, Calaveras, Concord/ Geen Valley, M.
Di ablo and Geenville faults, which add up to widespread risk in
an area that is heavily popul at ed.

The key to predicting future earthquakes is the study of past
eart hquakes. "The 1906 San Franci sco earthquake was of such

| arge nagnitude that it reduced stress and greatly reduced the
chances of other earthquakes in the Bay Area," said Bl anpi ed.
Dat a on past earthquakes in Northern California showed that
seismic activity was high before the 1906 earthquake and greatly
reduced after the earthquake.

Bl anpi ed noted that the principal sources of uncertainty in
earthquake prediction are differences in opinions of scientists,
the quality of data, and the inherent variability and randomess
of seismc activity. However, with time and further study, these
uncertai nti es should decrease, he said.

While California is believed to be at the greatest risk of

eart hquakes, there are faults in other areas of the United States
t hat pose danger.

Most Power f ul

"The nost powerful earthquake in the continental U S. is thought
to have occurred in the central United States,” said Dr. Seth
Stein of the Departnent of Geol ogical Sciences. Data suggests
that in the 1800's three earthquakes of magnitude 9.0 occurred in
New Madrid, Mssouri. Study of the New Madrid area is especially
i nportant because an earthquake in the m dwest could be nmuch nore
cat astrophic than an earthquake of the sane size in California.
"You could feel a magnitude 5.0 earthquake that occurs in the New
Madrid area in Boston," said Stein, "energy fromseismc activity
noves faster in the md-west."

He noted that the d obal Positioning System (GPS) is a new
research tool that scientists are using to detect fault novenent.
GPS uses precise satellite broadcasts to deternine the slippage
of faults. Scientists have found that novenent on the New Madrid
fault system may actually be slowi ng or shutting down.

"Seismc hazard at New Madrid is hard to assess because so little
i s known about past activity in that area, however, the |atest
data shows that the risk has been highly overestimated," said Dr.
St ei n.
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Euro, Internet Said To Allow More P/C Insurers To Expand To
d obal Arena

Why have U S. insurers been slow to enter European narket?

NEW YORK —The Euro and the Internet are instrunental in creating
a level playing field which will allow European and U. S.



property/casual ty insurance conpani es to expand their market base
to the global arena, Dr. Henning Schulte-Noelle, chairnman of
Al'lianz, AGtold the Property/Casualty |Insurance Joint |ndustry
Forum held here.

Schul te- Noel | e heral ded the Euro as one of the driving factors
behi nd Eur opean conpani es' push toward gl obalization. "The Euro
will increasingly all ow European conpani es to achi eve sone of the
econom es of scale fromwhich the United States, with it's

uni versal ly val ued dollar, has benefited in the past," he said.
Schul t e- Noel | e questioned why the U. S. insurance industry has

been slow to enter the European insurance nmarketplace. "A |lot of
maj or European insurers have made major investnents in this
country (U.S.)...in conparison, the U S. has been nore reluctant

to develop activities on the other side of the Atlantic."

U.S. insurance conpani es may beconme nore attracted to the

Eur opean mar kets when i ndi vi dual European countries' |egal,
econom ¢ and soci al policies converge. Schulte-Noelle also views
t he convergence as one of the final obstacles to strengthening
the Euro and Europe's role in the worldw de busi ness arena.
Looking at energing markets in Asia, Central and Eastern Europe
and South America, Schulte-Noelle noted that the European and
U.S. insurance industries have a responsibility to support the
Wrld Trade Organi zation's initiatives to open up these markets.
"Not only is this in the interest of the insurance industry, but
also in the interest of the people in these regions," he said.
Schul te- Noel | e noted that nost personal and commercial |ines
products offered by European and U.S. insurance conpanies wll
remain local for the foreseeable future, while some business

| i nes such as reinsurance, alternative risk transfer sol utions
and i nternational investor insurance have the potential to becone

truly global. He acknow edged that travel insurance, credit
i nsurance and marine/transport insurance al so have gl obal market
potenti al .

Whet her their goal is to grow their nmarket overseas or at hone,

i nsurance conpani es nust reevaluate their marketing strategies,
according to Schulte-Noelle. He suggested using a nmarketing
approach that takes the lifecycles into account and offers
tailored products for different age groups.

"I nsurance conpani es could increase their growh rate by

devel oping full capabilities to solve problens for their
custoners," he said. "But nore individual needs and changi ng
custoner behavior will force nore differentiated and

sophi sticated distribution channel strategies."”

One of those distribution channels is the Internet. "In
transaction-rel ated busi nesses with sinple comobdities and where
the processes are easy to automate, the Internet is a viable

i ndependent distribution channel," he said.

Schul te- Noel | e added that the Internet will allow the insurance
i ndustry to increase productivity and inprove efficiency because
peopl e and i nformati on are now accessi ble all day, everywhere.
He said custoners can be serviced better, policies can be
assigned faster, risk can be assessed nore easily and products



can be tested nore efficiently.

"The Internet will change the insurance business nore
fundanental ly than all other past innovations because it |inks us
as citizens of the world," Schulte-Noelle The Internet and the
Euro provide European and U.S. insurance conpanies with tools to
grow gl obal Iy, he concl uded.

To effectively utilize these tools, Schulte-Noelle advised

i nsurance conpani es to keep focused on the basic question of
"...which customer group wants to be addresses through which kind
of distribution channel concerning what kind of product.”

pr edi ct ed.
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BancOne, Nationwi de Team On Annuity

COLUMBUS, Chi o —Banc One | nsurance Group and Nati onwi de

Fi nanci al have teamed to issue and underwite the |argest
proprietary variable annuity sold through financial institutions.
The One Investor Annuity reached $1 billion in assets in 1999,
making it the largest variable annuity of its Kkind.

To cenent that relationship, Nationw de Financial has created a
servi ce team dedi cated to providing Banc One Insurance G oup
custom zed service on sales of proprietary annuities underwitten
by Nati onw de.

In 1999, nore than $600 nmillion of The One Investor Annuity and
The OnePlus Annuity were sold through Bank One banking centers by
team | eaders and |icensed bankers.
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Amex Settles $215 MIlion C ass Action

NEW YORK (AP) —Anerican Express Co. disclosed a $215 mllion
settlenment of clains last week that it nisled people into buying
i nsurance products without fully disclosing fees. But the company
managed to report a 15 percent profit in the fourth quarter that
met Wall Street projections.

Ameri can Express, which did not admt any wongdoi ng, said the
prelimnary settlenment of three class-action |awsuits covered 2
mllion people who bought annuity products fromthe conpany
starting in 1985.

The conpany said its settlenment of three class-action [awsuits,
related to sales of insurance and annuity products, will nostly
be covered by noney previously reserved. But Anerican Express
said it had set aside an additional $74 nillion, before taxes,
during the fourth quarter to cover the deal. The agreenent



settles cl aims agai nst the conpany dating back to 1985, American
Express said.
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Prudential O Canada Sells To RBC

TORONTO —RBC I nsurance is acquiring the individual life

i nsurance and annuity business of the Prudential of Anerica Life
I nsurance Co. (Canada), known as PruCan, and a 15 per cent
interest in PPl Partners, a provider of insurance and rel ated
financial products to high net worth Canadi ans.

Through the agreenent, which is subject to regul atory approval,
RBC I nsurance will assune responsibility for about 17,000 PruCan
life insurance policies and annuities in Canada. The insurance
policies and annuities are held by individual clients in the

af fluent segnent of the life insurance market.

"This agreenment gives us the opportunity to devel op and

di stribute insurance products that serve the grow ng segnent of
hi gh net worth households in Canada, says Ji m Westl ake,
president and CEO of RBC Insurance, the insurance operations of
Royal Bank Fi nancial G oup.

PruCan was established in 1990 as a joint venture between the
Prudential Insurance Co. of Anmerica and PPl Partners. The
operati ons have about 115 enpl oyees based in Toronto and
generated about $130 million in individual life and annuity
prem uns in 1999.
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Nom nees For Business Ethics Award Sought

BRYN MAWR, Pa. —The Soci ety of Financial Service Professionals

i s seeking nonminees for the seventh annual Anerican Busi ness
Ethics Award (ABEA). Entry fornms are avail able from nati ona
headquarters and from |l ocal chapters throughout the country.

The ABEA honors conpani es that exenplify high standards of
ethical behavior in their everyday busi ness conduct and in
response to specific crises or challenges. The award was
established in 1994.

The deadline for 2000 ABEA entries is March 15, 2000.

Awards will be presented in three categories: public conpanies,
private conpani es, and small businesses (conpanies with 100

enpl oyees or fewer). Insurance conpani es, brokerages and agencies
are not eligible to participate. An i ndependent panel of experts
drawn from busi ness, academ a, public service, nedia, consulting,
and the ethics community will judge entries.



Past ABEA recipients include: Bell Atlantic, Wl ker |nformation,
Wight Water Engineers, Lockheed Martin Corporation,

Pri cewat er houseCoopers, Feni nore Asset Managenent, Wyerhaeuser
Co., Western Extralite Co., Delta Sand & G avel Co., Starbucks
Coffee Co., Texas Instrunents, Levi Strauss, Merck & Co., H. B.
Ful l er, Quardsmark, Rich Products, and Hanna Andersson

For nore information, call 88-243-2258 or visit the Society's Wb
site at www. financial pro. org.
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Anericans Saving More Towards Their Retirement Security
Many confused about Social Security

Seventy percent of Anericans are now saving for retirenment —up
from68 percent in 1998 —and a grow ng percentage are attenpting
to determine how much they will need to accumul ate, according to
the results of the Enpl oyee Benefit Research Institute's (EBRI)
ni nth annual Retirenent Confidence Survey (RCS).

But the survey indicates there are still major hurdl es—ncl udi ng
wi despread confusi on about Social Security—facing the retirenent
security of many Anericans.

The survey results, reported in the Decenber EBRI |ssue Brief,
show t hat enployers play a major role in ensuring retirenent
adequacy, by providing workers with retirenent benefits and
financial education. Forty percent of all workers responding to
the survey said they expect that funds provided by their enployer
will be a major source of retirenent income, and 46 percent of
wor kers expect that noney they contribute to a retirenent plan at
work will be a najor source.

Rol e of Enpl oyers

“The role of enployers is crucial,” said EBRI President Dallas
Salisbury. “Retirenent plans and educational materials offered by
enpl oyers are cited by many workers as a major notivator for

begi nning or resum ng saving for retirenment, or changing their
contributions.”

In addition, the RCS provides evidence that education can have a
significant inpact on savings behavior. “If retirement income
security is viewed as a |long-term chal |l enge, educati on nust be
the central focus of any efforts designed to neet this
chal | enge,” said Don Bl andin, president of the Anerican Savi ngs
Education Council and a co-sponsor of the survey:

The RCS tracks Anericans’ retirenent planning and savi ng behavi or
and their confidence regarding vari ous aspects of their
retirenent. It also categorizes workers and retirees into

di stinct groups based on their individual views on retirenent,
retirenment planning, and saving. For the second year, the RCS



al so reported public opinion in three mnority groups: African-
Anmeri cans, Hispanic-Anericans, and Asian-Anericans. EBRI is a
private, nonprofit, nonpartisan public policy research

organi zati on based i n Washi ngton, DC.

Anmong the survey’s key findings:

* Seventy-one percent of workers are confident that they will
have enough noney for a confortable retirenent, and majorities
are al so confident about havi ng enough noney for basic expenses,
about their financial preparations for retirenment, about having
enough noney to support thenselves in retirenent no matter how
long they live, and about having enough noney for nedical
expenses. But nobst of those who are confident are sonewhat
confident rather than very confident—that is, they should have
enough noney if everything goes just right.

* But many people may be falsely confident: Wiile 70 percent of
Anericans are saving for retirenment and 49 percent have
cal cul ated how rmuch they need to accunul ate, 30 percent have not
begun to save, and 51 percent have never tried to deternine how

much noney they will need.
* The RCS includes a Retirenment Readiness Rating (R3), which is
desi gned to indicate how well individual workers are preparing

for retirement. Based on the results of this scale, 8 percent of
Aneri can workers appear to be doing a very good job of preparing
for retirement, 31 percent appear to be doing a good job, 32
percent appear to be doing an adequate job, 19 percent appear to
be doing a poor job, and 10 percent a very poor job.

* Alot of Americans are confused about their Social Security
benefits. For exanmple, 59 percent of workers expect to be
eligible for full Social Security benefits sooner than they
actually will be, and an additional 19 percent adnmit they do not
know when they will be eligible.

* What notivates Anericans to save for retirenent? Not being able
to count on Social Security, seeing people not prepare and
struggle in retirenent, and realizing that tine is running out to
prepare were nost frequently cited. The availability of a
retirenent plan at work and earni ng enough noney to be able to
save are also powerful notivators.

* Anong the minority groups surveyed, Asian-Anericans expressed
the nost the nost confidence that they will have enough noney to
live confortably throughout their retirenent years (31 percent
were very confident, 46 percent sonewhat confident). Twenty-four
percent of African-Americans were confident, and 42 percent were
somewhat confident; 19 percent of Hispanic-Anmericans were very
confident and 36 percent were somewhat confident.

The RCS i s sponsored by the Enpl oyee Benefit Research Institute,
the Anerican Savi ngs Education Council (ASEC), and Mat hew

G eenwal d & Associ at es.
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Hancock Stock M sses Opening Day Surge

by Tom Ki r chof er
Associ ated Press

BOSTON (AP) —After 138 years of ownership by its policy hol ders,
John Hancock debuted on the New York Stock Exchange on January
26, initially trading noderately higher.

Initially, 102 nillion shares of the insurance conpany were
priced at $17 a share, raising $1.73 billion. Shares opened at
$17.75, but had slipped to $17.371/2 in late norning trading.
Wth such a | arge nunber of shares avail able, analysts weren’t
expecting it to match the openi ng-day surges experienced by sone
other initial public offerings with only a few mllion shares
avai |l abl e.

Still, some experts say John Hancock Fi nancial Services Inc.’s
stock coul d experience a slow but steady increase.

" " The Hancock brand name is probably second to none in the

i nsurance business. It’s probably a good |long-terminvestnent, '’
sai d Adam Levy, a financial services analyst at |Invesco Funds
Goup in Denver. ""But as far as desire for IPGCs, right nowit's
just not as sexy.'’

St ock wat chers say John Hancock’s PO w Il al so be danpened by a
variety of factors, including |ast year’'s increases in interest
rates, which hurt many insurance stocks.

"“Their timng is horrible,”’ said Irv DeGaw, research director
of Wbrl dFi nanceNet.com a Sarasota, Fla.-based provider of
financial information.

But gi ven Hancock’s size, reputation and | ongevity, DeG aw
expected the stock to look Iike that of an established blue-chip
corporation, rather than a headl i ne-grabbing Internet |PQO

"“lIt's going to be a very solid offering. It’s going to price as
expected and then it’s going to inmediately begin behaving like a
standard seasoned stock, not an IPO,’" he said. ""If you want to
get rich quick, this is not the one to do it with. If you want to
get poor quick, this is also not the one to do it with.’

Along with the 102 mllion shares in the PO an additional 229.7
mllion shares will be distributed to policy holders, who are the
current owners of the conpany. Mst of the noney generated from
the PO is expected to be used to pay policy hol ders who are not
eligible for stock or decide they don't want it.

The deal cul minates John Hancock’s transition froma nutua
conmpany to a stock conmpany, which is owned by stockhol ders. The
conmpany has said it wants to go public to renain conpetitive in
the consolidating financial services industry.

Worri ed Wat cher

David Menl ow, president of |IPCFinancial.com a MIIburn, N J.-
based | PO newsl etter publisher, wasn’'t convi nced Hancock woul d
becone a Wall Street success.

He worried about a declining rate of increase in prem uns, as



well as a decline in profits. Hancock’s net income for the first
ni ne nonths of 1999 was $409.1 million, down from $443.6 nillion
in the sanme period of 1998.

"1 think it’s going to |languish. They' re going to have to show
some fundamental changes in how they are perceived financially,’
Menl ow sai d.

The Boston-based conpany is tradi ng under the synmbol JHF on the
NYSE.
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Seni or Advocates Hope For dinton And Republican Conpronise On
Drug Pl an

by Alice Ann Love
Associ at ed Press

WASHI NGTON (AP) —Wth President Cdinton and majority Republicans
in Congress offering conpeting plans to inprove prescription drug

coverage for senior citizens, a conpromnise bill has a shot this
year, albeit a | ong one.
"“There will be a very active debate this year on the issue and

whet her or not sonething actually gets enacted depends on how
engaged the public gets,'' said John Rother, director of public
policy for AARP, the |argest organization of older adults.
Political conditions are not ideal for conpronise as the
political parties try to enphasize their differences before this
fall's elections. Yet |arger-than-expected budget surpluses have
gi ven Republicans sone maneuvering roomto consi der new spending
as | awrakers | ook for acconplishnments to tout on the canpai gn
trail.

Denocratic pollster Mark Mellman said even younger voters
synpat hi ze with ol der adults' worries about high drug costs.
"“The concern is certainly greater anong senior citizens, but
it's a concern that really does perneate the electorate,’
Mel | man sai d.

Adinton wants to add drug coverage to Medicare as an option for
all Anericans age 65 and ol der, who woul d pay about $24 a nonth
for alimted benefit.

““In good conscience, we cannot |et another year pass w thout
extending to all seniors the lifeline of affordable prescription
drugs,'' dinton said in his State of the Union address.

Under his plan, the governnent would contract with the

phar maceuti cal benefit nanagers many private health plans use.
They negotiate bul k di scounts with drug conpani es and al | ow
consuners to use prescription cards at pharmaci es or order by
mai | .

Republ i cans say dinton's approach woul d waste governnent dollars
replacing the private drug coverage that about two-thirds of



senior citizens already have —from forner enpl oyers, HM3s or
suppl enent al i nsurance know as Medi gap.

GOP | eaders have prom sed alternative | egislation soon

""We're working on a responsible plan to make sure senior
citizens have access to affordable prescription drugs,'' House
Speaker Dennis Hastert announced. "~ W don't want to jeopardize

t he good coverage that al ready exists.'

Hastert said the GOP woul d focus on hel ping those who now | ack
access to or cannot afford private options.

One possibility is a tax credit. A second is a federal block
grant to support state prograns —already existing in sone places
—that help |l owincome senior citizens pay for drugs.

Meanwhil e, in the Republican rebuttal to dinton's speech, Sen
Bill Frist, R Tenn., said Senate GOP | eaders want qui ck action on
| egislation that would add prescription drug coverage to Mdicare
as part of a major overhaul of the program

Republ i can Pl an

Under that plan, the government would give Medi care beneficiaries
alimted contribution toward the purchase of approved private
health plans , a setup sinilar to federal enployees' health
benefits. The plans would be required to offer prescription

cover age.

Al t hough a few noderate Denocrats support this approach, party

| eaders have attacked it as voucher system and the admi nistration
has raised concerns it could result in the shift of rising

Medi care costs to the elderly.

As | awrakers try to find some conmon ground, |obbying is expected
to be intense.

AARP has not endorsed any proposal so far. But the group would
prefer drug coverage nade available to all senior citizens

t hrough Medi care and considers ideas such as tax credits an

i nconpl ete solution

Allied with Republicans are drug and i nsurance conpani es that
fear governnent controls and say senior citizens should be
enpowered to use private options.

The Pharmaceuti cal Research and Manufacturers of America recently
pl edged to ease off attacks on dinton's plan. The group stil
opposes it and is financing an anbitious canpaign, including new
tel evision ads in which the now famus gray-haired bower " Flo'
pronotes " bipartisan solutions,'' |ike the one Senate GOP

| eaders favor.

The Health I nsurance Association of America said the tax credits
and state block grants were "~ “the best approach in the near-
term'’

On dinton's side are proni nent consuner groups, including Ral ph
Nader's Public Citizen and the Consuner's Union, which publishes
Consuners Report.
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Average D&0O Award Ri ses As Pricing Continues To Decline

bservers expect adverse loss ratios and shrinking profit margins
if these current trends continue

The average size of a shareholder directors & officers (D&
liability claimaward rose to $8.67 nillion, the highest ever,

but overall pricing still declined for D& liability insurance
for the fourth consecutive year, according to the 1999 Directors
and Oficers (D& Liability Survey, an annual study conpl eted by
Tillinghast - Towers Perrin.

H gh-tech and bi otech conpanies with recent initial public
offerings (1 PGs) ran against the overall downward trend, with
some posting substantial prem umincreases.

Very Conpetitive

"This market remains very conpetitive, with reinsurance and
primary insurance capacity growi ng and policy |anguage generally
less restrictive," said Mark Larsen, a Tillinghast - Towers
Perrin consultant and the survey's author. "While prem uns
decreased an average of 7 percent for conparabl e coverage,
sharehol der D&O cl aimcosts rose $1.51 mllion to $8.67 mllion
with the average i ndemmity paynent for closed sharehol der clains
-- excluding those closed with no paynent -- up from $7. 16
mllion in |ast year's survey.

"The trend is simlar for D& cl ains from enpl oyees, which
reported an average cost of $306, 000 versus $287,000 in the prior
survey, " added Larsen. "Sharehol der and enpl oyee cl ai m cost
trends are crucial since these are by far the nost frequent
sources of D&O clains, wth sharehol der clainms nost conmon for
publicly traded conpani es and enpl oyee cl ai ns nost frequent for
private conpani es and nonprofit organizations.

Liability Tail

"If these trends continue, we could soon see adverse |oss ratios
and shrinking insurer profit margins,"” noted Larsen. "And despite
the dearth of Year 2000 (Y2K) clains to date, this type of
liability has several nore years to its tail and could result in
significant | osses for D& i nsurers. For conpani es seeking
coverage, the financial strength and reputation of D& insurers
will definitely be factors."

According to U S. survey respondents, enployee clai nants nost
frequently cited discrimnation in enploynent as an issue; such
claims accounted for 27 percent of all D&O clains reported. For
shar ehol der claimants, issues related to financial disclosure
were nost comon and accounted for nore than 7 percent of al

cl ai ns.

The current survey was endorsed by the Research Conmttee of the
Ri sk and I nsurance Managenent Society (R M5) and had over 1,400
responses.



Fifty-six percent of the 1,325 U. S. participants were publicly
traded conpani es, and slightly nore than half had experienced
merger, acquisition or divestiture activity in the last five
years. Medi an asset size was approximately $150 mllion

The report is available by calling (312) 609-9347, via fax at
(312) 609-9393 or e-mmil at pmzem@ owers. com
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Enpl oyee Benefits & Managed Care

Met: Li fe acquires BMA' s wor kpl ace busi ness

NEW YORK— Met Li f e has reached agreenent to acquire the G oup
Wor kpl ace Benefits Division of the Business Men’s Assurance Co.
(BMA), a Kansas City, Mssouri based insurer that is a subsidiary
of Assicurazioni Cenerali, Italy' s largest insurer.

Under the agreenent, MetLife will acquire $100 million of group
life and long and short termdisability premuns, which is
marketed primarily to snmall and mi d-sized busi nesses. MetlLife
plans to maintain the division's current operations based in
Kansas City and 17 field offices across the country.

This transaction, which is subject to approval by the New York
I nsurance Departnent, will increase MetLife' s snmall group

busi ness by 35 percent and increase its small group sales force
by 40 percent. MetLife will also benefit geographically as the
company will gain regional offices in cities where it is not
currently present.
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NJ Blues Ofering Alternative Mdicine Benefit

NEWARK, N.J.— Horizon Blue Cross Blue Shield of New Jersey
(Horizon BCBSNJ) is now offering an alternative medicine program
with discounts to nenbers on such services as acupuncture,
nmassage therapy, nutritional counseling, and yoga instruction, as
well as vitam ns and rel ated products.

Hori zon Alternative Therapies will be part of Horizon BCBSN]' s
growi ng val ue- added di scount prograns available to all nmenbers of
the conpany’s health plans. The programis designed to help

compl ement traditional health care.

Hori zon BCBSNJ nenbers can access the program by naking

appoi ntnments directly with any alternative therapy provider in
the programi s extensive statew de network. To | ocate a provider
in their area, menbers can call 877-940-0944 toll free.

Menbers receive a 20 percent discount off providers’ regular fee
for alternative therapy services and 10 percent off products

di stributed by providers.


mailto:mazem@towers.com

As part of the program menbers al so receive through Vitam ns.com
di scounts of 15 to-50 percent off national retail store prices on
vitam ns, supplenments, mnerals, natural cosnetics, books and
health-rel ated publications. There is also an additional 10
percent discount on Vitamins. comitens through the Alternative
Ther api es program

Menbers can place vitamn orders by contacting Vitamin com at

800- 741- 8273 or by visiting the conpany’s web site at
http://ww. vitamn ns.com Free sanme-day shipping is offered on al
or ders.
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Humana Sells Its Wrkers Conmp Unit

LOU SVI LLE, Ky. —Humana Inc. has reached a definitive agreenent
to sell its workers conpensation services unit, Wrkers
Conpensation Services (Humana WCS) through a managenent buyout.
Ternms of the transaction were not disclosed.

Humana WCS, to be renaned at the close of the transaction, wll
be headquartered in Longwood, Florida under the |eadership of
CGene Roberts, who has | ed Humana' s workers conpensati on product
busi ness since its inception in 1993. The new conpany wi ||
continue to service existing customers and contracts held by
Humana WCS.

James Murray, Humana senior vice president and chief financial
officer, said the sale of Humana WCS al |l ows Hunmana to focus on
its core business of health insurance.

“This sale, conbined with the earlier announcenent of our sal e of
t he PCA P&C wor kers conpensati on insurance conpany, totally
renoves us fromthe workers’ conpensation narket, which was a
non-core business for us,” said Murray. “As we nove forward in
2000, this strategic nove will give Humana the ability to
concentrate on our goal of inproved profitability in the health
i nsurance market.”

Humana Wor kers Conpensati on Services serves over 18,000 business
custoners in 17 sout heastern and m dwestern states.
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Conn. Canpaigns To Boost Children's Health

HAMDEN, Conn. —A new public service canpai gn has been | aunched
to get nore children enrolled in the free or | ow cost HUSKY
heal t h pl an.

The radi o announcenents will be acconpani ed by panphlets to be
given to children at school and to parents who enroll their



children in school lunch prograns.

The Census Bureau will distribute information about the plan to
people who will work as census-takers this year.

HUSKY enrol | mrent has not net projections. About 90,000 children
wi t hout insurance may be eligible for the plan but have not
applied, U S Rep. Rosa DeLauro said Friday in announcing the
awar eness campai gn.

HUSKY, which stands for Healthcare for Uninsured Kids and Youth,
is federally funded. Depending on a fanmly's income the health
coverage is free or available at a small premumw th sone co-
paynents.
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Smal | Busi ness Seen Key To Uni nsured FiXx
Ri si ng percentage in job-based health plans

A rising percentage of nonelderly Americans are covered by

enpl oynment - based heal th insurance, despite rising health care
costs in 1998, according to a new report by the nonpartisan

Enpl oyee Benefit Research Institute (EBRI).

The percentage of Americans under 65 covered by enployers’ plans
increased to 64.9 percent in 1998, from63.5 percent in 1993.
The EBRI report also found that the percentage of Americans who
are uni nsured may have stopped grow ng, while the nunber of

uni nsured—urrently 44 million—ncreased very slightly between
1997 and 1998.

Job- Based | ncrease

The report attributes the increase in enploynent-based health
coverage anong nonel derly Anericans between 1994 and 1998 to

hi gher rate of coverage anong children. Increased worker coverage
during 1997-1988 may be explained by a decline in self-enployed
workers and an increase in workers at |arge enployers, EBR

f ound.

“These data point to the inportance of health care reform
measures that would help small enpl oyers offer affordable

i nsurance to their workers,” said EBR President Dall as
Salisbury. “Since a |arge portion of uninsured workers are
enployed in firms with fewer than 100 enpl oyees, this is an
critical sector for policymakers to focus on.”

Anmong the report’s findings:

* |n 1998, 194.7 million nonelderly Anericans—81l.6 percent-had
some form of health insurance. More than 64 percent had it

t hrough an enpl oynent - based health plan; 6.5 percent purchased it
on their own; and 14.3 percent were covered by public prograns,
nostly through Medicaid (10.4 percent). “Nonelderly” Americans
are those under age 65.



* Between 1994 and 1998, the percentage of children (ages 0-17)
covered by an enpl oynent - based health plan increased from?58.1
percent to 60.2 percent. For adults (ages 18-64), it increased
from66.1 percent to 66.9 percent.

* | n 1998, 18.4 percent of the nonelderly popul ati on was
uninsured (43.9 mllion people), conpared with 14.8 percent in
1987. This percentage has generally been increasing since at

| east 1987, although the percentage in 1998 was statistically
insignificant fromthat in 1997 (18.3 percent). The increase in
the uninsured prior to 1993 can be attributed to the erosion of
enpl oynment - based heal th insurance. However, since 1993, the
percent age covered by an enpl oynent - based heal th plan has
increased from63.5 to 64.9 percent.

* Adults started to realize gains in enploynent-based health

i nsurance between 1997 and 1998, when the percentage of working
adults with enpl oynent - based coverage increased from72.2 to 72.8
percent, despite the apparent return of health care cost
inflation in 1998.

* The decline in public sources of health insurance would nostly
explain the recent increase in the uninsured. For exanple,

bet ween 1994 and 1998 the percentage of nonelderly Americans
covered by CHAMPUS/ CHAMPVA declined from3.8 to 2.9 percent, in
| arge part due to downsizing in the nilitary. Simlarly, between
1993 and 1998, the percentage of nonelderly Americans covered by
Medi caid declined from12.7 percent to 10.4 percent as people
left welfare.
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Enpl oyers Seek Ways To Fight Hi gh Health Costs

Wth a boom ng econonmy and an increasingly tight |abor market,
many enpl oyers are | ooking for ways to battle rising health care
costs., reports the annual 1999 Enpl oyer Survey on Managed Care
conducted by Deloitte & Touche LLP and Busi ness & Health

Magazi ne.

The survey reveal s that enpl oyers are finding ways ot her than

i ncreasi ng enpl oyees’ contributions to skirt the high cost of
health care

These include the exploration of purchasing options, redesigning
pl ans, joining purchasing groups, instituting pharmaceutical cost
controls, and contracting with | ower cost carriers.

Prescription Drugs

Wth nearly a third of enployers identifying prescription drug
costs as a prinmary cost driver, nearly 90 percent have instituted
some form of pharmaceutical cost controls and nearly 15 percent
are considering joining or formng drug purchasing coalitions.
More than half (56 percent) of enployers are targeting chronic



ill nesses or diseases for managenent. The nost commonly targeted
conditions are: diabetes, high-risk pregnancy, heart disease,

ast hnma, and cancer.

Nearly 80 percent entirely or partially outsource the
administration of their health and wel fare prograns and many

i ndi cated that they would add or expand outsourcing services in
the future

—tess than half of respondents are offering health care plans to
retirees under the age of 65 and only 39 percent offer coverage
to post-65 retirees.

—Surprisingly, only 31 percent of enployers have perfornmance
standard in place with their health plans and only 16 percent are
monitoring quality of care indicators.

According to the survey, costs are up an average of nine percent
with simlar increases predicated across all plan types for 2000
and 2001. During 1998, total annual nedical costs averaged $3, 871
per enpl oyee and included: $415 for pharnacy benefits; $101 for
nental health coverage; $80 for vision; and $394 for dental

Why are enployers against a wall on price?

“There are a nunber of convergent reasons for these significant
price hikes after years of nobderate increase,” explains Eileen
Raney a principal with the firnis Hunman Capital Advisory Services
practice and national director of its Integrated Health G oup
“Consolidation in the industry has stifled the conpetitive market
to a degree, prescription drug costs have risen dramatically, and
pent-up cost increases in the managed care market are finally
being felt —increases primarily driven by consuner demands for
greater access to care.”

Ti ght Labor Mar ket

The tight |abor nmarket has put pressure on enployers to divert

t he expense to anywhere but the enpl oyees. Instead of passing on
costs to enployees, the majority of enployers are relying on plan
desi gn changes to control cost.

They' re al so exploring their purchase options with an increasing
nunber consi dering joining purchasing coalitions.

Al t hough many enpl oyers nonitor patient satisfaction
surprisingly, only a small percentage are focusing on qualitative
factors like plan performance and quality of care. “Right now
only a third of enpl oyers have plan performance standards in

pl ace and only a fraction nmonitor quality of care indicators,”
said Raney. “In this market, when you' ve reached a wall in terns
of negotiating price, it is incunbent upon enployers to push

pl ans on quality and perfornance issues.”

Phar maceutical costs are clearly at the forefront of the current
cost crisis. Athird of respondents identified prescription drug
costs as having the greatest inpact on their plan costs.
Respondents spent an average of $415 per enpl oyee on phar nacy
benefits last year. This accounted for nearly 12 percent of their
heal t h care spending per enpl oyee and was nore than what they
spent on vision, nental health, or dental coverage.

“People are living | onger, new and better drugs are being



devel oped, and consuners are responding to direct-to-consuner
advertising and access to on-line information, all of which
translates into increased utilization,” noted Barbara Adachi,
survey director and a principal with Deloitte & Touche. *What
enpl oyers and the health care community have to force thensel ves
to do is to | ook beyond the initial shock of these costs and
focus on outcomes —will these drugs ultinately | ead to healthier
popul ati ons and | ess costly care overall?”

Preventive care and di sease nanagenent are al so key issues in the
cost debate. Mdre than half (56 percent) of enployers are
currently targeting chronic illnesses or diseases for nanagenent.
The nost commonly targeted conditions are: diabetes, high-risk
pregnancy, heart di sease, asthmm, and cancer.

Enpl oyers and health care plans are nore open to non-traditional
forms of care. Nearly all (95 percent) of enployers currently
offer chiropractic treatnment and 29 percent offer acupuncture.
Over 60 percent of enployers believe that enployees will be nore
heavily involved in their own health care in the future.

“Xerox recently indicated that they are considering noving to a
voucher system where enpl oyees woul d be individually responsible
for purchasing their own health insurance,” comented Adachi
“This may not be far away and will have a significant inpact on
the industry.”

There are other ways enployers are looking to trimcosts. They
are turning to partial or full outsourcing to offset some of the
adm ni strative costs associated with their health and wel fare

pl ans. Nearly 80 percent entirely or partially outsource the

adm ni stration of their health and wel fare prograns and many

i ndi cated that they would add or expand outsourcing services in
the future
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Enpl oyers Playing Larger Role In Enployees’ Retirenent Planning

Hewi ttt survey identifies trends in 401(k)s and retiremnent
opti ons

New research by gl obal managenent consulting firm Hew tt

Associ ates indicates that U S. enployers are boosting their
401(k) plan offerings and providing nore investnent education to
hel p enpl oyees manage their retirenent savings.

According to Hewitt’'s 1999 survey of 491 enployers nationw de
with a conbined total of 3.3 million participants and $295
billion in assets, enployers are offering nore investnent options
than ever before. Nearly twi ce as many enpl oyer-sponsored pl ans
(42 percent) offer 10 or nore investnent options today than in
1997 (23 percent). On average, plans offer 11 investnent options,
up froman average of eight options in 1997.



“Clearly, enployers recognize that a well-designed plan is
critical for enployees to prepare for a secure retirenment,” says
Scott Peterson, defined contribution practice | eader, Hewtt
Associ ates. “By offering nore investnent options, enployers are
enabl i ng enpl oyees to diversify, which is essential for
retirement investnents.”

The level of enployer natches also is on the rise, with 19
percent of enployers that offer matches providing a dollar per
dollar match, up 5 percent since 1997. The nost common type of
match is 50 cents per dollar, reported by 32 percent of enployers
offering matches. In total, 92 percent of enployers match before-
tax enpl oyee contri butions.

Enhanced Education Efforts

As a result of nore choices and opportunities for enployees to
build their 401(k) savings, Hewitt’s research shows that

enpl oyers have enhanced their investnment education efforts. The
majority of enployers surveyed (86 percent) provide investnent
education for enpl oyees, up significantly from59 percent in
1997.

O those that provide investnent education, 61 percent of

enpl oyers nmi ntain an on-goi ng conmuni cati on canpai gn ai med at
educati ng enpl oyees about 401(k) plan investing. Many enpl oyers
are al so considering providing enpl oyees with access to

i nvestnent advice. Nearly half (47 percent) of enployers plan to
of fer outside investnent advisory services within the next 12
months or will consider it in the future.

“As enpl oyers offer nore options in 401(k) plans, it is crucia
that they also increase their efforts to hel p enpl oyees nake the
nost of this benefit,” says Peterson. “Understandi ng how
deci si ons nade today affect their finances tonorrowis inperative
i f enpl oyees hope to have a stable financial future.”

Q her Findings

Q her key findings fromHewitt’'s 1999 401(k) Trends and
Experience survey are:

- On average, 78 percent of eligible enployees participate in

t heir enpl oyer-sponsored 401(k) plan

- Forty-one percent of enployer plans surveyed serve as their
enpl oyees’ primary retirenment income plan.

- In addition to 401(k) plans, enployers surveyed offer other
retirenent prograns, such as defined benefit pension plans (65
percent), other deferred profit sharing or savings plans (18
percent) and stock option plans (14 percent).

- Sixty-two percent of enployers use the Internet as a nmedi um for
enpl oyee investnment education, nore than three tinmes as many

pl ans (20 percent) in 1997. O those using the Internet, 92
percent report it is either very effective or sonewhat effective
i n comuni cating investnent concepts.

- The nmpbst common maxi mum enpl oyee contribution rate is 15
percent, allowed by 41 percent of enployers surveyed.

- Two-thirds (66 percent) of surveyed enpl oyers report that



enpl oyees contri bute between 5 and 8 percent of pay to the 401(k)
pl an.
- Wien selecting investnment options for the plan, 88 percent of
enpl oyers surveyed indicated that investment performance was the
nost inportant factor, followed by investnent fees (60 percent)
and enpl oyee comuni cation (29 percent).
- Ninety-two percent of enployer-sponsored plans offer a | oan
provi si on.

Hewitt Associates LLC is a gl obal nanagenent consulting firm
speci alizing in hunman resource sol utions.
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Trial O Prominent NY Infertility Doctor Charged Wth Insurance
Fraud Underway

NEW YORK (AP) —A prosecutor says a prominent doctor lied to

i nsurance conpanies to force themto pay for infertility
treatnents, but his |awyer describes his client as the victim

" There was no fraud, you will see,'' defense attorney Theodore
D. Wlls said during opening statenents Jan. 27 in the case
against Dr. Niels Lauersen.

Lauersen, an obstetrician and gynecol ogi st, and Dr. Magda Bi ni on
an anest hesi ol ogi st, are being tried on charges of conspiracy,
health care fraud and mail fraud in connection with an all eged
10-year schene to falsely bill fertility surgeries that were not
covered by insurance as gynecol ogi cal surgeries which were.
Assistant U S. Attorney Christine Chung told jurors Lauersen was
a thief as she outlined her case in U S. District Court in
Manhat t an.

" " Ri ppi ng sonebody off. That's what the evidence is going to show
t hese doctors did. They stole mllions of dollars by telling lies
year after year after year,'' she said.

Well's portrayed his 63-year-old client as a hero to patients
struggling to have a child.

He acknow edged Lauersen often didn't bill insurers for

| aboratory work that nmatched sperm and eggs before inserting the
combi nati on i nto wonen.

But he said the doctor was nearly always able to bill the

i nsurance conpany accurately for treatnent of the underlying
physi cal probl ens preventing pregnancies.

Lauersen, the author of " "It's Your Body,'' has appeared
frequently on television and in publications as an expert on
fertility matters, which make up about 10 percent of his
practice.

Started in 1987
Chung said the conspiracy started in 1987 as Lauersen fal sely
charged insurance conpani es $7,500 at |east 500 tinmes, collecting



at least $2.2 mllion.

""" He decided he was going to lie and defraud and cheat the

i nsurance conpani es,'' Chung said. "~ For every patient he had —
rich, poor or sonewhere in between _—this is what he did.""’

She said he alleged on fornms that wonmen were bl eeding or in pain,
requiring surgical procedures.

"“There was no bl eeding. There was no pain. There was no probl em
The worren were there because they were trying to have a baby,'
Chung sai d.

Well's said prosecutors were relying on " fal se accusati ons and
distortions of the truth."’

The lawyer said his client also was sl oppy with paperwork because
he was overworked.

""He had to use sonme standard fornms and sone of his paperwork is
screwed up. But that does not make hima crimnal,'' he said.
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Auto I njury Costs Qutpacing Property Damage Costs

Connecticut, New Hanpshire, West Virginia, and Massachusetts had
cost indices that doubled or nearly doubl ed over the six years,
1987 to 1993

The cost of clains for bodily injuries in autonobile crashes is
growing nore than two and a half tines faster than the cost of
property damage clainms, a study by the I nsurance Research Counci
reveal s.

The cost of injuries per insured car in the United States
i ncreased at an average annual rate of 7.4% while property
damage costs rose only 2. 7% per year in the six-year period of
1987 to 1993.

Countrywi de, the injury cost per insured car increased 54% from
$138 to $212 between 1987 and 1993. |In sharp contrast, average
property damage costs rose only 17% from $54 in 1987 to $63 in
1993.

The growth in injury costs closely tracks the findings of
earlier I RC studies which showed that even though auto acci dent
rates have declined in recent years, Anmerican consuners are far
nmore likely to claimauto crash injuries and involve attorneys
than in the past.

"The new findings are especially significant," according to
Terrie Troxel, IRC s executive director, "because the actua
increases in paid |losses are what drive up autonobile insurance
rates.”

The study shows that in ternms of both average val ue and rate of
growth, the cost of auto injuries varies dranmatically by state.

For exanple, in 1993, the average cost of injury claimpaynments
per insured car ranged froma high of $504 in New Jersey all the



way down to $75 in North Dakota.

This is the first study of its kind to use an Injury Cost I|ndex,
which allows for neani ngful conparisons between states by
renoving the effects that popul ation, vehicle density, and cost
of living differences have on overall injury and property damage
costs. The countrywi de injury cost index in 1993 was 3.36. That
neans that $336 in injury claimcosts were paid for every $100 in
property damage claimcosts in 1993.

Even when injury costs are indexed, there are wi de variations
anong states. For exanple, anpbng states with fault-based
compensation systens in 1993, Delaware's injury cost index was
5.24, while Nebraska's was 1.99. In no-fault states, Hawaii had

t he highest injury-to-danage cost index of 5.73, while Kansas had
the |l owest at 1.81.

Countrywi de, the injury cost index increased 31% between 1987
and 1993, up from2.57 to 3.36, with 26 states experiencing
growt h above the national average. Connecticut, New Hanpshire,
West Virginia, and Massachusetts had cost indices that doubl ed or
nearly doubl ed over the six years. Only Mntana and | daho had
decreases, while eight states (Mssissippi, Illinois, Ceorgia,
Nort h Dakota, Kansas, Louisiana, Pennsylvania and Oregon) had
growth rates bel ow 10%
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Aut o Acci dent Frequency Drops But Mre Injury Lawsuits Fol | ow

Accident and injury rates, as well as claimcosts, vary anong
states, with Mass. reporting the highest property danage and
bodily injury frequencies

MALVERN, Pa.—fhere has been a dramatic drop in the frequency of
auto acci dents over the past two decades. In spite of that,
however, people are now nore likely to claiminjuries as a result
of auto accidents.

Aut o accidents, as neasured by property damage cl ai ns, decreased
17 percent from 1980 to 1998. They dropped from 4.94 per 100
insured cars in 1980 to 4.09 in 1998.

During the sane period, bodily injury clainms resulting fromthose
acci dents soared 33 percent, going fromO0.88 per 100 insured cars
in 1980 to 1.17 in 1998. The injury rate, however, has recently
shown signs of inprovenent. After peaking at 1.22 in 1995, it
declined in 1996, 1997, and 1998.

These findings are contained in a new | nsurance Research Counci
(IRC) study, Trends in Auto Injury Cainms, that docunents changes
in auto accident and injury rates every year from 1980 through
1998, for the nation as a whole, each state, and territories
within states. The study al so exami nes claimcosts for the
country and each state from 1987 through 1997.



“The good news is that we are seeing inprovenent in accident
frequencies as a result of a variety of safety neasures, such as
safer designs of cars and roadways and active canpai gns agai nst
drinking and driving,” said Elizabeth A Sprinkel, senior vice
president of the IRC. “However, the increased propensity of
people to claiminjuries remains a serious concern, although the
recent inprovenent is encouraging.”

The study al so found that accident and injury rates, as well as
claimcosts, varied broadly anong and within the states.
Massachusetts had the hi ghest accident frequency in 1998 at 7.06
property damage clainms per 100 insured cars, conpared with
Woni ng which had the | owest rate of 3.05. Massachusetts al so had
the highest bodily injury claimfrequency at 2.29 per 100 insured
cars conpared with North Dakota's 0.20 rate.
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LI CONY honors Manni on, Flanagan; The Hartfod appoi nts Hudson;
Bozzo joins Kenper; Providence Miutual’'s Centrella scores highest;
ProMut ual nanes Cantrel

LI CONY

John Manni on was nanmed “executive of the decade” by the Life
I nsurance Council of New York.

Mannion is chairman of Unity Miutual Life Insurance Co.,
headquartered in Syracuse. He was given a crystal eagle in
recognition of his service to the life insurance industry, at
LI CONY' s annual dinner in New York Feb. 16.

LI CONY al so recogni zed Peter J. Flanagan for his 25 years as
LICONY's first president, and the organi zati on awarded Harry
Phillips Ill its “WIlliamJ. Flynn Cormmunity Service Award.”

The Hartford

Cal vi n Hudson was appoi nted group senior vice president and
director of property and casualty clainms of The Hartford

Fi nanci al Services Corp., succeeding Paul Schwartzott, who is
retiring April 1.

Hudson was previously senior vice president of conmercial |ines
claims. He joined The Hartford in 1973, and has held positions
in clainms, managenent consulting, and field operations.

Kemper

Ni chol as Bozzo has been named vice president for Kenper's

Fi nanci al I nsurance Solutions division in New York City. N chol as
wi || manage the New York underwriting region, which includes New
York City and Long |sland, and al so establish a global center in
New York City for non-traditional underwiting on behalf of

Fi nanci al | nsurance Sol utions

To support himin this effort, Bozzo has assenbl ed a team of

i ndustry veterans consisting of Tim Braun, David Kahn and Ed



Tal arico. The three join as assistant vice presidents and will be
| ocated at One Worl d Trade Center, 36th Floor, New York, N.Y.

Most recently, Bozzo was vice president and worl dwi de D&O product
manager for The Chubb Corp. Prior to that, he served as vice
president of underwiting for Chubb Atlantic Indemity Linited in
Ber nuda.

Provi dence Mit ua

Cheryl A Centrella won an “Award for Academ c Excellence in the
Associate in Insurance Services” program of the |nsurance
Institute of Anmerica, awarded annually to an individual who earns
t he hi ghest grade averages for the national essay exam nations
adm ni stered by I1A

Centrella is an underwiting assistant for Providence Mitual Fire
| nsurance Co., based in Warwick, RI. She received $250 and a
comenor ati ve pl aque.

Pr oMut ua

Cynthia Cantrell was naned a claimrepresentative at ProMitua
Group, a nedical mal practice insurer based in Boston.

Most recently, Cantrell was a senior technical specialist for
Travel ers I nsurance Co.

| RMG

M chael Dougl as was named vice president of IRMG a risk
managenent and captive nmanagenent firm based in Metro Park, N.J.
Dougl as was previously vice president of reinsurance for Marsh in
Ber nuda.
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P/ C Leaders See Internet Posing Myjor Challenge

NEW YORK — Leaders of the property and casualty insurance

i ndustry believe that the Internet will pose a significant

chall enge to traditional distribution systens over the next five
years, according to a poll conducted by the Insurance Information
Institute (I.1.1.) at its fourth annual Property/ Casualty

I nsurance Joint Industry Forum held here.

Si xty-ni ne percent of survey respondents said that they expect

i nsurance marketing on the Internet to increase. Although e-
commerce for insurance is presently limted largely to providing
i nformati on, 64 percent of survey participants said their
conpani es plan to use the Internet as a distribution channel by
year - end.

"The rapid adoption of the Internet as a distribution channel
reflects the insurance industry's determnation to neet the
chal | enges and opportunities of the 21st century head-on," said
Robert Hartwi g, vice president and chief economist with the



I.1.1. "Internet-based technol ogi es can conpl enent existing

di stribution channels such as agent networks and call centers by
of fering increased product flexibility and nore contact with the
custoner while al so reducing costs.”

Wth the passage of the Financial Services Mdernization Act of
1999, alnost all respondents said there would be nore strategic
and marketing alliances between banks and property/casualty

i nsurers, further expanding the distribution field. However,
only 39 percent of participants felt there would be a surge in
nergers and acquisitions activity between banks and
property/casualty insurers in 2000.

Seventy-ni ne percent of the respondents said that they expected
the insurance industry to be less profitable, as nmeasured by the
combi ned ratio, a percentage of each prem umdollar a
property/casualty insurer spends on clains and expenses. The
combi ned ratio for 1999 is estimated at 106. 4.

Br oken down by |ines of insurance, 87 percent of respondents
expect auto insurance to deteriorate in profitability in 2000.

Si xty percent also predict Iower profitability in honeowners

i nsurance.

Finally, nore consolidation anong insurers and reinsurers can be
expected in 2000, according to 90 percent of the survey

partici pants.

Forum partici pants included nore than 350 representatives from
property and casualty insurance and rei nsurance conpani es and
organi zations. O these, roughly 40 percent responded to the
survey.
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NY Denocratic Assenbly Passes HMO Bills Including R ght To Sue;
Bills Move To Senate

ALBANY, N. Y. (AP) —The state Assenbly approved a package of
bills |ast week that the chanber's controlling Denocrats said
woul d restore accountability to the treatnments heal th mai nt enance
organi zations provide their patients in New York.

Assenbl y Speaker Shel don Silver said the neasures are needed to
redress what he called the grow ng inbal ance between HVOs'
protection of their bottomlines and New Yorkers' right to proper
heal t h coverage.

The centerpiece of the package is a bill allow ng people to sue
heal t h mai ntenance organi zations if they deny coverage they
shoul d be offering or provide i nadequate care, Silver said.
Doctors and other health care professionals can currently be
sued, but since HMOs do not practice nedicine directly, they
cannot be brought as parties in such actions.

" “These corporations know that when they act contrary to the
patients' best interests, they know that they cannot be held



responsi ble,'' Assenblynman Richard Gottfried, a Denocrat who
chairs the Assenbly's health conmttee, said. ~~New Yorkers are
suffering as a result and it's wong. "'

The Assenbly's package woul d al so require the state |nsurance
Departnent to hold hearings whenever HMX>s seek rate increases of
nore than 5 percent and for nore detailed external review of
cases where HMOs deny treatnent for custonmers with permanently

di sabli ng or degenerative nedical conditions.

Most of the bills have passed the Assenbly before but died in the
Republ i can-control | ed Senate.

The New York Health Plan Association, which represents 30 nanaged
care health plans, said the Assenbly bills would add to the cost
of HMO coverage throughout the state if they becane | aw, and nake
i nsurance unaffordable for tens of thousands of New Yorkers.
State | aws al ready include extensive protections for health
consuners, Health Plan Association President Paul Maciel ak said.

" This effort to pile on will only add new and duplicative |ayers
of bureaucracy that will nmake it nore difficult for consunmers to
navi gate the health care system'' WMaciel ak said.

Silver denied that the Assenbly bills would add to health care
costs. If they cost anything extra, the speaker said, it should
come fromthe profits of the HM3s' sharehol ders.
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