| nsurance Ti MeS: Nation's Auto Rates, Down In '99, Under Pressure As

Costs Creep Up
May 23, 2000, Vol. XIX No. 11

NEW YORK - Autonpbil e insurance rates fell by 3.2 percent in 1999, only
t he second decline since 1973. |In 1998, autonobile insurance rates fel
by 2.8 percent. Among the factors driving the decel eration include
conpetition between insurers, nore skilled drivers on the road, safer
vehi cl es, dimnished tolerance for driving under the influence, falling
car prices and anti-fraud efforts on the part of insurers and states,
according to the Insurance Information Institute (1.1.1.).

VWile nmotorists with good driving records nay see even bigger savings in
2000, many drivers may see increases.

"Costs associated with settling autonobile clains are on the rise," said
Dr. Robert P. Hartwi g, vice president and chief economst, I|.1.]1

Hartwi g says rising nedical costs, bigger jury awards and a recent
[I'linois court decision that essentially bars the use of aftermarket
(generic) parts in autonobile repairs could force policyholders to pay
nore for their insurance.

"The pace of nedical inflation is up nearly 50 percent since 1997 while
the nedian jury verdict in vehicular accident cases is up 23 percent,”

said Hartwig. "In addition, insurers are now effectively prohibited from
using generic parts of like kind and quality in the repair of damaged
vehicles -- a factor that could ultimately add $4 to $5 billion annually

to the cost of autonobile insurance,” he added.

Aut o insurance expenditure, which neasures what the average consuner
actual ly spends for insurance on each vehicle, continues to fall at a
sl ower pace than auto insurance rates, which reflect the price of
specific types of coverage. Average auto insurance expenditure fell by
an estinated 1.0%in 1999 conpared with a drop of 0.4%in 1998 and an
i ncrease of 2.3%in 1997.

"The small decline in auto insurance expenditure is attributable to
record new car sales," said Hartwig. "New cars are nore expensive than
ol d ones and so is the insurance. Myreover, new cars have |oans or are
| eased and require full conprehensive and collision coverage. These
coverages may have been dropped on ol der vehicles."

According to Hartwig, the typical two-car famly in the suburbs is
probably paying nore for auto insurance than they were a few years ago
because they likely purchased a new car during that period. "Expensive
SWs and trucks are accounting for an ever higher share of vehicle sales
-- nearly 50%today vs. 32%in 1987."

Hartwi g noted that despite rising costs, aggressive conpetition between
insurers will likely keep a lid on the cost of autonobile insurance,

| eading to an expected increase of just one percent in this year's
average expenditure for auto insurance.
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| nsuranceTi nes

How do you create a brand?

The Walt Disney Conpany placed its | abel on well-marketed M ckey Muse
cartoons, amusenent parks and warmand-fuzzy TV novies. The branding

wor ked, and Di sney now personifies famly, quality entertai nment and
traditional values all over the world.

The American Autonpbile Association, and its "AAA" stickers are also

al nost universally recogni zed. Towtrucks froma w de variety of
privatel y-owned garages carry the AAA | abel when coming to the aid of a
nmenber. And whatever the garage, each carries a universal AAA nessage of
credibility, 24-hour roadside service, convenience and safety.

Conpete with GEI CO

That kind of brand famliarity is where independent insurance agents
would Iike to be nationally, to conpete with direct-witers |ike GElCO
and Allstate.

But they're a long way off.

| ndependent agents are trying to create a unified brand for thensel ves.
The | ndependent Insurance Agents of Anerica is working to develop a
nati onal brandi ng canpai gn, but sone state and | ocal agencies are
getting there first with separate, regional branding or advertising
efforts.

The need for a recogni zable brand identity is certainly there.

I ndependent agents don't have a consistent brand identity, and there is
a m sunderstandi ng right now between what consuners want, and what sone
i ndependent agents believe they want.

For exanpl e:

A recent |I1AA study revealed that nearly 90 percent of personal |ines
buyers want 24-hour custoner service fromtheir insurance provider. But
only 1/3 of independent agents believe this is inportant.

Only one-in-five consuners recognize the "Big |I" |ogo used by many

i ndependent agents to set themnselves apart. (About 70 percent recognized
State Farmis 1ogo.) But the image is well-recognized and |iked wthin
the industry.

And the Il AA has taken noti ce.

Big 'l' Logo Status

The association is tentatively planning to keep the "Big I" logo for the
i ndustry, but "run a vacuumthrough it" and noderni ze the imge for the
i ndustry, said Maureen Wall, vice-president of communications for the

1 AA

"It has a high recognition anbng agents, conpany people and ot her

i ndustry professionals," Wall said.

In addition, the Il AA is |ooking at devel oping a new "narketi ng brand"
that agent nenmbers will use "to advertise the value they bring to
consuners. "

"W want to convey (that) we offer conpetitive pricing we offer
advocacy to consuners in a way that no other distribution channel can
of fer because we don't represent any one conpany W of fer custom zed
policies and we offer a choice of conpanies," Wall said. " Al of these
(qualities were) found in our research to be very inmportant to consuners
and yet they don't necessarily know that independent agents deliver

on all of these elenments.”

But agreement on a nmarketing brand is a |long way off.

At this point, an agency working with the Il AA has cone up with three
tentative brand nanmes and correspondi ng nmarketing sl ogans, according to



Larry Acord, vice president of nmarketing with Main Street America G oup
a Keene, New Hanpshire regional insurer. Main Street Anerica is part of
the Il AA's national conmunications program and is one of severa
conpanies giving the "Big |I" feedback on its brandi ng project.

Acord woul dn't give away details, but offered general descriptions of

t he brand proposals.

"They're a couple of words that would capture the essence of the

val ue the i ndependent agent would provide to consuners like Inte

I nside, or that type of thing.

"Agents are going to need to insure that their agencies are set up

to deliver what this brand i nrage woul d dictate to customners”

The 11 AA held an executive forum neeting the week of May 9 in Baltinore
t hat focused on the branding progress. They decided to have the agency
conduct nore research with |l arger commercial customers, he said, and
make sure their information reflects suburban, urban and rural markets.
The final suggestions will be tested with consuner focus groups and
surveys. But agreement nust be hashed out through various board and
conmittee nmenbers before a concept can be unveiled later this fall

"It is so prelimnary at this point," Wall said.

So how do you create an | ndependent |nsurance Agent brand?

The creation of any brand first involves the evaluation of "every single
thing that you're doing," said Peter van Aartrijk, a forner vice

presi dent of communications for the |1 AA who jointly began the Il AA
branding initiative with Wall. He now runs his own public

rel ati ons/ brandi ng conpany in Al exandria, Va.

Prom se Kept

"Branding is really good nmanagenent," he said. "It's the personification
of everything your company does It's a promise that you keep with
every interaction with the customer, and advertising is a tool to
deliver brand nessage."

Creating a marketable |1 AA brand involves simlar steps, but the

i ndustry at large and the public won't get to see the results until the
end.

Wal |l explains: "W don't really want to dilute the power of that by

t hrowi ng out possible options before we've researched them thoroughly."
The final 11 AA effort will be a collaboration between the national and
state associ ations, |ocal boards, insurance conpani es and i ndependent
agents, Wall said.

"I don't think any of us can do this alone," she said. "The nationa
depends very heavily on state partners and we can't do anything without
our nenber agents.”

The branding and marketing initiative that emerges will be the first
maj or one since the 1980s. That's when the |1 AA used Raynond Burr to
pronote its brand with the slogan "Your nore-than-one-conmpany agent,"
enphasi zi ng choi ce.

And according to van Aartrijk, the late actor made quite an inpression
in the industry.

"Alot of agents would like to bring Raymond Burr back, but we have to
rem nd themthat he's dead,"” he joked.

Meanwhi | e, i ndependent agent-associations in a nunber of states are

| aunchi ng their own brandi ng or nmarketing canpai gns (SEE RELATED STORY
PAGE 30).

I nsurance agent groups in New Hanpshire, Rhode Island, New York,
Massachusetts and Connecticut all said they hope to coordinate with the
national effort once it's |aunched.

In the interim sone offered general thoughts about how i ndependent



agents can pronote thensel ves better, and what's their greatest
chal | enge toward reachi ng that goal

Frank Mancini, executive vice president of the Massachusetts Association
of I nsurance Agents, said television is probably the best way to get the
nessage out, but it's a "very expensive" advertising tool

What ever the nedium Mancini said agents need to tell the public there
is "an added val ue of doing business with them™

Mor e Money

St an Burbank, executive director of the |Independent Agents Association
of New Hanpshire, said nore nbney nust be spent to pronote independent
agents, what they do and who they are.

"For a long time our |ogo was one of the best-recognized in the

i ndustry, back in the time when Raynond Burr was doi ng our
advertisenments," he said.

"But due to budget crunches the advertisenents pretty nuch stopped. Now
we' re seei ng what has happened because of that | don't think
collectively we've done a good job pronoting the | ogo as a group and
the GEICOs of the world are spending mllions."

Janmes McCanpbel |, conmmuni cati ons nmanager of the |Independent |nsurance
Agents Associ ation of New York, agreed

"Agents can be overwhel med by the nessage of a lot of their conpetitors
just because they're being totally outspent," he said.

I ndependent agents, he said, can respond creatively, whether they use
stickers that say "This policy comes with an agent” or sone other "Il ow
cost, effective way of getting across our nessage, that a policy which
cones with an agent actually neans sonething."

VWhat ever the marketing canpaign, van Aartrijk says i ndependent agents
nmust collectively be clear on their identity first, and reinforce that
imge with their current customers.

"There's a |l ot of (advertising) noney being spent that would be
difficult for independent agents to natch," he said. "My contention is
if agents are doing a better job of comunicating to customers, when
that GEICO flyer cones in the mail it is going to be tossed in the
trash. "

After that, he said, agents should focus advertising efforts on cable
television and "drive-tinme" radio, and also cultivate referrals from
exi sting customers.

Conbi ne Nostal gia with Hi-Tech

Agents could inprove their marketing, he said, by conbining nostalgia
about their ol d-fashioned person-to-person business with today's nodern
t echnol ogi cal service standards.

Such localized efforts will pay off, he said.

And those sane efforts will work with the national IIAA he said, as

I ong as the association can market the brand traits of an independent
agent: reliability, value, independence and personal customer service.
"Peopl e often don't know what kind of insurance products they have,

but they do understand a very personable customer service person at the
ot her end of the phone.™

That interaction, van Aartrijk said, reflects the essence of branding --
a rel ationship between a custoner and conpany.

He al so points out that a successful branding relationship can reap

di vi dends.

Van Aartrijk points to Starbucks and its high-priced coffee as an
exanpl e. Today, the Starbucks name is as well-known as Disney, and the
chain does brisk business selling its cool and trendy inage along with



its $3.50 cups of coffee.

"Who woul d (have thought) about spending $3.50 for a cup of coffee," van
Aartrijk said.

"Peopl e thought it was lunacy."

| nsurance Ti mMeS: Ny Court Rejects Ban On Insurer Referrals
May 23, 2000, Vol. XIX No. 11

NEW YORK - The state cannot bl ock insurance conpani es fromreconmendi ng
auto repair shops to its custoners after an accident, a federal judge
rul ed on May 5.

U S. District Judge Richard C. Casey found that a section of the state's
i nsurance |aw violated the First Anendment in a case brought by

i nsurance giants Allstate Insurance Co. and Geico Insurance Co.

The judge's ruling does not affect the state's ban agai nst conpanies
requiring repair work to be done at conpany-sponsored shops. It
nonet hel ess may invite future challenges to the | aw

"It is plain to the court that the statute at issue regul ates speech
not action or conduct,'' Casey said.

He said that the statute, challenged after both conpani es were
threatened with fines for referring customers to auto repair shops in
what is known as a tie-in arrangenment, seeks to control the dial ogue

i nsurance conpani es have with their custoners.

Casey also criticized a part of the I aw which prevented insurance
conpani es from handing a copy of the lawto their insured custoners. He
said it “"in effect keeps insureds in the dark about their rights and
provides themwith a half-truth.'

I nsurance comnpani es have | ong been barred fromrequiring custonmers to
get their cars repaired at specific auto shops. However, the portion of
the New York |aw struck down as unconstitutional was chall enged by the
conpani es as an infringement on their right to free speech and harnfu
to prograns that they say |lower costs for both thenselves and their
CONSUnNers.

The New York State Insurance Departnent had contended that the insurance
conpani es were not making it clear to consuners that they actually had a
choi ce whether to go to a reconmended shop or pick one of their own.

The | aw prohibiting referrals was originally enacted in 1974. t was

i ntended to prevent conpanies fromsteering custoners to specific repair
shops and to prevent the conpanies from giving consurmers unsolicited
referrals to repair shops. It was anmended in 1983 to all ow i nsurance
conpani es to reconmend auto gl ass repair shops, although the change was
not extended to general repairs

| mredi ately followi ng the ruling, Superintendent Neil D. Levin issued a
Circular Letter advising all insurers that wite notor vehicle physica
danmage coverage in New York State that they may now recommend or suggest
particul ar repair shops to their policyhol ders. However, the regul ator
rem nded insurers that they may not require policyholders to use
specified repair shops.

Levin said that insurers may now reconmend or suggest that repairs to a
damaged vehicle be made in a particul ar place or shop regardl ess of

whet her the policyhol der requests a recomrendati on

Trade Group Reaction
I nsurer trade groups wel coned the court ruling as a victory for



consumers.
Robert L. Zeman, vice president and assistant general counsel for the
Nat i onal Association of |ndependent Insurers, said consumers "will now
be able to benefit fromthe expertise and direction the companies are
able to offer."

Zeman nmai ntai ned that the overrul ed provision never nade nmuch sense.
"The | aw prevented insurance conpani es from providing their custoners
the benefit of sinply recomending repair facilities that have a track
record of quality repairs at affordable prices. It's like not allow ng
an architect to recommrend a contractor."

"Judge Casey's decision is inportant because it recognizes that free
speech rights need to be preserved in the commercial arena because they
are protected by the Constitution and enable the better functioning of
the free marketpl ace," said David Snyder, assistant general counsel for
the American |Insurance Association (AlA). "As Judge Casey ruled the | aw
was i ntended to punish speech, even though that speech is not deceptive,
m sl eading or illegal."

Conmrer ci al Speech

"Over the years well intended, but counterproductive regul ation, has
grown up to cover insurance products. For every other sector of the
econony this kind of regulation has been discredited and reduced or

elimnated. W hope this decision will send a clear signal that there
are limts to insurance regulation and that the Constitution protects
the comercial speech of all businesses," added Snyder. "Wen this kind

of commercial speech is protected, consumers benefit through nore
conpetition and | ower product costs."

| nsurance Ti mMeS: NH Car Rental Rule Faces Court Challenge
May 23, 2000, Vol. XIX No. 11

LONDONDERRY (AP) - The wife of a Londonderry man seriously injured by

a rental car is suing the Manchester company that rented the car to the
ot her driver.

Stacey Airoldi says the conpany should not have rented the car to a
driver with a bad driving record and that it should have carried

i nsurance on the car.

Christopher Airoldi suffered catastrophic injuries, including torn brain
stem during an April 17, 1998 two-car crash in Manchester, according to
t he Rocki ngham County Superior Court |aw suit.

Airoldi is hospitalized at the Crotched Muntain Rehabilitation Center
in Geenfield, according to the lawsuit.

Stacey Airoldi claims Merchants Rent-A-Car shoul d have researched the
driving record of the man operating the rental car involved in the

wr eck, and should provided i nsurance on its vehicle.

Own | nsurance

The driver of the rental car had his own insurance, said Paul Kl einman,
the Airoldis' |awer.

"“We believe Merchants has sone obligation, beyond just |ooking at a
person's license, to deterni ne whether the people who they rent to are
appropriate drivers,'' Kleinmn said.

There is no state requirenment for auto insurance, Kevin Devine,
Merchants | awer said, adding that Merchants received perm ssion from



the state's Departnment of Safety to offer their cars w thout insurance
to keep rental rates | ow.

The conpany's policy is that it rents only to drivers who carry their
own i nsurance, he said.

Nurer ous Vi ol ati ons

The suit alleges the conpany shoul d have known that the driver of the
rental car had numerous motor vehicle violations, including speeding as
wel | as suspension of |icense and registration.

The driver is not named in the lawsuit and no crimnal charges were

| odged agai nst either man, Devine said.

The Airoldis have recovered $25,000 fromthe insurance conpany
representing the driver of the rental car, but the anpbunt "““pales in

conparison to his nmedical bills,'" Kleinmn said.
Devine said the lawsuit has no | egal basis. If the Airoldis are
successful, it could have far reaching inplications for anyone who rents

out cars, he said.
I don't think any citizen of New Hanpshire wants that to be the |aw,
because none of us would ever lend a car,'' Devine said.

Illegal to Discrimnate

Devine also said it would be illegal for the conpany, on the basis of
driving history, to discrimnate agai nst anyone who wants to rent a car
and has a valid driver's |license.

““Merchants can't pick and choose anpbng the renters and say, 'You can
drive, and you can't,''' he said

The lawsuit al so overlooks a state | aw, passed a couple of years ago,
that made driving records private docunents. Wile one can nake a
witten request for the docunments if the driver signs a waiver, it would
t ake several days before the history was known, he said.

| nsurance Ti MeS: HO 2000: |1SO Overhaul s Homeowners Cover ages
May 23, 2000, Vol. XIX No. 11

NEW YORK - I nsurance Services Ofice, Inc. (1SO has unveiled a new
honeowner s i nsurance program Homeowners 2000 (HO 2000), that updates
coverages, adds a nunber of new optional endorsenents, and introduces
new rules to reflect the changes in coverages and endorsenents.

Refl ecting the times, HO 2000 policy enhancenents include coverage of
golf carts used in residential conmunities, personal effects and
personal liability exposures of persons living in assisted-care
facilities, and live-in conmpanions of the naned insured. [|SO s overhau
of the honeowners policy forns reflects court precedents established
since 1991 ( the last tine the | SO honeowners program underwent such
sweepi ng review.

In all, 1SOs HO 2000 program i ncorporates nore than 40 changes to the
honeowners i nsurance policy forns, creates a new policy form( HO 5 (
and 20 new optional endorsenments. In addition, the |ISO program

i ntroduces 18 new rules to conpl enent new endorsenents and changes 29
current rul es.

"We came up with the new program after an extensive review of court
rulings and |ifestyle changes anbng an expandi ng and agi ng popul ation,"



said M chael Fusco, |1SO s executive vice president. "Wth input from

i nsurers and producers, we have expanded coverages for property, raised
limts in some categories, revised coverages in a handful of instances,
el aborated upon the intent of some of our existing policy |anguage, and
devel oped new optional endorsenents," Fusco added.

| SO considers the policy-formchanges to be revenue-neutral for
insurers, as loss costs for coverages that are broadened will be offset
by curtailed coverages in other categories," Fusco added.

Expanded property coverages include structures on residential prenises
used for storing business property of an insured or the insured's

t enant .

The programraises coverage lints for additional |iving expenses for

t he i nsured honeowner who has to live el sewhere tenporarily because the
hone has sustained a covered | oss, and for specific categories of
personal property including securities, passports, personal records,

wat ercraft, and el ectronic apparatus and accessories inside or upon
notor vehicles; and theft of jewelry and firearns.

Addi ti onal coverages include higher limts for removal of fallen trees

t hat damage covered property, or block and prevent the use of a
driveway, or block and prevent the use of a handi capped access to the
dwelling, as well as |losses fromelectronic fund-transfer cards, and
vandal i sm agai nst grave narkers.

The HO 2000 policy formalso revises the coverage linmt for noney, which
has been expanded to include scrip, stored-value cards, and smart cards.
The new policy formprovides that coll ege students, attendi ng schoo
full-time and living away from home, are insured under the honeowners
policy. The new policy formcovers a full-time student who is under the
age of 24 and is a relative of the insured homeowner.

| SO has started filing the new Homeowners 2000 programwi th state

i nsurance regulators for inplenmentation beginning in Decenber 2000.

| nsurance Ti NES: State Agent Groups Get Jump Wth Oam Brandi ng Canpai gns
May 23, 2000, Vol. XIX No. 11

by Mark Hol | mer
| nsur anceTi nes

Though a national brand nmarketing canpai gn by the Independent |nsurance
Agents of Anerica (I1AA) is at |east nonths away, sone regional state
and | ocal associations aren't exactly sitting and waiting.

A few are pursuing their own nodest marketing and adverti sing camnpaigns.

O hers, like New York, are gearing up with a state-level branding
effort. At the sane tine, the state associations say they'll coordinate
with the national I1AA branding effort once it gets off the ground.

Here's a rundown of sonme of those efforts in Massachusetts, New
Hanpshire, Rhode |sland and New York

Massachusetts

Mar ket i ng pronotion of independent agents will cone through three

tel evision advertisements and a series of print ads in the com ng

nmont hs, according to Frank Mancini, executive vice president of the
Massachusetts Association of |nsurance Agents.

It's no small undertaking. Mancini said the advertising budget will run



in the six-figure range. He's hoping the ads will begin with the fal
tel evi si on season,

The associ ati on plans to announce details during a series of neetings
t hrough the sunmer with independent insurance agency conpani es.

So what's the thenme?

"The thene of the canpaign is that independent agents' service is
person-to-person rather than very indirect service through the
Internet, tel ephone, mail-ins and so forth," he said.

The association will finance the canpaign, in part, through menber and
i ndependent agency conpany support. Participating nmenbers can pl ace
their own taglines at the end of both print and tel evision ads.

"Qur menbers have been telling us for a nunber of years that it's

i nperative for the association to be out front on their behalf

advi sing the public that independent insurance agents provide a val ue
added" el ement whil e buying insurance, he said.

New Hanpshire

Efforts to pronote Granite State i ndependent agents began about three
years ago, according to Stan Burbank, executive director of the

I ndependent | nsurance Agents of New Hanpshire.

Their state canpaign even pronpted the national I1AAto create simlar
ads for use around the country, Burbank said.

The New Hanpshire campai gn has involved a three-week tel evision and
radio push in the fall and spring -- each year costing about $34, 000.
Menber agenci es pay for the ads through donations. The ads alternate
bet ween venues, Burbank said, so "the listening public perceives they've
seen the nessage nore tines."

New Hanpshire's canpai gn focuses on "The val ue of service" and "The

val ue of trust," pronoting the independent insurance agent as the brand
that offers choice. The "Big I" local also is displayed.

Sone of the ads play on the state's reputation for stubborn

i ndependence. Here's a sanpl e:

"Anmerica was built by people fighting for independence: the right to
live the life you want, and answer to no one but yourself. Nobody
understands that better than (insert agency nane.) As independent

i nsurance agents, we're not tied to any single big insurance conpany
Call us independent. We take it as a conplinent As independent

i nsurance agents, we don't work for some big conpany, we work for you."
Bur bank says the ads hel p communi cate "there is a difference in where
you purchase insurance and that difference is the independent

agent . "

The associ ati on has added additional radio stations each year of its

advertising canpaign. Participating conpanies will natch nmenber-agency
donati ons.
Rhode I sl and

The I ndependent Insurance Agents of Rhode Island |aunched a 25-week
cabl e canpaign in January, using two comrercial advertisenents created
by the national association: "The neani ng of service" and "The neani ng
of value."

Each comercial included an additional tagline that directs the consuner
to contact the ARl for nore information. They ran initially on ESPN
TNT, CNBC, MSNBC, CNN Headline News and on the |ocal Rhode Island news
station. Later, the Il ARl added the conmercials to The Wat her Channel
ESPN 2, The Travel Channel, The Hi story Channel and the Fox Sports

Net wor k.

Everett "Fred" Federici, the Il ARl executive vice president, said his



association is now tal king about renew ng the canpaign, which initially
cost $30,000. It expanded to print as nore conpanies joined a
cooperative advertising program and contributed extra noney.

The goal has remmined a sinple one: "To nake the public aware or nore
awar e of the independent insurance agent, and provide an easy nethod to
contact an independent agent."

For now, independent agents are encouraged to use the "Big I" logo in
their pronotions, until the national I1AA unveils its new brand and

mar ket i ng canpai gn.

New Yor k

Sonet hi ng unique is going on in New York

The | ndependent |nsurance Agents Association of New York and the

Pr of essi onal | nsurance Agents of New York recently announced they wll
pursue a joint branding project for their conbined state nenbership
"What pronpted this is a call fromour nmenbers to do nore in the
area of branding," said Janmes MCanpbell, the |1 AANY conmmuni cations
manager .

"We didn't want to wait for the national to do its own agent-brandi ng
canpai gn. W wanted to get started on one sooner."

The New York effort is inits early stages and cost estinmates aren't
avai | abl e yet, MCampbell said. The venture could cost between five and
six figures, he said.

They' ve hired the Tobol G oup of Long Island to design the state-wide
branding effort - the agency that |aunched an advertising canpaign in
t he nmetro-New York/ New Jersey area two years ago

Tobol founder Mtch Tobol said the |ocal canpaign didn't use the "Big I"
|l ogo and the state wouldn't either, because both invol ved associations
not connected with the I1AA

The | ocal canpai gns have included radio, print and web ads, Tobol said.
Most are variations pronoting the value of the independent agent,
rangi ng from playful or nore serious approaches.

About 150 agencies participated in the early Long Island ads, he said.
That numnber has grown to nore than 2,000 - enconpassing a much | arger
netropol itan area.

For the state, Tobol said every branding option is "open" for

consi deration, and his canpaign will focus on how the narketpl ace has
changed. He'll use focus groups and other research tools, to compile a
conpl ete brand i mage.

The state brand could also include its own logo, he said, with

coordi nati on between | ocal groups.

On its own, early last year, the Il AANY created a pronotional sticker
t hat agents can place on each policy, which reads: "This policy cones
with an agent." They nmiled out 232,000 to menber agencies and they've
proven to be very popul ar. Many agenci es have taken advantage of their
option to order nore, MCanpbell said.

| nsurance Ti MeS: The Year 1999 Was Expected To Be A Boom Year For

And Acquisition Activity In The Insurance |Industry
May 23, 2000, Vol. XX No. 11

HARTFORD - But that never happened.
In fact, the total dollar value of nmerger transactions fell by alnost 75



percent conpared to the previous year, according to a new Conning &
Conpany report. Also, the total nunber of nerger transactions in 1999
decreased by nore than 15 percent conpared to 1998. The | ess than
antici pated MRA pace has continued into the first quarter of 2000.

The Conni ng study, "Mergers & Acquisitions and Public Equity O ferings:
2000 Edition," reports that even though the economc clinmate was

seem ngly propitious for MBGA activity in 1999, conpanies were nore
likely to acquire insurers' individual business units to refine their
position in specific markets, than to purchase entire conpanies for the
sake of scale. This is a reversal of the trend of 1998 and before in
whi ch much of the MRA activity was characterized by compani es seeking to
add to their businesses by acquiring size and/or scale.

"Few conpani es involved in big mergers in 1997 and 1998 were able to
make their investments pay off for themas quickly as they had hoped,"
said Cint Harris, CPCU, assistant vice president, insurance research
and publications at Conning & Conmpany. "Perhaps they were unrealistic in
their expectations. But clearly insurers in 1999 were nmuch nore wary of
this kind of quick fix."

In 1999, the number of total MA transactions in the insurance industry
dropped from565 in 1998 to 471 in 1999. Aggregate transaction val ue

dr opped even nore sharply, from $165 billion in 1998 to just under $42
billion in 1999. While 23 of the 1998 transactions in Conning s MA

dat abase exceeded a billion dollars, there were just 14 such
transactions in 1999. Only in the distribution center was there an

i ncrease, where the nunber of transactions grew from 183 in 1998 to 202
in 1999.

Top 10 Transactions

Among the toplO insurance-related transactions, six were in the property
- casualty sector and two (including the largest) were in the life
sector. None of the top 10 deals in 1999 involved a heal t h/ managed care
conpany, although many industry anal ysts specul ate that a nunber of
potential transactions in this sector are inmm nent.

In 1999, foreign conpanies continued to acquire U.S. insurers while U S
purchases of foreign conpani es declined. Three of the top ten
transactions involved European buyers of U S. firns, and a fourth

i nvol ved the purchase of a U S. firmby a Bernuda based conmpany. Only
one of the top 10 transactions invol ved the purchase of a foreign

i nsurer by a U S. buyer.

10 I nsurance |PGCs

Wi le the market for public equity offerings was relatively strong in
1999, there were few insurance-related transactions. In 1999, there were
10 i nsurance-rel ated 1 POs, versus 15 in 1998. There were only two

i nsurance-rel ated secondary offerings in 1999, versus 13 in 1998. The

| POs raised $659 nmillion - - down 57%fromthe $1.5 billion raised in
1998 and down al nost 90% fromthe $5.9 billion raised in 1997. Secondary
offerings raised $1.8 billion in 1999 - - down 60% fromthe $2.7 billion

raised in 1998 and down al nost 90% fromthe $18 billion raised in 1997.
"Except for the demutualizations, the I PO narket cane to a dead halt for
the insurance industry during 1999," said GQuy Yeakl ey, Associate,
Conni ng & Conpany. "Last year the nmarket valued insurers very |low. The

i nsurance industry was considered O d Econony and was cast aside in
favor of technol ogy offerings."

Contact Conning & Conpany at (888) 707-1177 or (860) 520-1245 or visit
web site at www. conni ng. com



| nsurance Ti meS: Ny Dissol ves Medical Mal practice Association
May 23, 2000, Vol. XIX No. 11

NEW YORK - The New York | nsurance Departnent has approved a dissol ution
pl an of the Medical Ml practice |Insurance Association (MMA),
transferring all old liabilities to the Medical Liability Mitua

I nsurance Co.

"The department's approved plan succeeds in privatizing the obligations
of MM A and does so through the largest witer of private nedica

mal practice insurance in New York State," said Superintendent of

I nsurance Neil Levin.

The departnment was required to approve a dissolution plan by April 30
that maxi m zed the value of MM A to the state, without inpairing or

i npedi ng the operation of the voluntary nedical nal practice insurance
market or limting the access to nedical nal practice coverage for health
care practitioners or facilities insured by the MM A

The department held a public hearing to review proposals for the

di ssol uti on on March 29.

In addition, the department is review ng proposals regarding

di stribution to authorized nedical mal practice insurers for the insureds
of MM A and health care practitioners and facilities, which wll

ot herwi se be unable to secure coverage in the voluntary market. A

regul ation prescribing a plan for this equitable distribution, which
will be the subject of a public hearing to be held at a | ater date, nust
be pronulgated prior to July 1.

NJ newspaper sues to make settlements public

TOMS RIVER, N.J. - A newspaper is suing two joint insurance funds and
two nmunicipalities for settling |lawsuits in secret.

The Press of Atlantic City filed suit earlier this week in Superior
Court against the Ocean County Joint |nsurance Fund and the Minici pa
Excess Liability Joint Insurance Fund, as well as Ocean and Lakewood

t ownshi ps.

Publicly operated joint insurance funds in New Jersey have secretly
settled at | east nine lawsuits in the past two years.

The newspaper wants the court to ban the practice, claimng the funds
“do not have the luxury nor the liberty to conduct thenselves as a
private corporation,'' said Nelson Johnson, the newspaper's |awer
"“They are answerable to the public for their actions and decisions on
the public dollars they spend,'' he asserted in a |egal brief.

The newspaper cited a secret settlenent in Ccean Township of a case

i nvol ving fornmer Mayor Maria Szczech, who was accused of having police
falsely arrest a political opponent.

""To this day, we still don't know what it cost to settle the Szczech
| awsuit and are very much interested in finding out,'' said township
attorney G egory MCQuckin.

St even Zabarsky, the attorney for the Ocean County fund, said the fund
will release information on its actions only if a court orders it to do
So.

Maine law clarifies uninsured nmotorist limts

PORTLAND, Maine - Gov. Angus King recently signed into | aw a bil
designed to clarify newrules relating to auto liability Iimts.
Last year, the legislature passed L.D. 1258, a law requiring auto



i nsurance policyholders to have uni nsured and underinsured notori st
coverages equal to their liability limts.

"W opposed the bill because it's just another form of mandatory auto

i nsurance in disguise," said Gerald L. Zimrerman, associate counsel for
the National Association of |ndependent Insurers (NAII). "However, L.D.
2043 corrects many of the issues and concerns we raised |ast year and
makes it very clear what insurers have to do to conply with the new

[ aw. "

The new | aw requires Maine drivers to have uninsured and underi nsured
coverages equal to their liability limts. Insurers nust notify their
pol i cyhol ders about the requirenent, and get themto sign a formto
change their coverage limts.

L.D. 2043 clarifies several issues that were |eft unaddressed in L.D.
1258, i ncluding:

Making the limts of liability provision, by which policyhol ders
accept or reject the maxi num anount, applicable only to persona
pol i ci es;

Changi ng the effective date to October 1;

I ncl udi ng the | anguage of the notification formin the statute, so
i nsurers are clear about wordi ng and adequate notice;

Establishing a two-year linmt for insurers to retain conpleted forns;
and

Determ ning that renewal within 30 days of policy expiration is
conti nuous cover age.

"While NAIl opposes any form of mandatory auto i nsurance, we feel that
the changes set forth in L.D. 2043 will nake an otherw se bad situation
alittle better," Zi mrerman said.

| nsurance Ti MeS: Trust Reduced To 'Shell' As Ruthardt Cancels Al O
Mass. Insurer's Policies
May 23, 2000, Vol. XIX No. 11

by Mark Hol | mer
| nsuranceTi nes

BOSTON - Trust Insurance Co. will be reduced to a shell if the Suprene
Judi cial Court follows a recomendati on to cancel the conpany's
remai ni ng poli cies.

But no one seenms to know how nuch the shell - the charter and |icenses -
are actually worth, and a serious buyer hasn't stepped forward yet.

"The value of the shell is undetermi ned," said Christopher Goetcheus,
spokesman for the Massachusetts Division of | nsurance and Comi ssioner
Li nda Rut hardt, who placed Trust in receivership in February.

Worse Than Thought

Rut hardt - in her second Trust receivership update filed on May 10 -
suggests the sinking insurance company's financial situation could be
even worse than previously thought. She cites Trust's negative

pol i cyhol ders' surplus of $3.4 nmillion, other related | osses and uncl ear
records regarding Trust's financial and property assets as reason to
cancel the company's remmining policies.

"There is substantial risk that Trust Insurance may be insolvent |
believe it is in the best interest of (Trust's) policyhol ders, other
creditors and the public that the insurance exposures be pronptly



term nated, their liabilities runoff and their true financial condition
t hereby determ ned," she said.

As a result, Ruthardt has recommrended canceling the conpany's 99, 300
personal autonobile policies by Cct.1, and ending its 36,000 homeowners
policies by Aug. 1 -- before the hurricane season begins.

She said the cancellation is necessary because of the "additional risk"
added by the | oss of "significant portions of the reinsurance program"™
The conpany rei nsurance prograns will be gone by July.

The $3.4 mllion negative policyhol ders' surplus nunmber already has rea
estate and electronic data processing assets factored in, Ruthardt said.
The conpany's $8-million Taunton headquarters owned by Trust G oup Inc
- the conpany's parent -- is anpng those assets. But Trust defaulted on
a $20 nmillion loan fromFleet Bank -- which is challenging Trust

I nsurance's transfer of the headquarters to its parent conpany | ast
year.

In the beginning, Ruthardt said the conpany's surplus nay have dropped
to about $12 million. Some industry insiders had said the nunber could
be |l ower than $10 million (which would give the conpany a 9-to-1 net
prem umto-surplus ratio; a healthy ratio is 3-to-1).

Rut hardt al so said the conmpany's net clash flow from January through
April was "negative by over $9.6 nmillion." The negative cash flow woul d
have been nmuch hi gher, she said, "the refund during the period of the
unearned prem uns previously paid for the reinsurance prograns (and)
term nated by the reinsurers.”

Ruthardt said it will be necessary to liquidate fixed incone securities
at a loss to nmmintain avail able cash to neet operating needs.

At the sanme time, Ruthardt is still |ooking for prospective buyers of

t he conpany's charter and licenses. In her report, Ruthardt said she
hasn't received any proposal yet "in the best interests of the conpany's
pol i cyhol ders and other creditors.™

Recei ver shi p nanagers have taken several steps since February to work
through Trust's financial crisis, including firing Craig Bradl ey, Trust
I nsurance Co. president, CEO and founder. They al so axed Andrea and
Davi d Brandei s, Bradley's daughter and son-in-law. Andrea Brandei s was
the senior vice president of admnistration. Her husband served as
Trust's senior vice president of marketing and conmercial |ines
underwriting.

Frustration

Paul Cantiani - the Trust Group's new president, CEO and chairman of the
board, said he's frustrated with Ruthardt's |atest decision

Canti ani invested $100,000 toward start-up of the conmpany 11 years ago -
about a 3- percent stake. He's now trying to organi ze investors to save
the conpany and its 260 or so renmining jobs (he said he has nothing to
gain financially in doing so).

"What | think is unfair, is that the i ndependent agent who is very |oya
to Trust has to suffer with this," he said.

At the same tinme, Cantiani said, he understands Ruthardt's actions are
necessary.

"She's forced into this because of the financial nismanagenent of Trust
I nsurance, " he said.

About six individuals or conpanies reportedly expressed interest in

pur chasi ng the conmpany, Goetcheus said. But he would not identify those
conpani es because they signed confidentiality agreenents "and it is
proprietary information."

Runored interested parties included Arerican International G oup

Rut gers Property and Casualty and at | east one other financial group



Davi d Massad of Conmerce Bank, who tried to buy the insurer before it

was seized, nmay still have interest, Cantiani believes.

Cantiani said he has at least four interested investors (who he would
not name). None, he said, "are willing to buy the conpany outright,
because nobody knows what the liabilities are.” But they nay be willing
to buy the shell, building or Iand, he said.

“Nobody is going to say 'here's $50 million. |'mtaking over this

conpany.' Nobody knows that the liabilities are including the

conmi ssioner and that's what's scary."

Coet cheus agr eed.

"It's been hard for people to get an accurate read on the financia
condition of the company," he said, "given the fact that they don't have
a qualified opinion for (their) 1997-98-99 financials."

Trust's precarious conditionis a far cry fromits launch 11 years ago.
The auto insurance conpany began with the investnents of about 30

i ndividuals, with Bradl ey hol ding an approxi nate 30 percent stake,
Cantiani said. Together, the founding investors put up approxi mately
$1.2 million to launch Trust in Massachusetts.

That venture led to many successful years for Trust, and Cantiani said
he's exasperated with the conpany's current state because of its early
success.

“I"mnot blam ng anyone here," he said. "I just don't understand how an
$180 mllion conpany is all-of-a-sudden broke. Were did all of the
nmoney go?"

Cantiani said Bradley is a "brilliant man" and he has no ill will toward
hi m

"But | don't know how anybody so brilliant could allow this to happen
He's recogni zed in the industry as a very brilliant nan but he has

to take the bl ame because he's the head of it."

Bradl ey coul d not be reached.

Cantiani is additionally upset, because about 70,000 of Trust's 146, 800
remai ni ng policyholders will be canceled in nid-termif the Suprene
Judi ci al Court approves Ruthardt's recommendati on. That will |eave

i nsurance agents, he said, scranbling to shift clients to new policies.
Pol i cyhol ders woul d be notified of their cancellations by nmail

Custonmers woul d receive a check or credit in the nmail if they're
entitled to any prem uns.

And the 260 or so enpl oyees who remain will continue to receive 3.5
percent retention pay per nonth as the conpani es operations continue.
"There is still plenty of work to be done," Goetcheus said. "If, in
fact, the (Suprene Judicial Court) approves this reconendation
clains will still have to be paid..."

Agent E&O Probl ens?

Agents have noved nore than 20, 000 aut onpbil e and honeowner policies to
other carriers since Trust went into receivership, but some agents have
stuck with Trust.

Coul d those remai ni ng agents be vul nerable to | egal action under their
errors and omi ssions policies?

That depends on what happens next, said Edward Donahue, an attorney with
Morrison, Mahoney & MIler, who has been advising Cantiani in his effort
to organi ze an investrment plan to revive Trust.

Agents, he said, aren't necessarily liable if they don't nmove their

busi ness. Someone has to be harned first, he said. For now,
policyholders are still covered, and Trust hasn't been decl ared

i nsol vent .

If it is declared insolvent, the Massachusetts Insurers |nsolvency Fund



woul d step in to pay clains-- but only up to $300,000 per claim A
honeowner coul d be harmed, for example, if his or her Trust policy has
higher limts.

| nsurance TimeS: R Agent's Faith In God, Insurance, And Community

Survive Agency Fire
May 23, 2000, Vol. XIX No. 11

by Mark Hol | mer
I nsuranceTi nes

John C arke was still sleeping when his phone rang at 5:10 a.m

It was April 30, and a police officer called with bad news: C arke's
busi ness was on fire.

Clarke, 63, is the owner of The Insurance Store in West Warwi ck, R I.
whi ch sells property, casualty, life, accident and health insurance. For
years, he's been in the business of helping his 1,500 clients protect

t hensel ves in case of a tragedy or disaster.

But now it was his turn, and Clarke -- a devout Christian -- stayed calm
in the face of his own oncom ng disaster

"I said a prayer of gratitude for the nmany bl essings that |'ve enjoyed,
t he business that | have, and for the tribulation -- which is an
opportunity to grow and learn."

No one was injured in the fire. But four businesses in the Main Street
building -- including Carke's -- burned to the ground. The roof
col | apsed, destroying everything.

But despite his | osses, Clarke was able to find another |ocation and
reopen his business within the week. He credits his professiona
training, in part, with helping himnove so quickly.

"As a Certified |Insurance Counsel or, one of the things you learn in risk
management is to have something of a prepared disaster plan as well as
alternative service providers and itens of that nature right along with
the need for tinme-element types of insurance.

"W had that in place and that's what accounted for being able to
(re)open so darn quick," he said.

At the same time, creativity and a little luck al so hel ped.

Even as the fire was still burning, d arke wal ked up and down t he

busi ness district scouting out avail able spaces. He ran into a buil di ng-
owner watching the fire who happened to have sone avail abl e space to
rent - 200 feet away just across the street.

They made their deal right on the spot, and C arke acted quickly.

First, he evaluated the damages: the conpany lost all of its equi prment

i ncludi ng desks, filing cabinets, postage neter, photocopier and five
conputers. But C arke maintained a conputer back-up system at hone, so
all of his necessary files were saved.

Reopen Wthin Wek

He and his two full-time enpl oyees al so contacted policyhol ders, and
took out a newspaper advertisenent telling custoners The | nsurance Store
woul d reopen within a week. The ad asked custonmers "to be patient and
bear with us."

Meanwhi |l e, Clarke's insurer, Fitchburg Miutual, cane through

"W (have) both direct danage to the contents and extra expense coverage
and business interruptions insurance," he said.



The conpany issued Clarke a check for start-up nmoney to wire his new

of fice for conmputers, phone and electronics. Part of his coverage wll
al so include a cal culation of |oss of business (al nost 100 percent) and
total dammge, which O arke estimates at about $20, 000.

I mredi ately after the fire, Carke worked out of the offices of Pearson
Cronin & Jacobson. The conpetitor insurance agency al so donated sone
filing cabinets, desks, chairs and a storage case for C arke's new
temporary office.

Cl arke obtained cell phones for the business, and his phone conpany
forwarded calls to themfromthe regul ar busi ness nunber, so custoners
or potential clients could reach The Insurance Store at its sane nunber.
Cl arke reopened on Monday, May 9 at 8:30 a.m with a customer already
waiting at the door.

He said the initial transition was "a little disorganized, but the
conpetent staff that | have junped in and got (the job) done and

(is) continuing to get it done."

In addition to having a working disaster plan, Carke said he was
"enormously inmpressed” with the support that came from other independent
agenci es.

"Ni ne ot her independent agents called and of fered us whatever kind of
support we coul d take advantage of or make use of," he said. "They were
just enormously supportive. | was very inpressed to have ny conpetition
cone to nmy aid to that degree.”

He al so thanked the "exceptionally fine" response of Fitchburg Miutual in
dealing with his agency after the fire hit.

"It's everything I could have possibly ever wanted," he said.

He's al so | earned another inportant |esson. "Faith in God is not

m spl aced, " he added.

| nsurance Ti MeS: Vernont CE Law
May 23, 2000, Vol. XIX No. 11

by Penny WIlians
| nsuranceTi nes

MONTPELI ER - Vernont has passed |l egislation that brings the state into
line with alnmost all the other states requiring insurance agents to
conpl ete continuing education requirenments as a function of |icensing.
Ver nont agents from both the property/casualty and the |ife/health sides
have squabbl ed for years over the necessity of requiring continuing
education but they set aside these concerns in the face of pressure to
go along with the majority of other states.

"It was time for it to happen and it is good for the industry," said the
presi dent of the Vernont |nsurance Agents Association (VIAA), Jon Shea,
who is with Paige & Canpbell in Barre.

The legislation (H 610) was passed by both branches on April 21 and
signed into | aw by Gov. Howard Dean on April 27.

The bill deals with two separate issues. It changes Vernont insurance
agent and broker licenses froma one-year to a two-year term The new

| aw al so requires agents to conpl ete 24-hours of approved conti nuing
education during the preceding two years in order to qualify for renewal
of their license.

The Departnent of Banking, |nsurance, Securities and Health Care



Admi ni stration rmust promul gate regul ations to i nplenent conti nuing
education. The departnent is expected outsource adm nistration of the
program

Shea said that sone agents worry that requiring continuing education
will add to agencies' expenses. "But the flip side is that it is a good
t hi ng," Shea mai nt ai ned.

Robert Coyle, executive director for the agents association, said the
new | icensing requirenents relative to the two-year termfor insurance
agents take effect January 1, 2001. The continuing educati on portion
becones effective on licenses or |license renewals on or after Cctober 1,
2002.

| nsurance Ti MeS: Vermont WC Benefits Law O arified
May 23, 2000, Vol. XIX No. 11

MONTPELI ER - Governor Howard Dean has signed into |aw a measure (H 844)
designed to correct a state Suprene Court decision allow ng an injured
enpl oyee workers conpensati on benefits for an off-the-job injury.

The bill was in response to the state Suprene Court decision in G ather
v. The Gables, Ltd. A "ski bunf enployed by the | odge was awar ded

wor kers conpensation benefits for a skiing accident that happened after
wor ki ng hours.

The new | aw clearly defines injuries that occur beyond or outside the
paranmeters of the job description and enpl oynent requirenments. The | aw
went into effect on April 19, the day Gov. Dean signed it.

| nsurance Ti meS: States Are Moving On Reforming Agent Licensing, |1AA
Tell's Senate
May 23, 2000, Vol. XIX No. 11

WASHI NGTON, D.C. - It is unlikely that the National Association of
Regi st ered Agents and Brokers (NARAB) proposal wll ever cone into

exi stence, |ndependent I|nsurance Agents of America (IIAA) spokesnan
Ronald A. Smith, CPCU, told a Senate hearing |ast week.

The Senate Banking Comrittee's Securities Subcommittee was hearing
public testimny fromlIAA and other industry groups about the inpact
NARAB i s having on reform of state-based agent |icensing.

"' FAAis optimstic that the states will achieve the |level of reform
requi red by Congress and inplement a licensing systemthat is in fact
better than that offered by the NARAB provisions," testified Smth
president of Smith, Sawer & Smith, Inc. in Rochester, Ind.

"There are sonme very real problems with the current nulti-state
licensing process. As agents and brokers obtain growi ng nunbers of
nonr esi dent |icenses, our nenbers increasingly struggle to stay on top
of the required paperwork and clear the |ogistical and bureaucratic
hurdl es that are in place today," said Smth

The NARAB provision, designed to streamine the nulti-state |icensing
process, was included in the Financial Services Mdernization Act (also
called the Gamm Leach-Bliley [GB] Act) that was enacted |ast Novenber.
The provision requires the creation of the insurance agent-1licensing
clearinghouse if a majority of states-(29 states) do not enact |icensing



reciprocity by Nov. 12, 2002.

"In essence, the NARAB provisions put the ball in the states' court. The
threat of NARAB creates a strong incentive for the states to reinvent
and streamine the multi-state |licensing process,"” said Snmith

Smith told the panel's nmenbers that individual state insurance
departnments are maki ng progress, citing the National Association of

I nsurance Conmi ssioners' (NAIC) new Producer Licensing Mdel Act that
will serve as the starting point for agent |icensing reform

"The NAIC nodel contains provisions that allow a state to becone NARAB-
conpliant by establishing the requisite |level of reciprocity," described
Smi t h.

Kentucky recently enacted |icensing reformbased on the NAIC nodel,
becoming the first state to satisfy the NARAB test.

VWil e there has been progress, there also remain obstacles to heading
of f the creation of NARAB. The forenpbst concern is the fast-approaching
deadline, which limts states' ability to consider |icensing
reciprocity.

VWil e states have 31 nonths to inplement licensing reciprocity, this is
not necessarily a lot of tinme.

"Practically, this means that each state has only two | egislative
sessions to address licensing reform In addition, states nust not only
enact the statutory revisions by the Novenber 2002 deadline, but mnust

have the reci procal system operational as well," Smith noted.
O her chall enges confronting the states include the 29 state benchmark,
guesti ons about whether the | aw applies to so-called "limted |ines"

i censes, and concerns about how states can inplenent effective, uniform
background check requirenments on people who apply for an insurance
license.

Despite these possible obstacles, Smith said Il AA believes the states
are up to the challenge and will take the steps necessary to forestal
establishnent of this new federally created entity.

| nsurance Ti meS: dinton Address Agents On LTC Tax Credit And Health Care
Ref or ms
May 23, 2000, Vol. XIX No. 11

WASHI NGTON, D.C. - President Bill dinton told independent insurance
agents fromaround the nation that a tax credit for |long-termcare,

Medi care prescription drug coverage and i nprovenents in health care that
will result in Anericans living longer, will all have an effect on the

i nsurance industry.

In remarks before the I ndependent Insurance Agents of Anerica's (I1AA)
24t h annual National Legislative Conference, President Cinton said he
supports a $3,000 annual tax credit to help Anericans pay for |long-term
care for a fam |y nenber.

More than 800 |1 AA nmenber agents attended the National Legislative
Conference and net with menbers of Congress during the three-day event
to di scuss managed care reform and other insurance, tax and snal

busi ness i ssues.

Noti ng that 60 percent of senior citizens |ack prescription drug

i nsurance coverage, the President endorsed a voluntary prescription drug
program as part of Medicare. Wile he did not advocate any particul ar
proposal being considered on Capitol HIl, he said retirees with incones



up to $50, 000 annual ly should be eligible to take part.

President Cinton said independent agents should follow the issue
because they don't want to be "left holding the bag" if they have

i nsurance policies that don't sell because of policy coverages that
consuners don't want.

When coupl ed with i nprovenents in gene therapy that will enable
Americans to live longer, "that will conpletely change insurance," he
said. President dinton said that with the strong econony, now was the
time to tackle issues such as prescription drug coverage and a tax break
for long-term care.

"I don't think we want to squander this enornous opportunity,” he said.
"How well we did with prosperity is a great nmeasure of a great country."
President Cinton said he didn't always agree with Sen. Orin Hatch (R
Utah), on Medicare reform Hatch, chairman of the Senate Judiciary
Conmittee, spoke to the Il AA National Legislative Conference inmediately
prior to the president.

Hatch strongly urged reformof the Medicare and Social Security systemns
and criticized the Cinton Admi nistration and Congress for not taking on
the i ssues. "Congress doesn't have the guts or the ability to do it,
especi al ly when the President demagogues it," he said.

President Cinton thanked Il AA for supporting himon various issues
during his seven years as president, nost notably its support of the

| andmar k Kassebaum Kennedy health care reformbill in 1996.

VWen he was opposed by the | argest and nost politically powerful

i nsurance agent | obby in Anerica, President Cinton said he has "al ways
been inpressed with the straight tal k" of the organi zation

| nsurance Ti meS: Mine Goup Seeks To Air Execs' Pay If Blues Sold To

Ant hem
May 23, 2000, Vol. XIX No. 11

PORTLAND, Mai ne (AP) - The Maine Medical Association wants to force the
state to rel ease confidential agreenents show ng how Bl ue Cross and Bl ue
Shi el d of Maine executives would be conpensated if the nonprofit is sold
to Ant hem | nsurance Cos. of |ndiana.

The 2, 000- menber doctors group said it will file a Freedom of Access
request to conpel the Maine Bureau of Insurance to release the

i nfornmati on. The bureau agreed to a BCBS request to keep the docunents
out of the public eye.

Motivating the request is sale opponents' belief that top managers were
i nfl uenced by lucrative agreenents and steered the insurer's board of
directors to agree to nmerge with Anthem a for-profit insurer

71 can't say what motivated them'' Gordon Smith, the MVA's executive
director, said Friday. " ~But people should know whet her nanagenent
conpensation was a factor.'

O her opponents may join the |legal action, which cones as the Blue Cross
board of directors prepares for its nonthly neeting in South Portland on
Wednesday, Snmith said.

Judy Chanberl ain, an assistant attorney general assigned to the

i nsurance bureau, said the state agreed that the agreements cover trade
secrets and aren't subject to disclosure in court. They al so appear to
be exenpt from Mai ne's Freedom of Access |aw, she said.

Maki ng the agreements public woul d benefit other health insurers in a



tight |abor market, said Beth Shorr, a senior BCBS vice president.
““There's conpetition for skilled people,'' Shorr said. “~"It weaks
havoc when a conpany recruits away seni or management.'

The conpensation provisions, called change of control agreenents,
typically outline salary, stock options and benefits that will be

provi ded after a conpany is sold.

Shorr confirned |last nonth that change of control agreenments for a dozen
executives were updated by the board in February 1999 to reflect current
i ndustry practices.

Board Chairman WIIliam Ryan has stressed that directors, not managenent,
nmade the decision to nerge. He also said the board and outsi de

consul tants created the conpensation agreenents.

Sal e opponents hope to pressure the board to rethink the nerger.
Approval now rests with Insurance Superintendent Al essandro |uppa, who
nust decide in the next few weeks. Because the public coment period is
cl osed, the release of the agreements would not influence his

del i berati ons.

Mai ne Blue Cross has lost nillions of dollars in recent years. But
opponent s question whether the best solution is to sell the conpany to
Ant hem They want Blue Cross to renmain |ocal and nonprofit with the help
of a regional partner, such as Blue Cross and Blue Shield of
Massachusetts, which initially offered to partner with the Mine plan
The Maine plan i nsures about 400, 000 Mi ners.

Smith said MVA [ awers plan to cite luppa's ruling that salaries and

ot her conpensation are public information. Figures released in February
showed managers got big raises while the conpany was losing mllions.
The conpany defended the raises and said they were in |line wth what
conpetitors pay.

Ryan said the compensation in the agreenents is not excessive and that
it is needed to keep the managenent teamin place to negotiate terns
with Ant hem

If the agreenents are fair and necessary, Blue Cross should make them
public, Smith said.

""We're not going to take it on faith,'' Smith said. “"It's too big a
deal. W're going to take whatever |egal action is necessary to get

t hese agreenents.'’

| nsurance Ti mesS: Critics' Poll Says Public Opposes Sal e
May 23, 2000, Vol. XIX No. 11

AUGUSTA (AP) - Organi zed opponents of the proposed sale of Blue Cross
and Blue Shield of Maine to Anthem I nsurance pressed their criticism of
t he pendi ng deal by releasing survey results they said bolstered their
posi tion.

The opponents, who say the sale would render Blue Cross a for-profit
subsi di ary of Indiana-based Anthem said statew de polling suggested
that about three in five people famliar with the pending sale were
against it.

They al so said the polling showed that about two-thirds of those
famliar with the pending sale thought it was very inmportant that Bl ue
Cross remai n a Maine-owned conpany with | ocal decision-maki ng power.
The polling, conducted between April 25 and May 1 by Strategic Marketing
Services/Pan Atlantic Consultants, was conm ssioned by Consuners for



Affordabl e Health Care and the Maine Medical Association

Bot h sponsors oppose the sale.

The polling firmsaid its results were based on a tel ephone sanpling of
400 Mai ne residents who said they were ““very'' or "“somewhat'' aware of
t he proposed sal e.

A spokesworman for Blue Cross said concerns anong Mii ne peopl e about the
deal tend to dininish as they |earn nore about Ant hem

" “When peopl e understand that Anthemis a Blue Cross and Blue Shield
plan and that it is the Blue Cross and Blue Shield plan in seven states,
their confort |evel becones nmuch higher,'' Beth Shorr said.

Shorr also said Blue Cross had concerns regardi ng the nethodol ogy of the
survey.

| nsurance Ti meS: inion Exchange
May 23, 2000, Vol. XIX No. 11

Most in the industry still agree that state regulation should be
preserved, although it needs inmprovenent. It is nore responsible and
responsi ve than federal regulation, and will always be.

Many were left with the inpression that all the skirnmi shing over the

fi nanci al noderni zation act (the Gamm Leach-Bliley Act), |ast year
resulted in a clear victory for state regulation

Not exactly.

In fact, the threat of federal regulation is nbst obvious in the so-
call ed NARAB section of the Gramm Leach-Bliley Act. This act reasserts
the primacy of state regul ati on on one hand, while undernmning its
future by creating the National Association of Registered Agents and
Brokers -- a centralized agency to police producers.

However, the NARAB proposal includes an escape hatch. If 29 states adopt
uniformlicensing standards on their own within the next 36 nonths, the
federal agency will never come into existence.

Getting states to act will require a major effort. But this anti-NARAB
effort could be the start of something even bigger

The National Association of Mutual |nsurance Conpani es (NAM C)

recogni zes the need for a broad-based effort to not only bl ock NARAB
but al so save the best of state regulation and inprove what needs to be
i mproved.

In a recent report, entitled Accepting the Challenge: Redefining State
Regul ati on Now, NAM C cal |l s upon state insurance regulators, state

| egi slators and insurance industry leaders to commt to a collaborative
"systematic strategy" to enact uniforminsurance regul atory standards
and stop a federal takeover.

NAM C sees NARAB as a serious threat to state regulation but also as an
opportunity:

"What does this tell us? Uniform practices, creating consistency between

states, will make federal regulation unnecessary. Or said another way;
failure to redefine the state regulatory systemthrough nore uniform
practices will ultinmately invite the federal government to step in."

The effort should not stop at agent |icensing. NAM C nenber conpanies
have identified nine regulatory practices that should be redefined
t hrough nmore uni form procedural insurance standards:

Producer 1icensing

Conpany |i censing



Rate and form requirenents

Conmercial rate deregul ation

El ectroni c conmerce requirements

Desk audit funding

Annual statenent filings

Fi nanci al exam nati ons

Mar ket conduct exam nations
Seven of the nine points in the National Association of Insurance
Conmi ssioners' (NAIC) Statenent of Intent are al so addressed in the
NAM C report. NAM C believes that this "suggests a high |evel of
consensus between regulators and a | arge segnent of the
property/casualty industry, increasing the potential for enactnent of a
uni formty agenda by individual states.™
State |l egislatures hold the key. "Once state regulation is working the
way it can, it will be very difficult for anyone to convi nce Congress
that a federal systemis superior," the NAM C report notes.
Accepting the Challenge nakes five specific proposals for imediate
action:
1. Regulators, the industry and state |egislators should come together
to reach agreenent on an aggressive state |legislative strategy to pass
uni form producer |icensing standards;
2. NAIC conmittees working on other aspects of producer |icensing should
conplete their work so as not to delay inplenentation of uniform
st andar ds;
3. Regulators, industry and state legislators should commt on the front
end to participating actively in the NAIC Statenment of Intent process to
reach consensus on a conprehensive program of uniforminsurance
regul atory provisions and an interstate framework which preserves state
aut hority;
4. Building upon the cooperation necessary to enact uniform producer
licensing statutes, regulators, industry and state |egislators should
conmit on the front end to a formal systenmatic strategy for securing
enactment in the states of a conprehensive program of uniformty
i nsurance regul atory provisions and an interstate regul atory framework
whi ch preserves state sovereignty; and
5. The NAIC shoul d convene an advi sory group consisting of regulators
and the industry to recommend ways to streamine its processes, hel ping
to conmbat negative perceptions that fuel the call for federa
regul ati on.

NARAB gi ves state regul ation proponents a window in tine of no nore than
36 nmonths. |If the states and all parties respond, NARAB could be a

bl essing in disguise -- a key to securing the future of state
regul ati on.

| nsurance Ti MBS: Ethics Conmmission Defeat In Court Coul d Boost Appeals By

Mass. | nsurance Lobbyists
May 23, 2000, Vol. XX No. 11

BOSTON (AP) - The State Ethics Commission failed to prove that a
veteran state | awraker returned favors froml obbyists when given free
golf and neals, the state's highest court ruled My 5.

Rep. Angel o Scaccia, D-Boston, was fined $3,000 by the State Ethics



Conmi ssion in 1996 for getting too cozy with | obbyists fromthe

i nsurance and tobacco industries in the early 1990s.

The Suprene Judicial Court, citing a U.S. Supreme Court decision from

| ast year, said a |ink nust be established between the golf and neals
and Scaccia's official actions - and the commi ssion hadn't drawn those
li nks.

Scaccia's attorney, Mirris Goldings, said the court's ruling that the
gratuities and the official acts nust be linked was " “a significant
victory a total vindication of our position with regard to the
gratuities statute.'

He also said it called into question other prosecutions and

i nvestigations in recent years for gratuity |aw violations.

Carol Carson, a spokesworman for the Ethics Comm ssion, didn't have a
comment .

The SJC said it recognized it could be hard to find direct evidence that
an official was influenced to do a particular act. But it left the door
open for circunstantial evidence, noting that ethics regulators could
point to the timng of the gift, what the giver stood to gain froma
bill, and what the | awraker's vote on the bill was.

In the case of Scaccia, the court said the comm ssion had essentially
failed to be specific enough in linking the gifts to official acts
perfornmed by Scacci a.

““In short, there are no findings and no evidence in the record, that
the gratuities influenced any specified official act by Scaccia,'' the
court said in a 14-page opinion witten by Justice Roderick Ireland.
The court upheld other comm ssion findings that Scaccia broke ethics
laws by sinply accepting the gifts, failing to disclose them and giving
t he appearance of a conflict of interest.

The SJC sent the case back to the Superior Court for a new hearing
regarding the penalty to be assessed agai nst Scacci a.

In a related case, the SJC ordered new Superior Court hearings in the
appeal of the Life Insurance Association of Massachusetts, which the
State Ethics Conmi ssion fined $13,500 for providing neals and ot her
gratuities to Scaccia and ot hers.

The court said the conmmission, in that case, had concluded that the

of fer of the neals by the association didn't need to be linked to the
intention to influence any specific official act.

So " "the conm ssion failed to make adequate findings on whether there
was such a link'' _ and those were needed, the SJC said.

Gol dings said the ruling could have an inmpact on the continuing federa
prosecution of F. WIIliam Sawer, a forner |obbyist for the John Hancock
Mut ual Life Insurance Co., who was convicted in federal court of using
the mails to violate the state gratuities |aw.

Sawyer's conviction was thrown out late |last year. But the U S
attorney's office is planning to pursue the case in an appeal

| nsurance Ti NBS: Love Hurts At Conn. |nsurance Departnment
May 23, 2000, Vol. XIX No. 11

Love shut down the Connecticut Insurance Departnent's e-mail system on
May 4.

The |1 LOVE you conputer virus affected about 180 people in the depart ment
after soneone opened the | LOVE you nessage attachnent which contai ned



the virus early that norning
By then, it had al ready whi pped through conmputer networks around the

gl obe.
Soon after, office technicians shut down the nail server as a
precaution, according to Susan Cogswell, the departnment chief of staff.

Conput er support staff checked all conputers of individuals who opened
the e-mai|l attachnent, she said.

"Qther than our mail server we don't appear to be affected,"” she said.

A quiet farewell party for departing |Insurance Comni ssioner George

Rei der, Jr. apparently wasn't affected by the disruption. Staff nenbers
joined himfor nmarble cake and cof fee the sane norning, Cogswell said.

I nsurance Comnpani es

The bug al so spread to some Hartford insurance conpani es and even the
submarine base in Connecticut, but there were no reports of serious
damages.

Aet na spokesnman David Carter said a systenms manager spotted the bug soon
after it arrived during the night and shut down incom ng and out goi ng
Internet-based traffic. The company still had internal e-mail and
outgoing Internet e-nmail resuned the next day.

Sone conpanies |ike The Hartford and Marsh Inc. of San Francisco offer
i nsurance coverage for damage that conputer viruses can cause.

But the Insurance Information Institute had no reports of clains
relating to the I LOVEYQU vi rus.

Still, even The Hartford saw some noderate affects fromthe bug, which
used the Mcrosoft Qutlook e-mail programto spread to other systens.

| nsurance Ti mes: Princi pal s I n Bank- Omed Agenci es Share Experience At
Bost on For um
May 23, 2000, Vol. XIX No. 11

by Mark Hol | mer
| nsuranceTi nes

BOSTON - One man represented a giant and revered insurance agency
recently snatched up by a rapidly expandi ng regional bank

Hi s corporate adversary sat next to him- the president of a small, old-
fashi oned community savi ngs bank whose conpany recently bought a

nei ghbor hood i nsurance agency.

Both nen are treading into new territory, blending banking and insurance
servi ces under one corporate roof. They reported recently that their
respective trail-blazing ventures are doing just fine.

"W are with a bank that understands what we're doing," said Richard
Hubbard, vice chairnman of Brewer & Lord, which is now owned by Citizens
Bank.

"I't's working very well," said Joseph C. Cioni, chairman and CEO of

St oneham Savi ngs Bank, of his conmpany's recent purchase of the Robert F
O Neil Insurance Agency.

Hubbard and Cioni were featured speakers at a senminar held May 12 at The
Seaport Hotel in Boston - which included di scussi ons about how new
federal and state laws all owi ng the banking and insurance industries to
integrate are affecting the industry.

The Morrison, Mahoney & MIler law firm sponsored the three-hour sem nar



with The I nsurance Library Association of Boston

Brewer & Lord, one of the | argest independent agencies in Massachusetts
, was purchased by USTrust in June 1999 (which was, in turn, purchased
by Citizens Bank in January).

Hubbard expl ai ned that Brewer & Lord officials began to realize such a
bl endi ng of resources sinply made sense in light of increasing pressure
for financial growth.

"We decided (this) was the best way to grow and still be an

i ndependent agency as a whol |l y-owned subsidiary and still a good way

to give young people an incentive" to invest in the conpany as new

enpl oyees, he said.

Devoted to Cross-Selling

Citizens Bank respects what Brewer & Lord is doing, Hubbard said, and
the conpany is "devoted to cross selling" each others' products.

And while their cross-selling effort is just getting started, Hubbard
said he's looking forward to nore growh as a result -- as each conpany
draws on the others' customers to expand its business. He al so expects

t he bank and his insurance conpany to be "in an acquiring node" for
further expansion.

"We're looking forward to growmh and getting into the nooks and crannies
of various |large bank outlets," he said. "Hopefully we'll be successful
By contract, Cioni, as chairman of a small comunity bank, said he
opposed the concept of banks acquiring insurance agencies "unti
recently."

"There seened to be a whole [ ot of reasons why you wouldn't want to get
i nvol ved in the insurance industry," he said. "Banking is conpl ex enough
- you wouldn't want to add an additional l[ayer of" regulation.

But his thinking turned around because "it became nmore and nore evident
we couldn't be a traditional |ender conpeting agai nst organi zations that
have a nmultitude of products.™

Cioni's board of directors concluded that "we wanted to be the
community's first choice" for financial products. Changes in the state
law in 1997 and then the new federal |aw hel ped make that happen

Bank Survey

The nove nade sense, according to Cioni. Stoneham Savi ngs Bank's 1997
survey showed at |east 26 percent of its custonmers "would like to think
they can cone to us and buy insurance the threat of |arger banks

of fering (insurance) product got us in."

The Robert F. O Neil Insurance Agency is now a whol | y-owned subsi diary
of Stoneham Savi ngs Bank, and it's nmaintained at a separate | ocation
Cross-selling just began two nonths ago, Cioni said and he added that it
is working well so far

Meanwhi | e, Cioni said, Stoneham Savings Bank is | ooking to acquire nore
i nsurance agenci es.

| nsurance Ti meS: Plynouth Rock Hel ps Mass. Agency Land New Producer
May 23, 2000, Vol. XIX No. 11

| ndependent agents today face a "Catch-22" when it cones to hiring new
producers.
Few can take on the cost of hiring and training a rookie producer. But



wi t hout an additional sal esperson, the agency won't grow fast.

This is the biggest obstacle to growh, says WlliamD. Ginnell

presi dent of Webber & Grinnell Insurance Agency in Northanpton, Mass.
"There's incredible start-up expense and big risk," he says. "You just
don't know if the person you're hiring is going to pan out. And once
you have soneone on board, it's difficult to get rid of that person if
he or she isn't neeting sales goals."

Even if the new producer nmeets sales targets, it takes a few years

bef ore commi ssions of fset salary and benefits.
What about hiring an experienced producer? Today npbst have non-conpete
agreenents and can't take their customers with them As a result, it's
"al nost inpossible” to hire a producer from another agency, Ginnel
says.

Anot her choice is to hire and train an underwiter or other specialist
froman insurance conpany. But that's also nore difficult today.
Conpany branch offices have been cl osed because of downsi zi ng.

"The tal ent pool has dried up," he says.
Webber and Grinnell is a 15-person agency with nmore than $10 million in
prem ums, split evenly between personal and comercial lines. Bil

Grinnell and his partner, R ch Webber, bought the agency fromBill's
father, Fred Ginnell, Jr., in October 1998.

Grinnell is 38 and Webber will soon turn 44. "W have nmany nore years
in the business ahead of us. We're in the growmh node." Ginnell says.

Focusing on comercial |ines sales, the partners juggle serving current
custoners and selling. "Once you have a certain amount of business,
plus the responsibilities that come with running an agency, it's very
difficult to continue to produce a |level that grows your business,
versus just replacing what's lost through attrition,” Ginnell says.
Additionally, the partners can't spend a | ot of noney on sal es and
mar ket i ng because they have a tight budget in the early years after the
buyout .

Grinnell calls personal lines "the rock of our agency" because of its
stability. However, because the partners focus on comercial |ines,
produci ng nore personal business can get shortchanged unl ess someone's
dedicated to it. "You can't just wait for the phone to ring. To really
grow, you've got to go out and get it," he says.

Grinnell decided to try to get help. He approached his | ead persona
lines carrier, Plynobuth Rock Assurance Corp. in Boston and asked if it
woul d consi der subsidizing a new producer at the agency.

"We've had a strong relationship with Plynouth Rock over the years-a
real partnership," he says. He net with Mark Sweeney, vice president of
mar keti ng, and found a receptive ear
In 1999, Plynmouth Rock struck an agreenment with the agency. The conpany
pays the bul k of the rookie producer's salary for three years while the
agency provides enpl oyee benefits and covers travel expenses.

Grinnell estimates the subsidy covers 70 percent of the producer's tota
conpensati on package.

In return, the producer nust neet the production goals the agency and
conpany agreed on. After three years, the new producer should be self-
sufficient, and the subsidy ends. The agency agrees to keep the

busi ness with Plymouth Rock three nore years.

Wth the financial assistance in place, Ginnell could hire a producer
He chose Suzanne WAl ker, who was the executive director of the loca
YMCA and the fornmer president of the Northanpton Chamber of Commerce. A
nother with children in elenentary school, Wal ker wanted a career that
woul d give her nmore control over her tine. After getting her property-
casualty broker's license, she joined Wbber and Grinnell in March 1999.



Ginnell feels fortunate to have found soneone who's well known in the

conmunity and notivated. "She brings an el enent of professionalism
She represents us very well," he says.
Wl ker exceeded her sales goals for the first year. "A trickle of many

areas and efforts," brought success, Ginnell says.

Webber and Grinnell wites several group auto programs with Plynouth
Rock, the | argest being the Cool ey-Di cki nson Hospital. "She was
instrumental in putting that group together, and it's really been a hone
run for her and for us," he says. "She's got several other |arge groups
inthe fire now and expects to cl ose on them soon."

Additionally, the agency uses a tel emarketer who provi des honeowners

| eads to Wal ker. "The easiest way to sell auto insurance is to first
wite the homeowners. Homeowners is an easier product to sell because
there's nmore variation," he says. "Auto is nore price-focused."

She often uses Bunker Hill Insurance Co. - Plynbuth Rock's sister
conpany that wites Massachusetts homeowners insurance - because it has
a high-quality product. After getting the homeowners busi ness, she
usually can wite the famly's autos.

She al so takes advantage of her many contacts in the comunity to wite
personal |ines business and refer businesspeople she knows to Bil
Ginnell and Rich Wbber.

Now t hat she has conpleted her first year, Ginnell can say that the
program has worked for both the agency and the conpany.

"There's no question the investnment is paying off for us and Pl ynouth
Rock," he says. "That spirit of teamwrk and cooperati on between us has
made t he program worthwhile."

Subsi di zi ng a producer "makes a | ot of sense," for conpanies, he adds.
Conpani es often pay bonuses to agencies that roll over books of business
fromother carriers. That gives theman i mediate return. |In contrast,
Pl ymouth Rock is investing in a programthat will "blossoni over the
years, bringing nore business to it and into the independent agency
system he says.

Pl eased with the success of the pilot program at Wbber and Ginnell
Pl ymout h Rock is |ooking to expand the producer-devel opnent programto
nore of its independent agencies across Massachusetts.

"By hel pi ng our independent agencies bring on new talent, we're
supporting both our and their future growth," says Plynouth Rock's
Sweeney. "W see this as a crucial investnent."

| nsurance Ti meS: AAIS Ofers CL Property Damage Endor sement
May 23, 2000, Vol. XIX No. 11

A new commercial liability endorsenent devel oped by the Anerican

Associ ation of Insurance Services (AAIS) is designed to do for property
damage what "med pay" provisions do for bodily injury.

Under the new Voluntary Property Damage Coverage option filed for the
AAIS Artisans Program insured contractors are rei nbursed for what they
pay or do to conpensate others for (1) damage to property of others in
the insured's care, custody, and control; and (2) damage to property of
others arising fromthe insured' s work. The coverage woul d apply no
matter who is legally liable for the damage, a critical distinction from
standard liability coverages for simlar |osses.

"By 'voluntarily' assuming responsibility for certain |osses, the



i nsured and his insurer avoid disputes over liability that could lead to
ill will and larger clains," says Janice N enman, AAl S manager for
commercial liability.

In this way, the voluntary danage coverage i s anal ogous to standard "med
pay" provisions, which pay a certain linmt for bodily injury clains
regardl ess of fault, in hopes that a claimcan be resolved quickly. But
whi l e med pay provisions are generally established at $1,000 per claim
in the base form the insurer can designate the anopunt of voluntary
danmage coverage by entering both per occurrence and aggregate limts on
a schedul e that acconpani es the AAI'S endorsenent.

Several other new endorsenents have also been filed for the AAIS
Artisans Program These provide: liability coverage for enpl oynment

rel ated practices such as discrimnation, sexual harassment, and
wrongful termination; an extended period for reporting enpl oynent
related clainms; and inland nmarine coverage for contractors' equi pnent
and contractors' tools (owned, |eased, or rented), and "installation
floater" coverage for nmaterials, supplies, fixtures, and equi pment

i ntended to becone a permanent part of a structure.

Call 800/564-AAl'S, or visit ww. AAl Sonline.com p

CertificatesNow. comentering New Engl and

San Di ego- based CertificatesNow. com an Internet-based certificate
process, has entered the New Engl and market. The product, endorsed by

t he I ndependent Insurance Agents of Anerica, promises to cut certificate
managenent costs by nore than 80 percent and give insureds the ability
to self-serve their insurance certification needs 24 hours a day, seven
days a week. The New Engl and sales effort will be under the managenent
of Keith LeBlanc' formerly of American Management Services, Fortis Inc.
and several other insurers. Visit the conpany's Wb site at

www. ConfirmNet.comor call 877/669-8600. p

| SO buys into clickNsettle.com

NAM Corp., a Geat Neck, N Y. provider of Wb-enabled and in-person
di spute-resol ution services including clickNsettle.com announced that
I nsurance Services Ofice, Inc. (1SO has acquired 16 percent of the
conpany for $4 million. |In addition, Frank J. Coyne, president and
chief operating officer of 1SO wll be nomnated to NAM s board of
directors.

Besi des investing in NAM Corp., 1SOw Il market the online dispute-
resolution service, clickNsettle.com NAM s President and Chi ef
Executive O ficer Roy I|Israel said.

"This alliance provides SO w th a unique opportunity to |everage its
role as the property/casualty industry's prem er information source to
hel p insurers put a lid on large and growi ng i ndemmity and | egal costs,"
said | SO s Coyne
Coyne said the rise in |l egal defense costs, which now account for 15
percent of insured |losses, is a serious concern to liability insurers
and policyhol ders. "W know from careful exam nation of closed insurance
clains over time that the costs of |egal defense and indemity increase,
the longer it takes to close a claim By substantially shortening the
time it takes to settle clains, clickNsettle.comsignificantly reduces
| egal costs, and insurers can reflect those savings in their premuns,"
sai d Coyne.

Travel ers adds boiler coverage to marine policy
Travel ers Property Casualty Corp. has added boiler and machi nery
coverage to its Inland Marine Builders Ri sk product. The new policy,



called I M PAK Builders Risk with Specified Machi nery, now includes the
sane broad coverage as a stand-al one conprehensive boil er and nmachinery
policy, with the testing exclusion renmoved, from Travel ers' boiler and
machi nery di vi si on.

"Addi ng the option of boiler and nachinery coverage to builders' risk
policies allows us to recover all first party insurance needs for
construction projects under one conprehensive, yet very easy to

under stand, policy. Customers who need both types of coverage no | onger
need to revi ew separate endorsenents or multiple policies in order to
understand their insurance coverages," said Tom Pecka, director

Travel ers Mari ne.

The new product is targeted towards general contractors, owners and
devel opers in the md-to-large-sized commercial construction market.
Call 860 277-8292 or visit www. travel ers.com

| nsurance Ti MBS: Internet Threatens Conmpany Enpl oyees More Than Agents:
Slocum Internet WII Help Agents Cut Waste And Duplication
May 23, 2000, Vol. XIX No. 11

by Penny WIlians
| nsur anceTi nes

The Internet prom ses to reduce waste and duplication in the insurance
i ndustry and while this has insurance agents worried about their
futures, it's conpany |evel underwiters and adm ni strators who shoul d
feel nost threatened, a Rhode |Island agency autonation advocate told a
nati onal industry group recently.

Myth of Disinternediation

"The myth of disinternmediation is that agents are no | onger needed when
in fact every study |'ve seen says exactly the opposite; in fact 85
percent of consumers want to do business with an agent. The

disinternediation will be at |levels other than the agency - that is, at
t he conpany.

"Most of the cost savings will cone fromthe elimnation of processors
and underwiters at the conmpany level since nmobst will use expert systens

which elimnate duplicate data entry and review, " said Robert Sl ocum of
Warwi ck, R 1.'s The Sl ocum Agency.

Sl ocum recently addressed the | VANS Conference in Tanpa Fl ori da.

On the other hand, the Internet -- and an Intranet-- allows agents to

i mprove their customer service and business rel ationships while reducing
costs, waste and duplication, Slocumsaid in remarks touting the

advant ages of the new technol ogy.

"Those who enbrace the new technol ogy and |l everage it to everyone's
advant age, who find innovative ways to nmeet the uni que needs of the

i ndi vi dual customer, will survive," he said. "The professionals who
serve the customer when, where and how the custoner wants to be served,
wi Il succeed.

M ni mi ze Expense

"Utilizing the Internet will not only reduce duplication it will also
m ni mze expense," he maintained. "Wiat the Internet does is enable an
agency and agents to customtailor their services to their custoners'



needs. This is the true nmeaning of relationship marketing, which is what
will spell the difference between those that thrive and those that don't
survi ve.

"Absent the Internet," he said, "agents really aren't given the tools to
do their job efficiently. The Internet provides the tine-sensitive tools
necessary to resolving issues and reacting in the tinefrane the custoner
demands. "

To take full advantage, agenci es should have every enployee wired with
fast and easy Internet access, he advised.

"To really capitalize on the opportunities offered by the Internet, high
speed access must be avail able at every desktop. The dial -up connections
of today are too slow and cunbersome. Access must be quick and easy or
it won't get used," advised Sl ocum

He suggested that at a mninmum there are things agents can do right now
using the Internet. Anong these are:

Getting new business | eads-

Providing information to customers and ot hers-

Using e-mail to conmunicate with clients, partners, prospects and

i ntra-agency-

Fi ndi ng niche nmarkets and other specialties-

Accessi ng Conpany websites to service agency clients nore efficiently-
Downl oadi ng i nformati on using proprietary systens-

Locati ng needed information quickly.

As an exanple of the value of being able to access a conpany website to
provide nore efficient custoner service, Slocumused EMC I nsurance Cos.'
websi te where an agent can access billing information.

"Al nost 70 percent of the inquiries we get at our agency are billing

rel ated. But we don't have that information because it is direct bil
even though the custoner expects us to have that information. Wth
access to websites simlar to EMC we can call up the client's billing

i nfornmati on on-screen while they're on the phone. This way we can give
them the information needed i medi ately instead of having to tell them
that we will get that information and call them back."

Accessing a clains experience report on the Beacon Miutual |nsurance Co.
website. Sl ocum comented, "Again "it is enabling for the agency to be
able to access a client's informati on and be able to provide that
information inmediately. It is nore efficient and provides better

servi ce.

His own website provides information on his insurance agency, Slocum
Real ty, and Consulting Services. There is a map and directions on how to
find the agency, along with hyperlinks to specific industry infornmation.
VWi | e maki ng i nformati on about the agency available to custonmers and
busi ness partners is inportant, Slocum also recomended using the
Internet for internal agency directories, calendars, nmenps, nanuals and
e-mails -- as an Intranet. He uses Intranet Essentials

(wwv. i ntranetessentials.con), a free Intranet tool on the Internet that
al  ows agency nmenbers and staff to share information easily by posting
or e-mail. A calendar allows tracking and provides rem nders for staff
and agency nenbers of neetings. |

An Intranet also allows an agency to nake docunments available to al
agency nenbers and staff. "W have upl oaded the policies and procedures
manual for the agency," he observed, "but an agency can put any sort of
docunent up there."



| nsurance Ti meS: States Rejecting Curbs On Aftermarket Auto Parts
May 23, 2000, Vol. XIX No. 11

Fewer states weighed bills
this year than in past: NAl

Despite the fallout fromthe State Farmclass action lawsuit, fewer
bills to limt or ban the use of conpetitive auto replacenent parts were
introduced in state |legislatures this year and none of those bills have
been enact ed.

"When the State Farm verdict was handed down in October 1999, we thought
the i ssue woul d be radioactive in the 2000 state | egislative sessions,"
sai d Robert Hurns, associate counsel for the National Association of

| ndependent | nsurers (NAII).

Negative Medi a
"Body shop organizations and origi nal equi pnent manufacturers (OCEMs)
junped on the State Farm bandwagon and tried to generate negative nedi a
coverage of the competitive parts issue across the country. However,
only 16 state |legislatures considered bills to restrict the use of
generic parts in 2000, conpared to 23 states in 1999. Mbdre inportant,
hal f of those bills have al ready been defeated and time is running out
for the remaining proposals,"” said Hurns.

Bills that would restrict the use of conpetitive parts died this session
in seven states including New Hanpshire,

Simlar legislation is still alive in California, Massachusetts,

M ssouri, New Jersey, New York, North Carolina, Pennsylvania, and Rhode
I sl and.

"The bottomline is that state legislators are reluctant to support
bills that would create a nobnopoly for any business," said Hurns.

In spite of these victories, however, Hurns expressed concern that the
threat of litigation has caused several large insurers to stop using
conpetitive parts fi a trend that will ultimately affect pricing. For
exanple, in the first nonth after State Farm stopped using conpetitive
parts, the conpany's actual repair costs were $4 mllion nore than
anti ci pat ed.

"These |l egislative victories have to be coupled with laws that curb the
abuse of class action lawsuits," said Hurns.

| nsurance Ti MBS: Risk Managers Cite Internet, Rising Costs And Mergers As

Top Concerns: Liberty Miutual Survey Finds Focus On Disaster Planning
May 23, 2000, Vol. XX No. 11

A survey of risk managers by the Liberty Mitual Group reveal s that
virtually all risk managers use the Internet in their jobs.
Interestingly, one quarter of respondents reported that they spend nore
than five hours a week online.

The survey al so found that risk nanagers have a strong focus on disaster
preparation and protection of global operations.

These are some of the findings of Liberty Mitual's fifth annual Risk
Management Survey, released at the recent 2000 Ri sk and I nsurance
Managenent Soci ety Conference in San Franci sco.



In conducting its survey, Liberty Mitual asked 200 ri sk managers for
their opinions on these topics as well as the major issues they face
today and will continue to face in the future. The respondents represent
a variety of industries and business sizes.
Asked to nane the single biggest issue they will face in 2000, risk
managers replied

t he changi ng i nsurance narketplace including the cost of insurance,
and insurance conmpany nergers and acquisitions;

wor ker s conpensati on cost contai nment;

cl ai ns/ cl ai ms managenent; and,

e-comerce, including the Internet and ri sk managenment infornmation
syst ens.
Asked to cite what they expect to be their top risk nanagenent issues
during the next two years, respondents said:

their corporate growth and associated ri sk nanagenent chall enges;

t he changi ng i nsurance narketplace including the cost of insurance,
and insurance conmpany nergers and acqui sitions;

wor kers conpensati on cost containment; and,

e-conmmerce, including the Internet and ri sk managerment information
syst ens.
The findings were presented at the conference by John F. Ryan, Liberty
Mutual 's vice president of comrercial marketing. According to M. Ryan,
"The issues raised underscore the need for a strong focus on technol ogy
to help inform service and control risk management prograns. Wth so
much changing in the narketplace, technology is a strong tool to build
ef fective risk managenent prograns."”

I nternet Use

According to the survey, 98 percent of risk managers said they have used
the Internet in the past year for their job. Research is the primary
function used during the renewal process on the Internet by risk
managers, followed by comrunication with their broker and insurer, and
cl ai s handl i ng.

Four-out-of -five risk managers al so said they spend at |east two hours a
week on the Internet, and 25 percent reported that they spend nore than
five hours a week online. Eighty-three percent of risk managers cited
using the Internet to gather risk nanagenent information, up nine
percent from 1999. Seventy-five percent said they obtain regulatory

i nformati on using the Internet, up 17 percent from 1999, and 73 percent
of respondents research product and service information over the
Internet, up 16 percent from 1999. Sixty-five percent of risk managers
al so said they research safety infornation on the Internet.

O those respondents who renewed their insurance progranms recently, 16
percent said they used the Internet as part of the renewal process.
Goi ng forward, 27 percent of risk nmanagers said they will use the
Internet as part of the renewal process.

According to the survey results, nore than twice as nmany risk managers
receive certificates of insurance online today versus |last year. In
addition to receiving certificates over the Internet, 56 percent
respondents said they can review claimstatus online.

In terns of information transfer with their carrier or third-party

adm nistrators, half of the risk nanagers said they receive |oss

i nformati on online. Thirty-eight percent of risk nanagers reported that
they receive notification of reserve changes over the Internet, while 32
percent of respondents said they use the Internet for filing a claim
The survey results show that risk managers from conpanies with 5,000
enpl oyees or nore use the Internet for information transfer to a greater



extent than risk nanagers from small er conpanies.

In the future, half of the respondents said they would |like to file
clainms online. Also, two out of three risk managers would like to
receive certificates of insurance electronically. Interest in filing
clains and receiving certificates online is strongest anobng risk
managers from conpani es with 5,000 enpl oyees or nore.

Di saster Recovery Pl anning

Li berty Mutual's survey al so asked risk managers about their disaster
recovery planning. According to the results, 84 percent of respondents
regularly identify operational hazards and risks that could have a

cat astrophic i npact on operations. Eighty-nine percent of respondents
said they have a disaster recovery plan in the event of a catastrophe.
In addition, nore than half of the respondents (57 percent) have
quantified the dollar inpact that a catastrophic event would have on the
conpany's bottom i ne.

| nsurance Ti meS: Cross Marketing: Today's Urgency
May 23, 2000, Vol. XIX No. 11

by Dave Goodwi n
Pr esi dent
Dave Goodwi n & Associ at es

There's no doubt any nore: Today's property/ casualty agency is no |onger
in just the P/C business. It's a segnent of the financial services

i ndustry. Insurance is no |longer a free-standi ng product or service;
it's part of a professional package. CPAs are selling insurance. So are
st ockbrokers, publishers, departnent stores, gas conpanies, and, of
course, banks.

This could all be seen coming years ago. But now there's nore. |nsurance
buyers can go to computers to learn as nuch as they want about the major
i nsurance lines-and with little trouble, apply for coverage and pay

el ectronically.

Three things, though, are still mssing fromall these new marketing
sources. These three things are what distinguishes professiona

i ndependent agents fromthe rest:

1. Expertise and professionalism OK we don't have a |l ock on these. The
others may al so get people with those qualities.

2. Personalized interest and service. These, too, are not exclusively
ours, but independent agents are nore likely to deliver these qualities.

3. Devel opnent of cross-marketing potential. In this area, you-the
agency agent-can be the wi nner, hands down. No computer and no ot her

i nsurance nmarketers (or marketers who al so handl e i nsurance) can match
the agent who is tuned to the potential for cross-selling. O can do it
nore professionally.

VAST POTENTI AL
Cross-marketing is not a casual matter, and should not be treated as



one. The inplications are crucial: profits, client retention, producer
retention, carrier retention-agency survival. To sonme, "cross-nmarketing"
means selling another P/C policy to existing insureds. To others, it's
broader: selling life, health, benefits. To still others, it may nean
getting into risk managenent, prem um financing, or other profit
centers.

Al these and many nore are legitimate functions of the P/C agency. But
consider the total picture. Even as the insurance buyer has changed-
getting smarter, beconming better attuned to alternatives, and expecting
nore service-so too have carriers changed. Conpanies are nore demandi ng,
| ess generous, and nore inclined to conpete with their own agents. They
may have pressing reasons for these changes, but that's al nost
irrelevant. The changes are here, and nore are com ng

MOVENT OF DECI SI ON

Each agency nust deci de, on the highest managenent |evel, whether its
goal is to be a hub or a spoke. Hubs recognize that the npbst val uabl e
part of a book of P/C business is not the profit it will generate but
its cross-marketing potential. A cormitnent to selling life insurance
can doubl e the agency's bottomline, just for openers. Annuities, |ong-

termcare, critical illness, and charitable-contribution prograns are
just a few of the prograns that can fatten even the usual run of life
products.

On the two-1egged base of PFC and life, related |lines can be added one
by one to build a rounded house of services. Real estate, nortgages,
travel, and | oss prevention can all come together, each service
providing |leads to the others in the fanmily. This is not theory; nany
agenci es are doi ng so.

Al t hough the P/ C book produces a snaller percentage of the much | arger
revenue, its principals control the P/C and overall operations. Being
t he spoke, on the other hand, puts control in the hands of non-P/C
peopl e. About a decade ago, for exanple, three |ife producers decided to
buy a P/C agency sinmply to use its Life leads. It worked so well that

t hey expanded into nortgage banking, then stock brokerage, and then

ot her financial services. These |life agents recogni zed what many P/ C
principals don't see: the cross-nmarketing potentials in a P/ C book

THE CROSSROADS

The P/ C agency has three choices:

1. Keep the status quo

2. Becone a hub

3. Becone a spoke

Cross-marketing is essential to each. Agency managenent shoul d- nmust - make
a firmcomitment to chart a cross-marketing course-and do so now.

Wt hout going into nore reasons for doing so, let's look at just a few
ways to go at it.

1. Conmit to a full-time, professional, in-house |life/benefits producer

2. Establish a |l ead systemfor the producer. Just being there with a P/C
agency is not enough.
3. Take advantage of what's new, good, and salable in related fields.
For exanpl e:

Annuities. Annuities aren't dull back-page-of-the-rate book
products any nore. They provide half the inconme of |ife conpanies. Your
i nsureds are buying lots of them Ask each insured, "Wen does your next
CD mature? Would you like to see a great alternative?" Your life



producer should do well with such | eads.

Critical Illness Survivor. This new product has many attractive
features and is ideal for professionals, executives, nom and-pop
busi nesses, and mi d- and hi gh-i ncome markets.

4. PUP - Pick Up Policies. You do this routinely in P/C. Extend the sane
professionalismto |life. No one in the world is better positioned than
you to pick up life policies fromyour insureds. Do it! Al npbst w thout
exception, review ng existing Life prograns |eads to busi ness and
referrals.

5. Use nail and nmail stuffers with response cards. Nearly every piece of
outgoing mail should carry a compact cross-narketing message or
guesti on.

6. Participate in senm nars. Sponsor your own or share with others. Sone
exanpl es:

Travel . "How i nsurance savings may pay for your trip to
Exoticl and. "

Reverse Mortgages. "How you can put lots of nobney in your pocket
and never pay it back-and here are sone inportant policies you can buy
with just a little of the noney." (One possibility: alife policy to
cover the nortgage so that the hone can be given to a relative, friend,
or charity.) If you don't know enough about travel or nortgages to
di scuss them bring in an expert. In fact, nost people don't know enough
about reverse nortgages, critical illness survivor, |long-termcare, or
annuities-so straightforward presentations will be beneficial to them
to your associated specialist, and to you.

Banks, of course, nmay represent another big category of cross-nmarketing
potential, and you needn't be acquired by a bank to work with them But
that's a big subject for another articlel

SUMVARY

Cross-marketing in insurance remains virtually untouched, and its
potential is as unlimted as the principals' creativity. But to ignore
its potential is, in effect, to invite conpetitors to sell to your
client base and eventually to own it. Many product |ines and marketing
nmet hods are avail abl e. Agency commi tnent and prof essional execution are
the essential ingredients to a successful cross-nmarketing program

Goodwi n specializes in consulting on marketing and cross-marketing of
life, benefits and financial services products by property/casualty
agenci es. Goodwi n can be reached at Dave Goodwi n & Associ ates, P.QO
Drawer 54-6661, Surfside, FL 33154-0661. Phone: (305) 993-1800 or (800)
622-0576; fax: (305) 861-3696; e-nmil: dsgoodw n@ uno.com

| nsurance Ti MBS: SBLI O Mass. Maintains Top Sal es Position
May 23, 2000, Vol. XIX No. 11

The Savi ngs Bank Life Insurance Co. of Massachusetts (SBLI) has

mai ntai ned its ranking as the nunber one witer of ordinary life

i nsurance in force in Massachusetts as a result of achieving record
sales for the fourth consecutive year



In 1999, SBLI's premiuminconme fromordinary |ife, the company's core
product, increased 10 percent to $112.7 million. Total revenues grew to
$222.2 mllion in 1999, up from $208.4 million in 1998. First-year

prem unms associ ated with new busi ness grew by 20 percent over 1998.

Total assets reached $1.26 billion

SBLI issued 9.3 percent nore ordinary life policies in 1999 than the
previous year, with a record face anount of $4.7 billion, increasing the
total insurance-in-force to $26.1 billion at year's end. SBLI insurance

is offered through 170 Massachusetts financial institutions, through

i ndependent agents affiliated with Plymouth Rock Assurance Corp. and by
t el ephone through the hone office sales staff. It is also available in
New Hanpshire, Mine and Rhode Island.p

Linra offers recruiting and retention technol ogi es
Linra International and Wnderlic, Inc., a |eading provider of
enpl oyment sol utions, have entered into a partnership offering
i nnovative recruiting, assessnment, and retention services to LIMRA
menbers. According to the announcenent, the foll owi ng products, designed
to maxim ze the results and cost-effectiveness of enployee recruiting
and retention efforts, are now available for use in the United States,
Canada, and the Cari bbean

PhonApp(r) Automated Tel ephone Application Service

WebApp(tn) Automated Internet Application Survey

Wonderlic Enpl oyee Opinion Survey(tm (tel ephone and Internet)

Wonderlic Exit Interview (tel ephone and I nternet)

Hire Learning Interviewer Training and Certification
"Wth unenpl oynent reaching all-tinme |ows our nenbers are finding it
increasingly difficult to attract and retain talent. Wonderlic
technol ogi es make it significantly easier and nore convenient for job
candi dates to apply for jobs and for enployees to provide critica
ongoi ng feedback," said Steve Brown, vice president and director, Linra
Assessment Sol utions.
PhonApp and WbApp provide a fast and easy way for job seekers to apply
for your open positions at their convenience - 24 hours a day, seven
days a week. The Wobnderlic Enpl oyee Opinion Survey and Wonderlic Exit
Interview hel p you reduce turnover and increase productivity by gauging
enpl oyee attitudes on inportant topics such as supervision
conpensation, job attitudes, and career opportunities. The Hire Learning
sel f-study program gi ves your recruiters and nmanagers the information
and advice they need to conply with I aws and regul ati ons governing the
hiring process, such as the Civil Rights Act, the Anericans with
Disabilities Act, and the Age Discrimnation in Enploynent Act.
Contact Linra at selection@inra.com

Ameri can Skandia tops in variable life sales

Ameri can Skandia, Inc. was nunber one in total variable annuity sal es
for the first quarter of 2000, according to two |eading industry
trackers, The Variable Annuity Research and Data Service (VARDS) and

Tillinghast's Val ue Survey.

This marks the first time that American Skandia, Inc. -- which started
di stributing variable annuities 11 years ago -- has been ranked nunber
one in gross sales in the industry for a quarter period.

Anerican Skandi a narked total variable annuity sales of $2.679 billion

in the first quarter of 2000, topping The Hartford by nore than $76
mllion and Tl AA-CREFF by $127 million. This was an increase of 45
percent over the fourth quarter of 1999 and 89 percent over the sane
period | ast year.



Ameri can Skandi a's variable annuity portfolios now total 48 sub-accounts
covering 25 distinct asset classes, all managed by anpong t he best known
nanes i n nmoney nmanagenent includi ng Scudder Kenper |nvestnents, Inc.
Janus, Alliance Capital Mnagenent, LP, Marsico Capital Management, LLC
and T. Rowe Price Associates, Inc.

Hancock's Signator offers fee-based pl anning

Signator Investors, Inc. has introduced a new proprietary financia

pl anni ng program Fi nanci al Perspectives, that allows its advisers to
charge for creating conprehensive financial plans. The new program
contracted through KPMG LLP's Acunen Group enhances Signator's extensive
fee-based advisory capabilities. Signator, with nore than 4, 000

regi stered representatives, is a registered broker/deal er and investnent
adviser an affiliate of John Hancock Financial Services, Inc.

Th firms advisory platformoffers advisers access to an array of fee-
based progranms, ranging fromnmutual fund w aps, separate account wraps
and private nbney manager services to unbundled tools for individua
asset managenent.

| nsurance Ti mesS: Baby Booners' Underestimate Risk OF Nursing Home:

Predicts Less Fami |y Caregiving Support In Future
May 23, 2000, Vol. Xl X No. 11

A new study by the American Council of Life Insurers (ACLI) finds that
the chances they' Il end their lives in a nursing hone are far higher

t han nost Baby Booners imagine - and that middle incone famlies are at
the greatest risk

"M ddl e i ncone Baby Boomers will find that to successfully age 'in
place' - that is, in their homes or in the hone-like setting of an
assisted living facility - they will have to use their retirenent
savings to pay for increasingly expensive long-termcare services," says
Barbara Stucki, Ph.D., primary author of the ACLI study, " Can Aging
Baby Booners Avoid the Nursing Home?"

"Wthout private long-termcare insurance, many will face potentially
cat astrophic costs that could |l ead to inpoverishment and the need to use
Medi cai d-funded nursing hone care," Stucki ads.

ACLI's new study projects that the costs of long-termcare services wll
nore than quadruple by 2030:

Adult day care, which currently costs an average of $50 per day (or
$12,981 per year), wll increase to $220 per day (or $56,100 per year);
Assi stance by a home health aide, which now costs $61 per visit (or
$15, 743 per year at five visits per week), wll cost $260 per visit (or

$68, 000 per year);

Staying in an assisted living facility, which currently averages
$25, 300 per year, wll cost $109, 300 per year, and

Nur si ng hone care, which now averages $44, 100 per year, will cost
$190, 600 per year.
The report projects that by 2030, total national expenditures for home-
and comuni ty-based long-termcare will nore than quadruple, from $41
billion today to $193 billion.
ACLI's compani on study, "Wio WII Pay for the Baby Boomers' Long-Term
Care Needs?" projects that total national expenditures for nursing hone
care could reach $330 billion - equal to today's entire Social Security

ACLI



budget .
These findings "illustrate the inportance of taking persona
responsibility for your financial future and for your future long-term
care needs," Stucki said.

"We found that about half of long-termcare policyholders currently
recei ving benefits report they would have to nove to a nursing hone
wi t hout their insurance benefits. And nore than 70 percent report that
their long-termcare insurance policy pays all of the costs of the
services they need. And that goes a |long way toward reducing the
financial and enotional burden on family caregivers."

Fewer Kids, Less Support
Significantly, the new ACLI study found that when they retire, Booners

will have less fanmily caregiving support to rely on. They typically have
had fewer children than previous generations and one in five Booner
worren have no children at all. Hi gh divorce rates anong Booners are
likely to take a toll as well, because divorced parents are less likely

to receive caregi ving assistance fromtheir adult children than w dowed
parents.

"Wthout adequate fanmily support, older Anericans' need for paid | ong-
termcare services increases the risk that they will inpoverish

t hensel ves while living in the community,"” Stucki said. "Those costs can
be prohibitive. Wen they run out of funds, m ddle incone elders nust
turn to governnent prograns, which primarily provide institutiona
nursi ng hone care. A long-termcare insurance policy can help ensure

t hose caregiving costs don't deprive you of the ability to deci de where
and how you will live your final years.

"Because governnent prograns are biased toward nursing hone care, if you
rely on government help, the nursing hone is where you're likely to end
up, " Stucki said. "That's ironic, given that one governnment study says
hal f of the people in nursing hones don't need that kind of intensive
care, and coul d have nmintained their independence if they received

| ong-term care services at home."

VWil e the financial benefits to individual policyhol ders are obvious,
the benefits to governnent - and future taxpayers - of wider purchase of
private long-termcare insurance are substantial, the new ACLI study
shows. Medi cai d's annual nursing hone expenditures are projected to
skyrocket fromtoday's $29 billion to $134 billion by 2030 - an increase
of 360 percent. ACLI's research indicates that by paying policyhol ders
nur si ng hone costs - and by keepi ng policyhol ders out of nursing hones
by paying for home- and conmunity-based services, private |long-termcare
i nsurance coul d reduce Medicaid's institutional care expenditures by $40
billion a year, or about 30 percent.

Tax Revenues

In addition, the ACLI study found that w der purchase of |ong-termcare
i nsurance coul d increase general tax revenues by $8 billion per year
because of the number of family caregivers who woul d remain at work.
Today, 31 percent of caregivers quit work to care for an ol der person;
nearly two-thirds have to cut back their work schedul es; nore than a
quarter take | eaves of absence, and 10 percent turn down pronotions
because of their caregiving responsibilities. It costs the typica
wor ki ng caregi ver about $109 per day in |lost wages and health benefits
to provide full-time care at home - which is alnost as much as the cost
of nursing hone care.

"When t he youngest Booners reach age 65 in 2030, the nation's elderly
popul ation will double to 70 mllion and the nunber of severely inpaired



el ders at risk of needing nursing hone care could double to six
mllion," Stucki said. "Because Baby Booners are expected to |ive |onger
t han any precedi ng generation, the |ikelihood that they will need
nur si ng hone and other long-termcare services will only increase. The
duration of those inmpairnments is also likely to increase as life
expectancy rises, as will the risk of outliving one's retirenment assets.
"At greatest risk for nursing home placerment will be mddle incone

el ders unable to afford long-termcare services that pronote aging in
place - that is, in the honme or the comunity," Stucki said. "Aging Baby
Boonmers who plan ahead for their long-termcare needs can potentially
postpone or avoid institutionalization. Private |ong-termcare insurance
can ensure choice, dignity and security for mddl e inconme Anericans who
want to age in place.”

| nsurance Ti mMeS: Firms Get More Time To Conply Wth New Federal Privacy

Rul es
May 23, 2000, Vol. XI X No. 11

WASHI NGTON (AP) - Federal regulators are giving the nation's banks and
ot her financial services an eight-nmonth reprieve before they have to
conply with new rul es designed to protect consunmers' personal data.

The rul es were mandat ed by sweeping | egislation enacted | ast Novemnber
that renoved Depression-era barriers and all owed banks, securities firns
and insurance conpanies to enter each other's businesses. Published in
prelimnary form several nmonths ago, they brought a deluge of witten
comments from affected industries and conpani es, which said it would be
difficult to conply by the Novenber deadline for final rules.

The agencies, including the Federal Reserve, the Treasury Departnent and
t he Federal Trade Comm ssion, now have decided to put the regulations in
ef fect in Novenber but make conpliance with them voluntary until July
2001, an agency source confirmed Friday. The source spoke on condition
of anonymity.

News of the planned del ay brought an angry response froman aide to Rep.
Edward Markey, D-Mass., who has been active in consuner privacy issues.
"“This is an outrage,'' the aide, Jeff Duncan, said in a tel ephone
interview "~ "There is no reason why consunmers should not get the right
to have notice of their financial institutions' policies and practices
by Novenber. We see no justification for a delay.'

Ed M erzw nski, consuner programdirector for Public Interest Research
G oup, said the financial industries had won a delay "~ from sonething

t hey knew they would have to do and which is easy to do.'

Under the |egislation, the agencies nust issue final rules by next
Friday to take effect in Novenber.

The new rul es give consuners the right, by witten request, to stop
banks, investnment firms and insurers fromsharing their personal data
with third parties, such as telemarketers. They al so apply to a panoply
of ~“noney'' businesses including consuner finance conpani es, departnment
stores that issue credit cards, noney transnitters and noney-order

busi nesses, debt collection agencies and credit bureaus.

The banki ng, brokerage and insurance industries |ast year had accepted
the privacy restrictions because they wanted authorization to expand
their activities. But in a score of comrent letters in recent nonths,
they conplained that it would be difficult for businesses to conply



pronptly because of changes they will have to make in their operations.
An extension of the Novenber deadline ~“was at the top of our list,"
said Fritz El mendorf, a spokesman for the Consumer Bankers Associ ation
an industry group. " There are sone real issues that the regulators
apparently are appreciating.'

| nsurance Ti NBS: 40 Years After Sealing, National Life Opens Vernont

Capsul e
May 23, 2000, Vol. XX No. 11

by M ke Ecke
Associ ated Press

MONTPELI ER - Had the late George D. Al ken been a prophet rather than an
influential U S. senator from Vernont, he probably would have been out
of a job.

But he woul dn't have been alone in the prophet unenpl oynent |ine.

The predictions of Aiken, then-CGov. Robert T. Stafford and Deane C.
Davis were revealed May 12, as officials at National Life Insurance Co.
opened a time capsule buried in its Mntpelier headquarters upon its
dedi cation in 1960.

Newspapers and TV Tapes

Al so seal ed up 40 years ago in the hip-high copper cylinder were

m crofil mcopies of the state's newspapers, audio tapes fromradio
stations and a news reel fromthe state's then only television station,
WCAX- TV in Burlington.

Nati onal Life President Thomas MaclLeay said the capsule was intended to
be opened on the occasion of the conpany's 150th anniversary, this year
I ndi vi dual i zed, personal air transport, a cure for cancer and arthritis,
and a Vernont population of 1.5 million and a national popul ation of 400
mllion were anong the predictions Aiken nade in 1960 for the year 2000.
""He really was always an optimst,'' said Lola Aiken, the w dow of the
senator, who died in 1984.

Then- Gov. Stafford predicted Vernont woul d becone the vacation capita
of the country by 2000, and that new industries would cone into the
state. He al so predicted Vernmont's popul ation to exceed 500, 000 peopl e.
(At last count, the popul ati on was over 590, 000 people.)

TAIL inall, | look forward to the year 2000 as a nil estone of the
social, moral and economic growth in Vernont and the United States,'
Stafford wote.

Deane C. Davis - then president of National Life and still nine years
away from being governor - offered his predictions on National Life's
financial well-being, which he said would have $25 billion in policies,
covering one mllion custonmers. The conpany currently exceeds $36
billion in policies, but covers only 300,000 people.

Gov. Howard Dean offered his own predictions, which will be included in
a second time capsule to be sealed this year. He said universal health
care, 20-story buildings, a three-quarters of a mllion population with
15 percent nmade up of minorities would all appear by 2050, and an
econom ¢ boom driven by new hone building would bring nore prosperity to
Newport and the Northeast Ki ngdom

Gov. Dean

Ti me



71 felt | could be quite specific in ny predictions, knowing I won't
have to be accountable for them'' said Dean, who al so predicted he

woul dn't be around in 2050 to wi tness the opening of the second capsul e.
CGeorge Ai ken al so sounded a sonber note in making his 1960 predictions.
"“Man has not |learned to govern hinself very well as yet,'' Aiken wote.

“TAvarice, fear, suspicion still exert powerful influences upon

gover nnent .

““Spiritually, we have made little perceptible gain during the past 40
years,'' said Aiken, witing as if he were | ooking back from 2000. " For

this reason | amgreatly disturbed about our future; but hope that
soneday - some way - we nay find the key to progress in this
direction.'

| nsurance Ti MeS: 1I1AA s Hof mann Stresses Need For Increnental Prem um
H kes
May 23, 2000, Vol. XIX No. 11

by Mark Hol | mer
| nsuranceTi nes

It was May 5, 10:30 a.m at Ken's Steak House in Fram ngham Mass., and

WlliamF. Hofmann |1l was nowhere to be found.
Menbers of the 1752 Club -- a regional association of insurance-conpany
field representatives -- were counting on himto be their nmain speaker

But Hof mann , a Bel nont agent and the inconing president of the
| ndependent | nsurance Agents of America, was |ate.

Hof mann finally rushed in around 12:15 p.m, and apol ogetically
expl ai ned what took himso | ong.

"I sold a half-mllion-dollar whole Iife policy this norning."

Successful Ways

Hof mann used the exanple to launch into his speech about ways that

i ndependent insurance agents can continue to be successful in a rapidly
changi ng busi ness worl d.

"Too many of us are fat, dunb and happy,
rem nd people what we do for them"™

He covered a broad range of issues. Anpong them

Conpetition in the face of financial-services reforml|aw passed | ast
year. "You and | know how many agenci es have been bought in the state
(by banks) by now don't |et people be fooled into thinking banks

aren't going to be conpetitors. They're going for the same fee for
service."

Using the Wb for business. Hofmann said the IIAAis trying to get

every agent wired. He also said one unified conputer systemis needed to
hel p pronbte and sell insurance products - simlar to the airline

i ndustry. "We're got to get at people just like the airline system" he
said. "E-comrerce is absolutely critical the day is going to cone

that even the snmall conpanies aren't going to be able to afford to do
busi ness with anyone who isn't wired."

he said. "W forget we need to

Br andi ng
Brandi ng. "We need to create a brand that says independent agents
bring you value," he said. Branding, Hofmann said, will also help agents



conpete w th banks.

Hof mann rem nded his audi ence that the 11 AA is taking that notion of
conpetition through branding one step further, with its planned creation
of InsurBanc, a full-service bank that will make it "so agents don't
have to sell out to banks."

Prem um i ncreases. Hofmann said i nsurers shoul d keep their increases

to a reasonable | evel because price junps in an era of increased
conpetition could hurt them "Don't get 20 percent in one year. Do it a
little bit at a tine," he said. "Let's get premiuns fromthe risks we
need, but be cognizant that we're going to drive good business off the
books if we're not reasonable about it."

Mer gers. Hof mann says trade associ ations for independent insurance
agents should nmerge nationally, in order to consolidate and expand their
governrent al | obbyi ng power. "W need professional agents' associations
to work together collectively," he said.

Trade associ ati on nmenbershi p. Hof mann wants nore i ndependent agents to
join themto give the industry a |arger voice. "Trade associations are
extremely inmportant,"” he said. "It troubles me a ot of agents don't

bel ong to them"

Diversity anpong insurance agents. "W need to get nore Asian-

Anericans, Latin Americans and African Anmericans," Hof mann said. "W
need agents to reflect the popul ations they serve."

| nsurance Ti meS: Virtual Insurance Agency: The Next Generation of

| nsurance Agenci es
May 23, 2000, Vol. XIX No. 11

by Al D anmond
Presi dent
Agency Consulting G oup

No one needs to be told that the insurance agency busi ness has changed
in the last 10 years. Chances are very good that every reader knows at
| east one independent agent who has "packed it in" and retired, nerged
or sold due to the ever-increasing business pressures applied to small
and nedi um si zed agenci es.

CLUSTERS

Fifteen years ago Agency Consulting Goup initiated its first Custer
Group. The concept was right for small agents whose main goal was to
consolidate for better (and nore) markets. W have assisted in the
creation of many nore clusters during the past fifteen years and we
noticed an interesting trend. Either the agent/owners segnented the
cluster's adm nistrative and managenent workl oad efficiently or they
spent nmuch of their productive time arguing over how the Custer was
supposed to operate. Many of the successful clusters eventually nerged
into single entities to enjoy all of the benefits of a larger firm

On the other hand, nobst of the Clusters in which owners nanaged by
conmittee either disbanded or are still linping al ong w thout great
success. And our research reflected another strange trend. The growth of
t he individual agencies within the clusters studied did not change
radically fromtheir historic growh prior to the cluster. This tells us



that the benefit of better and nore nmarkets did not substantially
i mprove the cluster nenbers abilities to generate nore business.
Sonet hi ng el se was getting in the way.

Ei ght een nmont hs ago we began gat hering data regardi ng the cause of this
problem The goal of every cluster was to provide inproved growth
potential for the nenbers. The historical performance of the clusters,
however, indicated that the owners, already bogged down in

admi ni strative and managenent tasks, were sinply adding nore of the sane
problens in the adm nistration of the cluster

Conplicating this issue were carriers' ever increasing prem um denands
that were not supportable by the clusters because each agent directed
the marketing of his own business.

Finally, as the never-ending soft market continues, rates remain
depressed, conm ssions and contingenci es have been reduced and interna
costs continue to rise. These issues were the ingredients that resulted
in an accel eration of agency nergers, sales and (early) agent
retirement. It sinmply isn't "fun" anynore.

Qur research al so uncovered a very constructive frustrati on among many
agents interviewed. They still want to sell insurance, but cannot break
away fromthe other duties of ownership. They also feel that they do not
have enough |l everage with their carriers to conmpete on accounts (because
they do not have large prem umvolunes with the carriers) even though
many agents renmain very profitable for the conpanies. The frustration

I evel is constructive because it nmeans these agents have not given up
Those agents selling their businesses have sinply given up on the

i ndustry.

THE PROBLEM
The results of our research are as follows -- many of these results are
sel f-evident:

1. Independent agents don't spend enough tinme actually marketing and
selling insurance. During the last ten years, the agents feel that their
admi ni strative and managenent time (including marketing and underwriting
issues with carriers) has increased by 50%

2. Agents feel that they can not provide the growth required by the
carriers in their office -- but they also feel they don't have enough
carriers to provide the right products to their customer base.

3. A general feeling exists that the carriers have transferred much tine
consum ng processing effort to the agent to lower the carrier's costs.
Aut onat i on seens to have becone an expensive way to handl e even nore
work than before. It was supposed to relieve the agents of
admi ni strative burdens to pernmit nore efficient sales and marketing
efforts.

4. Marketing conpetitively to various carriers is beconm ng nore
difficult, expensive and tinme consumng -- both for the agents and for
t he conpani es. Qur questions to agents and conpanies alike points to
mar ket i ng redundancy as a major tine user for the agents (often done by
t he producer, hinself) and a major cost for the carriers (who have to
gquote 10-20 accounts to close one).



5. A vast mgjority of independent insurance agents have never received
training in the art of SALES. The concentration on price sinply reflects
the fact that nost agents have little else to sell when products are
simlar.

6. The decline of the independent agency system appears to be a "Self-
Ful filling Prophecy.” W are no |onger seeing |arge nunbers of younger
peopl e entering agencies with an eye on perpetuation. If we cannot
recruit the next generation, we are doonming our own to be the | ast
generati on.

7. Many small and medi um si ze agencies are reaching a critical |evel of
profitability. Decreasing comr ssions and contingencies, conmbined wth

| ow i nsurance rates and increased operating costs have turned the boom
years of the md-eighties into "bust" years in the md-nineties. A great
majority of agencies accept that their val ues have declined and, when
they can no | onger nake a profit in the business, they will have to
nmerge or sell

THE CONCLUSI ONS

VWien we mixed all of the ingredients identified as parts of "The
Problent in the industry, a set of criteria arose as the nost logical to
permit the insurance agency industry to survive and even to thrive -- by
changing its form and paradi gnms according to the changed insurance
econony.

First, we recognized that the major strength of the insurance agency
system were its know edgeabl e (and head-strong) insurance agency owners.
They are true entrepreneurs, willing to take risks, but desiring an
appropriate reward for their efforts. Watever the answer, the agents
nust be permitted to remain i ndependent in the operation of their

busi nesses. They nmust be able to take the responsibility and the rewards
for their efforts.

Second, the insurance conpani es have put the handwiting on the wall --
t he agency systemwi || either becone a true, efficient sales arm-- or

it will be replaced. The carriers do not have to say it -- they
denonstrate this intention with their actions. BUT WHAT' S WRONG W TH
THAT?? It obviously works for the direct witers -- they've been "eating

our cake" for 30 years! The carriers are sinply trying to protect
t hensel ves agai nst further erosion.

Third, while insurance agents have, for two hundred years, been
technically trained, they have only sporadically and casually adopted
true sales and narketing training. Agents nust |earn the nodern,

ef ficient ways of marketing thensel ves and nust be taught sales skills.
The best agents have al ways been the natural sal espeople. However, sales

is a learned skill and that skill can be taught (and managed) in a
standardi zed, disciplined fashion. This will tilt the "playing field"
back toward the independent agents because they still have the edge over

the conpetition in product know edge.

Fourth, we must recruit, train and manage our successors. The agency
busi ness can be a profitable and satisfying career, but we rust convince
our children and other talented youngsters to join our ranks.

Finally, we cannot continue to expend the sane ampunts in the operation



of our insurance agencies and expect to earn a profit fromthe business.
We nust find econom es of scale.

THE ANSVEER - -

THE VI RTUAL | NSURANCE AGENCY (VI A)

The VIAis, in fact, a nerger of many snmall and nedi um si zed i ndependent
agencies into one | arge and professionally nanaged corporation. The
owners of the originating agencies will becone the owners of the VIA. No
agency will control the VIA. The VIA owners will vote for a Board of
Directors who will oversee the strategi c devel opnent of the conpany.
Professionals will be hired to nanage the operati on. Each owner will
fully control his/her owm Profit Center (fornmerly his/her agency) and
will continue to operate it under the same trade nanme and in the nanner
that is nmost confortable to that owner/Profit Center Manager

The initial function of the VIAw Il be to analyze the VIA s narketpl ace
through its marketing research efforts (already in place) and create

mar keti ng plans for each market segment chosen for penetration. The goa
of the VIAis to penetrate 100% of the selected market segments in the
VI A" s geographi c area.

Since the VIAwill bring nany agents into one corporation, it will have
the clout of between $50 and $100 MIlion of premunms fromday one. The
VIAw Il "Partner" with the carriers who desire to pursue the VIA' s

mar ket pl ace and will conmit substantial premiumlevels to each carrier
each year. In return, the carriers will be asked to provide conpetitive
products and rates. The prinmary change in conmtnment in both directions
will be witten comitnments with rewards (and penalties) if the

production is not generated by the VIA -OR- if the carrier does not
accept a high proportion of the subm ssions that neet the carrier's
underwriting criteria. In other words, both the VIA and the carriers
will stop "spinning their wheels." Since the VIAw Il be the centralized
marketing arm it will assure the carriers of conpleted subm ssions that
adhere to their underwiting guidelines.

Besi des the market anal ysis and market plan responsibilities of the VIA,
it will offer sales training to all nenbers to teach insurance experts
how to sell against the conpetition

One key VIA difference fromclusters is the centralized, professional
general managenent of the conpany. As in any other corporation, the VIA
will be directed by an el ected Board. However, the operations of the
conpany will be the responsibility of a Chief Operating Oficer and

dedi cat ed professionals who are not part of the VIA s conponent

agenci es. The profit centers will be responsible for sales and service.
The VIA will be responsible for marketing, finance, autonation and
admi ni strative activities. However, each VIA will be somewhat different
because the centralized functions of the VIAw |l be decided by its
owners and is expected to change as the corporation natures.

The size of the VIAwll permt it to acconplish many tasks that the
originating agencies were never able to afford as snall businesses.
Active recruitnment and sales training are exanples. Each VIA will
determ ne a success level for new producers that will permt themto
purchase stock in the corporation. Since only stockholders will be
permtted to assume control of Profit Centers, this will be a driving
force for young professionals. Once owners, they will be eligible to
assune nmanagenment of Profit Centers as the Profit Center managers retire
(sell their stock). While this pronotion does not guarantee the new
owners nore stock, it will certainly develop nore personal inconeg,

t hereby maki ng further stock purchases nore easily achieved.

Dedi cat ed systens nanagenent wi |l replace agency owners and producers



who have had to | earn and manage conpl ex conputer systens (taking nore
time away fromthe sales efforts that pay the bills). Each VIA wll,
eventual ly, centralize the acquisition, training, auditing and
management of automated systens.

I N CONCLUSI ON

The handwiting is on the wall! Change or disappear. The VIAis an
alternative to selling or merging an agency. But it is not for everyone.
Many agents have expl ai ned that they have had good careers and woul d
rather sell their agencies and retire than change. Once the VIA s have
beconme operational around the country they will be ready buyers of
agenci es whose owners do not want to becone Profit Center Managers.

O her agents have realized that their skills are in adm nistration and
management. The VIA is probably not for them The insurance agency
industry is driven fromtwo directions, its suppliers and its custoners.
Its custonmers want know edgeabl e, efficient agents (and carriers) wth
fair prices and good products. Its suppliers want a sal es arm who can
select risks that will not harmthe carrier's loss ratio. Agents wll
soon find that they can not "manage" or "admi nister" growh -- they nust
SELL I NSURANCE (and retain the custoners) in order to grow and profit.
Hopeful ly, many of the agents confortable in adm nistration and
managenent will re-learn the sales skills that nade them (or their
predecessors) successful in the first place. p

Di anond is president of Agency Consulting G oup which offers agency
consulting in strategic and tactical planning, organizationa

devel opnent, nergers & acquisitions, sales and marketing, program
devel opnent, dispute resolution and conpensation plans. He can be
reached at 800 779-2430; e-mmil: m ACG@rmil.com and at

wWww. agencyconsul ting. com

ACG is a nmenber of the Anerican Association of |nsurance Managenent
Consul tants, the American Arbitrati on Association and the Quality

I nsurance Congr ess.

| nsurance TiI MES: Spiro elected |1 AANY president; Liberty Mitual's Kelly
chairs Alliance of Anerican Insurers; Sampluk returns to Allied Anerican;

Wt schen joins CyberConp

May 23, 2000, Vol. XI X No. 11

I 1 AANY

The | ndependent |nsurance Agents Association of New York (I1AANY) has
el ected officers and installed seven new district directors for the
2000- 2001 term

Steven J. Spiro, president of Spiro Ri sk Managenent in Valley Stream
has been el ected president.

O her officers elected include President-Elect Patrick C. More, of
Ant al ek & Moore in Hopewell Junction and Treasurer John R Costell o,

vi ce president of Costello, Dreher, Kaiser & Associates in Rochester
Edward J. Higgins, Jr. was reelected as state national director, while

Paul W Babbitt, of N agra National Inc. in Buffalo, will serve as
i medi at e past president.
Mark J. Hagan, of Perry & Carroll in Elnra, was el ected regional vice

president of I1AANY's West-Central region. Hagan joins Il AANY's regi ona



vice presidents David R Bauer, of Robert F. Bauer Agency in Al bany, and
Maura T. Cancy, of Cancy & Clancy Brokerage in Garden City. Bauer
represents the East-North region, while Cancy represents the

Met r opol i t an- Subur ban regi on.

The newl y-el ected district directors are Steve Rosenberg, of Barry
Rosenberg Inc. in Nanuet; Robert C. Taber, of Taber & Taber, Inc. in
Janmestown; WIlliam C diver, of The Partners, Ellis-Edson-Beaudry-
Barrett & Chubb, Inc. in Vestal; N cholas V. Scarafile, of Day &
Scarafile Associates Inc, in Ilion; Sharon Enek, of Metro Partners in
New York City; and Marcia J. Bierce, of Rose & Kiernan in Plattsburgh
Al so, Aaron F. Fuller, of Fuller Insurance Agency in Carthage, was
elected to fill a md-termvacancy as a district director

At its recent annual neeting in New York City, the |Independent I|nsurance
Agents Associ ation of New York, Inc. honored a select group for their
conmitrment and contributions to the association during the past year
Aurelius J. Licata, owner of Licata Managenent Corp. in Suffern

recei ved the Community Service Award for his professional and civic
efforts on behal f of |1 AANY

The | ndependent |nsurance Agents of Westchester County, Inc. received
the Charlie Award for its public relations activities.

Peter M Stevens, president of Ednund D. Stevens, Inc. in Buffalo,
recei ved the Qutstanding Local Association President Award for headi ng
the Il A of Western New York.

Al'liance of Anerican Insurers

Edmund F. Kelly was named chairnan of the board of the Alliance of
American Insurers at the association's 78th annual neeting recently in
Atlanta. Kelly, chairman, president and chief executive officer of

Li berty Mutual Insurance Co., Boston, succeeds Thomas W Crawford, who
is president of retail distribution for Prudential |nsurance Co. of
Anerica, Newark, N.J

In addition, the Alliance announced that F.W Purnort |l was naned
chairman-el ect. Purnmort is chairman and president of Central I|nsurance
Cos., Van Wert, Ohio.

Al so, Robert W Mnto Jr. and Richard J. Zick were naned vice chairmen
of the Alliance board. Mnto is president and CEO of Attorneys Liability
Protection Society, while Zick is president and chief operating officer
of Utica First Insurance Co.

Al'lied Anerican

George R Sanol uk has rejoined Allied Anerican | nsurance Agency, Inc. as
a vice president in the Plymouth, Mass. office. In addition to his role
as resident nanager of the Plynouth office, Sanpbluk will also be in
charge of the conpany's snall business initiative.

Nati ck-based Allied Anrerica is the |largest independent agency
headquartered i n Massachusetts.

AAl S

M chael E. Keyes, president and chief executive officer of Oregon Mitua
Ins. Co., MMnnville, Oe., was el ected chairman of the American

Associ ation of Insurance Services (AAIS) at its recent annual neeting in
Arlington, Va. Keyes was vice president and treasurer of Oregon Mitua
and its subsidiary, Western Protectors |Insurance Co., for 10 years

bef ore bei ng naned executive vice president in March 1999 and president

i n Novenber 1999.

Keyes replaces outgoing AAIS chairnman Peter R L. Faber, president of
Litchfield Mutual Fire Ins. Co., Litchfield, Conn.



Ri chard J. Zick, president and chief operating officer of Uica First

I nsurance Co., UWica, NY., was elected vice chairman and Tom C aude,
vi ce president and secretary of Pharmacists Mitual |nsurance Co.,

Al gona, la., was appointed as a new director

The other directors staying on as board nenbers are: R Dougl as Hai nes,
presi dent and CEQ Buckeye | nsurance G oup, Piqua, Ohio; Robert
Houl i han, CPCU, vice president of underwriting, Brotherhood Mitua

| nsurance, Ft. Wayne, Ind.; David L. Lehman, president, Mennonite Mitua
I nsurance, Orville, GChio; Howard C. Stevens, president, Penn Mitua

I nsurance, West Chester, Pa.; Kenneth Stover, co-president, Wstern
Nati onal |nsurance Group, Edina, Mnn.; and Paul A. Baiocchi, CPCU
president, AAIS.

Cyber Conp
W Douglas Wtschen has joined CyberConp, the Internet-based workers

conpensati on organi zati on of Reliance G oup Hol dings, as vice president
of workers conpensation underwiting at the conpany's Law enceville,

N. J. headquarters.

Wtschen cones to CyberConp with nmore than 28 years of experience at
Cigna, ACE INA, Continental and Royal I|nsurance.

| nsurance Ti NBS: R CPCU Schol arship
May 23, 2000, Vol. XIX No. 11

Steve E. Deware, right,

presi dent of the Rhode Island Chapter of the Society of Chartered
Property Casualty Underwiters, presents a $2,000 schol arship fund
donati on to Kenneth L. Amylon, president of the chapter's schol arship
fund board of directors.

Schol arshi ps are awarded to students who have an i mediate famly menmber
enployed in the state's insurance industry.

| nsurance Ti MBS: Uniformity In States' E-Signature Laws Urged At Al PSO

Meeting In R
May 23, 2000, Vol. XX No. 11

PROVI DENCE - Despite studi es showi ng that insurers |ag behind other
industries in the use of e-comrerce, electronic signatures and the need
to facilitate their use are topics of increasing inportance to the

i nsurance industry, according to a representative of a |eading insurance
trade associ ation.

"I amhere today to tell you that insurers are noving aggressively to
integrate the Internet into their marketing and operational strategies.
However, regulatory barriers in the formof states that don't recognize
e-signatures and | ack of uniformty anong those that do create
uncertainty for insurers seeking to transact business electronically,"”
said Patrick Watts, assistant vice president for the Alliance of

Ameri can | nsurers.

Watts spoke May 3 as part of a panel discussing insurance information



trends at the Auto Insurance Plans Service Ofice's Annual Leadership
Conference in Providence, R 1. His specific topic was el ectronic
signatures and their inportance to the insurance industry and consumers.
He al so revi ewed pending legislation related to electronic records and
signatures that is aimed at creating unifornmty anong the states that

of fers protection to consuners.

By pronpoting laws |ike the UniformEl ectronic Transactions Act (UETA),
the Alliance has been active in assuring that its menbers and ot hers can
conduct el ectronic business in a secure atnosphere anywhere, both in the
U. S. and abroad, Watts said. UETA assures the validity of electronic
records and signatures and establishes rules on such matters as when an
el ectronic record is considered sent and received.

Only 11 States Enacted

According to Watts, forms of UETA have been considered in 24 states this
year, and enacted in 11.

"Currently, nobst state |aws on electronic records/signatures are

i nconsi stent and rai se concerns that a contract entered into through

el ectroni c means m ght be enforceable in one state but not in another,"
he said. "The Alliance supports UETA-based | egislation because it
fosters unifornmty anong state |laws, aiding electronic comerce while
of fering prudent protection for consumers."

Watts added that "continued success of this legislation will bring a

hi gher |l evel of certainty to electronic transactions and encourage

i nsurers and consuners alike to conduct nore business electronically,"”
Watts said.

Thi s higher assurance of certainty is particularly inmportant to a
service industry.

"Unli ke Amazon.com or E-Bay, insurers aren't selling a tangible good
like a book or water skis that can be delivered by next-day nail and
returned if unsatisfactory,” he noted. "lInsurers are selling a
conplicated contract, a promise to protect and i ndemify agai nst | oss
under certain conditions, and consumers need the higher |level of confort
secured el ectronic signatures bring."

| nsurance Ti MBS: NY Homeowners Market Report: Coverage Available And
Af f or dabl e
May 23, 2000, Vol. XIX No. 11

NEW YORK - Superintendent Neil D. Levin rel eased the Tenmporary Panel on
Honeowners' | nsurance Report, which has concluded that the market for

af f ordabl e and avail abl e homeowners' insurance continues to inprove in
New York State.

"We are pleased that the report indicates that the homeowners' insurance
market is a stable one for New York State consuners," said Levin.

The report specifies that the New York homeowners' insurance nmarket
continues to inprove as fewer New Yorkers are turning to the New York
Property I nsurance Underwiting Association (NYPIUA), New York's insurer
of last resort. The nunber of residential insurance policies witten by
NYPI UA has | evel ed of f and the nunber of new policies continues to
decline. In addition, the Report states that the property/casualty
industry is better positioned to withstand catastrophic events than it
was during the greater part of the 1990s.



Recomendati ons fromthe report include:

I nsurers should offer policyholders an option of |ower deductible
amounts if significant mtigation efforts are undertaken by consuners to
hel p reduce potential |osses;

I nsurers should offer full and adequate disclosure of deductibles to
consumers,

The public shoul d be educated regardi ng homeowners' coverage both
prior to and during the hurricane season; and

A statew de catastrophe insurance fund in New York State is not
necessary at this tine.

In addition the report noted there continues to be an overabundance of
capacity in the reinsurance narket, and that additional capacity from
the capital markets continues to expand.

In 1996 the Tenporary Panel, conprised of nembers appoi nted by Governor
Pat aki and the | eadership of the New York State Legi slature, was created
to study the affordability and availability of homeowners' insurance
coverage in the Enpire State in response to tightening in this

mar ket pl ace. This is the fourth consecutive year that the found

i mproving availability of honeowners insurance in coastal conmunities.

| nsurance Ti MBS: cuide to Agency NetworksAgency
May 23, 2000, Vol. XIX No. 11

CGencorp I nsurance G oup, Inc.

16 Main St. East Greenwi ch, R 02818
WWW. gencor p-i ns. com

Year started: 1995

1999 prem um vol ume: $80 mllion

# Agencies in Network: 30

States served: New Engl and

Services offered:

Profit Sharing

P&C Mar ket s

L&H Mar ket s
Adverti si ng/ Mar ket i ng/ PR

Agency Pl anni ng/ Per petuati on

Agency Technol ogy Assi stance

Fi nanci al / Accounti ng Services

Legal Services

Human Resour ces/ Recr ui t nent
Educati on & Traini ng

Descri pti on:

Enhanci ng the entrepreneurial spirit of the independent agent throughout
New Engl and by providing access to nmarkets and sal es, marketing
underwriting and cl ai ms support.

The Iroquois G oup

P O Box 806 O ean, NY 14760

WWW. i r oquoi sgroup. com

Year started: 1977

1999 premi um vol ume: $2 billion

# Agencies in Network: >900

States served: AL, AR CT, DE, FL, GA KS, Mg, MD, MA, M, M\, MO NH,



NY, NC, OH, PA R, SC, VI, VA W

Servi ces of fered:

Profit Sharing

P&C Mar ket s

Adverti si ng/ Mar keti ng/ PR

Agency Pl anni ng/ Per petuati on

Agency Technol ogy Assi stance

E&O Cover age

Educati on & Traini ng

Descri pti on:

Hel ps agents build their business by providing direct access to a
variety of quality insurance conpanies. It is a proven, |ow cost, |ow
ri sk distribution channel

SI AA (Strategi c | ndependent Agents Alliance)
P O Box 10129

348 Matthews Rd. Swanzey, NH 03446
www. Si aa. net

Year started: 1995

1999 premiumvolume: $1.1 billion

# Agencies in Network: 454

States served: 44

Services offered:

Profit Sharing

P&C Mar ket s

Adverti si ng/ Mar ket i ng/ PR

Agency Pl anni ng/ Per petuati on

Agency Technol ogy Assi stance

I nternet/Web Services

Qut sourci ng

Educati on & Traini ng

Descri pti on:

Dedi cated to the creation, retention and growth of the independent
agency system S| AA works through regional agencies, which support their
own network of |ocal agenci es.

Tel anon | nsurance Networ k

154 Wells Ave. Newton, MA 02459
www. t el anoni ns. com

Year started: 1977

1999 prem um vol ume: $40 mllion
# Agencies in Network: 300
St at es served: Northeast
Services offered:

Profit Sharing

P&C Mar ket s

L&H Mar ket s
Adverti si ng/ Mar ket i ng/ PR
Agency Pl anni ng/ Per petuati on
Agency Technol ogy Assi stance
I nternet/Web Services

Fi nanci al / Accounti ng Services
Legal Services

E&O Cover age

Qut sourci ng

Hurman Resour ces/ Recrui t nent
Educati on & Traini ng



Descri pti on:

An open broker network geared to offer smaller to nmedium sized
i ndependent agenci es access to preferred, admtted and A-rated
carriers.

| nsurance Ti NBS: Guide to Agency Management Consultants Agency Management
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Consul tants Agency Managenent Consultants

Agency Consulting G oup, Inc.

507 N. Kings Hw. Cherry H I, NJ
www. agencyconsul ti ng. com
Al Di anond

Services offered:

Agency Pl anni ng/ Per petuati on

Mergers & Acquisitions

Fi nanci al / Accounti ng Services

Managenent Consul ting

Sal es Consul ting

Mar ket i ng Consul ting

Human Resour ces/ Recr ui t nent

Educati on & Training

The m ssion of ACGis to assure growh, profitability, professiona
devel opnent and perpetuation of its clients. Strategic and tactica
pl anni ng; organi zati onal devel opment; mergers and acqui sitions;

mar ket i ng pl ans; program devel opnment; dispute resolution; conpensation
programns.

Dave Goodwi n & Associ at es

P O Drawer 54-6661

Surfside, FL 33154-0661

(800) 622-0576

emai | : dgoodwi n@ uno. com

Dave Goodwi n

Services offered:

Sal es Consulting

Educati on & Training

Mar ket i ng and cross-marketing of life, benefits and financial services
products, especially through property/casualty agencies. Al so appointing
GAs for Critical Illness, Life Settlenments, Reverse Mrtgages and ot her
products.

McBrien Associ at es

5 M chael Ave.

Scituate, MA 02066

(781) 545-3420

Tom McBri en

Servi ces of fered:

Sal es Consul ting

Educati on & Traini ng

Provi des sal es strategies and services for evaluating, training and
coachi ng i nsurance agency producers in a "Sal es Process" for



successful ly obtaining new commerci al insurance business.

The M ddl eton G oup

P O Box 459 Pine CO 80470

www. i ddl et ongr oup. com

Carol A. Hammes

Servi ces offered:

Agency Pl anni ng/ Per petuati on

Mergers & Acquisitions

Managenent Consul ting

Mont hly publication: The Mddl eton Letter

Provi des bottom|ine oriented managenent consulting services to
i nsurance agents and brokers including: appraisals, strategic planning,
organi zati onal studi es, merger planning, perpetuation planning.

Phaze Il Consulting Inc.

P O Box 08129

Fort Myers, FL 33908

phazeii consul ting. com

Judi Newran

Servi ces of fered:

Agency Pl anni ng/ Per petuati on

Mergers & Acquisitions

Management Consul ting

Hurman Resources/ Recruitnent

Bel i eves that a consulting service should offer nore than an occasi ona
neeting and is comitted to providing results-oriented solutions for
your agency's mmnagenent team

| nsurance Ti mMeS: Enpl oyee Benefits & Managed Care
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Enpire Blues offers brokers online quoting, enroll nment

Enpire Blue Cross and Blue Shield now offers brokers the ability to
enroll groups online at enpireheal thcare.com

VWi | e brokers can get quotes online froma variety of websites, Empire's
website also lets brokers create proposals and enroll a group
Specifically, brokers will be able to:

otain quotes for all of Enpire's nmanaged care products. Brokers

can conpare nonthly and annual premunms for different products and
benefit options.

Create custom zed proposals for their clients that include

Enpire's name and address and those of the broker. The broker can al so

e-mail it to clients along with an Enpire brochure.
Enrol |l a group online.
Brokers will initially be able to enroll groups of two to 50 menmbers in

the 28 counties of eastern New York. In the com ng nonths, Enpire plans
to expand the site to include groups |arger than 50 nmenbers. p

BrokersPortal aims to preserve role of brokers

This month marked the debut of BrokersPortal, which provides both online
and offline support to independent insurance brokers, at

br oker sportal . com



The portal was devel oped by StarNex, Inc., a Wentham Mass. -based

i nsurance web and software conpany.

"The rol e of the independent insurance broker is being challenged,
largely by technol ogy, and we're here to provide technol ogi cal sol utions
that will preserve the valuable role the broker plays," says John

Uni pan, chief executive officer of StarNex.

BrokersPortal is an attenpt to provide a marketplace that connects

i nsurance providers, brokers and third party vendors into a single,

busi ness-t o- busi ness, e-conmerce and i nformati on sharing environment.
Wth both online and offline applications, BrokersPortal elimnates nmuch
of the paperwork used in quoting and distribution of insurance products.
BrokersPortal al so prom ses to process both small and | arge enpl oyee
benefit plan proposals, quoting all types of insurance coverages from
multiple carriers.

While it is starting out focusing on the enployee benefits market, the
conpany hopes to expand into conmercial property and casualty in the
near future. p

Bi sys expands products for NY Life agents

Bi sys I nsurance Services will offer New York Life's 1,600 career agents
across 17 general offices in New York, New Jersey, and Connecticut a
conpr ehensive group health insurance solution. This group health
agreement expands Bisys' |ife insurance agreement with New York Life
which is the | ongest standing suppl emental product outsourcing
relationship in the industry.

Bisys will offer group health, dental, l|ife, and specialty group

nedi cal products. The agreenent follows New York Life's sale of NYLCare
Health Plans to Aetna, Inc.

Cigna joins with Answer Financial product |ine

Ci gna Group Insurance announced the creation of a strategic alliance
with Answer Financial Inc., the financial services portal dedicated to
hel pi ng peopl e nake i nformed deci si ons about insurance and ot her
financi al products.

"Through this alliance, Cigna Goup Insurance and Answer Financial wll
of fer a 24-hour desktop insurance and financial services supernarket to
consuners at conpani es nati onwi de," explained John K. Leonard, president
of Cigna G oup Insurance.

Cgna Goup Insurance will offer its enployee- paid |life, accident and
di sability products along with Answer Financial's access to and choice
of non-traditional products and services that Ci gna G oup |nsurance does
not manufacture, such as long-termcare, insurance for hone, auto and
pet care, on-line banking and | egal services.

Life, accident and disability products will be purchased at the time of
enpl oyment or during a conpany's open enrollment. Qher products, such
as auto, homeowners', pet insurance, pre-paid | egal services, consuner

| oans and nore are avail able 24 hours a day and 365 days a year with
enpl oyees able to shop for conpetitive quotes in real tinme, day or

ni ght. Enpl oyees without Internet access can call a toll-free nunmber and
speak to a licensed and sal ari ed i nsurance agent, whenever they want.
For further information on CIGNA Group I nsurance, go to www. Cl GNA. com

| nsurance Ti mesS: Study: Drug Prices To Continue Rising At Doubl e-Digit
Pace 40 Cents O Every Dollar O New Spendi ng Due To Pi peline Drugs
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Spendi ng for prescription drugs is likely to continue to rise at

doubl e-digit rates over the next five years, and 40 cents of each new
dol l ar spent on drugs will go for drugs that currently are in

devel opnent ("pipeline drugs)," according to groundbreaking research
sponsored by the Blue Cross and Blue Shield Association (BCBSA) and the
Heal t h I nsurance Association of Anerica (H AA).

Total prescription drug expenditures are estinated to doubl e between
1999 and 2004 from $105 billion to $212 billion

Br eakt hr ough Drugs

Sone of the spending for new drugs will be on breakthrough drugs for
which no effective treatnent currently exists. These breakt hrough drugs
are likely to be the treatnment of choice by clinicians and their
patients, and bring val uable benefits to individuals and their famli es.
O her spending will be on new drugs that substitute for existing drug
treatments

The research, conducted by the School of Pharnmacy of the University of
Maryl and, shows that drug spending will increase by 15-18 percent a year
for the next five years. It also reveals that 60 percent of future
expenditure increases are attributable to continued increases in the
price and utilization of drugs on the market today, according to the

| ead author of the study, C. Daniel Millins, Ph.D

"Managed care has been successful in the 1990s in bending the cost
grow h curve, but unfortunately, the worm now has turned," observed H AA
Presi dent Chip Kahn

"Now, cost drivers such as pharmaceuticals are turning us again toward
maj or cost inflation. W have to be concerned that such cost growh
could put premuns for health coverage out of reach for sonme Anericans,
and nake it nore difficult for us to deal with the plight of the 44
mllion uninsured.”

One of the central questions will be how to evaluate the benefits,
costs, and risks of new drug therapies that replace existing therapies
conpared to the benefits, costs, and risks of the drugs already on the
mar ket, heal th insurance | eaders maintain.
"It is critical that consumers, clinicians, and governnent and private
payers have information to nake wi se choices. Prescription drug coverage
nmust be structured to keep it affordable, while ensuring access to these
new breakt hrough therapies. As a nation, we nust nake sure that scarce
health care dollars are not spent for prescription drugs that are a high
cost alternative to equally effective, existing drugs, "said Scott
Serota, acting CEO and presi dent of BCBSA.
In anot her finding of the study, new drugs conming to narket are much
nore |ikely than ol der drugs to exhibit price increases. For
prescription drugs that have recently been brought to market:

70% of the nmost commonly used show an increase in price

28% show no change in price

2% show a decrease in price
For the Top 100 nost frequently prescribed drugs:

37% show an increase in price

60% show no change in price

3% show a decrease price p



| nsurance Ti NBS: HWO Heart Patients' Treatnents Questioned
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BOSTON (AP) - Managed-care heart surgery patients in the state are
three times nore likely to end up in hospitals with higher nortality
rates than cardiac patients with insurance that allows themto choose a
hospital, a study found.

The study of 7,000 patients who had heart surgery in 1997 in eight
Eastern Massachusetts hospitals found that overall, death rates were
low, ranging from 1.81 percent to 3.66 percent.

Hi gher Deat h Rates

The study found that patients in HMOs were nuch nore likely to have
surgery at institutions with higher-than-average death rates, although
it did not give the average nortality rate for the patients.

Dr. David Shahian, a Lahey Cinic heart surgeon who presented the
results at the American Society for Thoracic Surgery neetings in
Toronto, called the managed-care referral pattern " paradoxi cal and
strikingly counterintuitive.'

Shahi an did the study with coll eagues fromthe Harvard School of Public
Heal t h.

No Interference

In Massachusetts, managed-care executives say they generally contract
with all open-heart prograns, and do not interfere with physicians' and
pati ents' decisions on where to have a heart operation

However the HMXs' hands-of f policy does not explain why the study found
t hat managed care subscribers were so often referred to higher-nortality
heart units, while subscribers with free-choice health insurance nore
often ended up at |lower-nortality prograns.

The nobst common reasons for sending heart patients to a particul ar
hospital were the facility's reputation, and its proximty to a
patient's home.

The study al so found that managed-care heart surgery patients were 21/2
times nore likely to be directed to progranms that kept themin the
hospital |onger, although those programs were not on average nore
costly.

| nsurance Ti mMeS: Aetna CEO Vows New Freedoms For Managed Care Physi ci ans

Tells Conn. Doctors O 'Sea Change' Ahead
May 23, 2000, Vol. XIX No. 11

HARTFORD (AP) - Aetna's chief executive officer says the insurance

giant will |loosen many restrictions in its managed care system and put
nore health care decisions back in the hands of doctors.

Wl liamH Donal dson, spoke at an annual gathering of the Connecti cut
State Medical Society. He promi sed the physicians a "~ ~sea change in our
corporate attitude toward working with your profession.'

Donal dson outlined a series of steps the insurer will take in
Connecticut by Jan. 1 to nake it easier for patients to see the doctors
they want, get |lab tests and X-rays w thout red tape, and appeal conpany
deci si ons.



The conpany wi |l pay many doctors for each service they provide rather
than continue a nmuch-criticized systemthat pays a set fee per nenber
each month, he said. In addition, he prom sed that doctors other than

t hose based at hospitals will be allowed to choose which Aetna plans to
serve_ and no |onger be forced to serve all the plans.

Aetna al so plans to expand progranms that allow nenbers with serious
long-termillness to see specialists as their main doctors, and permt
worren to use their gynecol ogists as their principal physicians,

Donal dson sai d

In addition, nenmbers will be able to use Aetna's external appea

program whi ch uses independent doctors, for decisions involving
emergency roomtreatnent and prescription drug coverage. The appea
process now deals nostly with experinental treatnments and medica
necessiti es.

"“It's a historic first step because they've adnitted they' ve gone too
far,'' said Dr. Mchael Deren, vice chairman of the state nedica

soci ety's counci l

The Connecticut announcenent marks the public start of Aetna's effort to
build nationally on an agreenent with Texas' attorney general four weeks
ago. The Connecticut changes address sonme of the sane issues included in
the settlenent of the Texas litigation; Aetna plans to tailor reforns to
each state.

The nation's largest health insurer has 311,000 nenbers in Connecticut.
Donal dson has been Aetna's chief executive and chairnman only since late
February, when he replaced R chard Huber, whose comments often angered
doctors and | awyers.

| nsurance Ti MmeS: NH Oders Tufts To Oifer Residents Access
May 23, 2000, Vol. XIX No. 11

CONCORD, N.H. - New Hanpshire Insurance Conm ssioner Paula T. Rogers has
directed Tufts Associ ated Heal th Mii ntenance Organi zation, Inc. of
Massachusetts (Tufts Health Plan) to provide conplete, full-benefit

rei mbursenent of covered services to its insured nenbers who reside
outside its newy defined service area in New Hanpshire, even if the
menber's primary care physician or other providers are no |longer in
Tufts Health Plan's provider network.

This directive neans that New Hanpshire residents who |ive outside the
service area will not have to travel great distances to see a new doctor
in Tufts Health Plan's new, nore limted service area. This directive
does not apply to New Hanmpshire residents residing inside the service

ar ea.

Tufts Health Plan, while not licensed in New Hanmpshire, insures

approxi nately 15,000 New Hanmpshire residents who work in Massachusetts
and are covered under their enployers' health insurance policy with
Tufts Health Plan. Although Tufts Health Plan previously informed these
enpl oyees that sone woul d need to sel ect new providers, these New
Hanpshire residents covered by Tufts Health Plan who reside outside the
service area will now be allowed to remain with or return to their

previ ous doctors and hospitals.

The order protects residents covered under existing Tufts Health Pl an

i nsured policies and the rei nbursenent requirement will continue for the
duration of the enployers' current policy year. After that, Tufts Health



Plan will only provide HMO coverage to those New Hanpshire residents
wor ki ng in Massachusetts who live within Tufts Health Plan's current New
Hanpshire service area. Enployees who reside outside of that area wll

no | onger be eligible for Tufts Health Plan HMO cover age.

Tufts Health Plan is in the process of notifying affected Massachusetts
enpl oyers, New Hanpshire residents and New Hanpshire providers, advising
themof this directive fromthe New Hanpshire | nsurance Comi ssi oner

| nsurance Ti mesS: Agent's Responsibility For Conpany Insol vency
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by The M ddl eton G oup

Up until 30 years ago courts did not treat insurance agents as

prof essionals and as a result agents were usually not held responsible
for errors and omi ssions in situations involving the insolvency of
carriers. Wth "professional" status came the requirement that an agent
nust |ive up to professional standards of conduct. Court cases after
1957 have nade it clear that an agent who hol ds hinself out as being
qualified to procure insurance is required to have adequate know edge of
the different conpanies and types of coverages avail able. An agent can
be liable to the insured for placing a risk with an insolvent carrier if
the use of proper diligence would have reveal ed the fact before the

i nsurance was procured.

Until 1987 the primary question was whet her the agent had used
reasonabl e diligence in ascertaining the solvent status of the carrier
It was at least inmplicitly acknow edged that the agent was not a
guarantor of the continued financial condition of the conmpany from which
i nsurance coverage i s obtained. The Hi ggi nbothamv. G eer appellate
court decision in that year, however, expanded the |egal duties of
agents. The court warned that agents placing coverage with carriers that
are solvent at the time of placement may al so be held responsible for
damages if "at that tine or at a later tine when the insured could be
protected, the agent knows or by the exercise of reasonable diligence
shoul d know, of facts or circunstances" affecting the financia

stability of the conpany and the quality of the insurance protection
bei ng provi ded.

Moni toring the financial condition of carriers has clearly becone an on-
going legal responsibility. It is also emerging as a public relations

i ssue for agents. Conparisons between the insurance industry and the S&L
situation are frequent fodder for the press. And the recent failures of
several Life insurance carriers has served to fuel the flanmes. |nsureds
are demandi ng that agents have adequate information on insurance
conpanies. It is part of the package of professional services that they
are expecting the i ndependent agent to provide.

Most of the E&O clainms charging agents with | ack of due diligence in

sel ecting insurers that became insolvent have so far been settled out of
court for small sums. But the number of cases is going up and there is
every reason to believe that awards will increase also. Some E&O
policies provide coverage for these | osses, others do not. Even if there
i s E&O coverage, agents stand to |ose the deductible, valuable tine, and
possi bly the E&O coverage if a suit is filed.

When | egal action is not initiated by insureds, agents who went through



the Mssion or lowa National debacles will neverthel ess attest to the
fact that the experience was very expensive and enotionally draining.
Sone states require agents to continue to pay accounts current to

i nsol vent insureds and yet to stand behind their insureds for unearned
prem uns. This could add up to 25% or nore of the agency's tota

prem uns with that conpany. Insureds who purchase policies through an

i ndependent agent expect that the agent will keep coverage in force as
long as they pay the premiumon tine. In the event of insolvency, the
agent has to find alternate coverage, often with agency dollars. There
is also a significant anpbunt of personnel tine involved in re-placing
the coverage, tinme that could have been spent selling. This hidden cost
of insolvency can be devastating. Considering the price that the agency
may have to pay when a carrier goes under, insolvency control should be
a major function of the managenent team One individual should be given
clear responsibility for tracking informati on on admtted and non-
admtted markets used. Review all nmarkets once a year (in conjunction
with the general evaluation of conpany contracts), and devel op an Agency
Wat ch List. Conpanies placed on this |ist should be eval uated every
nont h.

Reprinted with this article is our checklist for standard conpani es. You
shoul d custom fit your particular agency circunstances, adding
additional criteria for Surplus Lines as necessary.

There are a nunber of states in which markets have become scarce for
sone lines of business. As a result, agents have been forced to take on
all willing participates. Wile it is not inconceivable that one of the
ol der national carriers could get into trouble, your primary focus
shoul d be on newer conpanies. A M Best Co. has developed a list of the
characteristics of companies that have becone insolvent during the | ast
several decades, and 41% of them were under 10 years ol d.
Q her itens noted by Best's regarding the nature of recently insolvent
i nsurance conpani es are:

75% wer e st ock conpani es;

62% had under $5 million in surplus;

81% had unusual net prem um grow h;

50% of insolvencies were due to a conbination of rapid growh,
underpricing, and deficient |oss reserves;

20% were due to fraud,;

15% were due to change of ownership or type of business witten;

15% were due to inadequate reinsurance protection

Many were conpani es heavily involved in autonobile insurance.

The whol e i ssue of insolvency is so critical to the industry that it
transcends the normal conpetitive guidelines under which agencies and
conpani es operate. There is no other area in which cooperation is nore
critical. Wen one carrier goes under, it affects everyone associ ated
with the industry, either in a direct financial way or indirectly

t hrough negative public attention.

Agents, whether or not they represented the insolvent carrier, wll
often take the brunt of the public relations flap and eventually be the
ones that have to deliver the higher cost of insurance to the public.

| nsurance conpani es nust participate in the guaranty funds, but the cost
for the funding eventually can be traced back to the custonmer in all but
a handful of states. Sone states. Sone states pernit companies to recoup
t hese assessnments directly by increasing rates or surcharging
policyholders. Qthers all ow conmpanies to credit the assessnents agai nst
state prenmiumtaxes, which often go to support necessary conmunity



services, and the difference has to nmade up on other kinds of taxes.
Because all agents are in this together, we see an enhanced role for
agents associations in the area of conpany insolvency protection. State
and | ocal groups can and should establish formal "watchdog" procedures.
Sone associ ations do this now but many do so only on an informal basis.
This should be given top priority, particularly as nmany of the Il AA and
Pl A groups are discussing the structure and focus of their new conbi ned
or gani zati ons.

Menbers who have reason to suspect problens with a carrier would have an
est abl i shed nechani smfor reporting that concern to a central source:
perhaps a small conmittee or specific individual within the association
There woul d then be a procedure to contact a designated person at that
carrier to follow up on items that seemto be coming fromnore than one
agent. For exanple, five agents report that XYZ Conpany is becom ng very
slow in paying clains, is even slower than before in getting policies
issued, is losing a |large percentage of underwiters, and is issuing

i ncorrect accounts currents. These could all be signs of financia
difficulties or they could sinply be the results of the installation of
a new conmputer system Formalizing the grass roots grapevi ne hel ps
qualify the runors.

It would be nice if agents could sit back and wait for the NAIC and
others to cone up with tougher solvency rules and nore effective

regul ation (state or federal-the operative word here is effective). But
that is a luxury that cannot be afforded. p

Reprinted with pernission. This article originally appeared in The

M ddl eton Letter, published by The M ddl eton G oup, P.O Box 1347
Lisle, IL 60532; (303) 838-7385, fax (303) 838-7387. Subscriptions my
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