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Update
Lloyd's mulls central bailout
of members facing big losses
LONDON-Senior executives at Lloyd's

of London are discussing various schemes
to centrally bail out members suffering
billions of dollars in catastrophe losses from
1988 to 1990.

Proposals include making retrospective
to 1988 a compulsory stop-loss scheme sug-
gested by the Lloyd's task force. The
scheme, which caps members' losses at an
amount equal to 100% of their overall pre-
mium limit in any underwriting year, is due
to be implemented for the 1993 under-

Continued on next page

Dingell unveils regulatory plan
Insurers offe red federal charter; big buyers lose guaranty fund protection

By JERRY GEISEL
and MARK A. HOFMANN

WASHINGTON-Policies sold

to large insurance buyers by fed-
erally certified commercial in-
surers would be exempt from
rate and policy form regulation
but would not be protected by a
new federal guaranty fund under
sweeping insurance solvency leg-

islation introduced last week.

Rep. John Dingell, D-Mich.,
unveiled the long-awaited mea-
sure after a hearing Thursday at
which insurance regulators as-
serted that federal intervention

is unnecessary because their
state insurance department ac-
creditation program will go a
long way toward shoring up sol-
vency regulation.

EBP rebuts
rumor storm

surrounding
stock plunge
and lawsuits

By DOUGLAS McLEOD

MINNEAPOLIS-Choose the correct answer: Em-

ployee Benefit Plans Inc., the nation's third-largest
claims administrator, is:

a.) Being investigated by the FBI and the Internal
Revenue Service.

b.) Trying to find a new auditor to replace Arthur
Andersen & Co., which resigned the EBP account.

c.) Going out of business.
d.) None of the above.
If you picked "none of the above," you're right.
The other choices are among the dozen or more

rumors that have swirled around the Minneapolis-
based company in recent months as its stock price
soared to a new high, then plunged on a disappoint-
ing quarterly earnings report.

EBP-which faces shareholder litigation from the
stock price drop-blames the rumors and some of
the wild swings in its stock price on traders who
have sold the stock short and are hoping to see the
company stumble.

.t least one short seller has posed as an FBI agent
. phone calls soliciting information about the com-
pany, EBP officials say. Two short sellers told Busi-
ness Insurance of the alleged FBI investigation, the
existence of which could not be confirmed.

"Are we under attack? Yes, we are under attack,"
said EBP Senior Vp Robert P. Brook, assailing what
he describes as a smear campaign aimed at manipu-
lating the company's stock price.

The negative rumors have become so widespread
that EBP has circulated an internal "rumor list,"
coaching its sales staff on how to respond to eli-
ents' questions.

However, while these and some other rumors are
demonstrably false, EDP is not without its prob-
lems, though it says they are distorted or exag-
gerated by its critics. These problems include:

• Several lawsuits that have challenged the basic
structure of EBP's business.

EBP provides claims administration and other
Continued on page 77

But, General Accounting Of-
fice officials testified that the

regulators' plan was insufficient,
though they praised the regula-
tors' efforts.

The measure by the House En-
ergy and Commerce Committee
chairman would give insurers the
option of continuing to be re-
gulated for solvency by the states
or-for those obtaining a federal

certificate by a new federal
agency, the Federal Insurance
Solvency Commission.

Insurers with more than $50
million in net worth would be

exempt from rate and form regu-
lation on commercial policies
sold to buyers with a net worth
exceeding $10 million.

However, other insurers ob-
taining a federal certificate

would still be subject to state
rate and form regulation and
would be required to participate
in state residual risk pools.

Federal guaranty fund protec-
tion would not be available to
large policyholders.

However, the new National In-
surance Protection Corp. would
pay claims filed against large

Continued on page 81

Worried about health care
Most Americans expect government to make care affordable: Poll

By CHRISTINE WOOLSEY

WASHINGTON-Most Americans

worry they will not be able to afford
health insurance in the future and

say the federal government should
take responsibility for health system
reform, according to a new survey.

Sixty-one percent of individuals
surveyed said they worry that health
insurance will become unaffordable,
while 50% said they worry that they
will be stuck with very expensive
medical bills not covered by health
insurance.

Most Americans-60%-said they
expect the federal government-not
state governments or the private sec-
tor-to take the lead in reforming the
nation's health care system, includ-

Health care
frustration mounts

Americans are growing more
dissatisfied with the health care system.

7 19 1992

'  Somewhat dissatisfied
 Very dissatisfied

26%

Source: Louis Harris & Associates Inc., The Henry J.
Kaiser Family Foundation and The Commonwealth Fund
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N.Y. exem pts Blues,
self-insurers from new

inpatient surcharge
By MICHAEL SCHACHNER Self-insured employers also will pay

less than commercial insurers, since
ALBANY, N.Y.-Buried in the 1992 they are exempt from the new 11% in-

state budget is a provision that gives patient supplemental charge.
the six New York Blue Cross & Blue Under a separate budget provision,
Shield Assn. plans and self-insurers a . all health maintenance organizations
distinct pricing advantage over com- licensed to operate in New York, in-
mercial insurers. cluding BC/BS HMOs, beginning July

Gov. Mario Cuomo's budget, ap- 1 will be required to pay up to a 9%
proved April 2 after four weeks of de- surcharge on all inpatient hospital
bate, increases the surcharge commer- charges unless they cover a percentage
cial group health insurers pay on of Medicare-eligible people in their re-
inpatient hospital charges. The in- gion equal to their percentage of mar-
crease, which is effective until March ket share.

31, 1993, means commercial insurers Commercial insurers, which along
will pay 24% more than the Blues plans with self-insurers have been paying a
for inpatient hospital charges. 13% supplemental charge to hospitals

However, the Blues contend that since 1988 to offset uncompensated in-
until the state requires all licensed in- patient care, say they are preparing to
surers to offer costly open enrollment pass the additional 11% surcharge on to
and community-rated health care policyholders in the form of 4% to 6%
plans, as it does, provisions like this are premium increases.
merely stopgap measures. Continued on page 83

ing providing health insurance to all
Americans and controlling health
care cost increases, the Harris poll
found.

However, opinion is about evenly
divided on which of three leading op-
tions for health insurance reform is
preferable.

Thirty-three percent of the people
surveyed said they would favor a na-
tional health plan in which employ -
ers are required to either offer pri -
vate health insurance or pay a
payroll tax to .support a government
program-the so-called play-or-pay
approach.

Meanwhile, BO% said they would
favor a single-payer national health
plan financed by taxpayers in which

Continued on page 74

Sun sets on 1992
RIMS conference

A discussion of ethical

dilemmas was among the
risk management sessions at
the 30th annual Risk &

Insurance Management
Society conference. Stories
begin on page 3.

----
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Update D&O insurers, MGM
Lloyd's looks at aiding names
Cont:nued from prevwuspage
wnting year onward (BI, Jan 20)

Last week, Lloyd's Chairman David Coleridge said at the annual settle bad faith charge
conference of the Assn of Insurance & Risk Managers in Industry &
Commerce that "the question of whether we should help the wal- By STACY GORDON The four insurers that wrote can International Group Inc
king wounded is actively on my desk at the moment " D&O Insurance for MGM in 1985, Harbor wrote a $5 million pri-

New Texas work comp insurer
LOS ANGELES-Three direc- when the sale was negotiated, are mary policy and Forum wrote a

tors and officers hability insurers Los Angeles-based Harbor Insur- $10 million layer excess of $5 mil-

CHICAGO-Old Repubhc International Corp wlll seek to re-
unll pay MGM-Pathe Commumca- ance Co, a unit of Continental hon Associated wrote $5 million of
tions Co $19 46 million to settle Corp , Schaumburg, Ill -based limits excess of $15 million, and

new business written by Dallas-based Employers Casualty Co, a bad-faith charges stemrnmg from Forum Insurance Co, a unit of National Union wrote $70 million
major underwriter of Texas workers comp msurance that was or- shareholder litigation over the General Electric Co, Los Angeles- of coverage excess of $20 million
dered to stop writlng new and renewal business in February 1986 sale of the company based Associated International In- MGM coinsured portions of this

ECC was placed into conservatorship last month (BI, Feb 17) However, MGM-Pathe's bad- surance Co, a unit of Willis Cor- layer
As many as 55,000 ECC pohcyholders may be able to renew with faith claim against a fourth insurer roon Corp, and New York-based Under the terms of the settle-

Employers General Insurance Corp, a umt of Employers General that refused to settle is scheduled National Union Fire Insurance Co ment with MGM, Harbor will pay
Insurance Group, which Chicago-based Old Republic formed to go to tnal today of Pittsburgh, Pa, a unit of Ameri- Continued on page 72

Old Repubhc invested $26 milhon in Employers General and wlll
offer ECC shareholders the option to buy shares m the new holding
company, which could boost the surplus to $50 milhon, said A C
Zucaro, president and chief executive officer of Old Republic Bankruptcy law vs. ERISA

Old Repubhc unll pay ECC 5% of any renewal premiums wntten
for the nght to offer ltS policyholders renewals The payments will
reduce ECC's estimated $65 million deficit m loss reserves Supreme Court to decide if creditors can tap pensions

Mr Zuearo said Employers General plans mitlally to write By JERRY GEISEL If the high court says pension
roughly $75 million in premiums, including up to $40 mdlion

Violating those rules would
benefits are part of a bankruptcy put a plan at risk of disqualifi-

in commercial lines "It's our hope to grow that business to WASHINGTON-The U S Su- estate and can be seized by cred- cation by the Internal Revenue
$200 milhon to $300 mllion" withm a few years, Mr Zucaro said

The new Texas Insurer will retam at least 100 of ECC's 900
preme Court will decide whether itorS, pension plans that comply Service That would mean vested

employees Employers Casualty Executive Vp H Wayne Dortch
creditors are entitled to a bank- with such bankruptcy court employees would be taxed on

will be president and chief operating officer of Employers General
rupt individual's pension bene- orders would run the risk of vio- their benefits and employers
fits, and the decision could lating federal pension law that would lose their tax deductions

Maxus appealing cover denial
threaten the tax-favored status says benefits cannot be attached for contributions made on behalf
of pension plans or seized by another party of non-vested employees

However, benefits consultants
TRENTON, N J -Maxus Energy Corp wtll ask a New Jersey

appellate court to reconsider a 3-0 ruling that its former Diamond Acquisitions in A&H, life reinsurance market say Congress almost assuredly
would act to overturn any Su-

Shamrock Chemicals Co unit has no msurance for either an Agent
Orange settlement or for claims from a contammated Newark, NJ,

preme Court decision that threa-

Reversing a state }udge's 1989 ruling, the appeals court last UNUM buys D&H; tens workers and retirees pen-
plant site sion benefits

week ruled that Diamond Shamrock could not recover from insur-
"Congressional action would

become an urgent necessity, and
ers $19 6 million of the $23 3 million it paid as part of a settlement
with Vietnam veterans mlured by toxic defoliant Agent Orange (BI, Hodson buys RAI action would be considered

highly likely," said Henry Sa-
Apr·1 17, 1989, Feb 27, 1989) veth, a principal with * Foster

Coverage of the Agent Orange settlement is barred because
the loss "fell squarely within the war risk exclusion" to Dia- By DOUGLAS McLEOD Mr Brown called the merger a Higgins & Co Inc in New,York

"perfect fit," because UNUM But, a ruling in favor of debt-
mond Shamrock's policies, the court found "Since the hazard
was 'Incidental to war' and not common to civillan life in peace- NEW YORK-UNUM Corp is was active only in long-term dis- ors would resolve a troublesome
time, we flnd it abundantly plain that the war risk exclusion was

acquiring Duncanson & Holt ability reinsurance, while Dun- issue that has split courts around
Inc, one of the world's largest Cont:nued on page 81 Continued on page 82

apphcable," the appeals panel said
The appeals court also affirmed the tnal court's finding that

accident and health reinsurance

Diamond Shamrock has no coverage for cleanup costs and other underwriting managers

claims arising from its dioxin-contaminated Newark plant, finding
Separately, G L Hodson & Son Buchalter to appeal

Inc, the reinsurance brokerage
that Diamond's "deliberate course of pollution" could not have
been unexpected or unmtended

unit of Willis Corroon Group

Maxus, whose chemicals unit formerly operated Diamond Sham- PLC,is acquiring Reinsurance $2.7 million award
rock's parent company, intends to take a $19 6 milhon non-cash

Alternatives Inc, one of the lar-

charge against earnmgs for the first quarter of 1992 to write off a gest life and accident and health

receivable it had carried on its books since 1985
treaty reinsurance brokers in the By STACY GORDON surance dispute

country Buchalter, though, argues that

Skandia thwarts takeover
New York-based Duncanson & LOS ANGELES-Buchalter, lt did not even represent Pine

Holt, which is privately held by Nemer, Fields, & Younger, a Top in the dispute

STOCKHOLM, Sweden-Skandia Insurance Co Ltd reached
its management, operates nine well-known insurance defense. In its lawsuit, Pine Top alleged

an agreement last week designed to defuse efforts by shareholders
reinsurance pools with more law firm, will appeal a $2 7 mil- that Buchalter, Nemer, Fields &

UNI Storebrand A/S of Norway and Hafnia Insurance Co Ltd of
than 50 reinsurance company lion malpractice award handed Younger "failed to exercise rea-

Denmark to create a Scandinavian msurance alhance
members, the largest of which is down late last month by a state sonable care and skill, and failed

Under the agreement, Skandia would acquire 100% of Hafnia American Accident Reinsurans court jury here to perform services in a compe-

through a stock swap, merging it into its Danish operations And, In
Group The Los Angeles-based firm lS tent, expeditious and profes-

return for its Skandia stake, UNI Storebrand would obtain all
The facilities generated about insured for the award by Attor- sional manner "

Skandia remsurance operations, except New York-based Skandia
$350 million in annualized neys Insurance Mutual Ltd , a Pine Top also alleged fraud

Amenca Group The non-U S remsurance unlts wrote about $850
earned premiums last year, ac- Barbados-based group captive and breach of fiduciary duty, but

milhon in net premiums in 1990
cording to Thomas G Brown, the that writes malpractice coverage these claims were thrown out by

Skandia America operates mdependently from Skanclia's other
company's chairman and chief for 17 U S law firms the iudge A request for punitive

remsurance operations, which are located throughout Europe
executive The iury verdict stems from a damages was similarly dis-

Hafnia and UNI Storebrand acquired 42 9% of Skandia last
Duncanson & Holt has 239 em- 1986 lawsuit filed by Pine Top missed, as were claims against

year, which led to extensive discussions about Skandia's ow-
ployees and offices in nine other Insurance Co Ltd of London, the only two lawyers named in-

nership structure among the three insurers (BI, Dec 2, 1991)
U S cities, London, Toronto and which alleged the law firm negli- dividually-Jonathan Bank and

The deal is expected to be completed in July
Singapore gently represented it in a rein- Continued on e 82

Updates continued on page 82 Inside
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1992 RIMS conference
Proposing a code Of ethics
risk managers can turn to

when they're in the hot seat
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By JUDY GREENWALD

ANAHEIM, Calif.-What's a

risk manager to do?
A risk manager receives a call

informing her that a temporary
warehouse her company leased
six months ago has gone up in
smoke, along with $5 million in
product.

She recalls a conversation a

few months earlier with the com-

pany's vp for East Coast opera-
tions, who told her the inventory
in the warehouse would be worth

less than $500,000, so there was
no need to add the location to the

property coverage and add to his
insurance costs.

Frantically studying her pol-
icy, she discovers a clause allow-
ing automatic coverage in effect
for 90 days, with a $500,000
limit.

She then gets a call from the
vp of East Coast operations, who
is later providentially able to
produce a memo dated six
months earlier in which he re-

guests coverage for the location.
Attached is an unsigned note
that says, "I don't think the CEO
will be happy if this loss isn't in-
sured."

The risk manager wonders if
she herself should "discover" a

similar letter to her broker in

her own files.

Hypothetical situations
like these demonstrate the

need for the development
of a code of ethics by the

 Risk & Insurance Man-
agement Society Inc., ac-

cording to Carol A. Fox,
corporate risk manager

for Gibson Greetings
Inc., based in Cincin-

nati.

Ms. Fox said that

while deputy mem-
bers of RIMS do

have guidelines
for professional

conduct, there is
no ethics code.

"This is a topic

DU6676€65 176SU,UnCe, apill 10, 133Z / 0

we need to discuss as a society,"
she said.

Ms. Fox was the coordinator

and moderator of a session on
ethics at the 30th annual Risk &

Insurance Management Society
conference in Anaheim, Calif.

The session featured the pre-
sentation and discussion of vari-

ous hypothetical dilemmas in-
volving ethical issues
comparable to those faced by the
worried risk manager. Panel
members invited the audience to

give their opinions as well.
In the case of the warehouse,

for instance, several questions
were asked of panel members:

• Should the risk manager re-

port the developing situation to
her boss at the.risk of losing her
job?

• Upon reporting the loss to
her broker, should the risk man-
ager insist the broker help her
find a way to cover the loss?

• Should the risk manager
contact a consultant who might
testify that more extensive auto-
matic coverage provisions are
readily available, and the broker
had failed in his or her duty to
offer this coverage?

Discussing this case was Pete
Ligeros, an Irvine, Calif.-based
attorney and an associate con-
sultant with risk and employee
benefits consultant Warren,
MeVeigh & Griffin, based in
Newport Beach, Calif. Mr. Li-
geros said the risk manager
should act ethically and try to
obtain coverage for the fire, bul
also do what she can to protect
her own reputation.

For instance, Mr. Ligeros said
"she should absolutely report it
to her boss," but probably only
after talking to a lawyer and
putting everything that has oc-
curred in writing. "You have to
attack the people who are com-
ing after you," he said.

On whether the risk manager
should enlist the broker's help to
find coverage, Mr. Ligeros said
there could be other legitirnate
options to find coverage that
should be explored.

The risk manager should not
insist her brokerage find cover-
age that does not actually exist,
he said. However, "if you're

Continued on next page

John F. Roskopf, left, John W. Twomey, Carol A.
Fox, Pete Ligeros and Donald S. Malecki played
out some ethical dilemmas risk managers might
face and discussed how they should respond.

Anticipating the impact of ADA requirements
By SARA J. HARTY

ANAHEIM, Calif.-The Americans with Disabilities
Act will help people with disabilities find satisfying
work without proving to be a burden to employers,
predicted two rehabilitation specialists.

However, a risk manager suggested that employers
maintain a wait-and-see attitude concerning the impact
of the act, especially small firms that may face paying
for expensive accommodations.

Portions of the Americans with Disabilities Act, in-

cluding employment provisions for public employers,
are already in effect. Employment provisions for pri-
vate employers with more than 25 employees will be-
come effective July 26 (BI, Jan. 27). Private employers
with 15 to 25 employees will have to comply in 1994.

The ADA prohibits employers from instituting " 'pro-
tections' that do not allow opportunities for people with
disabilities," John G. Carlson, president of RHM Con-
sulting in Marlboro, Mass., explained at a session of the
30th annual Risk & Insurance Management Society
conference, held March 30-April 1. RHM specializes in
risk and health management issues.

The ADA prohibits discrimination against people
with a physical or mental impairment that substantially
limits one or more major life activities; people with

Advice on minimizing risk
that employment practices
will run afout of the law

a record of such an impairment; or people who are
regarded as having such an impairment, like an able-
bodied person who is disfigured.

Gains in medical technology are resulting in more
"survivors" of disease and accidents-who are some-

times impaired in some way, Mr. Carlson said.
"There are 43 million Americans with disabilities

who make up a discrete and insular minority," he said.
For them, "isolation is the greatest disability risk," he
said, adding that the ADA could help change that.

Risk managers who are trying to ensure that their
company is in compliance with the law can take several
steps, suggested Brian T. MeMahon, a rehabilitation
educator and counselor affiliated with the University of
Wisconsin at Milwaukee.

If a company's human resource policies are already
sound, the ADA will require minimal change, Mr.
McMahon said. If the policies are not sound, the ADA
will require a great deal of change, he said.

Y

For example, "How you portray the disabled, espe-
cially in writing" is important, Mr. MeMahon said.

Place the emphasis on the person, rather than on the
disability, he suggested. For instance, use phrases such
as "people who are. . ." or "persons with. . ." or "per-
sons who have. . .," rather than saying "the deaf" or
"the blind," he advised. Those terms and others such as
" 'birth defects,' or 'spastic' are considered defama-
tory," Mr. MeMahon said.

The law will also require some changes in the way
many companies interview job applicants, he noted.

When interviewing prospective employees, employers
may not ask about the applicant's health status, disabi-
lities or workers compensation claims history, Mr.
MeMahon said.

The employer can, however, show the applicant a de-
scription of the job and ask how he or she "would per-
form both the essential and marginal functions," he
said.

The applicant also can be asked to give a demonstra-
tion "if there is obvious interference," or even if there is
no disability that would obviously interfere with the
applicant's ability to perform the job, but all applicants
are required by the employer to give such a demonstra-
tion, Mr. MeMahon said.

Continued on page 6
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Spotlight report

Code of ethics
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Continued from previous page
forceful enough, maybe some-
thing will come out of it," he
added. By insisting, maybe the
person involved will find a legit-
imate way.

Similarly, the risk manager
should also find out what a con-

sultant can do for you, Mr. Li-
geros said.

Discussing the issue of ethics
in general, he quipped that a lot
of people believe lawyers and
ethics are "mutually exclusive,"
although he does not hold that
belief. People also mistakenly
believe that good business prac-
tices are mutually exclusive with
ethics, he added.

Risk managers must develop a
system of accountability, said
Mr. Ligeros, adding, "ethics
is basically another word

for morals."

Ethics today call for the com-
mon-sense application of moral
purposes, he said. Problems
arise, however, in balancing the
business world with the legal
system and other factors.

Ethics cannot be learned from

a sheet of paper, he stressed. In-
stead, it must "come from your
heart" and be a set of values with

which you were raised.
Mr. Ligeros also said that if

RIMS adopts a code of ethical
standards, it should also adopt a
mechanism to make it work.

But a RIMS code of ethics

raises the possibility of a situa-
tion where someone is fired as a

result of adhering to it, he said.
What should RIMS do?

"There have to be guidelines
set out," said Mr. Ligeros. There
must be financial planning
available to members to cover

the costs that will be incurred in

such a case, he said.
Most people would regard the

legal business as professional,
and everyone considers the med-
ical business professional, ob-
served another panelist, John W.
Twomey, senior vp-specialty
lines with Great American Insur-
ance Cos. in Cincinnati. Risk

managers also regard themselves
as professionals, but if risk man-
agement is truly a profession,
high ethical standards are
needed, Mr. Twomey said.

Another attribute of a pro-
fession, he noted, is a spirit of al-
truism towards others, "putting
others before other interests."

The third attribute would be a

continuing education program of
some type, he said.

A code of professional ethics
for risk managers is needed, ac-
cording to Mr. Twomey, who

SPEAKING OF LISTENING

jAAMGA

%

noted that the Society of Char-
tered Property & Casualty Un-
derwriters adopted a code of
professional ethics in 1976.

"You need a self-policing
mechanism," said Mr. Twomey,
who holds the CPCU designation
and has taught CPCU classes. "If
you don't do it, there are people
who will do it for you" from the
outside.

John F. Roskopf, vp and a risk
management consultant at Rol-
lins Burdick Hunter Co. in Chi-

cago, addressed the issue from a
broker's perspective.

Ethical problems, he said, arise
from a conscious decision to se-

lect from various alternatives.

"It's a sin of commission rather

than a sin of omission," he said.
Issues involving brokers for

the most part are those of unpro-
fessionalism, rather than a mat-
ter of ethics, said Mr. Roskopf
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LIKE LISTENING TO RAINDROPS ON A POND,

A COMPANY THAT PAUSES TO HEAR AND REFLECT WILL BE MORE ATTENTIVE

TO THE NEEDS OF ITS CUSTOMERS.

WE ARE ALWAYS RESPONSIVE TO THE IDEAS OF OTHERS,

KNOWING THAT BY LISTENING WE LEARN.

NO'RRflft-f eINSURANCE
Part 4 the Northland Group

QUALnY PRODUCTS INROUGH GENERAL AGENTS AND SURPLUS LBES BROKERS

"It depends on the financial in-
terest involved," he said.

Among the instances Mr. Ros-
kopf gave that could be consid-
ered either a lack of profession-
alism or of ethics is when a
broker sells a client insurance

rather than seeking an alterna-
tive solution. Another example is
when a broker with a captive
management arm tries to con-
vince a client a captive is needed
when in fact it is not.

Donald S. Malecki of Donald

S. Malecki & Associates Inc., in-

surance and risk management
consultants with offices in Cin-

cinnati and Fort Thomas, Ky.,
said that as children, we are told
that Washington told the truth
and Lincoln walked miles to give
the correct change. Today, he
said, we live in a society where
Vice President Spiro T. Agnew
resigned because of dishonesty

"Emphasis on ethics changes
over time," said Mr. Malecki,
who also called for a code of eth-

ics.

During the 1960s Vietnam era,
people were more concerned
about themselves, while the yup-
pie lifestyle flourished in the
19805. Today, though, there is
more emphasis on ethics, Mr.
Malecki contends.

It is safe to say most people
want to be ethical, he said. But
"the pressure on people who
want to be ethical can be enor-

mous." How many risk managers
would be praised for making an
ethical decision that costs their

company $ 1 million? he asked.
Among the other hypothetical

situations discussed during the
session were:

• A corporate risk manager
allows a competing broker to
provide a quote for the com-
pany's casualty program. The
risk manager does not volunteer
information about minor, but

unique, products and workers
compensation exposures con-
fronting the operation, however,
the broker does not ask. What

should the risk manager have
done?

Mr. Malecki said the risk man-

ager should have told the broker
of the risks. "Risk managers
should not participate in the
game 'I've Got a Secret,' " he
said.

• The board of directors of a

Midwest chapter of RIMS re-
ceives corroborated information

that one of its members is re-

quiring "full service" from his
broker, which includes a "con-

sultation" by a "rehabilitation
nurse." In other words, the bro-
ker provides him with a prosti-
tute.

The member is informed that

his membership in RIMS could
be terminated if he is found

guilty by the executive commit-
tee of unethical conduct. The

member's attorney, though, asks
for a copy of the ethics code
under which his client is being
accused and states the expulsion
will tarnish his reputation.
Should the Board of Directors

have left well enough alone?
Because the information was

corroborated, "I think they had
an obligation" to report the in-
formation to RI(IS' Executive

Committee, said Ms. Fox.
"I think if we allow unprofes-

sional conduct among our mem-
bers it grows like a cancer," she
said. Furthermore, "there's a
perception you can be bought,"
which sends out a message to the
brokerage community.

In actuality, though, Ms. Fox
said this entire episode would
probably have been handled
more discreetly. •
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Spotlight report

Disabilities act
Continued from page 3

The ADA will encourage em-
ployers to keep an open mind
about applicants, he said.

For example, a man in a
wheelchair applied for a tele-
phone company position that re-
quired him to climb telephone
poles. Company representatives
feared that they were being set
up for a discrimination suit and
called Mr. MeMahon for advice.

He suggested that they act as if
the ADA were in effect and ask

the applicant how he would ful-
fill job requirements. It turned
out that while the man did not

have full use of his legs, he was a
professional climber, fully capa-
ble of climbing poles.

Physicians who perform medi-
cal exams for job applicants are
free to gather a great deal of
medical information. However,
any information released to
human resources, Mr. McMahon
said, should only address the
pertinent questions of "Can the
applicant perform the essential
functions?" and "Is there a direct

threat" to the applicant or other
workers when the applicant is
performing job functions?

Employers are still allowed to
require drug and agility tests as
long as all applicants are sub-
jected to the tests, Mr. MeMahon
added.

Employers that have not de-
termined the essential functions

of a job will be "quite vulner-
able," he suggested. A well-
founded, written job description
"is going to be crucial."

Some employers worry that the
lack of clear language in the law
will be their downfall.

For instance, an employer can-
not refuse to hire or bring back
an injured employee if "reason-
able and necessary" accommoda-
tions would enable that individ-

ual to perform the "essential"
functions of the job. Such ac-
commodations are not required if

they would create an "undue
hardship" for the employer.

These phrases are never clearly
defined by the law, although
some guidelines are given in the
Federal Register by way of ex-
ample, he said.

"I understand that employers
are upset with the vagueness of
the wording, but you should un-
derstand that the vagueness is
not by ignorance or by default;
it is by design," Mr. McMahon
said. The wording will guarantee
a case-by-case evaluation of
complaints, he explained.

In the area of "undue hard-

ship," employers should be
aware that this goes beyond "fi-
nancial hardships," Mr. MeMa-
hon said. "It could also be the

amount of disruption an accom-
modation would cause."

However, never say the accom-
modation would be "bad for mo-

rale," he warned.
Also, before rejecting an ac-

commodation outright as too ex-
pensive, employers should inves-
tigate the various organizations
and foundations willing to help
finance the costs of many accom-
modations, Mr. MeMahon said.
In addition, tax credits for many
accommodations also are avail-

able.

Federal agencies are not likely
to smile upon employers that re-
ject an accommodation as too
expensive without considering
these outside sources that could

mitigate the overall costs, he
said.

Employers also should budget
for the "transaction costs" asso-

ciated with the time and work

involved when the employer is
determining whether a person is
disabled and what accommoda-

tion might be needed, Mr.
MeMahon said.

Not all "professionals" are up
on the ADA, Mr. Carlson
warned.

"Watch out for 'experts,' "
agreed Mr. MeMahon. When ex-
pert advice is needed, "ask a
person with a disability."

Mr. McMahon and Mr. Carlson
further discussed the ADA for a

segment of "The Premium Dollar
Today," a cable television pro-
gram that was taped during the
RIMS conference.

They were joined by James E.
Crockett, manager of risk and
benefits for the Board of Water

Commissioners in Denver.

In presenting the employer
concerns with the ADA, Mr.
Crockett noted that "most em-

Before rejecting an accommodation outright as
too expensive, employers should investigate the
various organizations willing to help finance the

costs. And, tax credits for many accommodations
also are available, says Mr. McMahon.

ployers support the moral as-
pect" of the act.

The "problem is how to fi-
nance" the provisions, he said.
"Ultimately, you and I will share
the costs" associated with the

ADA.

However, the costs associated

with the ADA already are being
paid for by "society" as it subsi-
dizes potentially productive but
unemployed workers, Mr. Carl-
son countered.

Furthermore, the ADA "is not

a full employment act for the
disabled," Mr. Carlson said. "It's

always up to the employer to
make the decision" about hiring
an individual.

Another concern of employers
is a scenario in which an em-

ployee is permanently injured
doing heavy work-like "man-
ually laying underground pipe-
lines"-but the employee insists
upon expensive and complex ac-
commodations that would allow

him or her to return to that par-

ticular job, according to Mr.
Crockett.

"We could get worried about
what might happen," suggested
Mr. MeMahon, but such scenar-
ios are "extremely unlikely" and
"completely against the spirit of
the law."

"I'm very optimistic" about
the law, Mr. MeMahon said. "I
do believe that the overwhelming
majority of employers agree with
the law."

However, in the long run, "I'm
skeptical about the ADA's fu-
ture," Mr. Crockett said, predict-
ing that there may be some
amendments to the law.

Herbert E. Goodfriend, direc-
tor of insurance analysis for
KPMG Peat Marwick in New

York, moderated the program.
The program will air April 17

on the USA network at 6 a.m.

EDT. •

Group benefits services
can't always be programmed.
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Despite hard times,
the Lloyd's tradition
will continue on: Panel
Task force report ofers opportunity

By GAVIN SOUTER

ANAHEIM, Calif.-Lloyd's of
London-like most insurance mar-
kets around the world-has hit
hard times, but its underlying
strength and its new recipe for sur-
vival will ensure its continuation,

Underwriters like Richard Hazell

may underestimate the value of
brokers, says Dennis Mahoney.

That% why clients write to thank CNAs
Beverly Powell for her caring.

We want you to know that we sincerely appreciate everything
you have done for us and the moral support which you have
given us. So often we hear other patients complaining
about their disability carriers and we count ourselves
lucky that CNA has been a very pleasant company to work
with. We're sure you have plenty of cases on your desk but
you never made us feel like that...we always felt as if you
were genuinely interested in us and cared a lot. We will
always appreciate that.

Sincerely,

Tom and Judy Schultz and family

Insurance companies can make promises, but it's the
people who keep the commitments. And CNA employees
like Beverly Powell understand the significance of
working out the best possible solution for each
individual as opposed to just processing paperwork

Benefits managers and employees across the
counbyhave written to thank our staff for their
responsiveness, flexibility in designing the right plan,
cost containment efforts, and even more importantlx
their compassion and courtesy

ICs the dedication and commitment of our people
that have helped the CNA Insurance Companies
become one of the leading group benefits insurers.

And this commitment is for the long term. CNA
is one of the few major life/health groups to earn
strong ratings from all four top insurance indusky
rating services:

For more information, call your independent
agent, or your CNA representative.

*AM. Best,Standard & Poor's, Moody's, Duff& Phelps.

CNA
ForA# the Comm#ments You Make®

Group Benefits from CNA: Ufe & Health • AD&D• Vision • Dental• LTD• Pensions• long Term Care• Managed Care • Coveragesare underwritten
by Continental Assurance Company and Continental Casualty Company,two of the CNA Insurance Companies/CNA Plaza/Chicago, IL 60685.

two market professionals agree.
Despite losses, litigation by

members and a capacity crunch,
Lloyd's, through the implementa-
tion of recommendations made by
a task force in January, will return
to profitability, they said.

And brokers will be at the lead-

ing edge of the market revival, a
Lloyd's broker said at a session ti-
tled "Trouble in the Coffee House?

What's Going On at Lloyd's?" at
the 30th annual Risk & Insurance

Management Society conference.
Despite Lloyd's difficulties over

the past 10 years-including scan-
dals and overcapacity-it has paid
its claims, said Richard Hazell, a
deputy chairman of Lloyd's and
underwriter for syndicate 190,
managed by Cater Allen Syndicate
Management Ltd.

"We have a great advantage--
none of our difficulties have af-

fected our policyholders, and that
means that we retain the confi-

dence of our customers," he said.
Regardless of the much publi-

cized losses at Lloyd's, the mar-
ket's troubles should not be viewed

in isolation, he said. "It' s possible,
contrary to popular belief, to lose
money other than at Lloyd's."

For example, more than 100
property/casualty insurers in the
United States became insolvent

between 1988 and 1990, he said.
The insolvency problem will not

affect Lloyd's because of its re-
serves for future liabilities, which
stood at $21 billion at the end of
1990, he said. "How many other in-
surers are as well reserved?"

Lloyd's also faces the problem
of litigation by members who have
lost money at Lloyd's. Mr. Hazell
charged that these members are es-
sentially trying to change the terms
of their Lloyd's membership.

"They are trying to mutualize
the market which they joined as
sole traders," he commented.

Money in the Central Fund at
Lloyd's, which is used to pay
chams when a member cannot, be-
longs to the membership, and by
seeking to use the fund to pay their
own losses, the litigating members
are trying to make other members
pay their losses, he said.

Another issue is the reduction in

capacity as members flee the mar-
ket in record numbers. However, it
has not become a problem, he said.

"There is seldom a shortage in
capacity for a good risk," he noted.

And in most years, Lloyd's only
used 65% to 70% of the capacity
available in the market, he said.

Any future problems with
Lloyd's capital base should be ad-
dressed by recent task force recom-
mendations, he said (BI Jan. 20).

One of the task force's principal
recommendations is the establish-

ment of a stop-loss insurance fund.
The fund would cap members'
losses stemming from any one
year's underwriting account at an
amount equal to 100% of their
overall premium limit for that
year. However, members would be
again responsible for their losses if
the stop-loss fund is depleted.

"This leaves the principle of un-
limited liability intact, but only in
the most exceptional circum-
stances. To all intents and pur-
poses, a name would be limited be-
yond a certain amount," Mr. Hazell

Continued on page 10
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Lloyd's tradition
Continued from page 7
said.

Although the other recommen-
dations made by the task force will
generally benefit Lloyd's, it was
disappointing that the panel did
not recornmend an end to Lloyd's
three-year accounting system, he
said.

"I had hoped for the abandon-
ment of three-year accounting be-
cause it has long been an anachro-
nism and a hindrance during
negotiations with people in other
countries," Mr. Hazell said.

Lloyd's could also be made more
efficient if the role of the broker

were changed, he said. "Although
they are good salesmen, they are
seldom the best administrators."

Consequently, Lloyd's brokers
should not be concerned with the

documentation of policies, and the

Yvt

wording of terms and conditions
should be left to underwriters, he
said.

Also, the payment of premiums
and claims should be handled

directly between the policyholder
and its underwriters rather than

through brokers, Mr. Hazell said.
If a policyholder needs the aid

of a broker when submitting a
claim, then the broker should be
remunerated on a fee basis for ad-

ding value, he said.
But underwriters should not un-

derestimate the benefits they re-
ceive from all of the activities of

Lloyd's brokers, said Dennis Ma-
honey, chairman of Alexander
Howden Ltd. in London, a unit
of Alexander & Alexander Services

Inc.

Brokers "prepare the policy and
market the risk," he said.

The Lloyd's broker then handles
any claims and is responsible for

V

keeping the inf6rmation on the
risk, sometimes for 80 years, Mr.
Mahoney said.

"In return, we get a commis-
sion of between 2.5% and 10%, and

that's pretty good value from un-
derwriters' and names' perspec-
tive," he said.

The brokers also give un-
derwriters access to overseas mar-

kets through their international of-
fices and subsidiaries, Mr.
Mahoney said.

"Lloyd's underwriters do not
have to spend a penny to access
all of the business in the world,"
he said.

Most of Lloyd's business is han-
dled by large brokers, he said.

Although there are 219 Lloyd's
brokers, the 20 largest handled
71% of Lloyd's business in 1990,
he said.

As a whole, Lloyd's brokers em-
ploy 38,000 people and handle pre-
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miums totaling $25 billion, which
h6lp contribute $1.5 billion to Brit-
ain's invisible earnings, Mr. Ma-
honey said.

"We are clearly doing something
right," he said.

Mr. Mahoney agreed that future
prospects of profits at Lloyd's are
good despite the number of mem-
bers who are leaving the market.

In fact they are so good, Mr.
Mahoney said he increased his un-
derwriting line as a member of
Lloyd's for 1992.

"This decision was not based on

emotion or blindness, but because I
believe that I will make money in
the long term," Mr. Mahoney said.

The session was moderated by
Myriam Fontaine, director of risk
management at The Gap Inc. in
San Bruno, Calif., and coordinated

by W. Lee Carter III, vp director of
research and development at A&A
in Dallas.
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Productivity
is not waning,
Drucker says

ANAHEIM, Calif.-When

Peter F. Drucker speaks, manag-
ers listen-and learn.

Hundreds of risk managers at
the 30th annual Risk & Insur-

ance Management Society con-
ference gathered to hear the
management guru's views on the
state of productivity in the
United States.

"Most people do not realize
how great an economic expan-
sion there has been in the last

100 years," said Mr. Drucker, a
long-time professor of manage-
ment and social science at Clare-
mont Graduate School in Clare-

mont, Calif. Productivity has
risen an average of 4% every
year, he added.

"It is simply not true that pro-
ductivity is lower in this country
than it has been in the past,"
said Mr. Drucker, the author of
24 books on management topics.

The productivity of farmers
and manual laborers has never

increased faster, suggested Mr.
Drucker, whose first major book
was his landmark 1946 study of
General Motors Corp. But the
country is "simply moving away
from manufacturing, labor and
construction."

In fact, "skilled or unskilled"
workers who make things with
their hands "make up only a fifth
of the people in this country-if
that much," he said. "They will
only make up an eighth by the
end of the century."

To enhance productivity
within their own companies,
managers must "organize work
by skill, not by subject matter,"
suggested Mr. Drucker, whose
most recent book is "Managing
for the Future: The 1990s and

Beyond," published earlier this
year.

Managers must determine
what an employee is being paid
to do and what tools and infor-

mation he or she needs to do the

job. The work should "be organ-
ized so that it flows properly and
you have a job and not just sev-
eral tasks," he said.

In assembling a team to do the
job, the manager must decide
what will best increase produc-
tivity. Some jobs will require a
baseball-like team, on which ev-
eryone maintains his or her fixed
positions. Others will require a
doubles tennis-type team, on
which the team members adjust
themselves to the strengths and
weaknesses of their teammates,
he said.

And, managers must make sure
that people do what they are
paid to do. Instead, too often
their time is wasted on extrane-

ous tasks, he stressed.

As an example of this wasting
of talent, he cites nursing.

The United States continues to

graduate and import more nurses
than in years past, said Mr.
Drucker. At the same time, the

number of available hospital
beds in the country has contin-
ued to decline.

Yet because nurses must spend
a majority of their time doing
paper and computer work, rather
than actual caring for patients,
there is a nursing shortage.

The situation could be reme-

died if nurses were allowed to do

the job they are trained to do and
others were hired to handle pe-
riheral tasks, he said.

-By Sara J. Harty
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We've increased our environmental liability coverage to
$40 million because black douds come in all sizes.

The consequences of environmental
liability for companies today can
range from mild to severe. So we at
Commerce & Industry have doubled our
capacity for Pollution Legal Liability
coverage to $40 million per loss,
effective immediately. These new limits
are the largest generally available

from any U.S. insurer, and demonstrate
our continued commitment to the

environmental insurance marketplace.
C&I is a member company of AIG,
which has earned the highest financial
ratings from the major rating agencies.
We're close by, too, with a network of
14 offices nationwide. And we offer a

range of environmental coverages from
Asbestos Abatement Liability to Under-
ground Storage Tank to Environmental
Umbrella insurance. To take advantage
of this new $40 million limit, please
contact Ken Cornell, Vice President, at
(212) 770-5810.

AI G World leaders in insurance and financial services.
Commerce & Industry Insurance Company

A member company ofAmerican International Group, Inc.
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IN AN INCREASINGLY COMPETITIVE ENVIRONMENT,
LONGEVITY HAS ITS ADVANTAGES.

Nature can be harsh. Lack offbod, protection or the onslaught
of the elements can eliminate greater than 95 percent of the
young ofa species.

For a company, the business climate can be equally cruel.
Developing a risk management plan can be particularly thorny
when your best people are trying to devote their time to sue
cessfully running the business.

For these reasons, many companies have turned to Scott
Wetzel Services. When we started in business 50 years ago, our
field was awfully lonely. But we persevered and have grown to
become an industry leader. In doing so, we have helped our
clients grow and prosper by providing risk management plan-
ning and support with our own unique perspective.

Longevity has given us the wisdom of experience that lets

us offer counsel ofgreater depth and flexibility than others. The
fact that SWS is an independent company allows us to develop
uniquely tailored programs that look at every client's problems
in a fresh, innovative way.

With Scott Wetzel Services, your company will realize all
the benefits of alternative risk financing, from impmved cash
flow, higher levels of communication, personal involvement,
greater control and program stability.

It's easy to get started. Just call our local representative. Or
contact our home office at 1-800-426-5990. (In Washington, call
206-479-0200.) Ask Lr our president, John Harrold. He'll
make it clear why your risk management program deserves the
wisdom and expertise ofa company that isn't green.
EXPERIENCE SCOTIWEIZEL WITH VISION.

SERVICES.INC

Risk Management Planning and Suppon
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Exhibitors link wares
to Southern California
Risk managers toad up on info, goodies

By JOANNE WOJCIK doling out sunglasses, beach
towels, T-shirts, golf balls and

ANAHEIM, Calif.-Exhibitors tees.

at the 30th annual Risk & Insur- One exhibitor even hired Elvis

ance Management Society con- and Marilyn Monroe imperson-
ference promoted the leisurely ators to give risk managers a
lifestyle for which Southern Cal- taste of the glitzy Hollywood
ifornia is known. culture.

And even though the weather Some companies, though,
did not live up to the long-held shunned the Southern California

belief that it never rains in scene and offered trinkets that

Southern California, exhibitors represented their own headquar-
tried to perpetuate the myth by ters location. For example, the

Lamba Safety Cones B
are an effective
defense against
liability for
slip, trip and fall
accidents...
and workmerrs
compensation
claims.
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To place an order, or for more information, call

1-800/362-7844

437 Lamba®
<5 Systems

h Division of American Allsafe Company
32915 Aurora Road, Suite 20

Solon, OH 44139

The Lamba Product Line Is Protected By Patent. © 1992 Lamba Systems-Division American Allsafe Co.
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Vermont Captive Managers Assn.
offered samples of cheese, Ben &
Jerry's ice cream and maple
syrup to passers-by.

But, for the most part, risk
managers saw past the gimmicky
hand-outs and scoured the exhi-
bit hall floor to learn more about

the tools needed to perform their
trade.

It was purely coincidental that
the handouts from various mem-

bers of the Factory Mutual Sys-
tem comprised just about every-
thing necessary for a trip to the
beach, according to John L.
Troutman, operations sales man-
ager in Allendale Insurance Co.'s
San Francisco office.

As Mr. Troutman handed out

mirrored sunglasses to passers-
by, Arkwright Mutual Insurance
Co. distributed beach towels,
Protection Mutual Insurance Co.
offered miniature cameras. Fac-

1@11-J
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SPHERE DRAKE UNDERWRITING

MANAGEMENT (BERMUDA) LIMITED
underwrites reinsurance programmes

for captive companies, risk retention groups
and self-insured entities worldwide.

Jonathan Crawley and Bruce Jones (in Bermuda)
and Norman Dor6e (in the U.S.A.)

look forward to receiving your enquiries.

Telephone: (809) 292-0295 (Bermuda)
(203) 268-6844 (U.S.A.)

Facsimile: (809) 292-0014 (Bermuda)

(203) 268-4776 (U.S.A.)

The company's postal address is: -
Suite 422,48 Par-la-Ville Road, Hamilton HM 11, Bermuda.
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tory Mutual Engineering gave
out digital thermometers, which
it said would help people from
overheating on the beach.

"We believe in total asset pro-
tection," quipped Florine Ed-
wards, assistant vp in Allen-
dale's Johnston, R.I., office.

Other exhibitors followed the

same general theme. For exam-
ple, the Illinois Insurance Ex-
change kept with the beach trip
theme by distributing logo-em-
bossed water bottles.

The Assn. of Insurance Manag-
ers in the Turks & Caicos Islands

also unwittingly perpetuated the
theme by handing out foam rub-
ber beverage can insulators, and
ITT Hartford Group Inc. distri-
buted fanny packs to sports-
minded RIMS-goers.

Skandia America Group's al-
ternative risk transfer depart-
ment lured conference-goers into

r

its booth with bright blue T-
shirts splashed with the palette
logo of the New York-based
reinsurer's ART department.

"We coined the phrase 'alter-
native risk transfer,' and now it's
pretty much 'state of the art,' "
chuckled Senior Vp Albert Beer
as he handed out the shirts,
along with information on Skan-
dia America's services.

It was more fun and games at
some of the other booths, like
Helmsman Management Services
Inc., which featured teal-and-
mango-colored Slinkies and golf
tees, and Liberty Mutual Insur-
ance Co., which offered golfers
copies of "18 Tips From 18 Leg-
ends of Golf."

The Slinkies "show how flexi-

ble we are at Helmsman," a sub-
sidiary of Liberty Mutual that
offers services to companies that
self-insure their workers com-

pensation risks. These services
include a claims administration

system that provides statistical
risk management reports and
allows risk managers to view ad-
juster notes, explained Patricia
Hurley, assistant vp and regional
account manager in the Glen-
dale, Calif., office.

The system, called Risktrac,
also includes electronic mail ca-

pabilities that allow the em-
ployer to communicate directly
with Helmsman, she added.

The golf tips come from the
headliners of Liberty Mutual's
Legends of Golf tournament, a
nationally televised golf classic,
said Shirley Smith, account ex-
ecutive in Liberty Mutual's
Westlake Village, Calif., office.

In addition to promoting
Helmsman, Liberty Mutual also
took advantage of the RIMS ex-
hibit hall to tout its new interna-

tional department.
Liberty Mutual now provides

worldwide property/casualty
coverage to U.S. multinationals
through its affiliation with Win-
terthur Insurance Group of
Switzerland, according to Vir-
ginia Coffin, national sales ac-
count executive in Liberty Mu-
tual's Los Angeles office.

"We've gone global," she said.
Nearby, Milliman & Robertson

Inc. handed out golf balls to il-
lustrate that the actuarial and

consulting firm "will keep you
from going out of bounds," said
Gary Josephson, an actuary.

Meanwhile, Prudential Rein-
surance Co. distributed yo-yos
signifying the ups and downs of
the property/casualty insurance
market, while the Barbados

Continued on page 18
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Now in a $ 10 Million Quantity !
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ECS Underwriting an[1 Reliance National announce new $10 million limits
on Environmental Liability Coverage.

In response to continued industry demand, ECS Underwriting through Reliance
National has raised the coverage limits on all environmental liability and related
policies to a full$10 million.

For years we've been building our business by introducing new products
and expanding services to meet the changing needs of a growing industry.
And our commitment is reflected in our track record....

1980 - First to develop a comprehensive Environmental Insurance Program
for American industry.

1986

1987

1988

1989

1990

1991

1992

Environmental program expanded to include Contractors Pollution
Liability coverage.

$5 million limits on Auto Liability including Pollution Coverage and
MCS-90 endorsement.

First to introduce Consultants Environmental Liability Program, bridg-
ing the gap between Contractors and Consultants Pollution Policies.

First to introduce First Party Pollution Cleanup Policy to the market-
place.

Increased limits on all Pollution Policies.

Property coverage introduced as part of Environmental Insurance
Program.

New limits of $10 million on all Environmental and Related Liability
Policies.

More than ever, ECS stands ready to assist and protect environmental
business better than anyone else in the insurance marketplace. It's all part of
our continuing tradition of serving the business that made our business what it
is today. And watch for more major developments in 1992.

Call (800) ECS-1414 for more information on our new $10 million
coverage limits. A lot of coverage - from a lot of company.

ECS
Underwriting,

Inc.

An ECS Company

THE CHOICE

Reliance National

Environmental insurance protection for American industry.

OFFERING: Pollution Legal Liability, Contractor Pollution Liability, Consultants Environmental Liability, Professional
Liability, First Party Pollution Cleanup, General Liability, Automobile Liability and Property.
PROTECTING: Transporters of hazardous waste/materials, treatment, storage and disposal facilities, contractors,
consultants, landfills, lenders, generators, manufacturers, and many other classes of business.

One East Uwchlan Avenue, Suite 300, Exton, PA 19341. Or call(800) ECS-1414 (In PA (215) 2694731), FAX (215) 5245354
7hese prog,-ams am undemn#en by Planet insurance Company, Phi/ade*hia, PA, a member of the Re#ance /nsurance GrouR © 1992 92-11-ITS-4/13



18 / Business Insurance, April 13, 1992

Spotlight repor*

Exhibit hall
Continued from page 14
booth offered miniature maho-

gany flying fish, a species indige-
nous to the Caribbean captive
domicile.

Reliance National Insurance

Co. served coffee in the mornings
and soft drinks in the afternoons

from a replica of a vintage rail-
road car furnished with comfy
tufted leather seats.

Coincidentally, Reliance's rail-
car was situated strategically be-
side Wausau Insurance Cos.' dis-

tinctive railroad depot booth,

and The Hartford Steam Boiler

Inspection & Insurance Co. car-
ried on the railroad motif with a

miniature locomotive that graced
its booth.

The Colorado Assn. of Captive
Entities booth distributed color-

ful copies of Colorado travel
guides and samples of Denver
"mints."

Mobile, Ala.-based claims ad-
justers Pilot Catastrophe Ser-
vices Inc. gave Norway spruce
tree "kits"-a peat pellet and
seeds-to those who viewed a

graphic video of a devastating
tornado in Wichita Falls, Texas,

in the late 1970s.

San Francisco-based David

Corp., a risk management infor-
mation system subsidiary of The
Wyatt Co., handed out wooden
slingshots made by the Cherokee
tribe of South Carolina to repre-
sent the company's theme of
using the innovative David sys-
tem to slay the claims adminis-
tration giant, explained Dennis
Klum, director of sales promo-
tion.

Media/Professional Insurance

Inc. of Kansas City, Mo., distri-
buted vocabulary-building desk
calendars "since we're in the

business of insuring the word,"
explained Rhonda Jones, senior
underwriting executive for the
managing general agency specia-
lizing in libel and other forms of
professional liability coverage.

Media/Professional, which was
completing its acquisition by
Chicago-based Aon Corp. during
the RIMS conference, also was
touting its revised specialty
errors and omissions insurance

program, which provides pri-
mary and excess capacity of $10
million to a variety of profes-
sionals.

One booth that might not have

Perhaps the most
inventive thing one can

do is work with
a dedicated collaborator.

When it comes to reinsurance, it's important 6merging technologies such as EDI (Electronic

to work with someone as committed to your busi- Data Interchange). EDI standards will facilitate
ness as you are. Someone to communications throughout

provide the dedicated the industry. They'll save
counsel of Watson, time and money,

allowing you the improving admin-

inventiveness of istrative efficiency

Bell. In short, and lowering

someone to call costs.

on to make your Certainly you
ideas a reality. can put these

Consider innovations to

Prudential Re. work for you. To

We've introduced streamline your

numerous innovations *s operations, and make

to make our operations them more profitable at

more responsive to your Thomas Watson Alexander Graham Bell the same time.

needs. Through direct Sometimes, all it

electronic link-ups, we  0*4==...= takes to be inventive is

can provide you with immediate access to our knowing who to talk to. Which is why we'd like to

vast network of information services. And our remind you that Prudential Re is just a phone

new document issuing systems can expedite call away: (201) 802-2083.

binding of coverage. me

Prudential Re also remains at the forefront of Prudential Re E,
The Reinsurer of Choice

© 1992 PrudentiaJ Reinsurance Company, a subsidiary of The Prudential Insurance Company of America, Newark, New Jersey Available directly or through an intermediary.

been visited by throngs of RIMS
attendees at the start of the con-

ference was soon swarming with
paparazzi after the arrival of
"Elvis Presley" and "Marilyn
Monroe."

The two late luminaries-por-
trayed by two actors from The
Southern Connection of Atlanta

-posed for pictures at Adjustco
Inc.'s booth before a backdrop of

the famous Hollywood sign sur-
rounded by silver-leafed palm
trees.

Fans who dared wore their

photos displayed in a plastic
button that advertised the work-

ers comp claims administrator's
presence at RIMS.

More serious exhibits featured

new products and services avail-
able to risk managers.

For example, Paradigm Info-
systems of Bothell, Wash., de-
monstrated its Macintosh-based

personal computer risk manage-
ment information system. Called
ParaRisk, the system features an
easy-to-use graphic interface.

"It's the only Mac-based RMIS
on the market," said Richard
Hoehne, chief executive officer
of Paradigm, which was a first-
time exhibitor at RIMS.

Using on-screen prompts, risk
managers who use ParaRisk can
break down losses by state, re-
gion, division and plant location.
Injuries can be broken down not
only by body parts, but by the
location within a given body
part, such as lower arm.

The systenn can also be used to
track incidents that may or may
not eventually become workers
compensation claims, explained
Shira Wilson, marketing man-
ager.

ParaRisk was given the highest
possible rating in the categories
of flexibility and user-friendli-
ness in a recently released report
by Betterley Risk Consultants
Inc., Ms. Wilson noted.

Manufacturers Bank N.A. of

Detroit was the only bank host-
ing a booth at this year's RIMS
conference, boasted Vp Carlyle
E. Justus.

The bank deliberately chose a
spot beside the Bermuda booth
since it is marketing support ser-
vices to captive owners and man-
agers and "Bermuda is the domi-
cile of choice," Mr. Justus
explained.

Among the services it provides
for captives, Manufacturers can
establish depository accounts for
capital and surplus, issue
standby letters of credit, confirm
LOCs issued by other banks and
provide insurance premium fin-
ancing services, Mr. Justus said.

"We're one of the few banks

that do premium financing for
captives' reinsurance activities,"
he said.

Medata Inc. of Santa Ana,
Calif., demonstrated its "URC
National Database," a workers

compensation claims review
software program that can be
used to spot claims fraud.

The system also can be used to
monitor utilization trends, ac-

cording to Cy King, a Medata
marketing representative.

The URC National Database

includes fee schedule informa-

tion published by the U.S. De-
partment of Health and Human
Services, as well as Medata's
own 17-year-old data base of 25
million medical bills for 10,500
different diagnoses.

The system can hold up to six
state fee schedules as well as

reasonable and customary
charges for all 50 states and the
District of Columbia, according
to John Allison, another Medata

marketing representative. I
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Find the perfect match for tough property risks.
Let your wholesale broker put the capacity,

expertise and ingenuity of General Star to work for you.
Our underwriting pros will respond in a flash

to meet your primary and excess
property needs.

Ask your wholesaler today.

GENERAL
STAR

- SM • Market Stability
• Financial Strength
• Underwriting Quality

Specialty underwriting through appointed surplus lines brokers.
For a list of our brokers in your area, call General Star Management Company, Stamford, CT (203) 328-5700, ext. 5985.

Atlanta • Chicago • Dallas • Hartford • Los Angeles • New York • Stamford
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THIS is a system provided by Telos as a comprehensive tool for automating
BENEFIT ADMINISTRATION and CLAIMS PROCESSING/MANAGEMENT

and has been installed for over 10 years nationwide and in Puerto Rico.

THIS addresses theneeds of self-insuredcompanies, third-party administrators
and managed care organizations with features such as real-time claims
adjudication, COBRA, EAP, Cost Containment and Managed Care.

THIS is installed and supported utilizing proven and effective techniques.
Annual users meetings in SantaBarbaraallow direct inputfromourusersrelated
to system enhancements as well as specific health care industry issues.

THIS utilizes state-of-the-art hardware technology and database management
systems and offers extensive reporting capabilities. THIS is builtupon the most
efficient "real-world" processing screens and methodology in the marketplace.

THIS is it!

Call Telos and ask for THIS!* (805) 968-2551
42 Aero Camino, Suite 102 • Goleta, CA 93117

• THIS! (Formerly marketed as SW Systems)

COMPUTG INC.

Funding options could be
triage for workers comp
Elude 'death spiral,' broker urges

ANAHEIM, Calif.-Alternative
risk financing can help companies
staunch the bleeding of the "work-
ers compensation chainsaw mas-
sacre," a broker says.

"Workers comp was set up to
be a no-fault system; it no longer
is. The system has broken down
somewhere," said Brian M. Kawa-
moto, president and chief execu-
tive officer of the national accounts

services division at Willis Corroon

Corp. in Nashville, Tenn.
Speaking at a session during the

recent 30th annual Risk & Insur-

ance Management Society confer-

..

,

.

IRISC
RUNOFF MANAGEMENT FOR THE LONG RUN

Run with the leader. IRISC is the notion's premier monagement compony spedolizing in insurcince, reinsumKe, intermedioly and extended waimnly runoffs. For o biodlum and complete lundown of our services,
call or wdle to Peter Johnson in conRdence. IRIS[ • Eight Centte Ddve • lomesburg, New le,sey 08831 • 609-395-7287

ence, Mr. Kawamoto said the cur-
rent workers comp system is in a
"death spiral." The contributing
factors to the crisis, he said, are
rate inadequacy, increasing medi-
cal costs, an expanded definition of
job injury, attorney involvement
and fraud.

While employers cannot solve
the system's problems, they can
explore all the options available
to finance their workers comp risks
most effectively, Mr. Kawamoto
said.

One option, he said, is a large
deductible plan, typically involving
a $100,000 to $250,000 annual de-
ductible per jurisdiction (BI, Sept.
16, 1991).

"It's good short-term relief," Mr.
Kawamoto said. But, "in the long
term someone's got to pay the bill.
The smaller buyer is ultimately
picking up the bill for some other
people."

A certain number of claims per
jurisdiction are necessary to make
a large deductible plan worth-
while, he added.

And there are drawbacks to

large deductible plans, according
to Mr. Kawamoto: They are not
available in all states, aggregate
stop-loss coverage may be difficult
to obtain, and collateral is required
for projected deductible losses.

Another option in financing
workers compensation risk is self-
insurance, which also is not an op-
tion in all states.

But with increased administra-

tive costs, "don't get lulled into a
false sense of security that self-in-
surance is the best alternative," he
cautioned. Companies must look at
individual states and loss patterns
to determine if self-insurance is the

best alternative, he said.
Opting out of the workers com-

pensation system is an option for
employers in Texas, South Caro-
lina and New Jersey.

However, the disadvantage of
such "non-subscription" is that the
company loses its common law de-
fenses of contributory neghgence,
assumption of risk and negligent
acts of fellow workers if an em-

ployee sues the company, he said.
Another option is using a cap-

tive to reinsure workers comp cov-
erage written by a fronting insurer,
giving the company greater control
over claims and an incentive for

loss control, Mr. Kawamoto said.
Managed care techniques can

also be added to workers comp
program to help control losses, said
Paul W. Glover, senior vp at Tra-
velers Insurance Co. in Hartford,
Conn. "The workers compensation
medical care system we now have
is a system with built-in-incentives
for, at best, careless use of medical
services at a time when the cost of

those services is soaring," said Mr.
Glover.

Also advocating managed care
was Keith T. Terrano, assistant
director of risk management for
Hillhaven Corp., a nursing home
chain based in Tacoma, Wash.

In addition to using a preferred
provider organization, Hillhaven's
local managers are involved from
the time of injury, he said. The
managers refer injured workers to
medical care, follow up on their
progress and encourage rapid re-
turn to work.

Mr. Terrano was the session

moderator; Mr. Kawamoto was the
coordinator.

-By Sara MaTley
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Avoiding workers comp claims crush
following layoffs and plant closings
Risk managers can help minimize exposure, panel says

By JOANNE WOJCIK

ANAHEIM, Calif.-Layoffs and
plant closings create an adversarial
atmosphere that can trigger an on-
slaught of workers compensation
claims.

Risk managers can help mitigate
the exposure to layoff-triggered
claims if they are informed early,
experts say.

But settling these claims-even
the fraudulent ones-may be more
cost-effective than fighting them, a
workers comp claims manager
says.

Approximately 40% to 50% of
laid-off workers will file workers

comp claims against their em-
ployer within six months of ter-
mination, according to Craig A.
Stroinski, vp-workers compensa-
tion management at Electric Mu-
tual Liability Insurance Co. in Be-
verly, Mass. Mr. Stroinski spoke
during a panel discussion at the
30th annual Risk & Insurance

Management Society conference.
While "all claims from a layoff

aren't fraudulent, a lot of them
are," pointed out Thomas J. Lyon,
senior vp and national claims man-
ager for Johnson & Higgins in
Pittsburgh.

That's why risk managers should
be involved early in the layoff or
plant closing decision-making pro-
cess, according to Mr. Lyon.

"It is important that your man-
agement be given an assessment
of the financial impact the com-
pany may face as a result of your
increased workers compensation
exposure from the layoff or shut-
down," he said. "There may be
some costs they didn't anticipate."

For example, General Electric
Corp. reserved $2.5 million to pay
anticipated workers comp claims
when it began a gradual shutdown
of a Southern California plant that
employed 250 workers, according
to Mr. Stroinski, GE's regional
workers cornp insurer.

But the claims activity didn't
immediately follow the layoffs,
which began in April 1991, he said.

Rather, a total of 70 claims were
filed within the first six months-

27 in October alone-by just 125
workers that were terminated in

the initial layoff phase, Mr.
Stroinski reported. He said the
likely trigger was that unemploy-
ment benefits usually last for six
rnonths.

"We're anticipating our second
onslaught this month when the
SDI (supplemental disability in-
come benefits) runs out" after 12
months, he said.

Even though a sizable number
of those claims likely were fraudu-
lent, GE and Electric Mutual de-

cided it wasn't worth fighting them
because "the liberal nature of

workers compensation is slanted
toward the employee," Mr.
Stroinski explained.

Instead, GE offered the work-

ers it felt had filed questionable
claims $1,500 apiece in exchange
for their signing a release reliev-
ing the company of liability.

While the amount was equal to
what it would cost GE to fight
each claim individually, it was far
less than the company would have
had to pay had it lost any of the
cases, Mr. Stroinski explained.

"We had one stress clajmant who

had over $50,000 in bills in five
months," he said.

Through the settlements, "we're

hoping to break even," he said. "It
was a dollars-and-cents decision."

Mr. Stroinski is confident that

the proposed settlements will be
approved by the California Work-
ers Compensation Board because
"the alternative is clogging up the
system when we fight these
claims."

Layoffs and plant closings pro-
vide special motivation for employ-
ees to file workers compensation
claims, according to Mr. Lyon of
J&H.

Workers comp benefits are
usually larger and are paid over

a longer period than unemploy-
ment benefits, he said.

In addition, employees filing new
claims have no incentive to return

to work because there is no job for
them to go back to.

Furthermore, when a plant is
closed, management's commitment
to controlling workers comp costs
through the use of rehabilitation
programs or restricted-duty pro-
grams is eliminated, Mr. Lyon
added.

A risk manager will be better
able to limit a company's liabil-
ity if he or she is "part of the

'inner circle' of senior management
who are aware, in advance, of any
notification of plant closurs." Mr
Lyon said.

Once informed, risk managers
should take the following steps, ac-
cording to Mr. Lyon:

• Build a core defense team

composed of key personnel includ-
ing: the risk management depart-
ment, broker, insurer or third-
party administrator, defense coun-
sel, medical and legal depanments
if they exist, labor relations ir per-
sonnel administration, industrial

hygiene department, and ou:place-
ment services.

• The defense team should re-

view all relevant workers compen-
sation statutes in the:urlsdictior.
in which the affected plan: is 10-
cated to establish a defense pos-
ture.

• Establish an outplacement fa-
cility to assist displaced employees

in Ending new employment.
• Establisn a "red flag" proce-

dure for hanilmg all workers comp
claims arising from job termina-
Eior.

• inspect the plant to be closed
prior to shutdown with defense
eounsel, claim supervisor and bro-
ker representative.

• Determ.ne whether b admin-

:st€r exit physicals.
E, it phy:icals may be a dou-

Ole-edged sword, Mr. Lyon
warned: While they wi,1 ensure
th: t some €niployees were not in-
jured at the time of the plant do-
sure they may turn up some "hid-
den' injuries or illnesses that had
no: been reported, he noted.

The session was moderated by
Michael J. Jank, risk manager for
Kentucky Fried Chicken Corp. in
Louisville, Ky., and coordinated by
Atexander 2. Camercn, vp of
Jonnson & Higgins of Kentucky. I



Return-to-work plans boost bottom lines
Employees tess likely to sue emptoyers that are 'upfront'

By SARA J. HARTY

ANAHEIM, Calif.-Establish-
ing a return-to-work program
for injured workers can help im-
prove almost any organization's
bottom line, according to a
third-party administrator and a
risk manager.

Return-to-work programs can
succeed "regardless of the size
of the organization," said Billy
R. Boguski, assistant vp of Spe-
cialty Risk Services Inc. in East
Hartford, Conn. Specialty Risk
Services is the third-party ad-
ministration arm of ITT/Hart-

ford Group Inc.
Successful programs have been

/

established in organizations with
as few as 30 employees, he said
at a session during the recent
30th annual Risk & Insurance

Management Society conference.
The need for return-to-work

programs is apparent from sta-
tistics compiled by the Washing-
ton Business Group on Health
and the Institute for Rehabilita-

tion & Disability Management,
Mr. Boguski said.

Those statistics show that "a

company with 1,000 employees
and a 4.5% profit margin must
realize an additional $11.3 mil-
lion in sales just to offset injury
loss costs," he said. And, "for
every $1 million in payroll,

$50,000 is spent on disability
alone."

"Unfortunately, the workers
comp system really contributes
to a reluctance (by injured work-
ers) to adapt to change and move
on with one's life," he said.

But, return-totwork programs
can help change injured workers'
outlook, he said.

Such a program also can help a
company in ways other than
helping contain workers com-
pensation costs.

For example, a company with
150 employees that produces
hard rubber developed alterna-
tive or "transition" duty for in-
jured employees returning to the

workplace, Mr. Boguski said.
The job involved recovering

waste rubber. Employees are
seated as they recover waste rub-
ber from the plant's exhaust sys-
tem. The process allowed some
waste rubber to be reintroduced

into the production process,
leading to a net savings of $150
per hour, he said.

The position became a perma-
nent job, available for light duty
as needed.

The success of a return-to-

work program depends largely
on a well-planned communica-
tions effort, Mr. Boguski said.

When introducing the return-
to-work program to the work-
force, it should be presented "as
an addition to the benefit pack-
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age," he said.
"There is resumption of salary.

There is job security and open
communication, and it relieves
some of the stress that is often

associated with disability."
An employee who is concerned

about the delivery of workers
comp benefits may get on the
phone with "Tarantula & Taran-
tula Attorneys," Mr. Boguski
noted. Employees who believe
that their company is "upfront
with them" do not feel the need

to contact an attorney, he said.
The plan must be communi-

cated to all employees at all
levels, including part-time work-
ers. If the company "is a union
shop, union representatives
should be apprised" of the pro-
gram's elements, Mr. Boguski
said.

"Over time, return-to-work
should become part of the stan-
dard operating procedures of
your company. Just as employees
are expected to put on gloves or
hard hats, make them under-
stand that return to work is part
of working" for the company,
Mr. Boguski said.

Employers also should take
this opportunity to stress work-
place safety and physical fitness,
said Lucille A. Gallagher, vp-
risk management for Monfort
Inc., a Greeley, Colo.-based meat
packer. "Empower the employ-
ees with knowledge."

Monfort, for example, requires
all new employees to participate
in a four-week "industrial ath-

lete program." The program,
which begins a half-hour before
a shift begins, is split into 15 mi-
nutes of conditioning exercises,
followed by 15 minutes of educa-
tion on how to reduce workplace
injuries.

Good communication also

must continue after an accident.

"Immediate and frequent con-
tact with the employee is very,
very important," Mr. Boguski
said. He cited a study contained
in a Workers Compensation Re-
search Institute publication that
found employers could save 21%
in workers comp costs by simply
contacting the employee imme-
diately after an accident to
express concern and hope for a
speedy recovery.

And, once the employee is
ready to return to work, com-
municating a positive outlook on
the employee's abilities can
make a huge difference in the in-
jured worker's and the supervi-
sor's perceptions about the
worker's capabilities, he said.

For instance, employers should
request that treating physicians
state that the injured employee
"can lift up to 40 pounds" rather
than the employee "cannot lift
more than 40 pounds."

Likewise, referring to an em-
ployee as "very mobile with
wheelchair" is preferable to
"wheelchair-bound," he said.

When selecting physicians, em-
ployers should look for a panel of
physicians who understand the
company's philosophy regarding
return to work, he said.

Company physicians must be
willing to work with the em-
ployer in establishing treatment
protocols, Ms. Gallagher agreed.
They should be willing to tour
the facility so that they will have
a clearer picture of the kind of
work employees in various divi-
sions perform and the kinds of
equipment they use.

Ms. Gallagher moderated the
session. W. Lee Carter III, vp and
director of research and develop-
ment for Alexander & Alexander

Inc. in Dallas, coordinated the
session. I
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In workers comp, a picture may be worth thousands
Companies resort to surveillance techniques during the <decade of the sophisticated scam'

By LOUISE KERTESZ decade of the sophisticated and video techrology are helping Levin, a Los Angeles television ployees fabricated injuries and
scam," forecasts Edward A Pou- them reporter Posing as an unem- prescribed costly tests, even

ANAHEIM, Ca.if -Fraud lS zar, senior consultant at Better- Mr Pouzar spoke on a panel ployed worker, Mr Levin was vi- though Mr Levin said repeatedly
rampant in the workers compen- ley Risk Consultants Inc in titled "Expose Uncovering the deotaped as he was scl.cited by that he was not hurt and that he
sation system, but employers Worcester, Mass Fraud in Workers Compensa- an agent for an attorney who was nervous about being caught
needn't take lt lying down since But insurers and employers are tion" at the recent Risk & Insur- promised to help Mr levin file a doing something illegal
proven methods can be used to taking steps to protect them- ance Managerr ent Society con- phony workers comp 21alm The clinic's employees reas-
combat the Froblem selves against the fraud and ference Next, Mr Le,_n R as seen vi- sured him that no one would tell

The 1980s have been dubbed abuse riddling the workers comp Those attending the session siting the a:torr.ey's o'fice and unless he did
"the decade of fraud' and the system, he asserted. And employ- saw a video of a groundbreaking then a medical elinc-with a Mr Levin did, of course, tell,
19905 will become knox.n as "the ers are fincing that the media investigative report by Harvey packed wait-ng room Clinic em- and organizations like Califor-

nians for Compensation Reform,
an employer group in Sacra-
mento, have disseminated copies
of his report

Employers have several ways - 1
/ :*s:rIm to detect claims from so-called

ma workers comp "mills" like the
·-*•5**'-„ 4.* one Mr Levin visited, 4*Nuteqtvir.... First, said Mr Pouzar, they

- 1

(1' 1.'/ can conduct fraud audits of their
.

'.«ltle'.':.,4 4.*"/-4. claims Tip-offs to scams involv-
.

'f,Fe. ing "mills" Include multiple-

claims from the same claimant,
r multiple claims involving the

\\ same lawyer and the same doc-
tor, and indications that the law-
yers and the doctors have a bum-
ness arrangement*: I

·,NNN*« Workers whose injuries are not
" Job-related also will try to file

nil,e**v/ a claims under the workers comp, *r. 4:> I . 4
f l

1//Mqv fi, 186
-.

' *,4 Ar . An adjuster's report

without photos or
videos is 'probably

almost useless,'
-

1- Mr. Juge says.
6 1. 4 9.,4.*

3...

*4. system, which provides more
generous benefits than group

- - : health plans Mr Pouzar pointed
--

out Fraud audits have shown
.

....-I/"/'I./.I- that younger employees injured
in weekend activities often file a

workers comp claim within the

1/
first two hours of work on Mon-

day, he said
B Workers with legitimate work-

related injuries also can be
*r. tempted to exaggerate claims

The best way to prevent fraud in
the case of a worker injured on
the Job is by establishing light-

¥myWorry?HasIheExcess duty work programs so that the
employee can get back to work as
quickly as possible, Mr Pouzar

Market Ever LetYou Down Belixe?
said

Many employers, though, by ,
not taking advantage of this
method of preventing fraud, ac-

A gentle reminder to veterans of 1984: excess liability capacity, and even the solvency of tually encourage malingering, he
saidcarriers, can't be taken for granted. Unless you have your coverage with American Excess Insunmce

Association, the American Slip.
And insurers have not been ag-

gressive enough in combating
Look at thenames of ourmembercompanies (individual surplus ranges from $37 milhon fraud, which has "tarnished

to over $3 billion). This kind of financial strength and underwriting talent assures a long-term mal*1-  their image further," Mr Pouzar
tty and predictability that no other facility can provide. f asserted

10 One classic method that em-
In fact, American Excess was specifically established to provide a responsible, long-term ployers and insurers use to ex-

solution to the excess capacity crisis. pose the malingerer is surveil-
pfwrite a single policy of $75 million in excess of $25 million (some exceptions apply). lance

you enJov one application, one underwrite one policy and one claim manager We are admitted Surveillance involves having
an investigator or acl]uster docu-and fullyllcensed in all states except ND, TX and WY Wb also offer coverage m Canada and ment the actions of a claimant

other countries.

Hard times could be closer than you think. Don't you think it's
with photos or videos that can be
used at trial after a claim is den-

tune to look into the American Slip? Ask your broker or agent to call an ied

American Excess underwriter at (203) 528-2155. An adjuster's or investigator's I
American Excess report without photos or videos

Note A few c *sses are restncted to 550 million in excess of $50 million Each memberisseverally and not jointly hableforits share,ss specified m the policy. of any assumed nsk Terms and conditions ofcoverage are as stated m the policy Insurance Association is "probably almost useless,"
warned attorney Denis Paul

Underwnurs membercompanies andsurplusas of 9/89 The/Ema Casualtyand Surety Company ($14 billion), American Home Assurance Company ($886 militon), Juge, a partner with Sutherland,
tontinental Casualty Conpany ($3 bilhon), Federal Insurance Company ($14 billion), The Conunental Insurance Company ($411 million), Juge, Horack & Dwyer m New

Umted States Fire Insurance Co mpany ( $691 milhon), General Star Nattonal Insurance Company I$37 million), The Home Insurance Company ($882 m liton},
Insurance Company of North Amenca ($814 million), Maryland Casualty Company ($756 mithon), NAC Reinsurance Corporation ($184 millicn) Orleans

Royal Insurance Companyof Amenca ($293 million),The Travelers indemnity Company ($19 bilion), Zurich Insurance Company, U S Branch ($446 m,llion; "A Judge will be suspicious of
the testimony of an investigator
who is paid by an insurer or em-

ployer," Mr Juge said
But photos or videos showing a

claimant doing things he has
Continued on page 26
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Work comp fraud
Continued from page 24
sworn in court that his injuries
prevent him from doing are "dy-
namite," Mr. Juge said.

Surveillance is "an expensive
tool," Mr. Juge pointed out, so it
should only be used when em-
ployers really suspect exagger-
ation or fraud.

And the investigator should
know what his or her limits are

-whether to "make a quick
check" to see if a particular
claimant has taken another job
or whether to conduct a lengthier
surveillance.

The nature of the injury will
also determine whether surveil-

lance should be used.

For instance, it is usually not
useful in exposing a fraudulent
head injury claim or a psycho-
logical claim, though there are
exceptions to this rule, said Mr.
Juge.

Surveillance is most useful for

claims involving neck, back,
arm, hand, leg and knee injuries,
he said.

In deciding whether to conduct
surveillance, employers may
study their medical examiner's
report.

"Few doctors will come right
out and say that a patient is a,
malingerer," Mr. Juge said. But
physicians will use "code words"
indicating that they do not be-
lieve the patient is truly injured,

'Few doctors will

come right out and
say that a patient is a

malingerer,' says

Mr. Juge.

he said.

Doctors may, for example, in-
dicate that they "cannot find an
explanation" for patients being
in so much pain, Mr. Juge ob-
served.

Once a decision is made to do

surveillance, "communicate with
the investigator" about the na-
ture of the claim.

Photos and videos must show,

for instance, that the employee
can bend quite easily, even
though he or she maintains that
an injury makes bending impos-
sible, Mr. Juge said.

Once the investigator has made
the video, "withhold information
about it" until trial, or its value
may be diminished, he contin-
ued. "You want to carry the case
to the point where (the claimant)
is on record as having committed
fraud" in depositions and other
statements, he said.

In taking depositions from
workers who are lying about or
exaggerating injuries, "if you
give them enough rope, they'll
hang themselves," Mr. Juge ob-
served.

Workers should be given the
opportunity to embroider details
and exaggerate as much as they
like.

What may foil the surveillance
plan is a claimant's statement-
usually learned from his lawyer
-that "I have good days and bad
days," he contended.

But those taking depositions
from injured workers have found
them all too willing to say they
are almost completely incapaci-
tated as a result of their particu-
lar injury.

Once the film is taken, "try to
move the case to trial as quickly
as possible," Mr. Juge advises,
because the claimant may find a

way to discredit the film as out-
dated.

The film should be edited

"without destroying evidence"
for impact and brevity before
being shown at trial, Mr. Juge
said.

And there should be one clear

shot of the claimant's face for

identification purposes.
Mr. Juge showed several sur-

veillance videos during his pre-
sentation. His-and the audi-

ence's-favorite was a video of

an employee who claimed a
painful back injury prevented
his return to work.

The video, which was 21/2 hours
long in its uncut version, showed
him bending and shoveling horse
manure into a truck.

The session was moderated by
T.G. DeOrio, vp and general
manager of Ryder Services Corp.
in Miami. •

Comp medical costs targeted
Latest weapon
in state arsenal

is managed care

By MICHAEL BRADFORD

ANAHEIM, Calif.-Medical
costs are the target of the latest
attack on rising workers com-
pensation costs, according to a
panel of experts.

States have become particu-
larly interested in using man-
aged care to control medical
costs related to worker injuries,
said George Hatch, a consultant
with Conservco Inc., a Travelers

Corp. medical cost management

unit in Tampa, Fla.
In the past three years, as

workers comp costs have steadily
climbed, state legislatures have
increasingly begun to approve
medical cost containment mea-

sures, said Mr. Hatch during a
panel discussion at the recent
30th annual Risk & Insurance

Management Society conference.
He pointed out that a study

by the Workers Compensation
Research Institute showed that

between July 1990 and July 1991
16 states approved medical cost
containment measures as part of
their workers comp systems.

Since then, several more have
added such measures and a

handful of others are considering
them, according to Mr. Hatch.

A Taste.

Workers' Compensation.

Workers' compensation insurance was
our first line of business at Kemper.

And even back at the start, 80 years
ago, our commitment and service made us
a leader in the field.

Today, what sets us apart is our total
approach to workers' comp-an integrated
approach to help minimize your risk and

Some states, though, have re-
jected cost control proposals.

In some states, the cost control
efforts go well beyond the fee
schedules, hospital audits and
"the kinds of things we've seen
for the past eight years," said
Mr. Hatch.

"Many of them involve com-
prehensive managed care pro-
grams. These are radically dif-
ferent approaches in workers
compensation."

Managed care, he said, in-
volves a health care professional
who oversees treatment of an in-

jury or illness and attempts to
keep costs down while providing
quality services.

Mr. Hatch said some of the im-

Continued on next page

save you money on loss costs, while deliver-
ingthe quality care youremployees deserve.

And we can offer cost-saving
approaches not only for workers' compen-
sation, but for all your commercial cover-
ages, including property, general liability,
commercial auto, highly protected risk,
and boilerand machinery.



Continued from previous page
petus for the use of managed
care in workers compensation
cases comes from a report re-
leased in-1990 by the medical
committee of the International
Assn. of Industrial Accident
Boards & Commissions.

In that report, the committee
stated that the overuse of medi-
cal services inflates workers
comp medical costs.

The report said: "It is clear
that in many jurisdictions, seri-
ous utilization problems exist.
Overuse of prescription drugs,
excessive surgeries and use of
non-standard or inappropriate
treatments absorb a large por-
tion of workers compensation re-
sources. Undoubtedly there are

, instances of underutilization as
well, for example when an in-
jured worker links up with a
provider who renders a course of

treatment not recognized by
mainstream providers," resulting
in proper care being delayed or
absent.

The report said managed care,
"based upon cost-effective pro-
vision of good-quality care,
offers a possible solution to ex-
cessive utilization and under-
utilization."

Mr. Hatch said it is "encourag-
ing that this report was written
by a segment of the administra-
tive establishment" that has
been willing to lead the effort to
control workers comp costs
through managed care.

Florida is one of the states
zeroing in on medical expenses
as a way to stem the rise of work-
ers comp costs, said Ann Clay-
ton, director of the division of
workers compensation at the.
Florida Department of Labor
and Employment Security.

'Cost containment

can succeed. But you
have to define. . .

what success is,' Mr.
Cavanaugh says.

Ms. Clayton said a proposal
now before the state Legislature
could substantially cut workers
comp costs in Florida and add
even greater punch to legislation
already passed. The bill, H.B.
41E, has cleared the House but
not the Senate. The Florida Leg-
islature is in its third special ses-
sion this year.

Medical fee schedules already
are slated to go into effect this
year under previous legislation,
and a utilization control pro-

The Whole Enchilada.
In Risk Control:

Safety and ergonomics consulting services
Loss control seminars

Occupational health consulting services
Industrial hygiene and laboratory services

In Claim Service:
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Litigation management
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100% medical provider computerized bill audits
Utilization reviews

Medical/vocational case management
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FOLLOW THE LEADER

Call your independentagent or brokerwho represents Kemper
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gram also is in place.
H.B. 41E would limit increases

in the fee schedule to an amount
tied to medical inflation. The bill
would also clarify "who is re-
sponsible for utilization con-
trol," said Ms. Clayton.

Under the suggested reforms, a
self-insured employer would
have the right to refuse payment
for services that it determines
were not medically necessary.

"To substantiate that is the
challenge," said Ms. Clayton. "If
the provider believes that (the
contested service) is necessary
and wants to pursue that, they
can bring the issue to the com-
mission and we will have an ad-
ministrative resolution, not a ju-
dicial resolution."

Louisiana is another state try-
ing to control workers comp
medical costs, said Stephen W.
Cavanaugh, president and chief

executive officer of the Louisi-
ana Workers' Compensation
Corp., the Baton Rouge-based
state workers comp insurance
fund.

"Cost containment can sue-
ceed," Mr. Cavanaugh told his
audience. "But you have to de-
fine carefully what success is. It
is by any definition a relative
term.

"If you expect to decrease
medical costs to zero, you're cer-
tainly not going to succeed," he
explained. "Moreover, if you ex-
pect ever to make workers com-
pensation inexpensive, you will
not succeed."

A job-related injury is "an ex-
pensive thing," he said. "Who
bears the cost is quite a different
question, but ultimately a work-
ers compensation injury is ex-
pensive and it cannot be made to
be cheap. It might be made to be
less expensive."

Currently, Louisiana takes
several steps to control costs. Its
work comp law requires pread-
mission certification in workers
comp cases and a flow of infor-
mation from the health care pro-
vider to the employer that in-
cludes a diagnosis, description of
the type of services to be pro-
vided, test results, a prognosis
and other information.

In addition, doctors in Louisi-
ana are prevented fronn provid-
ing more than $750 in non-emer-
gency care without the approval
of an employer or insurer.

"That statute hasn't worked
very well," Mr. Cavanaugh con-
ceded, because of a provision
that penalizes insurers for "un-
reasonably" refusing care above
$750.

The session was moderated by
Karen M. Doolittle, director-
risk management at Dayton
Hudson Corp. in Minneapolis.
The session was coordinated by
Karen Davis Austin, director-
customer service at Conservco. I
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Spotlight report

Gauging performance when hiring a work comp TPA
«Risk managers should base selection of firm on much more than price, panel recommends

By LOUISE KERTESZ

ANAHEIM, Calif.-Risk manag-
ers at companies that self-insure
their workers compensation risks
can use various methods to evalu-

ate prospective third-party claims
administrators.

"A question we ask ourselves all
the time is, 'Are we getting good
dollar value for our TPAs?' " said

Nathaniel Lord, assistant vp and
director of risk management at
Fedco Inc. in Santa Fe Springs,
Calif.

Fedco uses TPAs "extensively,"
said Mr. Lord, who moderated a
panel discussion at the recent 30th
annual Risk & Insurance Manage-
ment Society conference.

A key guideline for evaluating
a prospective TPA is "the overall
performance of the service com-
pany," according to Robert L.
Young, president-claims manage-
ment services at Sedgwick James
Inc. in Chicago.

There should be "a comfortable

relationship" in terms of the ser-
vices the client needs and the

TPA's ability to meet those needs,
he said.

An employer should ask how
flexible a TPA will be, Mr. Young
said.

"Will it change its procedures
to accommodate you?" he asked. Is
the TPA willing "to modify its
standard contractual agreement to
meet your needs?"

Mr. Young said an employer also
should review the TPA's capabili-
ties in many other areas to deter-
mine:

• Whether the TPA's computer
capability is sufficient to meet the
company's needs. "The computer
business seems to be more impor-
tant than the claims nowadays," as
clients want information faster, he
said.

• Whether the TPA can handle

the volume of cases a company
generates. How many open claims
would the TPA be responsible for
and can the TPA handle that load?

Mr. Young asked.
• The adequacy of a TPA's vari-

ous auditing and reporting duties.
"Does the TPA conduct file re-

views and audit the performance of
contractual obligations? Does it re-
port to you" adequately? Does it
report to government agencies and
insurers "in a fashion that's appro-
priate"?

• How quickly the TPA will re-
spond to claims and how quickly
payment is made to an employee.

• How the TPA makes payment
decisions and what the TPA con-

siders "a controversial case."

• What kind of record the TPA

has in the area of fines and pen-
alties for payment delays. In some
states, deadlines for avoiding fines
and penalties "require almost daily
attention," he said.

Employers should ask the TPA
who would be responsible for pay-
ing those fines and penalties, Mr.
Young said.

Sedgwick James believes that as
a vendor, "it's our expense and we
pay it," he said.

If the structure of the business

arrangement with the client "is
such that we have to use your
funds (to pay a fine), we will reim-
burse you," he said.

• How accurate the TPA's pay-
ment record is. Does the TPA make

duplicate or wrong payments? "Do
they get the money back to you if
they do?" he asked.

If it is possible to audit a TPA's
records, they will give an employer

"an interesting picture" of the
firm's performance, Mr. Young ob-
served.

The TPA should be willing to
provide references frorn current
and former clients. And employ-
ers can also inquire at government
and community agencies about a
TPA's reputation, Mr. Young sug-
gested

Another panelist said the "philo-
sophical requirements" of the em-
ployer and the TPA should
"match."

If, for example, a TPA believes

in maintaining high reserves and
in involving counsel as soon as a
claim is filed, "Is that what your
organization wants?" asked Mi-

A

The 'philosophical requirements' of the employer
and the TPA should 'match,' says Mr. Vogler. If, for

example, a TPA believes in maintaining high

reserves and in involving counsel as soon as a

claim is filed, 'Is that what your organization wants?'

chael R. Vogler, director-risk man-
agement consulting services at
Coopers & Lybrand in Atlanta.

And the TPA should bring some-
thing unique to the table, "some-
thing you can't touch" that uni-
quely serves the employer, Mr.
Vogler said.

1 1

Though price is important, it
should not be the ultimate crite-

rion when selecting a TPA, both
Mr. Vogler and Mr. Young of Sedg-
wick James agreed.

Controlling workers comp claims
is crucial, Mr. Young asserted.

Both Fedco's Mr. Lord and Mr.

D

Young said a risk manager can do
much of the evaluation.

"This is not rocket scientist

work," Mr. Lord said. "You can do

a lot of it internally," or do some of
it in-house and use outside exper-
tise when needed, he said.

Outside help could be provided
by an employer's broker, Mr.
Vogler said.

A competing TPA also can con-
duet the evaluation if it knows that

it is not a contender for the em-

ployer's business for a certain pe-
riod of time, Mr. Young said.

Richard M. Price, financial an-

alyst at Sedgwick James Inc. in
Nashville, Tenn., coordinated the
session. •



Unfulfilled expectations spur work comp claims
But communication can prevent suits

By SARA J. HARTY

ANAHEIM, Calif.-While risk
managers face increasing work-
ers compensation litigation, good
communication practices within
an organization can reduce in-
ternal prgblems that can lead to
litigated claims.

And, once an employee decides
to litigate a claim, understanding
why that choice was made can
help risk managers manage those
claims better, suggested speakers
at a session on workers compen-
sation legal issues at the recent
30th annual Risk & Insurance

Management Society conference.
"An employee comes to work

in an organization with certain
expectations," said William J.
Armstrong, a partner with the
law firm Mullen & Filippi in San
Jose, Calif. He or she expects to
work and, in turn, expects pay-
ment from the company.

However, the expectations of
local and federal governments
are far more complex than that,
Mr. Armstrong noted. For exam-
ple, government expects that the
employer will:

• Provide the employee with a
safe place to work.

• Inform the employee of dan-
gers and new hazards in the
workplace.

• Provide the employee with

m

necessary instruction to properly
perform required duties.

• Provide the employee with a
discrimination-free workplace.

• Not violate any laws or regu-
lations.

"Some injuries are accidents.
More frequently, however, in-
juries occur in violation of one or
all five" of these expectations.
And, there can be "a violation

with no injury resulting," he
said.

And, if an employer violates
one of these expectations, it is
more likely that an injured em-
ployee will hire an attorney to
help win compensation.

Good communication within

an organization can help to en-
sure that all of the concerned
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parties within an organization
are aware of these basic expecta-
tions, Mr. Armstrong suggested.

Companies that communicate
well "vertically" may still have
underinformed or misinformed

departments, he said. For exam-
ple, even if one department sends
vital information up the chain of
command, there may be a de-
partment positioned laterally
that never receives the informa-

tion because the vp that oversees
both departments does not share
it with the other department.

A company that operates in
this way is "spinning its wheels,"
Mr. Armstrong warned.

Good communication and a

prompt response are important
after an accident occurs as well.

Irs 3:00 A.M., a time of rest for most,
but not for hospitals, where it's business as

usual 24 hours a day, every day.

And their workers' compensation exposures
can be as tough as their schedule. 2.>)

When several hospitals desired a responsive,
cost·effective program to handle their unique 
round-the-clock workers' compensation, 9:..
exposures, Commonwealth Risk was there

As a specialist in alternative risk financing,
Commonwealth Risk knows how the

Alternative Market "operates." With over
twelve years of experience in structuring
captives, Insurance Profit Centef programs
and innovative funding arrangements,
Commonwealth Risk can assist brokers in

developing responsive workers'
compensation programs for all types of
sophisticated insureds.

Designing the right alternative risk
financing program is just like making the
right diagnosis.

When you need a remedy to cure the rising
cost of workers' compensation coverage for
your large clients, call Commonwealth Risk.

We have the right prescription.

For more

information,

please call:

Philadelphia, PA (215) 979-3300
Orange, CA (714) 978-0577

London, England 071-247-1066

CommonwealthRisk
Services, Inc.

An MRM Company

Documentation and accident

reports are of "maximum impor-
tance" and can potentially make
a company look "terrible," Mr.
Armstrong said.

Using accident reports that
provide the supervisor with
boxes to check for the cause of

the accident-like a box foI

"negligence"-is asking for trou-
ble, he said.

Instead, reports should be de-
signed so that they are filled out
"in language that shows what
can be fixed and then documents

that the problem was fixed."
Keeping the lines of communi-

cation open with employees has
become increasingly important
with the passage of the Ameri-
cans with Disabilities Act (see
story, page 3)

Previously, "most states did
not have requirements to accom-
modate the industrially injured
employee at the workplace," but
such injuries are "no longer a vs-
hicle to get rid of an employee,"
Mr. Armstrong said.

chose to litigate a workers com-
pensation claim was generally
choosing the equivalent of di-
vorce from the workforce, said
Mary E. Garry, manager 01
workers compensation and cor-
porate risk management for
Hewlett-Packard Co. in Palo

Alto, Calif.

Today, employees litigating
workers comp claims remain
part of the workforce more often
than not and, with the advent of
the ADA, they will remain in the
workforce even longer, she said.

As a result, it is more impor-
tant than ever to avoid alienating
them, Ms. Garry said.

resentative-"decides that the

claimant got an attorney for 'no
good reason; there is a psycho-
logical shift away from the real
goal-returning the employee to
meaningful work," she said.

A risk manager or workers
comp claims manager should
"maintain a non-adversarial re-

lationship" with the injured em-
ployee, even when represented
by an attorney, she said.

While discussion about the ac-

tual claim must be limited, the
claims manager can still talk to
the employee to find out how he
or she is feeling and to talk about
company policies, she said.

When a claim is litigated, the
claims manager should also be
responsible for working with the
involved supervisor to "get rid of
any animosity" toward the
claimant, she said.

In addition, if a supervisor or
other employee must testify, "I
think it is money well-spent to
prepare" by having them meet
with the company's attorney
twice, once in advance and once

right before the trial, Ms. Garry
said.

When litigating a claim, risk
managers should remember that
the company reputation can be-
come one of the deciding factors
in settling a claim, Ms. Garry
said. Trial judges "may make
some decisions" based on

whether the employer is consid-
ered fair and willing to deliver
work comp benefits or if the em-
ployer is known to have a philos-
ophy of trying to avoid payment
of legitimate claims, she said.

Laurence E. Weissman, corpo-
rate risk manager of Nissan
North America Inc. in Torrance,
Calif., also spoke at the session.
The session was coordinated by
Leo Jeffers, vp-operations of
Risk Sciences Group Inc. in
Corte Madera, Calif. Ms. Garry
was the moderator. I
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Spotlight report

Who should pick up the tab?
Attorneys point fingers on poltution cleanup issue

By GAVIN SOUTER

ANAHEIM, Calif:-Are insur-
01-4 un fairly denying coverage for
pillution cleanups?

(ir. are policyholders now ex-
pt·cling insurers to cover claims
that the insurers specifically at-
lempted to exclude from cover-
age 20 years ago?

Those were the charges traded
by- 1.iu·>-ers representing policy-
hulders and insurers during a
session at the 30th annual Risk &

Insurance Management Society
eunference.

Rntardless of who ends up
pa> ing for cleaning up past pol-
lution, risk managers should
make sure their insurers pay
valid pollution claims in the fu-
ture, another lawyer advises.

The U.S. insurance and tort

systems -stink," said Eugene
Andvi·son, a partner at Anderson
Kill Olick & Oshinsky in New
York who represents policyhold-
ers in coverage. disputes.

Insurance companies typically
deny coverage for nearly every
major loss, Mr. Anderson
charged. They work on the prem-
i>e that they can deny coverage
because policyholders cannot af-
ford to litigate, he said.

This is particularly so when
polwyholders seek coverage for
pollution cleanups, Mr. Ander-
son said.

''Some policyholders have
dared to ask for coverage for
pollution cleanup costs. Insur-
anee companies will tell you that
this is sacrilege and that the pol-
icyholder should be committed
rather than covered."

Insurance companies also com-
plain that policyholders are an-
tisocial if they file pollution-re-
lated claims, since pollution is a
national problem, Mr. Anderson
said. But so are other problems
for which insurance companies
pay claims, like accidents involv-
ing drunk drivers, he said.

But, another attorney com-
plained that Mr. Anderson ex-
pects insurers to pick up the tab
for all of the nation's problems.

He blames the common cold

and everything else on the insur-
ance industry,- said Roger
Warin, a partner at Steptoe &
Johnson in Washington who rep-
resents insurers in coverage dis-
putes.

Environmental cleanup is a
difficult problem for U.S. com-
panies, but they should not try to
unload their responsibilities on
their insurers, he said.

"Industry is trying to pass on
to insurers the bill which the

government (through the Super-
fund law) has imposed on them,"
Mr. Warin said.

Policyholders have a responsi-
bility for financing cleanups be-
cause, in many cases, they know-
ingly caused the pollution but
were not concerned about it at

the time because there was no

laws prohibiting their actions, he
argued.

Cleaning up pollution is just
part of the expense of doing
business, according to Mr.
Wann.

Indeed, most of the Superfund
cleanup sites in the United
States are not covered by insur-
unce because insurance com-

pan ies have excluded coverage
for non-sudden, gradual pollu-
lion from comprehensive general
liability policies since 1971, he
said.

"Yet policyholders' lawyers
will say forget about the exclu-
sion. They will look at the docu-
ments and say that the exclu-
sions are nothing more than a
restatement of the occurrence

wording. They will say that the
insurance industry took three
years rewording policies for the
fun of it.

"Everybody who was involved
knows that the wording was
changed," Mr. Warm said.

The purpose of all insurance is
to cover the policyholder,
whether the policyholder is cor-
reetly or incorrectly held liable,
said Peter Huber, of counsel to
Mayer, Brown & Platt in Wash-

-1 /1

inglon, D.C., and the author of
"Galileo's Revenge: Junk Science
in the Courtroom."

The trouble with many en-
vironmental insurance claims,

however, is th€t they stern from
legislative changes that resulted
in huge cos:s for policyholders,
he said.

"Normally, insurers are sup-
posed to cover uncertainties in
the law; the problem here is that
the law has changed b the tune
of half a trillion do.lars," he
said.

The country has also under-
gone a cultural revolu:ion in re-
gards to the environment, and
insurers car. n)t be expected to

6

pay for that change in attitude
on their own, according to Mr.
Huber.

Insurers and polieyholders
must reconsider the policies that
have led to coverage disputes, he
said.

"We have to pause and ask
where are we going. We have
gone through a period where we
have claimed that words have no

meaning. We have seen cases
where sudden and accidental is

taken to mean slow and grad-
ual," he said.

To combat this, insurers and
polieyholders will have to move
back to a liability system based
on contract law rather than tort

law, Mr. Huber suggested.
The cleanup coverage problem

is not black and white, said Ste-

ven Gilford, a partner at -Mayer,
Brown & Platt. In some cases in-

surance companies have had to

4 4

pay, while in others policyhold-
ers have paid, he noted.

Consequently, risk managers
should be careful who they buy
their insurance from, Mr. Gilford
advised.

Insurance buyers are highly
motivated by price, but risk
managers should also consider
the likelihood of whether a cer-

tain insurer will pay'a claim
when it is filed. he said.

Also, some insurance com-
panies are doing so poorly finan-
eially that they might not be able
to pay a large claim in the future,
Mr. Gilford said.

The session was moderated by
Robert Wheeler, manager-risk
and litigation at BC Rail in Van-
couver, British Columbia. Mr.
Gilford substituted for Ronald A.

Jaeks, another partner at Mayer.
Brown & Platt, who coordinated
the session. I
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Reservation of rights letters need stamp of tact
By SARA MARLEY Additional communications with policyholders can prevent hostility

ANAHEIM, Calif.-Reserva-
tion of rights letters are here to
stay, but insurance companies
can make them more palatable to
risk managers.

"With the uncertainty of liti-
gation, reservation of rights
serves a legitimate legal pur-
pose" for insurers, said Bob Fin-
ney, director of risk management
for DHL Airways Inc. in Red-
wood City, Calif.

Policyholders, however, often
have a problem with the way the
letters are presented.

"We must emphasize the mu-
tuality of interest between the
insurance company and the in-
sured, not create a hostile en-

vironment. The last thing you
need is to be fighting with the
plaintiff and fighting with the
insurance company," said Tony
Falkowski, senior vp of claims
for Executive Risk Management
Associates, the directors and of-
ficers underwriting management
unit of Aetna Casualty & Surety
Co. in Simsbury, Conn.

"If an insurer does not issue a

reservation of rights, they might
be precluded from denying cov-
erage later," Mr. Falkowski said
at the recent 30th annual Risk &

Insurance Management Society
conference.

"Reservation of rights is hap-
pening more and more in all

h

l

'Insurance companies are not investigating claims
before sending letters,' says attorney Leon

Kellner, who charges: 'The reservation of rights
letter has been perverted. Insurance companies

don't want to take any position on anything.'

cases," particularly product lia-
bility and pollution cleanup dis-
putes, said Leon Kellner, a part-
ner with Anderson, Kill, Olick &
Oshinsky in Washington, D.C.
The result has been longer and
more standardized letters, some
of which will not apply in a par-

4,
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ticular case, Mr. Kellner said.
"The reservation of rights let-

ter has been perverted. Insurance
companies don't want to take
any position on anything," he
said.

"Insurance companies are not
investigating claims before send-

th ,

"Everybody talks about the weather, but
nobody does anything about it."

-Charles Dudley Warner, 1890

Early in this century, farmers in
northern Italy tried to stop the hail
that threatened their crops by blast-
ing hot air into the clouds. Unfortu-
nately, their attempts to control the
weather were unsuccessful.

Today, we still try to do something
about the weather, but even sophis-
ticated tools such as satellite photog-
raphy cannot halt the destructive
force of a natural disaster.

F6r more than 100 years Protection
Mutual has helped policyholders
protect their property from the
devastation caused by unstoppable
weather conditions.

Through careful analysis of weather-
related loss experience, Protection
Mutual can help insureds minimize
the effects of severe weather on their
facilities. Our engineering service
is supported by superior insurance
coverage. And, in the event of a
loss, our promise of protection is
swift and equitable loss adjustment.
It comes down to one word...
Protection.

With physical and financial
protection, we will secure
the future of your business.

It 64 OurWord.
i,1 1 A $ 1

1 --

Part of the Factory Mutual System

300 South Northwest Highway
Park Ridge, Illinois 60068 708.825.4474

ing letters. No thought is being

surance companies," Mr. Kellner
continued.

Insurance companies must im-
prove their presentation of reser-
vation of rights letters and their
communication with risk manag-
ers, Mr. Falkowski said. He sug-
gests an insurer place a call to
the risk manager before the let-
ter is sent, explaining the rea-
sons for it and urging the risk
manager to call with any ques-
tions.

Insurance companies should
watch the language in their let-

their own letterhead-not a law
firm's, he noted.

The letter on the insurer's let-

terhead is "less confrontational
than if it comes from a law firm

(policyholders) have never heard
of," Mr. Falkowski said.

Long letters are not necessary;
specific ones are. Insurers should
paraphrase rather than quote
directly at length from the policy
or complaint.

"The tone is important. It sets
the stage for how we are going to
deal with the claim. We are very
careful to look at the adjectives
and try to soften them," Mr. Fal-
kowski said. "We want to renew

that policy next year. We want to
maintain a relationship."

At the heart of many reserva-
tion of rights disputes is the in-
surance company's duty to de-
fend.

"The problem with the duty to
defend is what may be an inher-
ent conflict of interest," Mr. Fal-
kowski said. The insurer selects
the attorney to defend the poli-
cyholder, and when "the insur-
ance company exercises that de-
gree of control, it can move the
case toward exclusions of cover-

age or where there's no cover-
age."

Some statutes and court rul-

ings allow a company that has
received a reservation of rights
letter to hire its own lawyers at
the insurer's expense. Other poli-
cyholders hire "monitoring"
counsel.

Allocation of legal resources
can become a problem when a
corporation as well as directors
and officers are sued, Mr. Fal-
kowski said. Companies must
decide whether to hire separate
counsel to represent the different
groups of defendants or whether
to present a unified front with a
single legal team for all.

A disadvantage of a combined
defense is the "conflict of inter-

est that may develop later on be-
tween various defendants," he
said. Some defenses may be
available only to certain groups.

The policy determines at what
point in the legal process an in-
surance company must pay de-
fense costs, Mr. Falkowski said.
If it is an indemnity policy, the
insurer has no obligation to pay
until the litigation is over.

"Regardless of what the policy
says, the insurance company is
better off paying defense costs as
they are incurred," Mr. Fal-
kowski said. "Our underwriters
would much rather have the in-

stant feedback of what a particu-
lar claim is going to cost us."

Corbette S. Doyle, senior vp of
Willis Corroon Corp. in Nash-
ville, Tenn., coordinated the ses-
sion. Mr. Finney was the moder-
ator.
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Don't let the lawyers out of your sight
Monitor legal costs like any others, companies told

By SARA MARLEY

ANAHEIM, Calif.-Companies
can improve service from outside
law firms by Catefully selecting,
educating and monitoring them.

"The era Df -he passive client is
over. The era of consumerism is

upon us," said Kevin M. Quinley,
vp-risk services for Hamilton
Resources Corp. a Fairfax, Va.-
based managing general agent
for MEDMARC Insurance Co.

domiciled in Vermont.

C=,mpanies must "manage
leg: 1 services as any other sub-
star.tial expenditure," Mr. Quin-
ley said at :he recent 30th annual
Risk & Insurance Management

Society conference. "Lawyers
are in a service business. They
are slow to come around to that
realization."

"You need to invest time and

energy up front before you hire
outside counsel," said Deborah
Bloom, senior attorney with
McDonnell Douglas Helicopter
Co. in Mesa, Ariz.

Even with an 80-lawyer staff
and two litigation support cen-
:ers, McDonnell Douglas Corp.
still routes much of its legal
work to outside firms.

Ms. Bloom recommends eval-

iating many outside law firms
and interviewing the best two or
three, keeping in mind the com-

plexity of a particular suit, the
company's exposure and the
overall significance of the case.

"Gize thought to what you
want from outside coLnsel," Mr.
Qu:niey advised. Companies
should expect accessibility and
responsiveness, he said.

After a law firm is selected, the
client nas a duty to educate the
lay.yars about the case, Ms.
Bloom said.

And that means mcre than just
relaying the facts of =he particu-
lar suit. The lawyers also need to
know about:

• The general history of the
corporation.

• Information on Eny related

litigation, either pending or re-
solved.

• Research on the pending
lawsuit or related suits that has

already been conducted.
• The company's goals an i

strategies for the lawsuit.
For example, sometimes win-

ning the case is the only objec-
tive. But, other times, it may he
important for the client to main-
tain amicable relationships with
the opposing side.

"There is no substitute for es-

tablishing a relationship where
the outside attorney consul:s
with you on decisions and stra:-
egy," Ms. Bloom said.

Initial discussions with the
outside counsel should also es-

tablish ground rules about the
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client's budget, what expenses it
will reimburse, its billing re-
quirements, how the case will be
staffed and the degree of the
company's involvement in vari-
ous phases of the litigation.

"Put in writing what you will
and won't pay for," Mr. Quinley
said.

William H. Ginsburg, senior
partner with the Los Angeles
firm Ginsburg, Stephan,
Oringher & Richmond, recom-
mended that the administrative
staffs for the client and the out-

side legal firm establish a work-
ing relationship and deal with
any billing problems.

Companies should remember
that law firms have to accommo-

date different billing require-
ments for each client. In case of a

dispute, the company should pay
the part of the bill that is not in
question, Mr. Ginsburg said.

Companies that use several
outside law firms should bring
them together to share informa-
tion on expert witnesses and evi-
dence, Mr. Ginsburg suggests.

Once the case is under way, it
is important for the company to
monitor its progress, receiving
all documentation and even

making personal visits to the
firm to review the file. "Nothing
substitutes for getting copies .of
everything," Ms. Bloom said.

"Let firms know you are eva-
luating them," Mr. Ginsburg ad-
vised.

Following the case can lead to
better service, because it "sends
a signal that you, as a client,
care," Mr. Quinley said.

He advised companies to watch
for warning signs of deteriorat-
ing service, like overlawyering or
underlawyering; lack of creativ-
ity in settlement talks or litiga-
tion; and being sent on "a trip
down the letterhead."

Ms. Bloom said that other

warning signs include endless
discovery and depositions and
numerous "strategy sessions."
Her continuing case review also
includes watching for signs of
animosity in the correspondence
between the opposing lawyers.

"It gives the impression they
are not focusing on me as a eli-
ent," she said.

However, "try to do everything
you can before you part ways"
with a law firm, Mr. Quinley
said. "It doesn't do you any good
to be perceived as a fickle client,
jumping from firm to firm. Be-
fore you burn bridges make sure
you have exhausted all conven-
tional routes."

Those routes include working
up the law firm's organizational
chart to move around a problem-
atic lawyer, Mr. Quinley said.
Sometimes the problem might be
a personality clash with the law-
yer assigned to your case, and a
switch might be possible.

Mr. Quinley and Ms. Bloom
agreed that getting the best ser-
vice can rest on having one at-
torney, preferably a partner, who
is ultimately responsible for the
case and to whom the company
can turn in case of problems.

"Identify a lead attorney who
is responsible and will look after
your interest," Ms. Bloom said.

However, in extreme cases,
companies should consider look-
ing for another law firm.

"Act promptly when you are
displeased. The sooner you de-
cide to change attorneys, the less
expensive it will be," Mr. Quin-
ley said.

He also advised companies to
"be realistic. Outside counsel

cannot perform miracles."
Mr. Quinley moderated and

coordinated the session. •
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At Commerce & Industry, we

pride ourselves on personalized, one-on-one
, - service for medium-sized businesses. Through our '
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P.- agencies, C&I has been underwriting HPR business since 1881.
For more information on our HPR programs, contact

-di,Fi.WaR.£512nza Joe Palumbo at(212) 770-5340. After all, when it comes -9:.2
to improving the quality of your asset protection,

we're more than approachable.

A I G rld leaders in insurance and finandal servioes.
Commerce & Industry Insurance Company

A member company ofAmerican International Group, Inc.
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Please check the actual policy for full details ofthe coverage. Coverages and/or services may not be available in all states. Coverages subject to underwriting.
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Before suing broker,
think twice: Panel
Brokers can be allies in disputes

By MARK A. HOFMANN

ANAHEIM, Calif.-Three law-

yers offer risk managers who are
considering suing their brokers
over a coverage dispute a simple
bit of advice.

Don't.

At least don't sue the broker in

the initial stages of the dispute,
cautioned a panel of lawyers dur-
ing a discussion of "Suing the Bro-
ker" at the 30th annual Risk & In-

surance Management Society
conference.

"My purpose is to persuade-if
not convince you-" that both in-

surance buyers and brokers would
be better off to remain cooperative
during coverage disputes, said
Nora Winay, vp and general coun-
sel of Alexander & Alexander Inc.

in Owings Mills, Md. "The broker
is more often than not the best ad-

vocate" for a policyholder.
Ms. Winay added the caveat that

her remarks did not pertain to situ-
ations involving "clear broker
error.

Brokers perform several func-
tions for policyholders. These in-
clude assisting the policyholder in
evaluating exposures, researching
the market, presenting the policy-
holder with options and seeking
coverage, she said.

"It is critical to remember that

there is no such thing as a limit-
less or exclusionless policy," said
Ms. Winay. She pointed out that
only three types of claims exist:
those that are clearly covered,
those that are clearly excluded and
those that give rise to questions of
interpretation.

Brokers don't and can't make

coverage decisions; such decisions
are up to insurers, she said.

But the broker not only can act
as an advocate for the policy-
holder, but also as a negotiator in
situations involving claims with a
question of interpretation, Ms.
Winay said.

"It truly serves no purpose to
initiate suit" against the broker
when more likely than not the bro-
ker and the policyholder will find
themselves on the same side in the

dispute, she said.
A policyholder attorney specia-

lizing in suits against insurers
agreed.

"Our initial strategy is to avoid
litigation," said Leon B. Kellner
of Anderson, Kill, Olick &
Oshinsky in Washington, D.C. Liti-
gation of any sort is extremely ex-
pensive, he said. In fact, his firm
has never sued the broker initially,
he noted.

Like Ms. Winay, Mr. Kellner
stressed that most coverage dis-
putes involve matters of interpre-
tation. Brokers provide policyhold-
ers a powerful advantage in
persuading insurers to settle before
a case goes to court, in part be-
cause insurers need to maintain

good relations with brokers to en-
sure a steady stream of business, he
said. "In my view, the best place to
get the money is from the insur-
ance company."

If that strategy doesn't work, the
question becomes whom to sue,
said Mr. Kellner. At this point, the
matter becomes personal for many
risk managers. Their reaction, he
said, is " 'I'm going to sue every-
body under the sun.' "

Mr. Kellner advised restraint.

"I'd rather hold my suit against

the broker in abeyance," he said.
According to Mr. Kellner, most

policies aren't manuscripted poli-
cies; their language has been
drawn up by the insurer, not the
broker And, this can definitely
work to the policyholder's advan-
tage if there are multiple insurers
involved in the dispute, he said.

Mr. Kellner said he generally ad-
vises clients tc sue all of the insur-

.

11

ers involved at once. He said that

contrary to public belief, -nsurers
don't present a united front. It
works to the policyholder's advan-
tage for insurers to in:erpret iden-
tical policy language in different
ways, he said.

If a pclicyho] der decides to sue
the broker at the same time suit is

brought against the insurer or in-
surers, the broker might be forced
to take a position in defense of the
insurers simply to protect itself,
Mr. Kellner said.

A third attorney said risk man-
agers often hold the mistaken no-
tion that a broker is somehow an-

other source of coverage if an
insurer denies coverage.

"Too many policyholders assume
there must be liability on the part

of the broker because an insurer

didn't cover a claim," said Herb
Lustig of Lustig & Brown in Buf-
falo, N.Y. Mr. Lustig specializes in
defending brokers and insurance
agents.

He said that most suits against
brokers are based on one of two

premises: The broker either
breached a contract or was neg-
ligent.

The mere fact that the insurer

is right and does not provide cover-
age does not mean that the broker
did anything wrong, he said. The
broker is not a provider of substi-
tute coverage when an insurer did
not provide such coverage, said Mr.
Lustig.

Mr. Lustig also shared a few se-
crets of successful brokerage de-

fense. One is for the broker to doc-

ument every conversation in
writing to show that the policy-
holder knowingly and willingly de-
clined c iverage or decided to han-
dle more of its program than it was
able to handle.

Anorher reason for brokers to

keep reiords is that policyholders
don't always read their policies
and don't note when requested
coverages are not included, he
said.

Virginia F. Tormey-Lawson,
director of risk management for
Pacific Telesis Group in San Fran-
cisco, moderated the session. W.
Lee Carter III, director of research

and development for Alexander &
Alexander Inc. in Dallas, was coor-
dinator. •
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insurers focus on individual niches
Specialization
to benefit buyers,
insurer execs say

By JUDY GREENWALD

ANAHEIM, Calif.-"Subcycles"
are emerging within the property/
casualty insurance market that af-
feet individual niches within the

overall marketplace.
This trend should ultimately

benefit the insurance buyer in light
of insurers' increasing specializa-
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tion and their unwillingness to
leave their niches, even in a hard
rnarket.

This was the consensus of a

panel at a session titled "Will Spe-
cialization Change the Market
Cycle?" at the 30th annual Risk &
Insurance Management Society
conference.

Dennis Kane, president of Spe-
cial Risk Facilities, a CIGNA Corp.
unit in New York, said he prefers
the term "focused" to "specialized"
in referring to insurers' niches.

There are three essential ways
insurers can be focused: geogra-
phically, by product line or by cus-

I .0 8
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tomer segment, Mr. Kane said.
"Specialization may very well be

the key strategy that keeps a com-
pany successful," said Kevin H.
Kelley, president of Lexington In-
surance Co., an American Interna-
tional Group Inc. unit in Boston.
"Focus and change will give us
opportunity," which will allow in-
surers to operate with flexibility
and efficiency, he remarked.

But specialization alone does not
spell survival, said Mr. Kane,
pointing to Mission Insurance Co.,
a workers compensation specialist
that was liquidated in 1987, and to
Texas Employers Insurance Assn.,

I D
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0

0

a workers comp insurer that was
placed in conservation in April
1990. In addition, Employers Ca-
sualty Co., a Texas workers com-
pensation insurer that shared man-
agement with TEIA, was seized by
regulators in February (BI, Feb.
17). A Texas state court placed
Employers Casualty in conserva-
tion last month.

Knowing how to deploy capital
is key to successful specialization,
Mr. Kane said. Putting money into
a structurally unsound market, he
said, "can only spell disaster." Also
important is the "ability to execute
your plan," which requires "good,
quality, people."

The key to success is serving the
customer, commented Richard D.
Heydinger, director of risk man-

D "'fr-

0 , ED. . 0 , .54/]h{%."

el 5/ 5#4:

D .'.>$
.

98 0

1. 0 000

0

0,0

r

I 08

agement services for Hallmarl<
Cards Inc. of Kansas City, Mo.

what their needs are."

Mr. Heydinger called for the de-

concern, he noted, is that insurers

focus may be unwilling to compete
in certain areas, leaving the risk
manager with fewer options.

The panel also discussed a trend
toward insurer consolidation.

"Clearly, from my perspective,
there will be far fewer companies
doing business" in the year 2000
than the 5,000 property/casualty
and life/health insurers operating
today, Mr. Kane commented. How
long, he asked rhetorically, will in-
surance buyers put up with the in-
efficiency of 5,000 chief financial
officers, 5,000 systems departments
and other duplications?

Mr. Kane noted that the insurers
represented on the panel write
business on behalf of more than
50% of the Fortune 500 companies.
Obviously, he said, the consolida-
tion "trend has already started"
and predicted that someday fewer
than 1,000 insurers could be
operating in the United States.

Mr. Kelley also recommended
that risk managers pay close at-
tention to insurers' financial via-
bility to ensure that insurers will
still be around to pay claims on
long-tail business.

Meanwhile, increasing special-
ization will lead to a more stable
environment, because insurers will
not move out of their chosen areas
of specialty, said C.J. Clarke, the
Hartford, Conn.-based president of
Travelers Corp.'s property/casualty
operations. The focus will be on
"How good can we get?" and on
how long the insurer can retain its
customers, he said.

Within multiline insurers, "the
capital is flowing to where the re-
turns are," Mr. Clarke said.

He also noted that an insurance

company that specializes can deaI
with price variations a "lot easier"
than one that does not. Specializa-
tion, said Mr. Clarke, spells the end
of the days of the "herd mentality,"
when everyone entered and left a
market simultaneously, leading to
a sudden disappearance of capac-
ity.

CIGNA's Mr. Kane also pre-
dicted the emergence of subcycles
within the market. While factors,
like a sudden shortage of reinsur-
ance capacity, could cause the
overall market to turn, niche mar-
kets, like the aviation market, al-
ready are in flux even though the
overall market remains soft.

Once these niche markets do
harden, "there's a tremendous re-
sponsibility on the shoulders of the
risk managers" when "naive ca-
pacity" offers 50% price cuts, said
Mr. Kane. If risk managers believe
a price is right, they should sup-
port it, he said, "even if there's
some lunatic out there."

These specialists insurers should
be able to offer three- to five-year
policies, said Mr. Clarke, "because
now it's a relationship that you
keep fine-tuning rather than rene-
gotiating each year."

However, he noted that Travelers
remains a multiline company, and
he is not rejecting diversification.
"You just can't carry all products
anymore for any period of time."

The session was moderated and
coordinated by Lawrence I. Drake
II, managing director of Marsh &
MeLennan Inc. in New York •



6

f

1:kf I

4 4

V

6 E

4

D

1 ; +12A

1

.. , 1

In 1860, when Willie Park, Sr. wonthe first British Open,
Prestwick, Scotland. Thirty-six holes in one day. 174

strokes. Few people thought he had the stamina. But as he
approached the final green, they knew history was in the
making. And when Willie Park, Sr. became the first person
to win The British Open, Allendale Insurance had already

A

been a leader in property coverage and loss control engi-
neering for more than two decades.

In a changing world where events like this shape history,
this is our way of reminding you of one progressive, stable
company that's been building long-term relationships with
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Allendale had been a loss control champion for 25 years.
clients since 1835. At Allendale, doing something right
isn't good enough. We find ways to do it better. Like
providing more stable pricing and coverage, better
engineering and training, mole in-depth research and
testing and the fairest ways of doing business.

Isn't it time you started a history with Allendale?
Allendale Insurance, RO. Box 7500, Johnston, Rhode
Island 02919.

Allendale Insurance/Factory Mutual System
World leaders in property risk management since 1835.
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Avoiding a world of problems
Communication is vital for global programs: Panel

By GAVIN SOUTER

ANAHEIM, Calif.-Strong com-
munication links are fundamental

to the success of a global property/
casualty insurance program, sev-
eral risk managers agree.

Although improved coverage and
lower premiums are among the
benefits of a global insurance pro-
gram, they can only be achieved if
the communication links between

everyone involved are in place at
the outset, they say.

And unless all of the partici-
pants are clear on each others' cov-
erage definitions, a global program
can turn into a disaster, they
warned during a session at the re-
cent 30th annual Risk & Insurance

Management Society conference.
"Communication is the most im-

portant thing to get right when you
are setting up a global program,"
said Charles Armstrong, manager-
corporate risk management at
Xerox Corp.

With a geographical spread as
wide as Xerox's, the communica-
tion channels are wide and var-

ied, he said.
The company, which is based in

Stamford, Conn, obtains 59% of its
revenues from U.S. operations,
28% from Europe, 7% from Latin
America and 6% from Canada.

That diversity was one reason
the computer and business-equip-
ment company opted for a global
property insurance program, Mr.
Armstrong said. "We were con-
cerned that with so many different
coverages for the different opera-
tions, we might have missed some-
thing."

He cited seven main objectives
for Xerox's global program:

• To have common insurance

policy provisions worldwide.
• To have a single, quality mul-

tinational insurer.

• To improve its coverage pro-
visions.

• To obtain higher or equal
levels of coverage than it had
under its previous programs.

• To satisfy all service require-
ments of the different operating
units.

• To keep costs equal to or lower
than its previous programs.

• To get an insurer to commit
for at least three years.

The objectives were largely
achieved, he said.

As primary insurer, Zurich In-
surance Co. agreed to a fixed-rate,
three-year program and the com-
pany's property insurance costs
were cut 16% to 20% depending on
the claims experience, Mr. Arm-
strong said.

Allendale Mutual Insurance Co.

is the principal reinsurer for
Xerox's program. The coverage
limits remain at $4.2 billion for
North America and were raised in

Europe to $550 million from $300
million under the old program, and
in Latin America to $250 million
from $50 million.

"Also, all of our insurance ser-

vices have been improved and we
have Factory Mutual engineering
worldwide," Mr. Armstrong said.

The program's broker is John-
son & Higgins.

For the program to work, all the
participants-insurer, broker and
policyholder-must be free to talk
to one another, Mr. Armstrong
said. "We work in a partnership
and any member of the group can
talk to any other member." Twice a
year, all participants meet for-
mally

The global property program has

been so successful that Xerox plans
to set up a global casualty program
in 1993, he said.

Strong communication is partic-
ularly important to ensure that the
risk management program at Com-
pagnie de Saint-Gobain runs
smoothly, said Pierre Sonigo,
director of risk and insurance for
the Paris-based manufacturer.

Saint-Gobain has a risk man-

agement staff of only three. And
those three people have to deal
with 19 other people on risk man-
agement matters in the company's

worldwide divisions, he said.
Lack of communication between

the various divisions was one of the

reasons for establishing a global
property/casualty program, Mr.
Sonigo said.

"When the Mexican earthq uake
happened and the communications
in Mexico were cut, it took a week
for the details of the coverage in
Mexico to reach the head office in

Paris," he recalled.
The global program also allows

the company to develop a com-
mon approach toward risk. Mr.

Sonigo said.
And if the senior managers in

the company understand the risk
management philosophy of the
company, they can more easily
provide the risk management de-
partment with the information it
needs to monitor the program, he
said. "We have to have regular in-
formation and indicators to show

us when something is going
wrong."

Also, to help it monitor the
global program, the risk manage-
ment department is immediately
informed of all losses greater than
$200,000, he said.

Mr. Sonigo also receives monthly
reports from all of the brokers the
company uses worldwide.

"You can never stress too much

Risk is a necessary part of any business
equation. With risk comes reward. Your com-
pany's growth and vitalization may call for
increasing risk. Yet that risk can be managed
and controlled so your company can move
forward successfully without jeopardizing
its future.

how important good communica-
tions are," he said.

To ensure that communication

runs smoothly, local brokers only
talk with the main broker, local

insurers only talk with the lead
insurer, and subsidiary companies
only deal with the parent company.
All ultimately report to the risk
management department.

"When things go wrong, it is
usually because these lines have
been crossed. For example, if a
local broker calls the risk man- 0
ager in Paris for instructions with-
out informing the main broker, you
get confusion," Mr. Sonigo said.

Risk managers can also help
communications by going out and
meeting all of the people involved

Continued on nert page

Sedgwick James can help you manage
risk. We will act as your partner, get to know
your business, identify areas where risk expo-
sure can be minimized, and provide the
quality service you require.

Like a good partner, we will stay in touch
with your changing needs. We are fully
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Continued from previous page
in the global program, he said.

"Nothing can beat a site visit,"
Mr. Sonigo said.

He urged risk managers to
come down hard on brokers and

others that do not meet their de-

mands. "You must be tough on
service providers and settle for
nothing but excellence from
them, because if you don't they
have a tendency to be weak."

The need for clear communica-

tion in global programs is be-
coming even more important
now that European insurers are
seeking to become involved, said
Kenneth Krenicky, director of
risk management at Rhone-Pou-
lone Rorer Inc. in Collegeville,
Pa.

"European insurers want part
of the market in property and ca-
sualty, and they are talking a
good game," he said.

However, the differences in
coverages normally provided
under U.S. and European poli-
cies can lead to confusion for

risk managers, Mr. Krenicky
said.

"For example, machinery
breakdown is not a standard

coverage in Europe. Also what
we understand as replacement
value and cash value does not

mean the same everywhere," he
said.

Business interruption coverage
can also be problematic when
you use international insurers,
unless you comb through the po-

licies first, Mr. Krenicky said.
"In Japan, for example, busi-

ness interruption is not a stan-
dard coverage," he said.

There are even differences in

definitions of geographical re-
gions, Mr. Krenicky said.

''What does North America

mean? For some foreign carriers
it just means the United States,
and you find out that you are not
covered for Canada," he said.

Also, if you ask a European in-
surer for global coverage, he will
assume that you mean coverage
for everything outside the United
States, Mr. Krenicky said.

When the coverage definitions
are sorted out, there are still
other communication problems
to overcome when you imple-

equipped with technical capabilities, industry
specialists, national and international loca-
tions, and other critical risk management
resources.

When it comes to risk, don't take chances.

Call Sedgwick James today Contact our
chairman Quill Healey at (212) 333-8900.

Sedgwick James

Insurance Broking Risk Services Employee Benefits

ment a global program, he said.
Local managers who pre-

viously set up insurance pro-
grams for their units will find
that much of the control is taken

from their hands. This can be a

blow to their egos and affect
their future judgment, he said.

"Make sure that the local bro-

ker makes the local manager feel
important and that he still gets
the baseball tickets and the

Christmas dinners," Mr. Kren-
icky said.

The session was coordinated

by Richard Denning, president of
Risk Sciences Group Inc. in At-
lanta, and moderated by Richard
Inserra, assistant treasurer-risk
management of Union Carbide
Corp. in Danbury, Conn. I

Threats to
warehouses:

fire hazards,
complacency
Fire departments
are seen as allies

By MARK A. HOFMANN

ANAHEIM, Calif.-Warehouse
owners and operators can't afford
to be complacent about the chang-
ing fire exposures confronting their
facilities.

And they must view local fire
departments as allies-not adver-
saries-in the effort to protect
property from catastrophic fires,
three experts agreed. The panel-
ists asked the rhetorical question,
"Will Your Warehouse Fire Make

the 11 p.m. News?" during the re-
cent 30th annual conference of the

Risk & Insurance Management So-
ciety in Anaheim, Calif.

Ladd Baumgart, corporate dit·ec-
tor-department of property conser-
vation and safety for Levitz Furni-
ture Corp. in Boca Raton, Fla., said
that commodity changes within the
past five years, like the increased
use of plastic in packaging and in
manufacturing, have made many
existing fire suppression plans ob-
solete.

Mr. Baumgart, who served as co-
ordinator and moderator of the

session, said that today's ware-
houses often contain a variety of
materials stacked in very high
piles, a combination that consider-
ably increases the fire exposure.

He explained that three com-
monly used forms of stacking
goods present widely divergent
levels of hazard.

Solid-piled storage, where boxes
or containers are packed tightly to-
gether, presents the least hazard.
This presents the least amount of
"flue space," the space needed for
a fire to draw oxygen and spread,
he said.

Palletized storage, where com-
modities are placed on pallets on
the floor and above each other, is

more hazardous. The pallets allow
fire to move horizontally and thus
gain more access to oxygen.

Increasingly popular rack stor-
age presents the greatest hazard.
The goods are exposed to oxygen in
every direction, meaning that fire
can spread in every direction, Mr.
Baumgart said.

"The higher the rack, the more
difficult it is" to control the fire,
said Mr. Baumgart. Fire plumes
within a rack can travel at 50 mph,
he said, which is almost instanta-
neous in a 40-foot-tall rack.

In an aside, Mr. Baumgart eau-
tioned his audience to avoid stor-

ing goods in manufacturing facili-
ties. The exposure to combustibles
and power sources means ''you
have the worst of both worlds," he
said.

"There is a changing situation"
in warehousing, said Mr. Baum-
gart. Because of the introduction of
plastics and the increasing height
of racks, risk managers who
thought only a few years ago that
their facilities had adequate fire
protection could be sorely mis-
taken, he said.

John Williams, vp and regional
engineering manager for Waltham,
Mass.-based Arkwright Mutual In-
surance Co. in Atlanta, picked up

Continued on page 48
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From staged accidents and medical buildup to
arson-for-profit and vehicle fire and.theft, un-
covering fraud is an HCM specialty. With

expert examiners to spot potential fraudulent
claims. A Special Investigations Unit made up
of ex4aw enforcement personnel. Professional
know-how that keeps your claims from going
way out of control.

" At HCM they're onto all the dirty tricks of the trade. 9
In 1991 we saved tbree of our clients over 10

million dollars.

How's this for performance: We saved one
major client 6.2 million dollars in 1,800 cases

we closed. And in 308 cases for another client,

savings added up to 2.5 million dollars.

Our savings on claims are the result of our

thorough fraud detection methods and

procedures. From verifying provider services

to background checks, surveillance and other

sophisticated detection methods.

We've got tbe bigb-tecb setup to belp
you fight back.

With our state-of-the-art systems and access 

aud
to a nationwide database, and with a field

staff kept in fighting trim with ongoing fraud
recognition training, HCM can take on those
devious offenders who take a big bite out

of your profits. Keeping those cheaters in line.
Keeping your claims urider control. Keeping
your bottom line looking up.

For information contact He,tz Claim Management Corporation, 225 Brae Boulevard, Park Ridge, NJ 07656-0713.Phone (201) 307-2505.
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HC
Hmliz Claim Management
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LISIF\ING: The Earmark
of a Successful Reinsurer.

SCOR RE

SCOR

I n today's fast-paced world, communicating is not alwayseasy Some messages are heard, but go unheeded. Some are
lost by saying too much. And others go in one ear and out the other.
At SCOR Re, we build long-term treaty and facultative relationships
by listening carefully, and by being responsive in reply

So, when your needs are reinsurance, call SCOR Re. Where
more is heard than meets the ear.

Rated '?" (Excellent) by AM. Best Company

SCOR Reinsurance Company
110 William Street New York, NY 10038-3995
212-978-8200

Chicago 312346-2189 • Dallas 214-4011066
Hartford 203-525-2300
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An era of opportunity
- Newly opened markets make Latin America attractive to foreign insurers

By Douglas N. Smith Inlern¢,lion¢11 issues expertise in risk management and loss control
engineering finds eager and receptive audiences and

- T17HE OPENING OF LATIN American markets to they enJOy a comparative geographical advantagef 1 1 U S and foreign companies has been the sublect peripheral viewer as U S insurers strive to find The economic liberalization currently taking place
of debate in both Georgetown cafes and Wall Street their niche in an increasingly competitive global in Latin America is part and parcel of U S insurers'4*·.:
boardrooms The Enterprise of the Americas insurance market An understanding of the changes interest in the region Without marked economic
initiative and the North American Free Trade in Latin American markets, placed in context of development, the need for insurance and risk
Agreement, which I discussed in my Feb 10 column, recent trends in international insurance, may help management services will not increase As the
indicate the commitment of the U S government to to estimate the future of both U S and Latin countries of the region cut tariffs, privatize

- promote political stability and economic prosperity American insurance markets unprofitable state entities and deregulate many
close to home These policy directives represent The U S insurance market since the beginning of industries, U S investment in Latin America is
serious bilateral and multilateral, as well as public- the 1990s has seen increased competition from increasing, with financial services and the insurance -
and private-sector, efforts to promote greater European insurers for market share both at home industry following the lead of manufacturers and
integration of the economies of the Western and in the highly competitive insurance bankers

Hemisphere environment of the European Community, as well as From 1986 to 1990, U S direct foreign investment
In the past, restrictive national regulations in Eastern Europe The proliferation of players has in manufacturing, finance and insurance, banking

hindered U S companies in gaining access to Latin led to a global insurance market saturated with and petroleum in the Latin American region almost
American markets This is no longer a contentious excess capacity Heightened competition among doubled, to $72 5 billion from $36 9 billion In Chile,
issue between the United States and ltS neighbors to insurers led to a sustained soft market through U S DFI increased as much as 333%

the South Economic liberalization policies in Latin 1990-1991 that still does not appear to be Overall, U S DFI in the Latin American finance
America portend a new era for U S investment in hardening But recent signals suggest that changes and insurance sector increased from to $27 3 billion
the region The proliferation of books on Latin are coming in catastrophe coverages, and the from $43 billion during that period However,
American political and economic issues, as well as tightening seen there could indicate hardening country-by-country results in this category were
heightened attention in the popular media, are The challenge posed by European conglomerates generally mixed, with Brazil and Chile managing
testament to the growing awareness of new business to U S insurers is real Acquisitions of, and slight increases Argentina and Venezuela

«5' opportunities in the region While the hon's share of Investments in, U S insurers by foreign companies maintained static growth, and no figures on -

attention is directed toward U S investment in with extensive capacity resources are the best Colombia and Peru are available for this period
manufactured products, increasingly we are seeing indicator of foreign insurers' interest in taking a Political violence against state oil interests in

*SU greater attention focused on the services industry slice of the U S market, a market which generates Colombia and terrorist activity in Peru should be
and the financial community as investors in Latin more than 50% of world premiums With an considered the primary reasons for lower insurance
America abundance of capacity in Europe and additional activity compared with other countries

The liberalization of insurance markets in Latin players in the U S market, American insurers are The relationship among economic development,t'Sm- America can be an instructive measure of the being forced to adapt Many U S insurers, while growth in insurance demand and the position of
 success of economic liberalization programs in the trying to maintain current market shares, are now U S insurers in Latin America is best illustrated by

region Latin America also is an interested beginning to look to Latin America, where their Cont:nued on next page

K A BENEFITS ACTUARY
{f IRS changes position benefits to be provided to covered employees • Congress changed the rules for fundmg retiree

The DEFRA amendment is relatively clear about medical benefits in 1984 with ambiguous, statutory
f.r the fundmg of retiree medical benefits for future language DEFRA's legislative history provides that thev. on VEBA contributions retirees, but is ambiguous about the fundmg of benefits IRS is to prescribe rules for VEBA funding that would

for current retirees presumably provide guidance for funding the medical
Is there any fairness in the As a consequence, employers looked to the legislative benehts of current retirees Yet, nearly eight years have

,Internal Revenue Service s history of DEFRA for insight into how Congress elapsed slnce DEFRA was enacted, and the IRS has not
VEBA audit program? Intended this statutory language to be applied to yet pubhshed regulations to provide guidance in this

retirees The conference committee report to DEFRA area

states that Congress intended to allow tax-deductible It is hardly fair to plan sponsors for the IRS to fail to
contributions "reasonably necessary to accumulate publish its position-as Congress Intended-and at the

- reserves under a welfare benefit plan, so that the same time to disallow tax deductions based on ltS
medical benefit or life insurance (including death unannounced position

This question comes from an benefit) payable to a retired employee during • Retiree medical benefits are generally an
actuary who wanted to discuss a retirement is fully funded upon retirement " Based on unsecured promise made to retirees, making anIA program that the Internal Revenue this and other items in the legislative history, some adequate provision for this promise is one of the major
Service is mitiatlng agamst many retiree medical plan sponsors funded all future retiree issues facing Corporate Amenca today Fundmg these
employee benefit plan sponsors medical benefits for current retirees m a single year benefits through a VEBA can provide security for
The IRS is disallowing tax However, based on what a colleague tells me, it retirees Yet through its unpublished position, the IRS
deductions for contributions to a appears that the IRS has undertaken a program to is discouraging plan sponsors from funding these
voluntary employees beneficiary disallow a deduction for contributions to a VEBA used benefits and making their promise more secure

association-also known as a 501(c)(9) trust or to fund medical benefits for current retirees m a single The Internal Revenue Servke's position, too, lS
VEBA-to fund the medical benefits of individuals who year These disallowances have occurred in the course hardly fair to retirees who rely on the continued

5 ' have already retired of an IRS audit of the VEBA plan sponsor's Income tax financial health of the corporate plan sponsor for their
The Deficit Reduction Act of 1984 substantially return and have been made by several different IRS medical benefits The inequities of this program seem

changed the rules under which sponsors of health and district offices obvious to many, but apparently not to the IRS
welfare plans could make tax-deductible contributions The IRS position is that the funding of the liability
to a VEBA to fund health and welfare benefits, for retiree medical benefits for current retirees should

mcluding retiree medical benefits Prior to DEFRA, the be spread over the working lives of current employees,
2 Internal Revenue Code permitted significantly greater despite what the legislative history says Under the IRS

tax-deductible contributions to fund a variety of health position, 85% to 95% of the tax deduction for the
i and welfare benefits DEFRA amended the tax code to fundmg of retiree medical benefits for current retirees Wimam J Miner is an actuary wzthprovide that tax-deductible contributions to fund is generally disallowed

retiree medical benefits had to be calculated "over the  The Wyatt Co in Ch:cago Mr
My colleague complained bitterly about the fairness /1 Miner's next column on employee

workmg lives of covered employees and determined on of the IRS position His complaint is founded on two benefit actuarial issues wzll appear
a level basis as necessary for post-retirement medical points in June
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ASK A RISK MANAGER
we w111 have to focus on those elements and decide if their company's operating efficiency by bemg a

Positive thinking and there is an alternate method available to perform the member of the team

function Let me offer the followmg example An Remember the words "reasonable accommodation"?

the new disabilities law employee is required to routinely lift 50 pounds as part Light-duty programs offer many opportunities to
1

of a basic element of a Job This weight restriction may modify certain Job functions I feel confident in saying
3

Many companies are be too stringent for someone with back problems or that employers that have established these programs

troubled by compliance issues other physical hmitations Because most mdividuals

Q
feel the "good will" they create is a strong incentive to

associated with the Americans could safely handle up to 25 pounds, a "reasonable initiate one
l

with Disabilities Act. How can accommodation" would be to purchase items m Finally, the ADA w111 require us to think and work

I show my management the 25-pound increments instead of 50-pound loads By smarter Every organization is composed of human

positive aspects of this reducmg the lifting requirement, we also decrease the bemgs, each with certain strengths and weaknesses
- regulation? potential for injury to our healthy employees It seems Perhaps in the past we have placed far too much

like a simple solution to a common accident exposure importance on the perception of who is strong and who

I applaud your positive thinking, In the 1980s, the word "ergonomics" entered our is weak The ADA will sensitize us to the needs of all

S
because viewing the Amencans vocabulary perhaps for the first time In this decade, individuals f

A with Disabilities Act as a "plus" for the term will take on greater meaning, because the Today, we fmd ourselves establishing new hiring

business and not a negative ADA will require us to evaluate the physical work guidelines and finding ways to adjust the way we

certainly will make it easier to environment and remove or modify bamers that operate our busmesses No doubt many of the

comply with the regulations There otherwise prohibit the disabled person from unanswered questions on the "reasonable

performing m that environment
accommodation" issue will be decided in the courts

- is a tendency to view this act as just
another governmental regulation Again, the rule of "reasonable accommodation" This potential impact of the regulation should be of

concern to everyone The act was not Intended to
that employers are forced to follow apphes I believe many employers are perhaps

0. For the past several months, risk managers, human unknowmgly guilty of creating such physical bamers result in a financial windfall for attorneys, but we

08' resource managers and legal representatives have been In our desire to maximize profits by not upgrading should brace ourselves for an onslaught of frivolous

>t educating themselves and company management on equipment or furnishings-steps that would improve suits Let's trust, however, that common sense will

working conditions-we fail to consider the impact of prevail and that the legal decisions rendered will be
m how to meet the comphance deadhnes Because the fair and in the best interest of everyone
UnJL majority of us are familiar with the act itself, I will not the comfort factor on our workers
s' elaborate on the wording at this time But, let me Normally, the safest way of performing a task is

caution you that it's one thing to go through the also the easiest way Accidents typically occur when Would you hke advice from an expenenced colleague
alt motions of following the ADA-and another to truly we try to take shortcuts or deviate from preapproved on a rtsk management, benefits management or

subscribe to the principles behind it "standard operating procedures " Also keep m mmd actuarial problem? Four features in the Perspective
sectzon Of Bunness Insurance can gwe you someA sizable percentage of us have a preconceived image that modifications to the physical work environment,

of a disabled person In our mind's eye, he or she has a with regard to the ADA, should not require us to spend answers
visible disabillty like the inabillty or limited capability great sums of money Hopefully, employers will come

Ask A Risk Manager, Ask A Benefits Manager, Ask
A Benefit Actuary and Ask A Casualty Actuary answer

to walk, see or hear What we fall to understand is that to reallze that dollars spent to improve working written questions from readers on risk and benefits
4

there are milhons of disabled people who suffer other conditions can generate savmgs by reducmg the management zssues and actuanal problems

ailments that hmit their abillty to participate in a number of medical claims filed by their workers and This month's column on risk management tssues ts lit

major life activity However, with "reasonable medical expenses associated with them wntten by Susan M Werner, director

accommodation," these people often can enter the Another possible benefit of the ADA is the ,2/II of rzskmanagement at Hardee's Food *
- Systems Inc in Rocky Mount, N C

workforce and perform a valuable service to employers integration of a "hght-duty back-to-work program Dennis J Nirtaut, manager Of

The term "reasonable accommodation" is the buzzword mto the company's overall medical cost containment I z-*I employee benefits at Continental
of the ADA, and what it means to each employer is the program Although hght-duty programs are gaining Bank Corp m Chicago, answers

sublect of continuing controversy in popularity as an effective means of controlhng
questions on employee benefit plans

b.0=- Wittam J Miner, an actuary with The

As the person responsible for safety issues within workers compensation and health care costs, many  7 Wyatt Co in Chicago, answers
wie actuanal questzons on benefits issues - _our organization, I beheve the ADA will enable me employers that are undecided on the concept unll use

to help create a safer workplace for all employees the ADA as the reason to enact a program And, Richard E Sherman, president -

There is nothing in the law requirlng an employer to Light-duty programs offer opportunities to both the Ms. Werner of Pacific Actuanal Resources (PAR)
Ezeeltence m Ashtand, Ore, answers

retain or hire a disabled person if that person is not employee and employer. The employee remains actuanal questions in the casualty Deld
quahhed for the Job Under the act, a "qualified "connected" with his or her employer instead of Ms Werner's and Mr Nirtaut's columns usually
individual" iS considered to be someone who, with passing the time at home unN capable of returning appear on the second Monday Of alternate months Mr **5
or without reasonable accommodation, can perform to pre-injury or Illness status Remember the saymg Miner's and Mr Sherman's columns usually appear

the essential functions of a Job The fact that a person "out of sight, out of mind"? Perhaps at no time is
alternately on the first Monday of each month

Ms Werner's nezt column will appear in June
cannot perform a "marginal" function of a job is not a this more true than during those long days or weeks Address your questions to ASK, Business Insurance, fE*«%5

suitable reason to deny employment or months when an employee is out on disabillty leave 740 N Rush St, Chicago, m 60611 Please give us your _ *
:r y The act will cause employers to review carefully Too often, these people are lost m the system mstead of name, title and employer, however, Business Insurance ffS
«- each job descrlption, and lf physical restrictions apply, contnbuting to both thew emotional well-being and wilt consider unsigned letters

3 New era in Latin America

*S Continued from previous page
Many U S insurers already recognize that Latin in insurance markets will be positive, since rates 

'14 the case of Chile, the region's free-market shining America is changing Some companies recently have should remain low and professionalism and product #11
star In terms of privatization, economic growth acquired equity in Latin American insurers or in- sophistication would be enhancedand state financial stability, no other country in the creased equity positions in foreign correspondents Economic growth m Latin America, even with the expected stops and starts, should continue for the =region, except perhaps Mexico, can point to compa- Others, like Chubb Corp. in Brazil and Colombia,f rable development There is virtually no area of the have simply changed the operating name of local short to medium term. New opportunity for U S 11
Chilean economy reserved exclusively for nationals correspondents to identify their interests better insurers should grow commensurate with this deve- *5

The insurance market has been completely deregu- Without doubt, the privatization trend will open opmentlated since 1980, when the state insurance monopoly up insurance purchasing, promote development of Next month, I will discuss insurance trends in =51was abolished It is estimated that almost three- new products and, as multinational corporations some of the maior Latin American countries, with «Squarters of Chile's $481 million in premiums is in increase their operations, bring new opportunities specific comments on how these nations have been 24
the hands of foreign insurers

for U S. insurers in Latin America Changes will be affected by the hberalization and deregulation phe- fs
While it is certain that development of a healthy limited initially, but posturing for long-term growth nomenon

and profitable insurance market for U S insurers in will most likely increase
%4:Latin America is still many years off, it seems cer- Faced with a more competitive global market,

tain that U S insurers could bring in technical U.S insurers will seel:remrinatnan ltor siiaot
know-how and myriad new products, including with the European

• Mass marketing of life insurance programs America for growth European insurers, like the *

• Personal or specialty lines, like homeowners Spanish company Mapfre Mutualidad de Seguros,
Douglas N Smith ts senior up and

insurance and financial products which has aggressively acquired equity positions in manager of the International

• Employee benefits consulting Argentina, Brazil and even Puerto Rico, will not be Department of Johnson & Higgins

• Property and casualty loss control techniques far behind For multinationals with operations in in New York His column appears

• Risk management concepts Latin America, the impact of increased competition the first Monday of every month

UEE



At ITT Hartford, life insurance is living up to its name.
Our new Living Benefits Option provides up to 30% of the face value of a group life policy

if a plan partidpant is stricken by a terminal illness (with a prognosis of a year or less). This money
is paid out in one lump sum and there are no restrictions on its use.

The sad fact is, a prolonged illness can quickly wipe out a familyk lifetime savings.
Our Living Benefits Option can be used to pay off a mortgage, for nursing or healthcare, to

consolidate household bills or simply as a financial cushion for family members.
ITT Hartford is the seventh largest writer of group life in the nation. We're well re-

cognized as a superior market for basic and supplemental group term policies that protect ->'
loved ones from the consequences of a death. But Ws nice to be remembered in life, too. 

Our Living Benefits Option is available in 38 states. To find out if yours is 381.
one of them, contact your ITT Hartford Life Representative. ITT HARTFORD
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MARINE INSURANCE PROBLEMS??
...CALL G&M MARINE, INC.

$25,000,000 IN HOUSE LIABILITY CAPACITY
A& A+ RATED AMERICAN COMPANIES

NO PROHIBITED CLASS OF BUSINESS · 40 YEARS EXPERIENCE

6&M MARINE, INC.
600 MARITIME BLDG. · NEW ORLEANS, LA 70130

(504) 588-9044 · FAX 504-588-9397
A SERVICE OFFICE FOR AGENTS AND BROKERS
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Warehouse fire
Continued from page 41
Mr. Baumgart's theme.

Mr. Williams noted that "highly
protected risk" property loss con-
servation, which involves the ade-
quate sprinklering of facilities with
devices that respond automati-
cally, must be kept up to date with
changing exposures.

A sprinkler system can be ren-
dered inadequate, according to Mr.
Williams, if the commodity stored
in a previously adequately pro-
tected structure changes, if flam-
mable liquids are introduced, if the

storage arrangement or quantity
changes, or if solid-shelf racks are
introduced.

One of the problems is that man-
agement often fails to recognize
high-hazard conditions, he said.
Like Mr. Baumgart, Mr. Williams
cautioned that storage facilities
within a manufacturing area have
to be examined carefully.

Adequate protection is a matter
of managing change, Mr. Williams
said. The costs are immense. "It's

not uncommon to have warehouses

in the two- to three-football field

size," he said.
He offered a list of mistaken as-

CELEBRATING

EDUCATIONAL

FOR 50 YEARS,

THE AMERICAN

INSTITUTE HAS

PROVIDED A PATH

TO PROFESSIONALISM

FOR DEDICATED

INDIVIDUALS IN

THE INSURANCE

BUSINESS. NEARLY

32,000 INSURANCE

PEOPLE HAVE

EARNED THE CPCU

DESIGNATION,

THE SYMBOL OF

COMMITMENT TO

EXEMPLARY ETHICS,

ACHIEVEMENT IN

EDUCATION, AND

ATTAINMENT OF THE

HIGHEST LEVEL OF

PROFESSIONALISM.

/VE BELIEVE THAT

A HALF CENTURY OF

STRIVING FOR THESE

IDEALS IS WELL WORTH

CELEBRATING.

1

AICPCU

SERVICE

AMERICAN INSTITUTE FOR CHARTERED

PROPERTY CASUALTY UNDERWRITERS

INSURANCE INSTITUTE OF AMERICA

720 PROVIDENCE ROAD

MALVERN, PA 19355-0770

(215) 644-2100

sumptions that warehouse manag-
ers hold. These include:

• Believing that a sprinklered
storage area is automatically safe
from catastrophic fire.

• Believing that the fire depart-
ment is automatically aware of
changes in the hazards of a fa-
cility

• Thinking that when the in-
surer becomes aware of changing ,

the fire department directly to in-
form it of the change.

• Believing that the high value 1
of many stored goods will lead the -
fire department to make frequent
inspections to determine changes
in hazards.

• Thinking that warehouse man-
agers can bring in additional goods
to be stored beyond the sprinklers'
ability to protect, provided that the
additional storage is temporary.

• Feeling secure that warehouse
employees trained in fire sup-
pression will be able to hold any
fire in check until the fire depart-
ment arrives.

• Thinking that the fire depart-
ment's responsibility upon arrival
will be to protect the warehouse
and its contents.

Stephen Cobb, an inspector with
the Orange County Fire Depart-
ment in Orange, Calif., noted at
this point that the fire depart-
ment's "first priority is life safety"
for both its own personnel and
others at the scene of a blaze.

With that priority in mind, Mr.
Williams stressed that one of the

best ways to deal with the fire
exposure is to open and keep open
lines of communication among the
owner-operators of warehouses, in-
surers and local fire officials.,

Mr. Cobb agreed. He said he
views warehouse owners as allies,
not adversaries. His personal mis-
sion statement includes a commit-

ment to doing all he can to prevent
fires from occurring, he pointed
out.

"When the bell rings, that's a
failure," said Mr. Cobb.

He summarized some of the keys
to success in keeping a warehouse
fire from occurring in addition to
treating the warehouse owner as
an ally. These included preparing
preincident plans for all ware-
houses, knowing current details
about warehouse contents and

never assuming that the sprinkler
system is adequate.

Mr. Cobb also told his audience
some of the basic factors a fire in-

spector considers when he or she
inspects storage piled more than 40
feet high. These include:

• The height of storage and
amount of area used for such high-
piled storage.

• The method of storage,
whether solid piles, pallets or
racks.

• The combustibility, fuel load
and heat release of the products,
containers and packaging materi-
als in the warehouse.

• The adequacy of the sprinkler
system, which is assessed based on
the commodity stored, the height
and method of storage, and the
widths of aisles in the facility.

• The need for any additional
fire protection requirements based
on the specific conditions of the fa-
cility.

"The level of hazards in your
facility may oven,;helm your pro-
tection," advised Mr. Baumgart. He
again emphasized communication
among all of the parties involved in
warehouse protection.

"We all think that we have a

corner on knowledge. We don't re-
alize that the other player has
something to contribute," Mr.
Baumgart said.

"Put your hand out to the fire
service," he advised. •



eview keeps catastrophe risk in check
By MARK A. HOFMANN

ANAHEIM, Calif.-Risk manag-
ers should review their exposure to
natural catastrophe yearly at least.

That was the advice offered by
two loss-control experts during a
panel discussion at the recent Risk
& Insurance Management Society
conference.

Michael A. Tuman, an assistant
vp with Rollins Burdick Hunter of
Illinois Inc. in Chicago, said build-
ing construction is the most critical
factor in determining loss preven-
tion effectiveness in a catastrophe.

"If the building fails, you can
expect everything in it to fail, too,"
said Mr. Tuman.

William Oklesen, also an assis-
tant vp with RBH of Illinois and
the session's coordinator, said
there are five key issues involved
in developing a risk management
response to natural catastrophes,
including: the types of catastro-
phe, their frequency and magni-
tude, identifying areas susceptible
to specific types of catastrophes,
pre- and post-loss claims activity
and loss-prevention activity.

The speakers cited six major
types of catastrophe: hurricane/
tornado, earthquake/land move-
ment, ice/snow, flood, low tem-
peratur6s and conflagrations,
which are large-scale fires.

The most frequent catastrophe
in North America is flooding, said
Mr. Tuman, but in many cases the
damage is negligible.

Tornadoes are the second most

frequent catastrophe, he said. Hur-
ricanes and low temperatures, in-
cluding ice and snow storms, tie for
third, with earthquakes and con-
flagrations rounding out the list.

But in terms of severity, hurri-
canes easily top the list, Mr. Tuman
said. Hurricanes accounted for

seven of the 14 most costly catas-
trophes since 1965, with 1989's
Hurricane Hugo ranking as the
single most expensive disaster, ex-
ceeding $4 billion in insured prop-
erty damage, he said (BI, Sept. 25,
1989).

Low temperatures accounted for
three of the most costly catastro-
phes, and tornadoes for two. The
1989 Northern California earth-

quake and the 1991 Oakland,
Calif., fires also appeared on the
list (BI, Oct. 28, 1991; Oct. 23,
1989).

"The susceptibility of a facility
or company to the effects of a nat-
ural catastrophe, and the antici-
pated damage to each, can be pre-
dicted with reasonable accuracy.
The amount of advance notice to

prepare for the event varies widely
by the type of disaster," said Mr.
Tuman.

There almost always is some ad-
vance warning of hurricanes,
floods, low temperatures, ice and
snow, he said. But there is no ad-
vance warning for earthquakes,
and little for tornadoes and confla-

grations.
Mr. Oklesen offered some claims

handling points involving pre- and
post-loss conditions. For example,
a risk manager must determine
whether enough people will be
available to deal with the post-ca-
tastrophe situation, he said. He ad-
vocated the creation of a plant
emergency organization with pre-
assigned duties. The organization
should be put through trial runs to
test its effectiveness, he said.

Another matter that must be

considered is utility interruption.
Although executives often think
their utilities will survive a catas-

trophe, this isn't always the case,
he said. He advises having backup

generators in place.
Temporary structural supports,

like four-by-four beams, should
also be on hand, said Mr. Oklesen.

The beams can shore up facilities
and protect them from further
damage.

"You want to get back into oper-
ations are quickly as possible,"
said Mr. Oklesen. Because of the

demand for reconstruction services

V V ithout doubt,
7 7 there's no

industry that comes

closer to touching the
lives of every citizen

of our country than
the insurance

industry. And yet,
most consumers

believe insurers are

ripping them off. A
recent Gallup poll
found that more than

two out of three

respondents think
P & C insurers earn

"excessive" profits,
but fudge figures to

hide profitability.

Now, we all know

that, in fact,

insurance companies
are less profitable
than other kinds of

companies and our
state regulators and

public accountants
aren't going to let us

"fudge" the numbers.

after a catastrophe, Mr. Oklesen
said that risk managers should
contract for repair services in ad-
vance as a means of ensuring that
operations will resume as quickly
as possible.

The speakers offered a series of
specific recommendations and re-
minders regarding various catas-
trophes. For example, although the
California earthquake exposure

Where does this

misperception come
from? And more

importantly, what can
we do to change it?

I think the answer to

both of these

questions boils down
to one word: service.

It's service, or the

lack of it, that causes
consumers to be

disillusioned and it's

service that can

change that
disillusionment into

satisfaction.

When I take off my
hat as "insurance

company president"
and put on my
«insurance consumer"

hat, I'm appalled by
what I see. I buy a
commercial policy
and it takes three or

four months to get it.

When I get it, my

has received considerable atten-

tion, such disparate cities as Salt
Like City and Charleston, S.C.,
also are in earthquake-prone areas.

Mr. Oklesen pointed out that if
there is one type of catastrophe
that demands immediate attention

more than any other, that catastro-
phe is flooding. Flooding means
more than inundation of a facility
with water; it also means mud, silt
and possible contamination of
goods, he said.

Mr. Tuman also noted that hur-

ricanes can lead to contamination.

For example, high winds and water
can sprinkle roof insulation into
the products stored below.

Mr. Oklesen also advised risk

managers to avoid attempting to
thaw frozen pipes with a torch
during a spell of extremely low
temperatures. If a fire breaks out,
there is a good chance that there
will be no unfrozen water with

which to put it out, he said.
The session was moderated by

Georges Balcer, director of risk
management for Stone Container
Corp. in Chicago. .

Gerald D. Stephens, CPCU
President & CEO, RLI Corp.
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Why does turnaround i
for an insurance policy
have to take 60-90 days? 2,
At RLI it takes fifteen."

college education isn't

enough for me to
wade through the
confusing verbiage.
It's about time we

started doing

something about

consumers' problems.
It's time we started to

demonstrate our care

and compassion

through our service.
At RLI, that's just
what we're doing.

And we begin with
fast service. There's

no reason policy
turnaround should be

as high as 90 days.
Our underwriters

consistently succeed

RLI

in making that

figure fifteen days.
Why can't other
insurance companies
do the same?

Speed isn't the only

thing we're concerned
about at RLI.

Compassion and

caring are what this
business is all about.

We need to be there,

showing our support
when our customers'

business or home

burns down. We need

to work to change the
300 year old tort

system that ends up
making the insurance

company the ultimate
loser. We need to let

the public know what

the insurance industry
does for their safety
and well-being. Work
with RLI in making
the changes we need

to make. I challenge
you to be the best
you can be.

9025 N. Lindbergh Drive
Peoria, IL 61615

800 / 445-5468
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Stumbling blocks to hazard communication
Employee involvement advised

ANAHEIM, Calif.-Risk manag-
ers must understand what moti-

vates their workers in order to cre-
ate a successful hazard

communication program, a work-
place safety expert says.

A successful program will allow
for smooth communication of

workplace hazards, whether notifi-
cation of these exposures is ini-
tiated by management or by work-
ers, said Philip E. Ulmer,
advisor-health and safety for
ARCO Alaska Inc. in Anchorage.

But first, risk managers must
understand changes in worker mo-
tivation that have taken place in
the past 25 years, Mr. Ulmer said
during a session at the 30th annual
Risk & Insurance Management So-
ciety conference.

Most of today's employees en-
tered the workforce in 1965 or

later, Mr. Ulmer noted. These
workers' "motivators" are very dif-
ferent from the typical motivators
of earlier workforces, he said-

"Prior to the mid-19605, man-
agement used a carrot and stick
approach to encourage" workers to
maintain a hazard-free work en-

vironment, Mr. Ulmer said.
However, employees no longer

feel the same loyalty to their em-
ployer and their respect for au-
thority has "gone out the window,"
he said.

Today, employees are "more
concerned with lifestyle and longer
free hours," he said.

Previously, a manager could sim-
ply "tell employees, 'Don't have an
accident,' and expect none to be
reported," Mr. Ulmer said. If an
accident did occur and was ac-

tually reported, the injured em-
ployee could expect "individual
retribution" and "blacklisting," he
said.

Employees now hold manage-
ment accountable for an -atmo-

sphere" that prompts people to
make right decisions, he said.

Employees today also possess a
"group instinct," according to Mr.
Ulmer. They "feel the need for wit-
nesses" as a result of "a lack of

trust in management," he said.
As a result, relying on employ-

ees to individually notify manage-
ment of hazards "tends not to

work," Mr- Ulmer said. Instead,
"overt problems are best reported
in a group format," he said.

Information from workers about

workplace hazards must be al-
lowed to work its way up the lad-
der, and management must be re-
sponsive to that information, Mr.
Ulmer said. Risk managers should
especially watch out for problems
created by middle managers, he
said.

Middle management tends to fil-
ter information, whether from
above or below, acting as "a bump
in the road for up-and-down com-
munication," Mr. Ulmer said.

Another barrier to effective haz-

ard communication can be the job
performance evaluation system. If
performance reviews are tied to the
accident history of an employee or
a supervisor's employees, manage-
ment will effectively dissuade em-
ployees from reporting accidents,
Mr. Ulmer warned.

Hazard communication pro-
grams have a "notoriety for being
completely successful or needing to
be dumped" altogether, Mr. Ulmer
noted.

To avoid falling into the latter
category, he offered the following
guidelines:

• A hazard communication pro-
gram should be written in a simple,

understandable manner and should

be bilingual, if so necessitated by
the composition of the workforce.

"Many successful programs are
written at the eighth grade read-
ing level," Mr. Ulmer noted. How-
ever, managers unsure of their
workers' reading levels should aim
for a fourth grade reading level to
make sure everyone understands.

Workers who cannot read must

T

have the program read to them,
he added.

• The program should include a
clear definition of what constitutes
a hazard.

Mr. Ulmer cited an unnamed

Fortune 500 company's program as
an example of how not to define a
hazard. The company, he said, had
defined a hazard as "a workplace
condition that leads to or has re-

suited in a traumatic injury."
"This says, 'Wait until you are

m

injured before you report' danger-
ous conditions," Mr. Ulmer said.

• Use an objective technique to
determine whether a hazard exists.

Employee complaints are likely
to be subjective, Mr. Ulmer noted.
The employee "thinks" something
is not right or "feels" certain
symptoms when he or she is at
work.

Likewise, a manager may be
tempted to make a subjective anal-
ysis and decide that he or she

"thinks" it is all in that employee's
head.

Allen G. Macenski, manager of
the applied sciences department at
CH2M Hill, an environmental engi-
neering consulting firm in Santa
Ana, Calif., also spoke at the ses-
sion.

Dave Fisher, the risk and ben-

efits manager at Mitsubishi Elec-
tric America Inc. in Cypress, Calif.,
acted as moderator. The coordina-

toi· was Judy T. Neel, executive
director of the American Society of
Safety Engineers, which co-spon-
sored the session.

-By Sara J. Harty
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Pollution coverage in Europe is scarce
Emphasis placed public opinion are elevating care

of the environment to a top pri-
on risk control ority, and private industry must

expect to pay for past pollution
By GAVIN SOUTER damage.

In addition, careful manage-
ANAHEIM, Calif.-Environ- ment of environmental risks is a

mental pollution issues are a necessity because insurance for
huge headache for many com- pollution damage is scarce in Eu-
panies in Europe, and the pain rope, a panel of experts say.
may get worse before it gets bet- And where the coverage is
ter. available, stringent underwriting

Government regulation and requirements are enforced, the

panelists said at a session at the
30th Risk & Insurance Manage-
ment Society conference.

The pollution problems al-
ready apparent in Western Eu-
rope have nothing on those
emerging in Eastern Europe, said
Paul York, vp-corporate staff,
risk management and insurance
at ABB Asea Brown Boveri Ltd.

in Zurich, Switzerland, who mo-
derated the session.

"If you look at Czechoslovakia,
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there is a town there where the

life expectancy level has dropped
to as low as 45 years, and that is
purely because of pollution."

And in Russia, the Aral Sea
has shrunk from being the sec-
ond largest lake in the country to
nothing much more than a trickle
of water, he said.

"The lake is dead and it's all

due to pollution."
Companies in Britain should

be particularly concerned about

D /\Y
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environmental liabilities because

of the Environmental Pollution

Act 1990, said David Siesko, vp
at General Environmental Man-

agement Corp. in Chicago.
The British law adopts the so-

called "polluter pays" principle
and requires companies to adopt
stringent pollution control mea-
sures.

However, the poor state of the
British economy is preventing
companies from spending extra
funds on the anti-pollution mea-
sures that are required by the
law, Mr. Siesko said.

Authorities recognize the
problems that companies face
and are not currently enforcing
compliance with the anti-pollu-
tion measures, but this stance is
bound to change, he said.

"It will change and the change
may come overnight and com-
panies will be caught out."

To address the present and fu-
ture problems of managing the
environment, companies must
develop their own strategies for
managing environmental risks,
said Andrew Hicks, managing
director and chief executive of

Bowring London U.K. Ltd.
"Environmental risks are ideal

for the classical risk manage-
ment approach of identify the
hazards, assess the risk, elimi-
nate and reduce the risk, and fi-
nance or insure the residual

risk," he said.

However, the financing aspect
is difficult because insurance for

pollution damage is scarce, Mr.
Hicks said. As a result, the em-
phasis must be placed on risk as-
sessment and control, he said.

This is made more complex
and difficult due to the mass of

European Community legislation
on the environment over the past
10 years, he said.

"In excess of 300 pieces of leg-
islation have been processed in
that time, ranging from the sul-
phur content of gas oils, to
(chlorofluorocarbon) manufac-
ture, to the quality of bathing
water," Mr. Hicks said.

The financial consequences of
not adequately meeting these re-
quirements is severe, he said.

Companies can face the loss of
production if a plant is shut
down for non-compliance with
environmental regulations; sales
can drop if the public, which is
growing more environmentally
aware, deems a firm to be en-

vironmentally irresponsible;
companies may find that the cost
of decontaminating polluted
land is more than the value of the

land itself; and cleanup costs can
be staggering, Mr. Hicks said.

The strategies that companies
adopt to cope with pollution
problems should become part of
their corporate philosophy and
should emanate from top man-
agement, he said.

As part of its strategy, a com-
pany should regularly audit the
performance of its environmen-
tal policy, and it should monitor
any improvements, according to
Mr. Hicks.

Companies also should not fail
to investigate their sites now for
fear of what they may find, he
said. "If you investigate now,
you benefit because if you know
the extent of the problem, if one
exists, you can develop a rea-
soned approach to resolution of
the problem. And, the timing and
expense is under your control
rather than imposed on you."

The few underwriters that do

offer gradual pollution coverage
should be equally careful when
they are underwriting the poli-
cies, said Juerg Spuehler, vp,

Continued on nezt page
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Federal-level oversight
of insurance industry
is inevitable: Lobbyists
Insurer failures raise questions

By JERRY GEISEL

ANAHEIM, Calif.-It is only a
matter of time before Congress
enacts legislation to regulate the
solvency of insurance companies
at the federal level, several in-
surance industry lobbyists say.

"I think it is a less question of
whether we will see federal regu-
lation of insurance, but when,"
said Barbara Haugen, director-
federal affairs with the National

Assn. of Insurance Brokers in

Washington, D.C.
"I strongly believe some form

of federal regulation is inevita-
ble. It only is a question of
when," said Laurie Londoner,
vp-government and industry af-
fairs with Alexander & Alex-

ander Inc. in Washington, D.C.
Speaking at the Risk & Insur-

ance Management Society con-
ference, Ms. Haugen identified
several forces fueling the drive
for federal solvency regulation:

• The interest of John Dingell,
D-Mich., who is chairman of the
House Energy and Commerce
Committee, in federal solvency
legislation.

Rep. Dingell's staff currently is
drafting comprehensive solvency
legislation that is expected to be
introduced soon in the House

(see story, page 1).
• The worry of other members

of Congress that the failure last
year of Executive Life Insurance
Co. and the state takeover of Mu-
tual Benefit Life Insurance Co. is

Pollution coverage
Continued from previous page
product coordinator-casualty at
Swiss Reinsurance Co. in Zurich,
Switzerland.

In fact, the risks of providing
pollution coverage may seem so
extreme that it is questionable
whether an insurer or reinsurer

should offer any coverage, he
said.

"In my view it is a true chal-
lenge to the reinsurance un-
derwriter," Mr. Spuehler said.

The nature of environmental

risks makes them difficult to as-

sess, he said.
For example, the claims are

spread out and increase gradu-
ally; the pollution is often not
restricted to its source and it can

be carried long distances
through the air, water or soil;
and the risks are dynamic and
are constantly changing for tech-
nical, legal and social reasons,
Mr. Spuehler said.

Because of these difficulties,
few insurers offer gradual pollu-
tion coverage, which pushes pre-
miums rates up, he said.

Those underwriters that do

offer coverage will continue to
do so only if they are confid-
ent that they are able to ade-
quately assess the risks, Mr.
Spuehler said.

"There must be a good rela-
tionship between the policy-
holder and the insurer, and it
must be a long-term relation-
ship," he said.

If the insurer and policyholder
can agree to at least a three-year
policy period, the insurer bene-
fits from guaranteed premium
volume, Mr. Spuehler said. And,

indicative of the weaknesses of

state regulation.
"The failure of Executive Life,

coupled with problems at Mutual
Benefit, triggered a whole new
set of questions about how well
the states regulate the business
of insurance," Ms. Haugen said.

• The support from a number
of trade groups-including
RIMS, the American Insurance
Assn. and the Insurance Sol-

vency Coalition, a group of bro-
kers, insurers and policyholders
-for some type of federal sol-
vency regulation.

Earlier this month, RIMS re-
leased a policy statement- calling
for federal regulation of prop-
erty/casualty insurers writing
coverages for large commercial
policyholders (BI, April 6).

An AIA proposal would allow
all insurers to opt for federal
regulation, while the ISC plan
would allow only large commer-
cial insurers to choose federal

regulation (BI, Feb. 3).
"Key segments of the industry

support some role for the federal
government in regulation. The
individual states have a limited

ability to regulate a global insur-
ance industry," Ms. Haugen said.

At the same time, public anger
over the savings and loan fiasco
is pushing Congress to act before
problems develop in another fi-
nancial services industry, said
Peter Lefkin, vp of government
and industry affairs in the Wash-

Continued on next page

the policyholder benefits by
avoiding wild fluctuations in
price from year to year.

Underwriting the coverage is a
three-part process: risk assess-
ment, wording the policy and
rating the risk.

The risk assessment begins
with a questionnaire for the po-
tential buyer. "This indicates to
us whether the risk is insurable

and, if it is, we can offer tenta-
tive, non-binding quotes," Mr.
Spuehler said.

The insurer next conducts a

site survey to more accurately
assess the risk, he said.

The wording of the policy must
be carefully drafted so that the
risks are specifically defined, Mr.
Spuehler said.

"The environmental impair-
ment events must be defined very
carefully because the un-
derwriter does not want to pick
up ecological losses on property
not owned by the insured," he
said.

The policy also must contain a
precise definition of what sud-
den and accidental pollution and
gradual pollution mean, Mr.
Spuehler said.

The rating of the risks must be
based on a policyholder's expo-
sures rather than past experi-
ence, he said.

"Things are changing so
quickly and experience does not
take account of what will happen
in the future," Mr. Spuehler
said.

The session was coordinated

by Myra Tobin, managing direc-
tor of Marsh & MeLennan Inc.,
New York. •



Continued from previous page
ington, D.C., office of Fireman's
Fund Insurance Co.

"Having taken so much politi-
cal heat for being asleep at the
switch for its failure to prevent
the savings and loan debacle,
Congress is loathe to make the
same mistake twice," Mr. Lefkin
said.

"Obviously, the financial con-
dition of the insurance industry
is far more sound than the
S&Ls'. Nonetheless, many in
Congress are unconvinced and
even if the system is secure, they
don't want to take the heat if

something goes wrong."
While support for federal sol-

vency regulation is increasing,
no such legislation is likely to
be passed soon, Ms. Haugen said.

"The earliest I think we will
see action on a bill to create a
federal insurance regulatory
agency will probably be the end
of the next Congress, which runs
from 1993 through 1994."

Even if legislation is enacted
within two years, it would take
several years for a new federal
regulatory agency to get up and
running.

This relatively slow legislative
track is probable for several rea-
sons, even as support for federal
solvency regulation increases,
Ms. Haugen said.

While support for a federal
role is rising, a consensus has not
been reached on the extent of the

federal role, Ms. Haugen ex-
plained, noting the differing po-
sitions on federal regulation
taken by RIMS, the AIA and the
ISC.

At the same time, any proposal
could be slowed down by stiff
opposition from a number of
other trade groups, including the
Alliance of American Insurers,
the National Assn. of Indepen-
dent Insurers, the American
Council of Life Insurance and

several agents' associations.
To defuse that opposition,

backers of federal regulation will
have to trade away specific pro-
visions to win support of an
overall plan.

"The initial proposal will have
lots more bells and will be far

more detailed than any bill that
gets finally enacted. Unlike tax
bills that turn into Christmas
trees with every member of Con-
gress adding a favorite provision,
a proposal to enact a federal reg-
ulatory agency will have to be
pared down to win enough sup-
port for enactment," she said.

For now, though, the immedi-
ate focus will be on the upcom-
ing Dingell solvency legislation.

Ms. Haugen said her best guess
is that the proposal will give in-
surers the option to choose fed-
eral or state regulation.

At the same time, the proposal
will include provisions for fed-
eral regulation of reinsurance
and will attempt to regulate off-
shore insurers.

"I also think it will set mini-

mum standards for state regula-
tion and will aim at a national

system for liquidating insolvent
carriers," she said.

Turning to another issue, Ms.
Haugen says enactment this year
of legislation that would remove
several key insurance industry
exemptions from federal anti-
trust law under the McCarran-
Ferguson Act is all but out of the
question.

That proposal, H.R. 9, was in-
troduced by Rep. Jack Brooks,
D-Texas, and cleared the House
Judiciary Committee last year.

"We think it could pass (the
House), but there is no wide-
spread support in the Senate,"

Ms. Haugen said.
The entire insurance industry

opposes the bill, she pointed out.
Among other things, insurers say
the bill throws into doubt
whether they or advisory rating
groups-without fear of trigger-
ing antitrust litigation-can
jointly trend loss data (BI, Nov.
25, 1991).

Still, while the industry op-
poses the Brooks bill, many in-
surers would support scaling
back the McCarran-Ferguson
Act because it draws so much

criticism from consumer groups,
Mr. Lefkin said.

The session was moderated by
Stephen M. Wilder, assistant
treasurer-risk management at
The Walt Disney Co. in Burbank,
Calif. It was coordinated by W.
Lee Carter III, vp and director of
research and development with
A&A in Dallas. I
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Groups stake out positions in federal regulatory debate
House stafer expects release of legislative draft soon,
although there may be no action before November

By MARK A. HOFMANN

ANAHEIM, Calif.-A draft of

a congressional proposal for fed-
eral regulation of insurer sol-
vency will probably be released
in the next few weeks, says a
Capitol Hill staffer.

John B. Chesson, counsel to the
U.S. House of Representatives'
Subcommittee on Oversight and
Investigations, said that his
"best guess" is that a draft of a
federal solvency law will be is-
sued this spring, though he was
not certain whether action would

be taken before the November

elections (see story, page 1).
"If it doesn't pass this year,

we'll have a running start" in
1993, predicted Mr. Chesson.

And if a major insurance com-
pany fails in the near future,
congressional attention will
focus even more sharply on the
matter, he said.

Mr. Chesson made his predic-
tions during a discussion at the
30th annual Risk & Insurance

Management Society conference.
Maurice W. Slayton, president

and chief executive officer of

Conning & Co., a Hartford,
Conn.-based consultant, agreed
that the federal government is
likely to get involved in solvency
regulation, which has been re-
served to the states since 1945 by
the McCarran-Ferguson Act.

"The insurance industry is re-
sponding to the threat of federal
intervention in regulating sol-
vency," he said. But Mr. Slayton
added that the solvency agenda
drawn up by the National Assn.
of Insurance Commissioners

"faces many hurdles and it seems
likely that the federal govern-
ment will probably have a role in
regulating the industry."

Mr. Slayton predicted that any
federal authority would be

phased in over several years.
The insurance industry itself is

divided over both the desirabil-

ity of a role for the federal gov-
ernment and the shape that role
should take.

For example, the American In-
surance Assn. has come out in

favor of a two-tiered approach in
which insurance companies
could choose to be regulated by
the federal government.

The federal authorities would

have the power to regulate some
personal lines insurance com-
panies (BI, Feb. 3).

Another less formal organiza-
tion-the Insurance Solvency
Coalition-would limit federal

regulation to solvency only, and
to "large" commercial insurers
only.

The ISC-which currently con-
sists of three national insurance

brokerages, American Interna-
tional Group Inc. and Dow
Chemical Co.-advocates leaving
the regulation of small insurance
companies and personal lines
companies in the hands of state
regulators.

Although the National Assn. of
Insurance Brokers has not deve-

loped a formal position, it would
support a federal role to improve
solvency regulation, said Robert
J. Murphy, president of the
Washington, D.C.-based trade
group.

The NAIB may announce a po-
sition next month, added Mr.
Murphy, who is also a senior vp

at Alexander & Alexander Inc. in

Lyndhurst. N.J.
According to Mr. Murphy, at

least two other trade groups-In-
dependent Insur-ance Agents of
America and National Assn. of

Casualty & Surety Agents-have
expressed a -willingness to con-
sider a federal role.

But strong opposition to fed-
eral solvency regulation remains
from lwo major insurance com-
pany groups: the Alliance of
American Insurers and the Na-

tional Assn. of Independent In-
surers.

One group that endorses the
general concept of federal sol-
vency regulation but has not en-
dorsed a specific plan is RIMS
itself (BI, April 6).

Lucille A. Gallagher, RIMS
vp-government affairs and mod-
erator of the session, said that

the trade group will probably
announce a formal proposal in
the near future. Ms. Gallagher is
also vp-risk management of
Montfort Inc. in Greeley, Colo.

RIMS announced its support of
federal solvency regulation in
principle later during the confer-

WEAPPROACH

YOUR VALUED ACCOUNTS

WITH A LONG VIEW.

ence. The announcement, made
by President Robert W. Esen-
berg, endorsed neither the AIA
nor ISC proposals.

Mr. Chesson, who works with

House Energy and Commerce
Committee Chairman John Din-

gell, D-Mich., said that Rep.
Dingell believes "that to say the
federal government has no role
in (solvency regulation) doesn't
make sense."

State regulation seems incapa-
ble of dealing with insolvencies
of the magnitude of those cur-
rently rocking the industry, like
the failure Executive Life Insur-

ance Co., Mr. Chesson said.

"The old system just isn't
working the way it ought to, '
said Mr. Chesson.

When you place a Custom Account with
Transamerica Insurance, we'll stay on course
with you for years to come. We'll earn your
business with a creative and flexible approach
to larger commercial risks. And well stand
behind our commitment through calm or
stormy waters. So if you're looking fora Custom
Accounts market that can go the distance,
go with a company that isn't just getting
its feet wet.

TRANSAMERICACOMMERCIAL INSURANCE ®
THE POWER OF THE PYRAMID IS WORKING FOR YOU'

© 1991 Transamerica Corporation

He made clear, however, that

Rep. Dingell is not out to junk
the current regulatory system.

"There's got to be some legiti-
mate way state governments and
federal government can work to-
gether," said Mr. Chesson. He re-
peated that it is not Rep. Din-
gell's view "that state regulation
should b€ eradicated."

Looking ahead, Mr. Chesson
said that in addition to drafting
some sort of federal solvency re-

Continued on next page

John B. Chesson, Maurice W.
Slayton, Robert J. Murphy and
Lucille A. Gallagher discussed
the route that federal regulatory
proposals could take.
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gulation, Congress would be ex-
amining a number of insurance-
related issues during the next
year.

The investigations subcommit-
tee, for example, held hearings
on the adequacy of state regula-
tion last week.

Mr. Chesson added that the

subcommittee should begin exa-
mining the role of insurance
holding companies in May or
June. There will also be an exam-

ination of the impact of Euro-
pean economic integration some-
time in the future.

Late this year or early next,
the subcommittee will hold hear-

ings on reinsurance subjects,
said Mr. Chesson.

"We've learned reinsurance is

the key to the primary insurer
(paying) its claim," Mr. Chesson
said.

He also cautioned his audience

not to underestimate Rep. Din-
gell's interest in insurance sol-
vency.

Rep. Dingell is "very, very vig-
orous on this issue and I can as-

sure you that it's not going to go
away," said Mr. Chesson.

Anne 0. Riser, director of
member services for the NAIB in

Washington, D.C., served as ses-
sion coordinator. I

Progress unlikely
on solvency laws,
say panelists on
insurance TV show

ANAHEIM, Calif.-The short-
term prospects for federal sol-
vency regulations are dim, ac-
cording to panelists on a segment
of "The Premium Dollar Today."

Attendees of the 30th annual
Risk & Insurance Management
Society conference were admit-
ted to the taping of the segment
in the Anaheim Convention Cen-
ter.

George Bernstein, a Washing-
ton, D.C., attorney and former
regulator, predicted there would
be no congressional action on
federal solvency regulation this
year. "No one ever lost money
underestimating the courage of
Congress," he said.

Philip F. Petronis, managing
director of Marsh & McLennan
Inc. in New York, agreed with
that assessment. He added, how-
ever, that a major insolvency in
1992 could spur Congress to act.

Kathleen Walters, director of
risk management and insurance
for Temple University in Phila-
delphia, predicted that the No-
vember election will bring
changes to Congress as incum-
bents are defeated or choose to
retire.

Regardless of what happens in
Congress, Ms. Walters said the
most important thing to her as a
risk manager is an assurance
that the insurer with which she
deals remains solvent.

The episode dealing with sol-
vency regulation aired April 7 on
the USA cable network.

"The Premium Dollar Today"
is sponsored by Reliance Na-
tional Insurance Co. in associa-
tion with the Society of Char-
tered Property & Casualty
Underwriters, KPMG Peat Mar-
wick Financial Services and
A.M. Best Co. RIMS was a co-
sponsor of this particular seg-
ment.

Business Insurance provides
special editorial assistance to the
series.

-By Mark A. Hofmann



56 / Business Insurance, April 13, 1992

Spotlight report
A 1

THE SPECIALISTS IN TEXAS SELF-INSURANCE

---I )\• As one of the leading risk management consulting firms,
% we can help you so'rt out the advantages and disadvan-l

\rages of self insurance.
/ e Knowledgeable in all aspects of sel f insurance consulting,

off&ing comprehehsive programs in risk control, claims

 • Actuaral claims analysis and budget projections.

manag'ement an*medical networks, as well as specialized
excesslinsurance analysis.

 • Broketage inquiries invited.
rProviding risk management advice to clients for 57 years.

' N Hiak AIN11NA 111.
4828 Loop Central, Ninthoor Houston, Texas 77081 713/661-9933 FAX: 713/669-4724

Crawford
CRAWFORD & COMPANY

Risk Management Services
Claims Services

HealthCare Management
Information Systems

Risk Control/The FPE Group
Risk Sciences Group

Graham Miller International

Crawford & Company • 5620 Glenridge Drive, NE • Atlanta, GA 30342 • (404) 256-0830

Credit, political risk
coverage to be used
only as Glast resort,'

Instead, multinationals must limit risks 
By GAVIN SOUTER

ANAHEIM, Calif.-Risk man-

agers should implement several
strategies to protect their world-
wide credit and political risk ex-
posures since finding coverage

for these risks is difficult, a bro-
ker and underwriter advise.

But, the coverage will be an in- 
tegral part of multinationals' in-
surance programs by the begin-
ning of the next century, an
insurer executive predicts.

Various credit and political
risks can threaten companies' in-
vestments abroad, noted Jacque-
line Deane, regional manager for
trade and political risik with
American International Un-
derwriters North America Inc. in
San Francisco.

Those risks include: confisca-

tion, expropriation, nationaliza-
tion, deprivation and selective
discrimination; war and terror-
ism; currelicy inconvertibility;
non-payment of acc6unts;
wrongful calling of standby let-
ters of credit; export and import
embargoes; and forced divesti-
ture in companies.

But several risk management
strategies can be adopted to cur-
tail the risks, Ms. Deane said in a
session during the recent 30th
annual Risk & Insurance Man-

agement Society conference.
For example, companies can

avoid trading with or establish- 
ing subsidiaries in high-risk
countries.

"This works, but if you have
subsidiaries anywhere overseas,
in the long term you can get
caught. You only have to look at
the Philippines to see how
quickly things can change," Ms.
Deane said.

Companies also can ingratiate
themselves with a government
before setting up operations
there by explaining that they
will be contributing to the coun-
try's economy as well as provid-
ing employment and job train-
ing.

"This is usually a safer bet, but
if, for example, the government
of the country is taken over by
religious fahatics, they might not
think that you are acting in their
people's best interests," Ms.
Deane said.

To reduce these risks further,
companies should ensure that
they spread their risks and do
not have all of their foreign sub-
sidiaries in one country, Ms.
Deane said.

One of the most effective ways
to reduce risks is to obtain a sov-

ereign immunity waiver from
countries where governments
might renege on commercial
agreements, said David Forrest,
managing director of broker
Fenchurch Special Risks Ltd. in
London.

"This enables you to bring a 4
government to your agenda," Mr. 1
Forrest said.

assets of that country that are
located in countries friendly to

the policyholder's government to 
promised payments, he said.

grant a sovereign immunity

Continued on next page
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really mean to pay us, you won't
mind, or if you do mind, then do
you really really mean to pay
us,' " Mr. Forrest said.

Alternatively, risk managers
can barter with governments
that are unlikely to have the
funds to pay their company and
accept goods that are readily
convertible to cash elsewhere, he
said.

If this is not possible, then risk
managers should ensure that
they can arbitrate with their
trading partners, Mr. Forrest
said.

"When all else fails, make sure
you have a good arbitration
clause and then insure against
that not being honored," Mr.
Forrest said.

This coverage is a last resort,
because claims are not usually
paid quickly,

However, it is a good "long-
stop provision," Mr. Forrest
said.

Mr. Forrest and Ms. Deane also
offered suggestions for obtaining
the little credit and political risk
coverage that is available in the
market today.

When companies buy credit
and political risk insurance, they
should separate their risks into
goods and services, Mr. Forrest
advised.

"Services should be short-term

and provided on a monthly basis,
so if you don't get paid, you just
stop work. This is much cheaper
than buying insurance," he said.

Trade between the parent com-
pany and its foreign subsidiaries
should be eliminated from the

coverage, since this trade should
involve no risk, Mr. Forrest said.

Export trade usually can be
insured by government agencies,
but to cover the more volatile re-

maining risks, risk managers
have to go to the commercial in-
surance market.

But, "at this stage, we are
looking at the thin edge of the
wedge," he said.

The exposures often are high
risk, and it is difficult for a bro-
ker to persuade an insurer that
they are worth underwriting.

Consequently, there are only
about six players in the market,
and they are all struggling to
make an underwriting profit on
their political risk and credit
business, he said.

But, by underwriting world-
wide coverage, underwriters see
that they have a chance to make
a profit, and the coverage will be
more cost-effective for risk man-

agers, Mr. Forrest said.
If an underwriter is only pre-

sented with risks in politically
volatile countries, the un-
derwriter will charge an exor-
bitant premium.

But if operations in less risky
countries are included, the pre-
mium will be more reasonable,
he said.

In the same way that risk man-
agers insure all of their buildings
against fire damage, they should
insure all of their foreign trading
units for credit and political risk
under a global program, Ms.
Deane agreed.

The folly of buying credit and
political risk coverage for only
"high-risk" countries was shown
during the Persian Gulf War, she
said. "Kuwait was a small,
friendly country; it was
pro-United States; rich; and
there was thought to be no politi-
cal risk in Kuwait."

As a result, the only AIU poli-
cyholders that were covered for
political and credit risks in
Kuwait at the time of the war

were those that had bought cov-

erage on a worldwide basis, Ms.
Deane said.

"What I try to get through to
people is that I do not have a
crystal ball, and I do not know
which country will have the next
political crisis," she said.

Although credit and political
risk insurance has been available

since the 1970s, trading com-
panies do not automatically buy
it, Ms. Deane said.

And, those companies that buy
coverage are mainly insuring in-
dividual contracts rather than

their worldwide operations, Ms.
Deane said.
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The folly of buying credit and political risk coverage
, for only 'high-risk' countries was shown during the

Persian Gulf War, says Ms. Deane. 'Kuwait was a
small, friendly country; it was pro-United States;

rich; and there was thought to be no political risk.'

But, this approach is gradually
changing.

"Within the next 10 years,
most multinational companies
will buy worldwide blanket cov-
erage for their credit and politi-

cal risks," according to Ms.
Deane.

These policies offer protection
in six main areas:

• Equity in foreign subsi-
diaries.

• Inventory located in foreign
countries.

• The ability to remit profits
and dividends.

• Accounts receivable.

• Standby bank letters of
credit issued as guarantees.

• Revenues.

The session was moderated by
John Pinner, assistant treasurer
at Mattel Inc. in El Segundo,
Calif.

Susan Randall, vp and politi-
cal/credit manager at Rollins
Burdick Hunter International

Inc., in Universal City, Calif.,
coordinated the session. •

"Droress in industry depends largely on the
enterprise of deep-thinkins men and women
who are ahead of the times in their ideas.

·6ir William [Ilis
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Spotlight report

More suits against executives expected
New laws broaden officers, liability

By JOANNE WOJCIK

ANAHEIM, Calif.-Risk man-

agers must protect corporate ex-
ecutives from exposures that ex-
tend beyond the typical directors
and officers liability risk, D&0
experts say.

Juries angered by the wealth
differential created by "Reagan-
omics" increasingly are award-
ing huge sums to victims of cor-
porate decisions, said William D.
Smith, president of National
Union Fire Insurance Co. of

Pittsburgh, Pa., a New York-
based unit of American Interna-

tional Group Inc.
And, newly enacted federal

laws, like the Americans with
Disabilities Act and the Civil

Rights Act of 1991, will make it
easier for workers to sue their

employers for discrimination,
wrongful termination and sexual
harassment, among other things,
pointed out Corbette S. Doyle,
senior vp at Willis Corroon Corp.
in Nashville, Tenn.

Furthermore, corporate board
members are increasingly tar-
geted in Securities and Exchange
Commission litigation charging
mismanagement, conflict of in-
terest or self-dealing, observed
Ray Hodges, vp and risk manager
at National Medical Enterprises
Inc. in Santa Monica, Calif.

However, some insurers are in-
troducing new coverages to pro-
tect corporate executives from
such exposures, Ms. Doyle as-
sured risk managers attending a
session at the 30th annual Risk &

Insurance Management Society
conference.

The current economic down-

turn is contributing to the recent
surge in lawsuits filed against
corporate executives, according
to Mr. Smith of National Union.

"The fact that virtually all cases
filed against executives are in
urban areas spells difficulty for
corporate executives perceived
as 'rich' by juries angry with the
wealth differentiation."

Ms. Doyle agreed: "A lot of ex-
ecutives can be characterized as

Michael Milken, especially if the
jury members make as much
money as the maid of the execu-
tive on trial."

Mr. Milken, a former official of
New York-based securities firm

Drexel Burnham Lambert Inc.,

was sued by numerous individu-
als, companies and government
entities for fraud, negligent mis-
representation and breach of fi-
duciary duty, among other
things. Insurers are expected to
contribute about $100 million of
a proposed settlement of the civil
suits against Mr. Milken, who
also was convicted on six counts

of securities-related violations

and is serving a 10-year prison
sentence (BI, Feb. 24).

Furthermore, what corporate
executives know about their

business can hurt them when

they serve on outside boards, ac-
cording to Mr. Smith.

One case that could spell trou-
ble for corporate executives is a
June 1991 U.S. Supreme Court
ruling involving Virginia Bank-
shares, which was sued by share-
holders who alleged their stock
was undervalued in a majority
buyout.

In that case, which was dis-
missed at both the trial and ap-
pellate court levels, the Supreme
Court found that corporate
board members had sufficient fi-

nancial expertise to know that
an outside analyst's valuation of
the minority shareholding was
too low, Mr. Smith said.

As a result of this ruling, cor-
porate executives who serve on
outside boards "will be held to a

higher standard, especially if
they are a 25-year CFO at an-
other company," he said.

D&0 liability is expanding be-
yond the traditional D&0 risk,
agreed Willis Corroon's Ms.
Doyle.

For example, while corporate
boards usually have a fiduciary
duty to shareholders, there is an
increasing trend for courts to say
they also owe a duty to creditors,

she said. "If a company is on the
verge of insolvency, the corpo-
rate board must consider both

the long-term and short-term
owners of the company."

In addition, the personal assets
of corporate executives serving
on outside boards are likely to be
targeted in D&0 litigation fol-
lowing the precedent set in the
Milken case, Ms. Doyle said.

But, at least four new insur-
ance products have been intro-
duced in the last month that can

protect corporate executives
from broader exposures, she
noted.

For example, Chubb & Son
Inc. and AIG unit Lexington In-
surance Co. recently began offer-
ing "Employment Practices Lia-

bility Insurance." These policies
are designed to provide employ-
ers a defense and indemnifica-

tion for unapproved acts by em-
ployees giving rise to discrim-
ination, wrongful termination,
sexual harassment and other

claims by current or former
workers or job applicants (BI,
March 23).

Lexington's policy provides up
to $5 million in primary or ex-
cess limits to pay for claims of
discrimination, wrongful termi-
nation and sexual harassment.

Chubb's policy provides up to
$10 million in primary or excess
limits to respond to those claims
and others, including failure to
promote, breach of employment
contract and misrepresentation

f

A substance abuse

program at work

can save employers

money on Insurance

or defamation.

Wrongful employee termina-
tion was the most frequently
cited source of a D&0 claim last

year, according to the annual
D&0 liability survey conducted
by The Wyatt Co. (BI, Feb. 24)

In addition, Corporate Officers
& Directors Assurance Ltd. of

Bermuda will provide up to $25
million in primary or excess dif-
ference-in-condition coverage
through an endorsement that
covers corporate executives serv-
ing on outside boards, Ms. Doyle
noted.

Aetna Casualty & Surety Co. of
Hartford, Conn., provides $30
million of excess DIC coverage
with its broad form D&0 liabil-

ity policy, she confirmed.
Mr. Hodges of National Medi-

cal Enterprises moderated the
session. Ms. Doyle coordinated
the session. •



Looking beyond insurer ratings
Risk managers must decide for themselves, broker says

By JUDY GREENWALD

ANAHEIM, Calif.-Risk man-
agers must be savvy about rating
agencies' perspectives when eva-
luating their insurer ratings, ·and
then make their own decisions, a
brokerage executive advises.

For instance, A.M. Best Co.
rates policyholder confidence
and an insurer's ability to pay
claims in addition to other quan-
tifiable and qualifiable factors,
said Richard A. Riley, president
of Chicago-based Rollins Bur-
dick Hunter Co.

But one of Best's primary
functions is to keep insurers in
business and avoid insolvency,

/

-257

he said. While this is admirable,
with this perspective, "you may
not be reacting as quickly to bad
situations as you might other-
wise," Mr. Riley said.

On the other hand, other rating
agencies, including Standard &
Poor's Corp. and Moody's Inves-
tors Service Inc. in New York

and Chicago-based Duff &
Phelps Inc., stress quantifiable
data and "they could tend to
overreact to numbers," he said.

Mr. Riley discussed rating
agency perspectives during a
session at the 30th annual Risk &

Insurance Management Society
conference.

In evaluating an insurer's rat-

ings, Mr. Riley said that risk
managers should also be aware
that identical ratings from dif-
ferent agencies could mean quite
different things.

For instance, Best says it gives
its "A" rating, its third-highest
mark, to companies that have a
"strong ability to meet their pol-
icyholder and other contractual
obligations over a long period of
time."

But S&P, where an "A" is only
the sixth-highest mark, says it
gives this rating to insurers
whose "capacity to meet policy-
holder obligations is somewhat
more susceptible to adverse
changes in economic or under-

r--9
It call also

save employees.

It costs more to replace an employee than
it does to rehabilitate one. A substance

abuse program at work may also reduce
accidents and insurance premiums. Best
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like us to send some helpful guidelines for
setting up a substance abuse program at
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writing conditions than more
highly rated insurers."

Furthermore, there are some

significant differences in the dis-
tribution of ratings by major rat-
ing agencies, said Mr. Riley.

Best, for instance, gives a rat-
ing that is the equivalent of
"good" or "better" to 79% 6f the
life and health insurers it rates,

while 95% of S&P's ratings and
93% of Moody's for the life and
health insurers they rate are con-
sidered "good" or "better."

Mr. Riley also discussed a Best
study of the ratings it gave insur-
ers that became insolvent from

1969 through 1990. Forty-five of
these companies received an N A "

rating three years before their
insolvencies, according to Mr.
Riley. Forty-one were rated "A"
two years prior to their insolven-
cies, while 26 still had an

rating one year prior, and six

© 1991 Aetna Life and Casualty Company

were still rated "A" the year they
became insolvent.

Although on the face of it, six
may look good, "that's not really
good enough," he said.

Rating agencies that down-
grade an insurer face the poten-
tial problem of creating a "run
on the bank," which was consid-
ered one factor in Mutual Benefit

Life Insurance Co.'s problems,
acknowledged Mr. Riley (BI, July

mid and becomes self-fulfilling."
Look at the data and weigh it

yourself, he advised risk manag-
ers. No one, including the broker,
is likely to come right out and
say, "Get your business out of
there; this company's becoming
insolvent," said Mr. Riley. Risk
managers must make the deci-
sion themselves.

There is a pattern in insurer
failures, he said. Most come right
at the end of a soft cycle, which
means now "is the time to be

very careful," he said.
In 1975, for instance, just be-

fore the hard market, there were
29 insolvencies, while there were
only nine in 1974 and eight in
1976. And in 1985, there were 49

insolvencies, compared with 26
in 1984 and 25 in 1986. The in-
solvencies in 1975 accounted for

1% of all property/casualty com-
panies, while they amounted to
1.4% of the total in 1985.

To the extent that there is an

insolvency problem, risk manag-
ers who chase the lowest price
contribute to it, said Russell
Miller, chairman of San Fran-
cisco-based Russell Miller Inc.,
an investment banking firm spe-
cializing in insurance.

Mr. Miller contended that risk

managers contribute to the prob-
lem of insolvencies when, given a
choice between obtaining a pol-
icy from the Travelers Insurance
Co. or the Hartford Insurance

Co. for $375,000 or "Sleaze Mu-
tual" for $26,400, they pick the
latter.

One way to avoid a problem is
to pick a large insurer, which is
much less likely to go out of
business, Mr. Miller said. Risk
managers should also avoid com-
panies that are broker con-
trolled, he said.

Urging risk managers to keep
their eyes and ears open, Mr.
Miller added that there are few
insolvencies where "there's not a

lot of stuff in the press" and a lot
of talk about a company's immi-
nent demise beforehand.

Also, "Go get the primary
source," the convention state-
ment the insurer files with state

regulators, said Mr. Miller. Even
companies that try to be decep-
tive have to report their reserve
information on Schedule P, and
problems can be detected by an-
alyzing this data, he said.

There are other signs as well.
Mission Insurance Co., for in-
stance, wanted to write a lot of

business in the last few years be-
fore it failed, Mr. Miller said. To
generate premium volume, it
paid commissions to brokers
even before they had written the
business, he added.

"That ought to tip off even the
dimmest of us," he said.

Also speaking at the session
was Mark R. Goodman, an attor-
ney with Lord, Bissell & Brook
in Chicago. The session was mo-
derated by Mike Kelly, director
of risk management at Seco-
merica Inc., in Newport Beach,
Calif. The coordinator was John

F. Roskopf, vp of Rollins Burdick
Hunter. The session was pre-
sented in cooperation with the
National Assn. of Insurance

Commissioners. I
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All companies need it, experts say
By GAVIN SOUTER

ANAHEIM, C alif.-Catastro-
phe insurance has one overriding
function: ensuring corporate sur-
vival.

The amount 01 high excess lia-
bility coveage Furchased varies
from company u company, but
some type of catastrophe cover-
age should be included in all in-
surance prograins say several
insurance Exper-3.

With so much at stake, com-
panies shc uld take great care in
evaluating their exposures and
structuring thEir catastrophe
programs, panelists said in a ses-

sion titled "How High is Up?
Evaluating Limits" at the recent
30th annual Risk.& Insurance

Management Society conference.
"In some cases companies be-

come insolvent because they did
not buy enough insurance cover-
age, and in other cases risk man-
agers lose their jobs if the com-
pany survives but they are
blamed for not buying enough
coverage," pointed out Robert
Lehmann, director of risk man-
agement at Coca-Cola Enter-
prises Inc. in Atlanta.

To prevent either possibility,
he advises buying catastrophe
insurance for automobile, gen-

Get the advantages of \*rrnonfs
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enced independent cap-

tive manager. Full service
from formation to oper-
ation, regulatory re-
porting, accounting,
reinsurance, invest-
ment. Exclusive

providers of the most
comprehensive and

timely financial report-
ing available. Plus the

choices and cost savings
available only through an

independent.
H. Uncoln Miller, CEO Michael T. Rogers, COO

Enera in alternative market mechanisms. Prime Movers of law.

Vermont Insurance Management
P.O. Box 306. Montpelier. Vermont 05601

eral liability, product liability,
directors and officers liability
and any other liability exposures
that could lead to a huge loss.

When deciding on limits, risk
managers should consider both
foreseeable and unforeseeable

losses, Mr. Lehmann said.
One factor to consider when

calculating foreseeable losses is
the size of court awards handed

down in various jurisdictions.
To cover unforeseeable losses,

consider how much the company
can afford to bse, MI. Lehmann
advised. "Wha: you are trying to
do is save the corporation, not
premium dollars."

In the event of a c atastrophic
loss, risk managers should take
charge, he said.

"If someone does not step
up...the group will gravitate to-
ward the most optimistic out-
look, and they will no: anticipate
the catastrophic losses," Mr.
Lehmann said.

When settling catastrophe
claims, he advised having local
attorneys who have a good rela-
tionship with plaintiffs' lawyers
conduct the negotiations.

The frequency and severity of
large liability rlaims are increas-
ing, pointed )ut W:lter Scott,
president and chief executive of
ACE Ltd., a policyholder-ini-
tiated, high-excess liability in-
surer in Hamilton, Bermuda.

"Social inflation, where the
value of a human Iife is held

higher by socrety, ard the sheer
increase in -business activity
mean that the frequency of large

A

r

efforts used to
e*t rt- 1 tor 6 coauolee co ers«:55 

.

 of rey#11 5. <0'

1 NA*je a. Te q»- , 0 :0

GRS gives newthey recei- i Meaning to the word
"rehabilitation® by offering you a :

variety of well-defined medical and
.,: , vocational (fS{ZgFB%(5mRA]SNIRIAIMRflr IN»5;83*j#YAEj  
5, that benefit employers as wellas workers. That's
.« because all of our programs afe designed to put
'  disabled workers on the fast tmck to a comeback.

i As America's largest IRmAS{IliSS
6 {51A[alljltfw 'WWWN"NA[Mi#17' @}**YRIP#@r[EN<

GRS can help you develop and administer a
disability cost containment pr6gram of your own. -
With AffitNZ lm*IRI i)@® @MP[Im* in

- the United States, Puerto Rico and Canada,

claims is increasing," he said.
Manufacturers have suffered

the mist losses exceeding $30
million, he said. Many manufac-
turers face asbestos claims, loss-

of-hearing claims and product li-
ability claims, Mr. Scott said.

Ranking second among the in-
dustries with the most large lia-
bility claims is chemicals and
pharmaceuticals. Next is the pe-
troleum industry, followed by
utilities.

Viewing claims in terms of se-
verity alters the picture, he said.
While manufacturers suffer the

most catastrophe losses, those
losses tend to be less severe than

those in other high-risk indus-
tries, Mr. Scott said.

Chemical and drug companies
have ' by far" the most severe ca-
tastrophe liability losses, he
added.

Underwriters have a lot of dif-

ficultly underwriting the wide
variety of catastrophe exposures,
Mr. Scott said.

"No price is right. There is no
way you will receive back from
the insured in premiums the
amount you pay for a catastro-
phe loss," he said.

For example, $130 million of
high- iayer catastrophe coverage
could produce a premium of
$440,000, he said. "Divide that
and you see that it would take
you 300 years to get your money
back/'

Consequently, Mr. Scott said,
catastrophe insurance is insur-
ance in its purest form: A lot of
people pay a relatively small pre-

f,

mium to cover the relatively
small number of people who have
a catastrophe loss.

ACE sets its prices by estimat-
ing how many policyholders will
suffer a catastrophe loss in one
>ear and what the costs of those
catastrophes might total. Premi-
Lms are then fine-tuned to re-

Elect the relative degree of risk
in different businesses, he said.

Available liability catastrophe
capacity varies between marine
and non-marine risks.

About $500 million in catas-

trophe capacity is available in
the non-marine market, accord-

ing to Mr. Scott. That compares
vith about $800 million in the
marine market.

When connpanies are deciding
how much of that capacity they
should purchase, they should
first conduct an objective analy-
sis of their operations, said Ro-
iert Hessel, senior vp at Becher
82 Carlson Risk Management Inc.
.n Marietta, Ga.

This should include an esti-

mate of the 10 worst possible po-
tential losses; consultation with
legal, risk management and
2lairns personnel; an analysis of
previous losses and near misses;
and an analysis of large losses
suffered by companies operating
in the same field, he said.

When deciding how much cov-
erage to buy, companies should
also consider the insurers they
use and the type of coverage they
need, Mr. Hessel said. "Always
choose people who have been in
the big-risk business for a while
and who are used to writing your
kind of exposures."

Mr. Lehmann moderated and

coordinated the session. m
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Financial reinsurance buyer's motto: Be prepared'
Merrill Lynch official says homework paid off in choosing among 'spectrum' of products

By JUDY GREENWALD son. "You're going to get some , was accomplished, she said, dis- countants and tax attorneys thatvery interesting ideas back." cussions with the reinsurer the deal was viable,- After analyzing the options, S 'were the easiest part of the Once this was done, everyone
'1 went to the (chief

the focus shifted to narrowing * financial officer) and transaction." in the company was comfortablethe field to two brokers to obtain 1103 It is important to involve a that there was "real risk-taking32« Spent 20 minutes andcompetitive bids. company's accounting, legal and involved," said Ms. Simpson.She noted that in Merrill * had a "yes," ' says tax personnel before committing The creditworthiness of the
" Lynch's case, there had been a ». to a deal, Ms. Simpson said. Un- reinsurer also is a significant4 MS. Simpson."false start" a year earlier, when 'f¥, .  fortunately, she said, many offi- factor, said Ms. Simpson. Sheit used the services of three bro- 4*" cers will not be familiar with noted that at the time of the

kers and three consultants work- these products and will say finite transaction, Zurich Internationaling on the project. However, the each step of the way," she said. risk transactions do not qualify (Bermuda) was not rated, al-company did not have a good in- Nevertheless, it took a lot of as insurance or reinsurance. though it has since received adication of where it wanted to preparation just to contact the This hurdle was overcome at double-A rating from Standardgo, she said. reinsurer, said Ms. Simpson, who Merrill Lynch by using its bro- & Poor's Corp.The second time around, estimated that 90% of the work ker's help to recruit an outside As a result, there were severalthough, Merrill Lynch had a bet- was done before initially con- tax attorney and by obtaining an phone calls between Merrillter idea of what it wanted to do. tacting Zurich International outside law firm's opinion to Lynch's credit department and"We found that we learned a lot (Bermuda). Once that homework demonstrate to in-house ac- Continued on nert page

ANAHEIM, Calif. Homework
is essential to successfully com-
pleting a financial reinsurance
transaction, a risk manager con-
tends.

"Know your risk very well,
advised Carolyn Simpson, vp of
corporate staff-insurance and
risk management for New York-
based Merrill Lynch & Co. Inc.

Ms. Simpson negotiated finite
risk reinsurance for her firm's fi-
delity exposures with Bermuda-
based Zurich International (Ber-
muda) Ltd., an affiliate of finite
risk specialist Centre Reinsur-
ance Holdings Ltd. (BI, March
30).

Homework also pays off when
selling management on the idea
of using a financial reinsurance
product.

Thanks to lu years of prepa-
ration, "I went to the (chief fi-
nancial officer of Merrill Lynch)
and spent 20 minutes and had a
'yes,' " she said.

Ms. Simpson discussed placing
financial reinsurance policies
during a session at the recent
30th annual Risk & Insurance
Management Society conference.
Other speakers forecast growing
popularity and acceptance of the
products, particularly when the
next hard market occurs.

One of the problems risk man-
agers encounter in obtaining fi-
nancial reinsurance is sorting
through the many different types
of programs, said Ms. Simpson,
who also moderated the session.
She defined financial reinsur-

ance as "any reinsurance trans-
action in which anticipated in-
vestment income is considered, a
dividend is payable for good loss
history and the reinsurer's ulti-
mate liability is capped."

There also is a full spectrum of
"blended programs" that com-
bine elements of financial rein-

surance and traditional stop-loss
coverage, she noted. These pro-
grams can be obtained directly
by a corporation or as a reinsur-
ance program fronted by a cap-
tive.

At Zurich International (Ber-
muda)'s request, Merrill Lynch's
coverage was written as reinsur-
ance, with the firm's Vermont-
based captive, Investor Protec-
tion Insurance Co., fronting the
program, she noted.

One of the first steps risk man-
agers interested in financial re-
insurance products should take
is to identify the risks the com-
pany is looking to finance, Ms.
Simpson said.

Analysis of historical data also
is important, she said. In her
case, she examined 10 years of
historical data, including premi-
ums, losses and paid claims. This
analysis, she said, helped Merrill
Lynch reach the conclusion that
purchasing traditional reinsur-
ance for its captive would not be
cost-effective.

The next step, she said, was to
approach brokers and/or consul-
tants for help in developing a
conceptual approach to a finan-
cial reinsurance deal.

Merrill Lynch found that the
various proposals differed in
form, substance and the amount
of risk shifting involved, she
said.

There was a "very, very exten-
sive amount of time required to
analyze the different options
available to us," said Ms. Simp-

lili .
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Continued from previous page
the reinsurer to make sure Mer-

rill Lynch was "comfortable"
with Zurich International (Ber-
muda)'s financial viability, said
Ms. Simpson. It is possible in
some cases, she noted, to guaran-
tee the investment portion of a
financial reinsurance contract

through a letter of credit.
There are significant benefits

to financial reinsurance vs. tra-

ditional reinsurance, according
to Ms. Simpson. For one, most
contracts return premiums for
good loss experience and permit
policyholders to share in invest-
ment income. Another is that it

allows "income smoothing," per-
mitting the policyholder to
spread the shock of a large loss
over several years, she said.

Terms of coverage are usually
more flexible than those of tra-

ditional insurance, said Ms.

Simpson, while the liability
limits are higher than in tradi-
tional insurance.

Ms. Simpson said she found
there were limits of up to $100
million available for a single
risk. In a normal insurance pro-
gram, to achieve these limits
there would have to be multiple
layers covered by different in-
surers, and there could be differ-

ent terms of coverage within the
various layers, she said.

The other major benefit to fi-
nancial coverage is that if the
loss experience is good, the long-
term cost is "far cheaper" than it
would be for traditional insur-

ance, because the policyholder is
sharing investment income plus
receiving the return premium if
there is good experience.

Ms. Simpson acknowledged in
response to a question that she
may have had an advantage as a
risk manager for a financial ser-
vices organization in obtaining
approval and that an industrial
firm could face some additional

problems.
But, "if you start a year in ad-

vance, you can adjust that bud-
get," she said.

Teresa Quarante, vp at John-
son & Higgins in New York, said
financial reinsurance will grow
increasingly popular among risk
managers.

One factor for this growth, she
said, is that the traditional in-
surance industry's capital and
surplus may erode. Furthermore,
there is a search for viable alter-

natives to pure self-insurance,
which can create financial re-

porting concerns, said Ms.
Quarante, who coordinated the
session.

Another factor fueling the
need for financial products is the
growth of "uninsurable" liabili-
ties like environmental liabili-

ties, which could far exceed the

traditional insurance industry's
capital and surplus, she said.

"Business risks that are not

really insurable can be covered
under financial reinsurance ar-

rangements," said Ms. Quarante.
There also is an awareness of

the need for cost-effective alter-

natives to "insurable liabilities"

in areas like directors and offi-

cers liability and workers com-
pensation, she said.

Insurers that specialize in fi-
nancial reinsurance are willing
to put capital at risk "in a very
large way in these transactions,"
said Ms. Quarante.

These insurers also are willing
to take increasing amounts of
risk, she said.

Like Ms. Simpson, Ms.
Quarante also discussed how fi-

nancial reinsurance enables poli-

cyholders to take advantage of
favorable loss experience. In
some of the older programs, she
noted, this involves getting a
check back. Now, however, this
reward can take the form of

higher future limits, lower at-
tachment points and broader
terms, she said.

Ms. Quarante noted that insur-

ance buyers that do not actually
use financial reinsurance can
still benefit from it. This is be-

cause financial reinsurers are

moving into areas like umbrella
and excess liability insurance,
and "traditional reinsurers will

respond" to this competition,
which will benefit the insurance

buyer, she said.
"I think some variation of fi-

nite risk will be in almost every
risk manager's future," assuming
they believe in loss control, are
financially strong and are will-

'1 think some variation of finite risk will be in

almost every risk manager's future,' assuming
they believe in loss control, are financially strong

and are willing to assume risk, says Robert J.
Cooney of Bermuda-based X.L. Insurance Co. Ltd.

ing to assume risk, said Robert J.
Cooney, senior vp-underwriting/
excess liability, at Bermuda-
based X.L. Insurance Co. Ltd.

One source of this demand is

the likelihood of a hard market,

he said. "There are signs it will
happen."

While there are not too many
signs yet that the U.S. market is
changing, the contraction in the
London market will eventually
filter down, he predicted. If that
happens, and the market hard-

ens, "alternative approaches will
become much more appealing."

Yet another factor, he said,
will be the degree of sophistica-
tion of risk management depart-
ments, their familiarity with risk
financing techniques and their
willingness to consider an ap-
proach that preserves capital.

Furthermore, said Mr. Cooney,
"there should be a willingness to
commit to a long-term relation-
ship or partnership with an in-
surance carrier," he said. There

1

The traditional approach to risk management
isn't always effective in non-traditional
situations. Now you can work with one
company that gives you both the resources
and the flexibility to actually control your
own results - regardless of the fluctuations in
the insurance cycle.

AM-RE MANAGERS, INC. is exclusively
committed to the needs of the alternative
market. Our staff is a combination of

technical underwriters, actuaries, claims
experts and financial strategists who will

should be a willingness to com-
mit to a three- to five-year deal
when looking at a blended ap-
proach, he said.

The next generation of finan-
cial reinsurance products, he
said. will involve a blending of
the mechanics of financial rein-

surance, in which there has been
little underwriting risk, with
traditional reinsurance. This
''combines the best of both

worlds," said Mr. Cooney.
He added that the "secret" of

all these deals is that they are
tailor-made to suit the needs of

the particular client. By blend-
ing, "you can really create a
product that suits your particu-
lar needs," said Mr. Cooney.

Also speaking at the session
was Joseph Sarosi, vp of Am-Re
Managers, a unit of American
Re-Insurance Co. of Princeton,
N-J. •

work in partnership with you to design and
implement secure and cost-effective risk
management solutions. We assume risk to
help you prepare for your future needs
now, and smooth your bottom line results
over time.

At AM-RE MANAGERS, INC., we believe
every risk deserves a unique approach.What
more could you ask for? For a brochure on
our capabilities, call (609) 275-2000.



Picking right captive domicile is important
By MICHAEL BRADFORD

ANAHEIM, Calif.-Companies
considering setting up captives
should decide how they want to
use the facilities before they find
a domicile.

Parent companies should not
view a domicile as an exotic des-

tination or a recreation spot,
agree Edward S. Koral, vp at
Johnson & Higgins Services Inc.
in New York, and Virginia F.
Tormey-Lawson, director-risk
management at Pacific Telesis
Group in San Francisco.

"I think the days are over
where people say picking a cap-
tive domicile depends on
whether you like to ski or sun or
go golfing," Mr. Koral during a

Sunshine and golf are no longer the major issues
session at the recent 30th annual

Risk & Insurance Management
Society conference.

Instead, business considera-
tions must now come first.

Each domicile has unique ad-
vantages and disadvantages, de-
pending in part on the type of
parent and the coverage that will
be written, Mr. Koral said.

But, "picking a domicile can
be a very tricky business," he
said. "If you ask somebody in the
United States how to pick a
domicile, they will tell you that
unless there's a compelling rea-
son to go offshore, you should
stay onshore. If you ask a Bermu-
dian or Caymanian, they will say

unless there is a really compell-
ing reason for staying onshore,
you should go offshore."

But, there are some guidelines
to follow when investigating
domiciles, Mr. Koral noted. He
said parents should consider:

• That competition and mar-
keting has become fiercer among
domiciles and some managers
will tout only those locations
where they have operations.

"People are interested in get-
ting you to the right domicile
and then having you decide what
kind of program you can put to-
gether based on (its) rules and
regulations," Mr. Koral said.

"I think that's backward

DUa,676€65 17621;U/U/CCE, Aplll 10, 13414 / Ua

thinking. What you should really
be doing is planning exactly
what your program should do
and then figuring out where your
program should be."

• What coverages the captive
will write.

Generally, any type of prop-
erty/casualty business written
for a single U.S. parent is well-
suited for domiciles in the States,
Mr. Koral said.

But, "if you're interested in
writing non-parent business,
generally those are the kinds of
programs that will send some-
thing offshore," he said.

• The type of monetary trans-
actions that are permitted by

AM·RE MANAGERS, INC.A Subsidiary of American Re-Insurance Company.

555 College Road East, Princeton, NJ 08543-5241 (609) 275-2000

Atlanta, Bermuda, Bogota, Boston, Brussels, Cairo, Chicago, Columbus, Dallas, Hartf6rd, Kansas City,
London, Los Angeles, Melbourne, Mexico City, Minneapolis, Montreal, New York, Philadelphia, San Francisco, Santiago, Singapore, Sydney, Tokyo, Toronto, Vienna

domicile regulators.
For example, many onshore

domiciles permit captives to eas-
ily loan nearly all assets back to
the parent.

But, such action is more com-
plicated in some offshore domi-
ciles because of restrictions on
the transfer of funds across in-

ternational borders.

"Lending money to the parent
company is very important to
many captives," particularly for
small captives, Mr. Koral said.

• A captive's financial state-
ments in many cases can be con-
solidated with its parent's if the
captive is domiciled in the
United States. "When you're
dealing with a non-U.S. captive,
it becomes foreign-source in-
come" and subject to a compli-
cated section of the U.S. tax

code, Mr. Koral explained.
• Regulators' flexibility.
Regulators should be compe-

tent and willing to "listen to
what you're trying to do and ac-
commodate you-rather than
going to a rule book and saying,
'You can't do this and we're not

going to discuss it anymore,' "
Mr. Koral said.

• The threat of political 'in-
stability" in a U.S. domicile if a
new governor or insurance reg-
ulator who opposes captives
takes office.

• Taxation.

Parent companies should in-
vestigate premium taxes, how
their U.S. income taxes will be

affected and any other pertinent
tax considerations.

For example, one disadvantage
of establishing an offshore cap-
tive is the possibility that the
domicile may withhold tax on
funds that leave the domicile.

• The strength of the local in-
frastructure.

"You also want to know that

you'll be able to find competent
accountants, captive managers,
banks, lawyers and even things

' like hotels, which can actually
swing the balance between a
good captive domicile and a
place people don't want to visit,"
Mr. Koral said.

But, staying onshore means
that the captive can use exist-
ing banking relationships with
the parent, Mr. Koral said.

• That an offshore captive has
the advantage of easier access to
worldwide reinsurance markets.

But, fax machines and modern
telecommunications have just
about put all domiciles on par in
that regard, Mr. Koral noted.

• The threat of regulation, like
the National Assn. of Insurance

Commissioners proposal that
could limit fronting arrange-
ments (BI, April 6).

• In offshore domiciles, "the
big advantage is that there are
not that many rules about what
you can and cannot do," Mr.
Koral said.

Ms. Tormey-Lawson said that
Pacific Telesis had a few ques-
tions when establishing a captive
in Hawaii, including the state's
commitment to captive business.

When reviewing locations, she
looked closely at the state's po-
tential to benefit from the cap-
tive industry. "Are they really
going to get enough out of it to
stay with it?" she asked.

Low fees and taxes in Hawaii

"did cause me some concern,"
she said. But she became con-

vinced the domicile was a good
choice because of the governor's
commitment and the fact that

the state's economic plan consid-
ers captives a vital industry.

Ms. Tormey-Lawson mo-
derated the session. Mr. Koral
coordinated the session. I
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Audits serve as checkup for captives
By MICHAEL BRADFORD

ANAHEIM, Calif.-Auditing a
captive insurer's operations gives
the parent company a gauge to
measure the captive's performance
as well as a way to judge the cap-
tive manager's worth, accordmg to
a risk manager who keeps close
tabs on four insurers.

"The annual audit should be a

useful tool rather than just some
perfunctory report that you have
to generate and hope you get by
all right," said Frank Ascollilo,
director of risk management at
Wang Laboratories Inc. in Lowell,
Mass.

Regulators in a given domicile
usually set some captive auditing
requirements.

Mr, Ascollilo, who oversees the
operations of Wang's two offshore
and two U.S. captives, made his
remarks during a session at the
30th annual Risk & Insurance

Management Society conference.
Mr. Ascollilo said that "the pri-

mary role of an audit is to clarify
any vague areas or areas where you
have questions that aren't getting
answered" by the captive manager.

And risk managers shouldn't
hesitate to be clear about the ser-

vices they need from a captive
manager, said Roger C. Gillett, se-

nior vp at Johnson & Higgins (Ber-
muda) Ltd.

Often, he added, captive parents
aren't sure of what they should get
out of an audit and don't ask

enough questions or provide
enough information beforehand.

Mr. Ascollilo said that in addi-

tion to an annual meeting held in
the captive domicile, the risk man-
ager should schedule "at least one
operational visit just before the
audit starts" to discuss areas that

will be covered by the audit, which
firm will be conducting it and how
the process can be used to improve
the captive's operations.

Face-to-face meetings let risk
managers discuss the captive man-
ager's role in the audit and judge
the manager's ability to carry out
the process, Mr. Ascollilo noted.

While an "external auditor"

usually conducts the audit, Mr.
Ascollilo urged parent companies
to involve their internal auditing
staff. If the captive is group-
owned, each policyholder/owner
should have its internal team par-
ticipate, he added.

"They know you; they know
your company and operations,"
Mr. Ascollilo said of internal au-

ditors. "And they keep you coni
sistent with the policies and phi-
losophy of your company, your

management, so that you don't get
off on a tangent."

Among the things an audit
should cover, said Mr. Ascollilo
and Mr. Gillett, are:

• Expenses, both actual and
budgeted.

Mr. Gillett said most captive
owners don't properly prepare
budgets during the course of the
year and have nothing for audi-
tors to cite during the audit.

• Receivables.

"One of the trickiest things in
the world is to work with a cap-
tive management company when
you're dealing with receivables,"
said Mr. Ascollilo.

While some captive managers
may regard receivables as "just a
book entry" that can be regarded
as cash, the captive owner wants
the money in the bank, he said.

Mr. Ascollilo advised risk man-

agers to impress upon captive
managers the necessity of being
vigilant about turning the paper
entries into actual deposits.

• Claims.

The audit should reveal not only
claim amounts but where claims
originated, said Mr. Ascollilo.

That information, Mr. Ascollilo
noted, can be used as a loss control
tool that allows the risk manager
to take steps to prevent claims
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from recurring.
• Reinsurance.

Detailed reports should be avail-
able from the captive manager re-
garding all reinsurance transac-
tions "broken down into dollars

and cents," according to Mr. Ascol-
lilo.

Mr. Gillett said there are sev-

eral functions that captive owners
should expect and demand of the
management company.

One is for the manager to be
aware of new business sources for

the insurer and to present new
ideas to the parent, he explained.

He said captive managers "do
have some things to offer" in the
way of ideas on expanding a cap-
tive's operations/"We may give
you a list of 10, and you may reject
91/2 of them, but there is something
t6 be said for at least going
through the process as you would
in any other business."

Captive managers also must be
competent in handling tax mat-
ters, Mr. Gillett pointed out.

"It's very common for the cap-

tive manager to become compla-
cent" and begin relying on di-
rection from the risk manager in
correspondence rather than taking
charge on tax matters, he said.

A manager should be. one that
has"been involved in management
of captives for some time. . .and
understands this game and will
document the files clearly" to indi-
cate the captive's authenticity to
tax authorities, Mr. Gillett said.

Choosing where to locate a cap-
tive depends on a number of fac-
tors.

A captive manager should let an
owner know when it would be ad-
vantageous to locate the insurer in
a different domicile, Mr. Gillett
said. As an example, he pointed
out that "there are Canadian com-
panies with captives in Bermuda,
which in my view shouldn't be.
There are still a lot of them there.
In my view, they should be in Bar-
bados," because Barbados offers
Canadian captives more favorable
tax treatment than Bermuda.

The session was moderated by
Charlene Lucy, risk manager at
The O'Brien Corp. in San Fran-
cisco. Mr. Gillett was the coordina-
tor. I
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Domesticating captive insurers
Options avaitable
for going onshore

By LOUISE KERTESZ

ANAHEIM, Calif.-Parent com-
panies that want to move their
captives onshore from a non-U.S.
domicile must choose among sev-
eral options.

Risk managers also must decide
what to do with the offshore com-

pany that is left behind after the
captive is "domesticated," captive
experts advised during a panel dis-
cussion at the recent 30th annual

Risk & Insurance Management So-
ciety conference.

Corporate interest in domesti-
eating captives was born in 1981.
That was the year a new Vermont
captive law created "a competitive
environment onshore," explained
Greg Myers, vp at Becher & Carl-
son Risk Management Inc. in
Woodland Hills, Calif., who coor-
dinated the session.

Captive laws in Tennessee and
Colorado date back to the 1970s.

But before the passage of Ver-
mont's "flexible" captive legisla-
tion, "the domestic environment
was not attractive to captives,"
agreed Dennis L. Allen, a partner
with Sutherland, Asbill & Brennan
in Washington, D.C.

Until Vermont became a "pio-
neer," the other states still required
"a lot of filings and contact with
the insurance department," he ex-
plained.

But while the domestic scene be-

came "more hospitable" to captives
in the early 1980s, the "real inter-
est" in domestication dates from

1986 with the passage of new U.S.
tax laws. The new tax laws became

the "primary thrust" behind cap-
tives coming onshore, Mr. Myers
said.

Beginning in 1986, the new tax
laws provided several "disincen-
tives" for offshore captives, agreed
Mr. Allen. For example, a foreign
captive engaging in U.S. business
could face three levels of tax: cor-

porate income tax, a branch profits

tax and a tax to shareholders on

distributions of earnings, Mr. Allen
explained.

At the same time, since 1986-87,
several domestic domiciles, like
Hawaii, Georgia and Illinois, have
become more flexible, he said.

When companies decide to move
their offshore captives onshore,
they may use one of three methods,
all of which first require the for-
mation of a new company in the
domestic domicile, Mr. Myers ex-
plained. The methods are: portfolio
transfer; merger; or transfer of
stock to the domestic captive.

In a portfolio transfer, the for-
eign captive transfers all its assets
and liabilities, including its loss re-
serves, to the new captive. An as-
sumption agreement is required
with the U.S.-domiciled captive
that is assuming the offshore cap-
tive's business.

"The domicile's regulators will
look closely to see that all of this
is done properly," Mr. Myers
warned. Consents to transfer are

also required on the part of all
entities involved in the captive, he
said.

The second method of domesti-

cation is through merger, which
involves the new domestic com-

pany acquiring all of the rights
and obligations of the foreign com-
pany. Mergers require ratification
by the insurance authorities of the
offshore domicile, Mr. Myers said.

The easiest approach is a stock
contribution, in which the offshore
captive contributes stock to the
new company, he continued.

In any case, a parent company
will find it easiest to transfer its

offshore captive's business to a
domicile that has passed domes-
tication statutes, he pointed out.
Colorado, Illinois and Vermont
have passed such statutes "to go
after" offshore captives.

Domestication statutes make it

possible to just "move the whole
operation onshore," without hav-
ing to formally license a new insur-
ance company before the captive's
business is transferred, Mr. Myers
said.

A parent company also must de-

RELIABLE
ERVICE.

cide whether it wants to continue

to operate its offshore captive after
it establishes an onshore captive.

"A lot of companies are keep-
ing the two captives," recognizing
that it is desirable to conduct some

business through an offshore cap-
tive, which generally is subject to
less regulation than a domestic
captive, Mr. Myers said.

But keeping a foreign captive
along. with a domestic captive is
costly and "only makes sense if
you plan to do business there
again," Mr. Myers warned.

A parent company with fran-
chises might decide to split up its
business, conducting the parent's
business through the onshore cap-
tive and the franchises' business

through the offshore captive, he
observed.

Closure of a foreign captive is
possible either through liquidation
or "deregistration," he continued.

Liquidation costs approximately
$5,000 in Bermuda and takes three
to four months. It involves distri-

buting all of the captive's surplus
and obtaining government ap-
proval to shut the insurer down.
Notices must be placed in newspa-
pers so outside parties know the
captive is being liquidated, Mr.
Myers explained.

Deregistration costs about
$15,000 in Bermuda and is is a
"fairly straightforward" proce-
dure, though it requires govern-
ment approval, he added.

A deregistered captive in Ber-
muda has minimal reporting re-
quirements and minimal fees. An
annual general meeting of the
board of directors is required to
request a waiver of the audit re-
quired of active captives, Mr.
Myers said.

With a deregistered captive, "it's
far easier to get that company ac-
tive again," Mr. Myers pointed out.

Bradley Wood, insurance man-
ager at Marriott Corp. in Beth-
esda, Md.-which last year moved
much of its business from its Ber-

muda captive to a new Hawaii
captive through a portfolio trans-
fer-moderated the session (BI,

April 29, 1991). •
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Risk managers follow new rules
amid today's rough iob market
Recession, demographics now sharpening competition

By MICHAEL BRADFORD

ANAHEIM, Calif.-Risk man-
agers looking to get ahead in
their careers may have to play by
a new set of rules.

"A lot of what we learned

about business when we all

started out simply no longer ap-
plies," said Brooks T. Cham-
berlin, managing director of ex-
ecutive recruiting firm
Korn/Ferry International in New
York.

For one thing, the job mar-

ket is a lot more uncertain than

it once was, Mr. Chamberkin said
during a panel discussion at the
recent 30th annual Risk & Insur-

ance Management Sociely con-
ference.

"A decade ago, executives ex-
pected promotions just foi show-
ing up, keeping their noses clean
and, above all, never being
caught speaking with an execu-
tive recruiter," Mr. Chamberlin
remarked.

"You're going to need more
than a pulse and a reliable alarm
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clock to cut it in the '905," he

said. "Talking to an executive
recruiter today is definitely in."

Corporate loyalty, already dis-
missed in the 1980s as a "virtue

of the past," is "not even per-
ceived as a virtue" today, he
said. "Prospective employers
look at candidates who have

spent 10 or 20 years at one com-
pany and they often say to them-
selves, 'What's wrong with this
person? Why hasn't he or she
been recruited at least once or

made a move at least once?

If risk managers think they can
ride out the competitive storm of
today's job market, they may be
in for a surprise, he said. "The
demographics are changing, and
the numbers indicate that the job
market will become even more

competitive in the future, partic-
ularly at the upper echelons.

"Because there are so many
baby boomers and relatively few
top management jobs, corpora-
tions can afford to be even more

Corporate loyalty is
'not even perceived

as a virtue' by
management today,

says Mr. Chamberlin.

highly selective in the future
than they have been in the past."

And, he reminded risk manag-
ers that today's mobile work-
force means "you are not only
competing with the co-workers

. you know, but with your coun-
terparts at the competition."

More workers also are chang-
ing industries. For example, he
said, some in the insurance in-

dustry are becoming risk manag-
ers and vice versa. "That was

unheard of 10 years ago."
Heightening the competition

are the many executives thrown
out of work by the recession, Mr.
Chamberlin pointed out.

Another panelist said risk
managers should be aggressive
about taking on more responsibi-
lities so they are more valuable
to their companies and have a
nice resume when changing jobs.

"Nothing is more important
than expanding your job," said
Ron Judd, a consultant with
American International Group
Inc. in New York and the former
executive director of RIMS.

"I think it's the risk manager's
job to expand his job," Mr. Judd
said. "Don't wait for the cor-

poration to come to you.
"If your job is not expanding,

then start preparing for change"
and act to broaden risk manage-
ment responsibilities, he said.
"Too many people sit back and
don't take charge."

There are certain qualifica-
tions that might give job appli-
cants a leg up or tip the scales in
their favor when promotions are
handed out, the panelists said.

Examples include time spent
working in another country, flu-
ency in a foreign language, and
an understanding of other busi-
ness cultures and markets, ac-
cording to Mr. Chamberlin.

"International expertise is now
Continued on next page
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considered a prerequisite for
business leadership in most of
the rest of the world," he added.

A survey by the insurance in-
dustry recruiting firm Ward
Howell International in New

York of more than 50 chief fi-

nancial officers and risk manag-
ers at mostly Fortune 100 com-
panies provided some insights on
how risk managers can sell
themselves, said A. Donald Ikle,

a partner with the firm. The sur-
vey was conducted for presenta-
tion at the RIMS session.

The survey, along with face-
to-face interviews with risk

managers, indicated that CFOs
want risk managers to become
more involved, according to Mr.
Ikle. "They're really inviting you
to assert yourselves."

Comments from surveyed
CFOs showed that they would
like risk managers to "get closer
to operations, anticipate prob-
lems, seek top management in-
teraction, gain broader business
backgrounds, become proac-
tive," and develop economic and
analytical skills, Mr. Ikle said.

He also said the survey indi-
cated that risk managers need
better communication skills.

They need to "learn to explain
complex subjects in a clear, sim-
ple way" with little jargon, said
Mr. Ikle. "People get comfortable
with technical lingo, but you
really have to break things down
into fairly simple terms that your
audience will understand."

Communication skills are par-
ticularly important when risk
managers deal with the press,
said Kathryn J. Mcintyre, pub-
lisher and editorial director of

Business Insurance in Chicago.
She encouraged risk managers

not to take cover when a reporter
calls. A properly coordinated in-
terview can result in articles that

will reflect well on the risk man-

ager's employer, risk manage-
ment in general and "most im-
portant, reflect better on you."

Why should a risk manager
agree to an interview? she asked.
"If the subject of the story is
your company, you want the ar-
ticle to be accurate. And you
want the article to contain your
company's point of view."

A story on risk management in
general can enhance the image of
the profession, she added, and
can boost the profile of those
quoted. "You want to sell your-
self as an expert in the field."

When a risk manager is recog-
nized as someone whose knowl-

edge and opinion are sought by
the press, it can enhance that
person's image with his or her
employer, staff and potential
employers, Ms. Mcintyre noted.

There are some -dos and

don'ts" risk managers should
keep in mind when talking with
a reporter, Ms. Mcintyre said.
Some of those guidelines suggest
risk managers should:

• Not force the reporter to
work through a public relations
person who lacks the expertise
to answer questions.

• Realize the conversation is

on the record as soon as someone

says, "I'm a reporter."
• Never assume expertise on

the part of the reporter or talk
over the reporter's head by using
jargon.

• Understand deadlines. The

story will go to press without the
risk manager's comments if calls
aren't returned promptly.

• Take time to formulate an-

swers and not dodge questions.
• Follow up with a phone call

if, after the interview, the risk

manager realizes something im-

portant wasn't discussed or in-
correct information was pro-
vided.

• Provide written copies of
speeches.

• Never ask to see a story be-
fore it is printed. Such practice
smacks of censorship, Ms. McIn-
tyre said.

The session was moderated by
Thomas D. Lewison, director
of corporate risk management
at Hartz Group Inc. in Secau-
cus, N.J. It was coordinated by
Bobbi Stone, a consultant with

Robert Murphy Associates in
New York. I

Thomas D.Lewison, left, Ron
Judd, A. Donald Ikle, Brooks T.
Chamberlin and Kathryn J.
Mcintyre spotlight steps risk
managers can take to market
themselves in a new era.
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Top executives disagree
on timing of market turn
Tort reform prospects dim: Panel

By JUDY GREENWALD

ANAHEIM, Calif.-Top insur-
ance executives are split over when
the commercial property/casualty
insurance market could turn.

A CIGNA Corp. executive pre-
dicts that the market could turn

by year end, while officials of Lib-
erty Mutual Insurance Co. and The
St. Paul Cos. Inc. say they do not
see any imminent change in the
broad marketplace.

The president of American In-
ternational Group Inc. noted that
only certain lines are showing signs
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of turning at this time.
The timing of the market's turn,

as well as a host of other issues-

rating agencies, tort reform, the in-
dusti·y's ability to withstand a
major earthquake, the McCari'an-
Ferguson Act and federal regula-
tion-were discussed during a
"CEO Roundtable" discussion dur-

ing the 30th annual Risk & Insur-
ance Management Society confer-
ence.

Caleb L. Fowler, who is presi-
dent of CIGNA's domestic prop-
erly/casualty division. said he is
more optimistic than he was six
months ago that the insurance
market could turn by the end of
this year.

Declining returns, slower cash
flow and reduced investment in-

0,me could "cause some semblance

of rationality to return to the mar-
ketplace," he said.

But the answer to the question of
when will the market turn does not

lie in the industry's financial per-
formance, responded Gary L.
Countryman, Liberty Mutual's
chairman and chief executive offi-

cer.

Previous major turns in the mar-
ketplace were caused by events ex-
ternal to the insurance industry,
like stock market crashes, Mr.
Countryman said.

As a result, "almost by definition
they are not predictable," he said.
While there could be a long, slow
change, an abrupt change gen-
erated by a crisis is not easily fore-
seen, he added.

Mr. Countryman said he does not
know when there will be a turn in

the market, "but I can promise you
it'll happen sometime.''

"I don't see any real evidence"
of a market turn, said Douglas
Leatherdale, St. Paul's chairman
and CEO. Certainly, it will not
happen in 1992, and 1993 is a
"question mark.'

Parts off the market have re-

mained very hard, he also pointed
out.

Thomas R. Tizzio, AIG's presi-
dent, said he does see a change in
certain lines, particularly marine
and energy insurance. Overall,
though, "commercial results have
not been very good" despite the in-
dustry's profitability, he said.

CIGNA's Mr. Fowler noted that

despite his hope for change,
ClGNA is not depending on it.
Strategies must be good at any
phase of the cycle, he said.

Turning to another issue, the in-
surer executives generally had
good things to say about insurance
rating agencies.

"I think (they) do a good job,
generally speaking," said Mr.
Countryman of Liberty Mutual.
But they cannot be a substitute
for insurance buyers' own assess-
ments, which should take into ac-
count factors like a company's rep-
utation, its; rates "and a good bit of
common sense."

The agencies do a better job than
they did three years ago. com-
mented Mr. Leatherdale.

All of the executives said the

prospects for tort reform look
bleak.

Mr. Countryman said he would
like to say that an "enormous sea
change" is about to happen. But,
"nothing is going to happen, and
I'm unhappy about that."

Vice President Dan Quayle's ef-
forts in this area and the adminis-

Continued on nert page
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tration's 50-point reform proposal
"are all good stuff, but the fact is,
nothing is going to happen," Mr.
Countryman said.

The major obstacle, he said, is
the Assn. of Trial Lawyers of
America, whose members are

tough, bright, well-organized, po-
litical and well-financed.

, "More often than not they get
their way," he said.

There has been a tendency to
think tort reform is an insurance

industry problem, said Mr. Fowler,
but this is not true. "It's a problem
that affects most of you," he told
the RIMS audience, calling for a
joint effort in this area.

Any change, said Mr. Leather-
dale, will be "very, very slow and
very evolutionary, and basically,
we're not very optimistic about this
at all."

Mr. Countryman also expressed
concern that no-faudt systems for
workers compensation and auto in-
surance are eroding. Of particular
concern is attorney involvement in
workers comp, which is "growing
as we speak here today."

Opponents of the no-fault ap-
proach can be defeated, he said,
but "what it takes is a crisis of

major proportions" that mobilizes
popular support, which no legisla-
ture can stand up to, said Mr.
Countryman

The executives were somewhat

more optimistic about the indus-
try's ability to withstand a major
catastrophe.

That six or seven regional in-
surers went into receivership fol-
lowing Hurricane Hugo indicates
the need to spread risk more, said
Mr. Leatherdale.

But adequate surplus, a well-
managed investment portfolio and
a sensible reinsurance program
-should see most companies
through," he added.

Still, he allowed, if there is a

"very, very major quake" with $50
-billion in losses, "many companies
will find it very difficult to respond
and would probably fail."

The industry could probably
withstand a major earthquake,
said Mr. Countryman. But a $65
billion loss would cost the indus-

try half its surplus, cause enor-
mous dislocation and force an
"enormous number" of insurers to

go belly up, he said.
Mr. Countryman said he favors

proposed federal legislation whose
provisions include a federal rein-
surance program for insured earth-
quake losses exceeding $10 billion
(BI, April 9, 1990).

The insurer executives also

called on risk managers' help in
workers compensation reform.

"You are the constituency out
there that can make a difference,"

said Mr. Countryman. The busi-
ness, labor and medical community
must be challenged to work to-
gether to provide a more afford-
able system.

Business should be motivated to

help with this problem, said Mr.
Countryman, "because in the end,
you can be sure, whatever the sys-
tem is, you're going to pay for it."

"We can't solve this problem for
you," agreed Mr. Fowler.

Mr. Countryman said in response
to another question that he does
not anticipate any imminent

. changes to the McCarran-Ferguson
Act. Members of the House cur-

rently are "busy trying to balance
their checkbooks," he quipped. The
House banking scandal, plus the
November elections, makes it un-
likely Congress will take orr any-
thing "terribly controversial."

Mr. Countryman added, though,
that he is more interested in the

prospects of proposals calling for a
federal role in insurer solvency

regulation. While it is "almost a
certainty" that a proposal will not
be approved this year, approval
could come in 1993 or 1994, he
said.

"In the end, there will be some
kind of federal regulatory over-
sight," predicted Mr. Cour-tryman,
who said he favors continuing state
regulation. He foresees a "fairly
modest" role, ihcluding some fed-
eral standards and review c,f states'

own regulatory efforts, but state
regulatation will not be replaced
with federal regulation.

The session was moderated by
Gerald L. Belfiglio, pensions and
insurance manager for Ford New
Holland Inc. of New Holland, Pa.

The speakers were introduced by
Thomas D. Lewison, chairman of
the conference programming com-
mittee and director-corporate risk
management for Hartz Group Inc.
in Secaucus, N.J. I
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Soifyou vebeenlooking foradaims administrator
offenng a full range of reports that are easy to
understand and use, call or wnte our Marketing
and Sales Department today We re ready to put
functional flexible intormation at your fingertips
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Variety of pressing issues discussed
at annual RIMS conference sessions

ANAHEIM, Calif.-The annual

Risk & Insurance Management So-
ciety conference is an opportunity
for risk managers to hear expert
perspectives on pressing issues,
learn solutions for problems and
exchange ideas with their peers.

Following are summaries of six
of the sessions at the 30th annual

conference:

Coverage submissions

Risk managers often overwhelm
insurers with reams of information

they cannot digest when making a
coverage submission, says an in-
surer.

"We need summaries so we can

draw conclusions about the ac-

count," according to Janet C. Rick-
ards, assistant vp at Reliance Na-
tional Insurance Co., a Reliance
Group Holdings Inc. unit, who
spoke at a session on packaging
uncertainty.

Session coordinator Mark G.

Pinkowski, vp at Rollins Burdick
Hunter Co. in Universal City,
Calif., said if a client wants a pol-
icy renewed 30 days before expira-
tion, work should begin at least 90
days before the expiration date.

The session was moderated by
Gary L. Swinhart, director of risk
management for CalMat Co., based
in Los Angeles.

Editorial
Index

Serviee
1992

Reinsurance for self-insurers

Self-insured companies shop-
ping for reinsurance should care-
fully evaluate the reinsurers court-
ing alternative-market business,
experts advise.

Among the factors that should
be considered are the adequacy of
the reinsurer's loss reserves, lines
of business. reinsured and the

makeup of the reinsurer's invest-
ment portfolio, says G. Roger
Greiner, president of Stamford,
Conn.-based Genesis Underwriting
Management Co., a division of
General Re Corp.

Reinsurance buyers should be

 he Business Insurance Editorial I f it's in Business Insurance*t's: in
1 Index Service is a valuable 1 the Editorial IndeJ. t

resource that directs you to all news issues. Track the trel*r'FolJowithe
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T he annual service includes three control, captivesib@efiiSn design &
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annual volume. In addition, article surusdifi reinsurance, market
citations between publication of coriditions, financial developments,
quarterly reports are availble from BI's claims settlements, government
Information Centers in New York and regulations & legislations, and more.
Chicago... at no additional charge...
it's part of the service. Complete he fee for the 1992 Businessalphabetical and chronological listings T Insurance Editorial Index Service
by company, person, subject and is $100. Take advantage of this cost
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Mail to:

Editorial Index Service
Business Insurance
220 East 42nd St.
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Or call: 212/210-0137

especially concerned about sol-
vency, because most risk manag-
ers have experienced some type of 
insolvency among their insurers or
reinsurers, according to Donald J.
Krutek, senior vp at Johnson &
Higgins of Illinois Inc. in Chicago.

The session was moderated by
Brian Gardner, risk manager at
Frito-Lay in Plano, Texas. Mr.
Greiner served as coordinator.

Selling loss control

Risk managers must convince se-
nior management that loss control
has a significant impact on the
bottom line, an insurer advises.

James M. Smirles, brokerage
marketing officer for Kemper Na-
tional Insurance Cos. in Long
Grove, Ill., was among the speak-
ers at a session on selling loss con-
trol to top management.

In addition, prompt claims re-
porting plays a key role in hold-
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ing down loss costs, says Raymond
M. Barrett, national account claims
officer for Kemper National.

Also speaking was Gerald L.
Maatman Jr., an attorney with
Baker & McKenzie in Chicago,
who discussed provisions of the
Americans with Disabilities Act,
which takes effect in July.

The session was moderated by
Frank Sup, director of risk man-
agement for Pizza Hut Inc. in
Wichita, Kan. Mr. Smirles coor-
dinated the session.

Texas comp rulings
Texas employers that have opted

out of the state workers compen-
sation system are looking to the
Employee Retirement Income Se-
curity Act of 1974 to offer some
protection against lawsuits by in-
jured employees.

But two federal courts have re-

versed rulings that originally pre-
vented Texas workers from suing
employers in state court, experts
warn (BI, Aug. 26, 1991).

The rulings were discussed by
John M. Collins of Haynes & Boone
in Houston; Hugh Vinson, senior
vp with Alexander & Alexander of
Texas Inc. in Fort Worth; and

Nancy Moore, deputy commis-
sioner for workers compensation at
the Texas Department of Insur-
ance.

The session was moderated by
John F. Leyenberger, risk manager
for The Coca Cola Bottling Group
(Southwest) Inc. in Dallas. The co-
ordinator was W. Lee Carter III,
director of research and develop-
ment at A&A in Dallas.

California safety laws

Two new California laws impose
significant penalties for employers
that fail to maintain an effective

injury-prevention program or
knowingly conceal serious work-
place dangers.

The ramifications of the mea-

sures-S.B. 198 and the Corporate
Criminal Liability Act-were dis-
cussed by Dennis Brooks, manag-
ing partner of Comp Management
Associates in Long Beach, Calif.;
Jerry N Growel, vp and corporate
insurance manager for Home Sav-
ings of America in Irwindale,
Calif.; and Fred Macksoud, deputy
district attorney-environmental
crimes/OSHA Division in Los An-

geles.
The session was coordinated and

moderated by Marilyn Sarich, risk
manager at VMS Realty Partners
in Laguna Hills, Calff.

Prefunding FAS 106 liability
Employers that choose to pre-

fund their post-retirement medi-
cal benefits should prepare for an
onslaught of funding proposals
from a cornucopia of different ven-
dors, a financial expert says.

Employers need to set specific
objectives and strategies, includ-
ing financial and tax priorities, to
decide whether the funding pro-
posals will work, says Kevin E.
Flint, director of benefits finance

at Bausch & Lomb Inc., a health
care and optical company in Roch-
ester, N.Y.

Godfrey Perrot, a consulting ac-
tuary with Milliman & Robertson
Inc. in Wakefield, Mass., cites three
ways in which an actuary can help
a company dealing with its retiree
medical obligations under Finan-
cial Accounting Standard 106:
quantifying what the liability will
be, helping to redesign the post-re-
tirement medical plan to reduce
that liability and analyzing alter-
native funding solutions.

Jon Harkavy, vp and general
counsel for Vermont Insurance

Management Inc. in Arlington, Va.,
coordinated the session. Mr. Flint

served as moderator. I



RIMS elects officers, honors deputy members
ANAHEIM, Calif.-The Risk &

Insurance Management Society
Inc. announced its 1992-1993 Ex-

ecutive Council at the society's re-
cent 30th annual conference.

In addition, RIMS presented its
highest award-the Dorothy &
Harry Goodell Award-to former
RIMS President Richard C. Hey-
dir)ger.

In addition, Lloyd R. Hackett,
risk manager for T. Eaton Co. Ltd.
in Toronto, was presented with the
1992 Richard W. Bland Memorial
Award.

Suzanne H. Crager, assistant vp-
risk management and insurance for
PNC Financial Corp in Pittsburgh,
will become president of RIMS ef-
fective May 1.

Ms. Crager was elected to the
Executive Council in 1989 and
served as vp-finance/treasurer and
vp-conference before becoming
first vp last year. She succeeds Ro-
bert W. Esenberg, risk manager for
the city of Virginia Beach, Va.

Current vp-business and indus-
try liaison J.A. "Tony" Bridger will
serve as first vp in 1992-1993, a
post that is traditionally the step-
ping stone to the presidency.

Mr. Bridger, risk manager-cor-
porate risk and insurance for the
Bank of Montreal, was elected to
the RIMS Executive Council in
1987 and has previously served as
vp-member affairs and secretary
and vp-conference.

J.A. Yvon Menard, manager-risk
and insurance for Marathon Realty
Co. Ltd. in Toronto, will serve as
RIMS' first-ever vp-international
affairs. An Executive Council

member since 1989, Mr. Menard
was previously vp-research and
vp-conference.

Newly elected to the Executive
Council is Frieda L. Jackson, presi-
dent/risk manager of Park South
Associates Inc. in Charlotte, N.C.
Ms. Jackson will serve as vp-edu-
cation in 1992-1993.

Louis J. Drapeau, manager-in-
surance and risk management for
The Budd Co. in Troy, Mich., will
become vp-business and industry
liaison on May 1. Elected to the
Executive Council last year, Mr.
Drapeau is currently vp-education.

Lucille A. Gallagher, vp of risk
management for Monfort Inc. in
Greeley, Colo., and the red meat
companies division of ConAgra of
Omaha, Neb., will serve as vp-con-
ference. She has served as vp-gov-
ernmental affairs since her election
to the Executive Council in 1990.

Gerald L. Belfiglio, pensions and
insurance manager of Ford New
Holland Inc. in New Holland, Pa.,
was named vp-government and
public affairs. Elected to the RIMS
Executive Council in 1989, Mr.
Belfiglio has served as vp-finance/
treasurer and vp-member affairs/
secretary.

Gerald J. Ciardelli, corporate
risk manager for Jostens Inc. in
Minneapolis, becomes vp-finance/
treasurer from vp-member affairs/
secretary. He served as vp-educa-
tion when he was elected to the
Executive Council in 1990.

Marge P. Layne, corporate risk
manager for Core-Mark Interna-
tional Inc. in South San Francisco,
Calif., will serve as vp-member-
ship and chapter services/secretary
in 1992-1993. Currently vp-com-
munications, Ms. Layne also served
as vp-education in 1988-1989.

David R. Haight, director of risk
management for CF Industries Inc.
in Long Grove, Ill., will continue as
vp-research. He was elected to the
Executive Council in 1990 as vp-
member affairs/secretary.

Meanwhile, RIMS presented the
Goodell Award, which recognizes

outstanding achievement in fur-
thering the goals of risk manage-
ment, to' Mr. Heydinger, director-
risk management services for Hall-
mark Cards Inc. in Kansas City,
Mo.

Mr. Heydinger, president of
RIMS in 1988-89, currently is
chairman of the RIMS Nominating
Committee and is a member of the

Risk Management Roundtable and
of the Risk Management Magazine
Editorial Advisory Board.

Outside of RIMS, Mr. Heydinger

is president of the Vermont Cap-
tive Insurance Assn., a member of
the Vermont Captive Advisory
Board and a board member of Tor-

tuga Casualty Co., a Caymans-do-
miciled excess liability insurer.

He holds the Chartered Property
& Casualty Underwriter and Fel-
low, Insurance Institute of America
designations.

The Bland Award recognizes
outstanding performance or effort
by a deputy member of RIMS in
the area of legislation and
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regulation.
Mr. Hackett has monitored risk

management issues of national sig-
nificance for 25 years, particularly
as a member of the Canadian

Chapters Legislation Committee.
He served as president of the On-
tario chapter of RIMS in 1968-69
and has been a member of the
ORIMS legislation committee since
then, including serving as chair-
man in 1984.

In 1988, Mr. Hackett received the
Canadian RIMS chapters' Don
Stuart Award for outstanding con-
tributions to risk management.

A Fellow of the Insurance In-

stitute of Canada, Mr. Hackett
holds the Associate in Risk Man-

agement and Canadian Risk Man-
agement designations.

The Bland Award is presented
by the RIMS Greater Kansas City
Chapter.

The Cristy Award, which is given
to the risk manager with the high-
est cumulative average for the
three examinations leading to the
Associate in Risk Management des-
ignation, went to Charles A. Ford,
corporate counsel for Schnitzer
Steel Products Co. of Portland,
Ore.

-By Sara Marley

THE

CINCINNATI
COMPANIES
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Court dismisses suit over ELIC annuities have known that ELIC was not a surers of a certain slze
"proper" annuity provider, the suit "In fact, precisely the opposite ls
charged Among other things, the true The controllmg ERISA reg-

LOS ANGELES-A group of against employers that purchased Blue Cross of Callfomia termin- defendants should have known that ulation expressly provides that an
Blue Cross of Cahforma retirees and ELIC annuities, it is unusual for ated ltS defined beneht plan m late ELIC invested heavily in Junk bonds employer is not required to obtain
employees whose pension benefits several reasons. For one thing, most 1986 to recover surplus assets The and engaged in transactions that bids for replacement annuities from
were funded through annuitles pur- of the other suits were tled by tne plan bought annuities from ELIC "fictltiously" increased its surplus more than one Insurance company
chased from Executive Life Insur- U S Labor Department and Provident to replace benefits Whle retirees covered by Provi- unless special circumstances apply
ance Co will appeal a federal In addition, the suit not only promised to plan participants Blue dent annuities are receiving full and expressly provides that m no
ludge's decision to dismiss the-r suit sought reimbursement for any losses Cross subsequently recovered about benefits, they "are now concerned event ts the employer required to
against Blue Cross hnked to the purchase of ELIC an- $32 milhon m surplus assets, which that they too unll receive denials obtain more than three bids," the

The one-line decision handed nuities, but also sought to requ.re were used for general corporate by Blue Cross of any responsibihty defendants' brlef says
down last month by U S Distnct Blue Cross of California to guaran- purposes if Provident becomes financially Blue Cross obtained four bids

Court Judge Terry Matter 1-1 Los tee annuities it bought from Provt- In their suit, former plan partici- disabled," the suit says Plaintiffs' attorney Michael A

Angeles is the first court ning m dent National Assurance Co, even pants alleged the annuities were not In its motion to dismiss the suit, Sherman of Barrack, Rodos & Ba-
the many suits against employers though those annuities continue to purchased for the sole benefit of Blue Cross of Callfornia argued that cme in San Diego described Judge
that terminated overfunded pension pay full benehts plan beneficiaries Instead, the an- there lS nothing m the Employee Hatter's decision as "completely
plans and replaced benefits with The case also is unusual because nuities were purchased to provide Retirement Income Secunty Act wrong " He added that the decision
ELIC-issued annuities the former Blues employees covered Blue Cross with an "excessive" asset that bars expedited terminations or does not address substantive issues

Under a conservator's order, 15- under ELIC annuities have not suf- reversion, the suit alleged that bids be sought only from in- -By Jerry Gemel

sued about a year ago following the fered any losses. Blue Cross of Call- The suit also charged the annuity
Callfornia Insurance Department's fornia is providing interest-free biddmg process was rushed, result- MGM litigation
takeover of ELIC, annuitants are re- "forgwable" loans through the end ing m "too httle time for many po-
ceiving only 70% of promised bene- of this year to make up for the tential annuity providers to submit Cont,nued frompage 2 fendants MGM settled the claims

fits (BI, April 22, 1991) 30% cut in annuity benefits The bids concerning the retirement $5 milhon in addition to an earher against Mr Kerkonan in part be-
However, under a rehabittation loans, which are costing Blue Cross plan's termination Because many $206,582 defense payment it made, cause he "had a wntten agreement

plan, annuitants should receive of Callfo¤lia about $30,000 a month, potential bidders were Incapable of Forum will pay $95 milhon, and to be indemnifled by the company,"
nearly 100% of benehts from guar- would have to be repaid only if an- providing bids m time defendants Associated unll pay $475 milhon an MGM attorney explained earher

anty funds and a new insure, Au- nuitants are reimbursed by another failed to conduct a prudent bidding National Union participated in (BI, Oct 15,1990)
rora National Life Assurance Co, source, hke a guaranty fund, said process to obtain quotations for the the bad-faith settlement negotia- MGM then sought to recoup the
which would assume most of ELIC's Blue Cross attorney J Neil Gielege- exclumve benefit of the retirement tions but was not a party to the $35 million m a bad-faith lawsuit
obllgations (BI, Jan 6). hem, a partner with Crosby, Heafey, plan and its participants" $19 46 milhon settlement. against its D&0 Insurers MGM al-

While the suit is one of mary filed Roach & May m Los Angeles In addition, the defendants should As a result, MGM will pursue leged that the purpose of the ln-
bad-faith claims against National surer-mstigated settlement was to
Umon in litigation scheduled to go provide the plainttffs with $8 mil-
to tnal today m Los Angeles hon to pursue therr claims against

The bad-faith settlement and cov- Mr Kerkonan and Tracinda, and
erage htigation center on how the the promise of an additional $12
D&0 msurers structured the settle- milhon made it Impossible for Mr
ment of the shareholder suit Kerkonan and Tracmda to settle

In that case, the shareholders, the case for less than $20 milhon
which sought unspecified economic "This case shows how Insurance

and punitive damages, claimed that compames can scheme against their
hduciary duties to mmonty share- own 1nsureds to save substantial

J,

holders were breached when MGM/ money for themselves," said MGM
UA Commumcations Co, MGM's attorney Wilham Shemoff of Sher-
predecessor, was sold to Turner noff, Bidart & Darras m Claremont,
Broadcastlng Systems Inc m 1986 Callf Mr Shernoff, who speciahzes
The assets of subsidiary Umted Ar- m msurer bad-faith hbgation, said
tists were subsequently sold back to he expects MGM wall be able to re-

3 ir* majority shareholder Kirk Ker- coup the remainder of the underly-
konan for an allegedly inadequate ing settlement from National Union
price (BI, Sept 17,1990) "Since National Union was the

Without the consent of MGM or prime architect of the Mary Carter
its officers, the Insurers offered the agreement, we expect the Jury w111
plaintiffs $8 milhon to settle with assess a large punitive damage

.it 23 MGM, leavmg Mr Kerkorian and award," he said
his Tracinda Corp holdmg company Co-counsel Patty Glaser of Chns-
as sole defendants. tensen, White, Mtller, Fmk & Jacobs

3 The insurers also offered to pay in Los Angeles agreed "It is unbe-
class members an additional $12 hevable" that National Umon could

 million if they could not recover sit m on the negotiations and not be
from Mr Kerkonan and Tracmda a party to the settlement

T}us type of settlement is known National Union did not settle with

as a Mary Carter agreement, named MGM because the underlying cover-
after a 1967 case m which this type age had not been exhausted and lt

T of settlement first appeared 15 not clear that Mr Kerkonan is

- -5 However, the judge m thls case covered by the pohcy, said David
set aside the $20 milhon settlement Reynolds, an attorney for National
Many courts hold that Mary Carter Union with Lewis, D'Amato, Bris-
agreements violate public policy, bois & Bisgaard in Los Angeles
reasoning that lt lS unfair if some In addition, Mr Reynolds said
defendants conspire with the plain- National Union has filed a cross-
tiff to pursue htigation against the claim against Mr Kerkorian, alleg-
remmning defendants ing that he onginally said he was

At the same time, MGM reached not covered under the National
a $35 milhon global settlement with Unlon pollcy but now fraudulently

Clf r fj C -4 1, . 1.7 /\ 1,5 the shareholders on behalf of all de- claims he is entitled to coverage •

.
See you in Copenhagen...
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Health care poll
Continued from page 1
all Americans would be insured
through one government plan.

And 27% said they would favor
President Bush's proposal to
offer low- and moderate-income
uninsured Americans tax credits

and income tax refunds to help
purchase private health insur-
ance.

Only 2% of those surveyed said
the health system should be left
as it is. Eight percent did not
respond.

The lack of consensus puts po-
licymakers in a quandary, said
Thomas W. Moloney, senior vp of
the Commonwealth Fund, a New
York-based philanthropic group
that co-sponsored the survey.

"It makes policymakers afraid
to do anything. They are afraid
they will have 'Son of Cata-
strophic' meet them in the park-
ing lot," he said, referring to the
outrage of upper-middle- and
upper-income retirees about the
big tax bite they would have
paid under the 1988 Medicare
Catastrophic Coverage Act.

Making matters worse i5 that
conviction behind any one re-
form proposal is "wafer thin,"
Mr. Moloney noted. "There is no
salience to their answers. As

soon as you ask a follow-up
question about one of the«pro-
posals, they move away from
their choice."

For example, two-thirds of
those who favored a play-or-pay
approach said they would not
favor such an approach if it
would hurt small employers that
could afford neither a private
health plan nor a payroll tax,
Mr. Moloney said.

The survey, released April 8, is
based on 2,000 telephone inter-
views done between Jan. 31 and

Feb. 24 by Louis Harris & Asso-
ciates Inc. The Henry J. Kaiser
Family Foundation, a national
philanthropy based in Menlo
Park, Calif., co-sponsored the
sul,rvey with the Commonwealth
Fund. The Kaiser Foundation is

not associated with Kaiser Hos-

pitals or Kaiser Permanente
Medical Care programs.

The survey coincides with the
1992 presidential campaign in
which health care has emerged
as a prominent issue. In fact, the
survey reported, 25% of respon-
dents ranked health care as one

of the two most important issues
in the presidential election, sec-
ond only to the econbmy and far
ahead of other major issues, like
taxes, jobs and education.

But, according to the survey,
the public at this point sees no
real difference between the

health reform proposals of any
party or candidate. And 80% of
respondents say no political
leader or candidate has a pro-
posal for health care reform they
support.

While most Americans-719-
are satisfied with the health care

services they and their families
have received in the last few

years, a growing number are are
dissatisfied, the survey reported.
Some 26% of respondents re-
ported being very or somewhat
dissatisfied with health care ser-

vices, including cost, access and
quality, double the 13% who said
they were dissatisfied in a 1987
poll (see chart, page 1).

That increasing dissatisfaction
indicates that "the whole health
reform issue in the minds of the

public has moved from an arm-
chair concern about others'
problems to a real concern about
themselves," said Mr. Moloney.

For example, 48% of individu-
als worry they will not be able to
afford the health care they will
require when they become very
ill. And, 39% feared their health
plan would refuse to insure them
if they incurred large medical
bills.

Even individuals who are co-

vered under employer-sponsored
health plans are anxious. "The

Twenty4ive percent
rank health care as

one of the two most

important issues in
the election.

firewall of health insurance is

eroding-even for people with
private health insurance," Mr.
Moloney said. Some 26% of those
surveyed said they feared their
employers would drop their
health plans.

Health insurance benefits in-
fluenced the career moves of 18%

of the people surveyed, said Mr.
Moloney. Nine percent said they
did not take a better job.because
the health insurance was not as

good as their current plan. And
5% said they are trying to change
jobs strictly to improve their
health insurance benefits.

At the same time, few individ-
uals realize that increasing
health care cost pressures are af-
fecting employers' profits, Mr.
Moloney said. Only 31% said

they felt their raise last year was
in any way affected by the rise in
health insurance premiums paid
by employers.

"If we are to do something
about (the health care crisis) na-
tionally, more of us have to un-
derstand that increasing health
insurance premiums are eroding
wages," Mr. Moloney said.

The survey indicates that peo-
ple may be more willing to ac-
cept managed care if it means
lower out-of-pocket costs. Fifty-
five percent said they would be
interested in a health plan that
limits their choice'of providers in
return for real savings.

"This says to me that employ-
ees who even a couple of years
ago may not have actively en-
dorsed managed care may have
changed their. minds," Mr. Mo-
loney said. "If I were an em-
ployer, I'd revisit this issue with
my workers."

Americans are evenly split
about who is to blame for the

current health care system's ills,
the survey found, though the
government tops the list of
scapegoats. Thirty-one percent
include the government when
spreading the blame, 25% blanne
doctors, 23% blame insurers, 15%
blame hospitals and 25% blanne
"others."

While the public says it wants
the government to have a pri-
mary role in solving the health
care crisis, respondents weren't
asked if they felt the government
would do the best job, Mr. Mo-
loney noted. "It wasn't a 'Who
could do it better?' question. It's
more like,.if you feel you are
about to. drown, you call the
party with the biggest boat to
come get you.

"My interpretation is they
want the government to be a bet-
ter referee-not necessarily to
put on a football uniform."

Americans want the govern-
ment to take a more active role in

regulating the price of health in-
surance and health care services,
the survey found. For example,
75% say the government should
set the rates health insurers can

charge, 71% say the government
should set the rates doctors and

hospitals charge, and 73% say
the government should set pre-
scription drug prices.

"The public perceives the
problem (of rising health care
costs) as excess profits. But, in
reality, if you took all the profits
from all health insurers and drug
companies, it would reduce na-
tional health expenditures by
less than 2%," Mr. Moloney
maintains.

"It's clear people are saying.
they want controls on the in-
creases in health insurance pre-
miums," commented a spokes-
man for the Health Insurance

Assn. of America, a Washington,
D.C.-based insurer trade group.
"Unfortunately, the health in-
surance industry has to deliver
the bad news" regarding health
care cost increases by upping
premiums. The blame insurers
get is a bum rap, he said.

"The real problem of rising costs
is driven by technoldgical advances
in medical procedures and drugs,"
Mr. Moloney said. "We have no
methods to control that."

Copies Of the survey are available
free from the Commonwealth
Fund, Communications Ofice, 1 E.
75th St., New York, N.Y., 10021;
212-535-0400.
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INTERNATIONAL DIGEST

1991 disasters cost $11.7 billion

INTERNATIONAL

Natural disasters caused insured losses of $11.7 billion in
1991, according to Munich Reinsurance Co. That makes 1991 the
second-worst year in history, the German reinsurer says in a
new report. It is exceeded only by 1990's restated total of $15.3
billion in insured losses (BI, April 22, 1991).

Maxwell pension payment agreement
Robert Maxwell's alleged theft of 426 million pounds ($745.5

million) from Maxwell-controlled pension funds (BI, Dec. 16,
1991) will not affect benefits for the plans' 12,000 members as long
as Mirror Group Newspapers remains profitable, the plan members'
lawyers say. Although MGN had already committed to maintain
payments to the pension plans, the company and its bankers have
now signed an agreement that would commit any future owner of
the company to maintain the payments, said Ann Scurfield, a law-
yer at Berwin Leighton, which represents the plan members.

Fondiaria raises stake in AMB

Italian insurer Fondiaria S.p.A. has exercised an option to
purchase 14.2% of German insurer Aachener & Muenchener Be-
teiligungs A.G. through its German affiliate, Fondiaria Deutsche-
land GmbH. The stake comprised 663,818 AMB shares at a price of
846 deutsche marks ($521.14) per share, for an overall price of 562
million deutsche marks ($346.2 million). The purchase brings Fon-
diaria's holding in AMB to 20%.

Sun Alliance posts huge pretax loss
Sun Alliance & London Assurance P.L.C., the largest in-

surer in the United Kingdom, has reported a pretax loss for
1991 of 446.2 million pounds ($834 million at the year-end 1991
exchange rate), compared with a 180.9 million loss ($349.1 mil-
lion at the year-end 1990 exchange rate) in 1990. U.K. gross
premium income totaled 936 million pounds ($1.75 billion) last
year, up from 929 million pounds ($1.79 billion) in 1990. But
underwriting losses widened by 84% to 491 million pounds ($918.2
million) in 1991 from 267 million pounds ($515.3 million) the previ-
ous year.

Lloyd's managing agent E&0 requirement cut
Lloyd's of London managing agents are required to only

buy 5 million pounds ($8.75 million) of errors and omissions cover
rather than the previous limits of 10 million pounds ($17.5 million)
because of a hardening market, confirmed Lloyd's Chief Executive
Alan Lord. The move follows a reduction in capacity available from
an E&0 line slip for managing agents to 2 million pounds ($3.5
million) from 20 million pounds ($35 million), Mr. Lord said.

By Maria Kielmas, Don Lewis Kirk
Stacy Shapiro and Gavin Souter
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Improprieties alleged
at Lloyd's syndicate

By STACY SHAPIRO

LONDON-Lloyd's of London's
reputation may be further strained
by allegations that the largest of
the loss-riddled syndicates for-
merly managed by Gooda Walker
Ltd. may have published false ac-
counts since 1981.

Allegations of improper account-
ing of time-and-distance policies
for syndicate 290 and of inter-syn-
dicate transactions among some of
the eight Gooda Walker syndicates
were contained in an affidavit filed
by Lloyd's in ongoing litigation be-
tween members agents and mem-
bers over refusal to pay cash calls
(BI, March 9).

The March 31 affidavit is by
Kenneth Randall, former chief ex-
ecutive of Merrett Holdings P.L.C.
and now an independent consul-
tant to Lloyd's. It describes syndi-
cate 290's time-and-distance rein-
surance policies for the syndicate
years 1981 to 1988 and says that
profit commissions to the manag-
ing agency totaling nearly 3.7 mil-
lion pounds ($6.5 million) "could
be regarded as attributable to prof-
its generated from the use of time-
and-distance policies."

Time-and-distance policies are a
financial reinsurance product with
no underwriting risk that pay
guaranteed amounts at guaranteed
times to the cedant.

Mr. Randall indicated in the af-
fidavit that he is still investigating
whether syndicate 290's 1988 prof-
its were "overstated," since four
time-and-distance policies with
Pinnacle Reinsurance Co. Ltd. in
Bermuda were commuted that
year.

The allegations in Mr. Randall's
affidavit could help the litigating

Hardy sues Bermuda liquidators
By ROGER SCOTTON

HAMILTON, Bermuda-Three
Bermuda-based insurer liquidators
and four related accounting firms
are being sued for $90 million for
allegedly conspiring to harm "by
unlawful means" controversial
businessman Mark Hardy and two
affiliated entities.

Liquidators David Lines, Peter
Mitchell and Kirk Cooper, part-
ners with accounting firm Cooper
& Lines in Bermuda, are named
in the suit along with the account-
ing firm and its international affil-
iates: Coopers & Lybrand Deloitte,
Cork Gully and Coopers & Ly-
brand (Cayman Islands).

The suit was filed April 1 in
the Bermuda Supreme Court by
Mr. Hardy; VillaRosa Establish-
ment, a Liechtenstein affiliate of
Mr. Hardy's; and Magnolia Trad-
ing S.A., a Zurich, Switzerland-
based affiliate.

Mr. Hardy's allegations center on
the defendants' activities as liqui-
dators of Aneco Reinsurance Un-
derwriting Ltd., Focus Insurance
Co. Ltd. and Forum Reinsurance
Co. Ltd., all of which were con-
trolled by Mr. Hardy (BI, April 6;
March 18, 1991; Dec. 31, 1990).

The suit alleges that the defen-
dants wrongfully induced a Liech-
tenstein-domiciled business, Inco-
vest Establishments, to breach a
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business contract with Magnolia,
under which Magnolia would ac-
quire 76 shares of Hia Inversiones
S.A., a Spanish property develop-
ment group. Mr. Hardy claims the
76 shares represent an interest in
the firm worth $90 million.

The shares were being acquired
ultimately to provide Mr. Hardy
with a stake in Hia Inversiones
subsidiary Corp. de Nueva Mar-
bella, according to court papers.
Mr. Hardy said the company owns
578 acres of undeveloped land just
outside Marbella, Spain.

According to a Feb. 28 "letter
before action," which is a docu-
ment outlining allegations prior to
filing a lawsuit, the real estate
holding was intended to be a key
asset of Mr. Hardy's Turks &
Caicos company, Channel Reinsur-
ance Co. Ltd.

As recently as a late March
meeting of Aneco creditors, Mr.
Hardy said Channel Re would meet
its obligations as a reinsurer of his
insolvent Bermuda companies "as
and when they fall due."

The action also seeks an injunc-
tion restraining the liquidators and
the accounting firms from inducing
or procuring further breaches of
contract or unlawfully interfering

in contracts between Mr. Hardy
and related entities.

Mr. Lines and Mr. Cooper could
not be reached for comment, and
Mr. Mitchell would not discuss the
suit. However, the liquidators ear-
lier publicly denied the allegations
in Mr. Hardy's Feb. 28 "letter be-
fore action."

Peter Wilson, former president
of Aneco, also is mentioned in the
letter, though he has not been
named in the suit. He, too, has
denied the letter's assertions. He
accused Mr. Hardy of "always at-
tempting to implicate any and all
parties in his activities."

Lawyers acting for Judah Bin-
stock, a land developer involved
in the Marbella real estate project,
have rejected the letter as inaccu-
rate and misleading. They have
said that the reason Magnolia's in-
volvement in the project ran into
difficulties was because "Magnolia
failed to make payment as it fell
due."

Second EXEL offering
EXEL Ltd. has completed a sec-

ond offering of 9.4 million shares,
bringing to almost 66% the per-
centage of the excess liability in-
surer's stock that is publicly
traded.

"We're much more of a public
Continued on next page

Lloyd's members, many of which
are Gooda Walker members, suc-
ceed in preventing the market from
drawing down on their deposits to
pay losses.

London High Court Justice Sa-
ville last week heard arguments on
this issue from the members and
Lloyd's (see related story, page 77).

If the members do not have to
pay, the Gooda Walker syndicates
are unlikely to meet their annual
solvency test at the end of the
month. If that happens, Lloyd's
would have to earmark money in
its Central Fund to cover unpaid
Gooda Walker cash calls, which so
far total more than 120 million
pounds ($210 million).

Meanwhile, Lloyd's authorities
are examining whether the alle-
gations in Mr. Randall's report are
serious enough to warrant disci-
plinary proceedings, said Lloyd's
Chief Executive Alan Lord.

"This is one we shall take very
seriously" to see if there should
be disciplinary action against any-
one in the Gooda Walker agency,
he said.

The information in the affida-
vit shows "consistent and blatant

false accounting," charged Alfred
Doll-Steinberg, chairman of the

Gooda Walker Action Group. "It
discloses false accounting, which in
laymen's terms is fraud."

Mr. Doll-Steinberg claims that
his group had asked Lloyd's to
freeze attempts to draw down on
members' assets while the allega-
tions were investigated, but
Lloyd's instead filed the affidavit
in court.

"We are not talking fraud" but
a question of the handling of tech-
nical transactions, Mr. Lord said.

"We shall not have a morato-
rium on cash calls," Mr. Lord said.
The allegations "won't stop us sue-
ceeding in drawing down on de-
posits," he added.

Members should pay their cash
calls now, and seek to recover their
losses later, Mr. Lord said.

Separately, Lloyd's currently is
considering whether there also
should be any disciplinary action
against members agency Lime
Street Underwriting Agencies Ltd.,
which placed 30% of all its mem-
bers on Gooda Walker and loss-

making syndicates managed by
Feltrim Underwriting Agencies
Ltd. (BI, Sept. 2, 1991).

Former Lloyd's underwriter and
Gooda Walker Chairman Derek

Continued on page 76

British court ruling
on guaranty fund
hurts policyholders
Decision could leave some without cover

By STACY SHAPIRO

LONDON-A group of North
American lawyers, doctors and ac-
countants are appealing a recent
London High Court test case ruling
that could stick them with hun-
dreds of millions of dollars in un-
paid professional liability claims.

The April 1 decision by High
Court Justice Webster is techni-
cally a victory for the profes-
sionals, all of whom purchased
professional liability coverage from
four insolvent units of London
United Investments P.L.C.

A High Court judge ruled the
professionals are entitled to receive
payment of up to 90% of their
claims from a British guaranty
fund for individual policyholders
that is administered by the Policy-
holder Protection Board.

However, the judge decided that
the PPB only has to pay claims
made as of the date the insurers are
placed in liquidation. As a result,
any claims not known or potential
claims whose final size is unknown
when the four LUI insurers are
wound up would not be eligible for
guaranty fund coverage.

In addition, some members of
partnerships may be ineligible for
guaranty fund coverage.

The insurance in question was
placed with the four so-called
KELM companies, all of which
participated on the defunct U.S.
casualty line slip underwritten by
H.S. Weavers (Underwriting)
Agencies Ltd. They insurers are:

Kingscroft Insurance Co. Ltd., El
Paso Insurance Co. Ltd., Lime
Street Insurance Co. Ltd. and Mu-
tual Reinsurance Co. Ltd.

The four insurers stopped pay-
ing claims in March 1990, when
sister company Walbrook Insur-
ance Co. Ltd. ceased underwriting
and LUI was put into administra-
tion, which is equivalent to Chap-
ter 11 reorganization in the United
States (BI, April 2, 1990).

The KELM companies so far
have not been put into liquida-
tion, but provisional liquidators
have been appointed to determine
if proposed schemes of arrange-
ment are viable and would benefit
creditors (BI, March 2).

Meanwhile, a group of North
American professionals asked the
London High Court to determine
how much the PPB would pay
under the schemes of arrangement.

The Policyholders Protection Act
1975 says that "private policyhold-
ers" that bought "U.K. policies"
written by an authorized U.K. in-
surer are entitled to 90% of claims
payments if the insurer is liquid-
ated. Justice Webster was asked
specifically to interpret the mean-
ing of "private policyholder" and
"U.K. policy" under the the act.

The plaintiffs seeking the High
Court ruling include 234 partners
of the former accounting firm
Clarkson Gordon, now part of
Ernst & Young, in Canada; 123
partners of law firm Fried, Frank,
Harris, Shriver & Jacobson in New

Continued on next page
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Gooda Walker
Continued from page 75
Walker was a major player in the
market for London excess-of-loss
catastrophe remsurance and mem-
bers' stop-loss insurance through-
out the 19805.

In 1981, Mr. Walker and former
Lloyd's broker Christopher Moran
were acquitted on charges of con-
spiracy to defraud Lloyd's names.
Although Mr. Moran was later ex-
pelled from Lloyd's for "discredit-
able acts," Mr. Walker returned to
underwriting (BI, Dec. 21, 1981; Oct.
4, 1982).

His syndicates produced excellent
results from 1983 to 1988 while their
capacity grew. Syndicate 290, for
example, saw its gross capacity
grow to 69.7 million pounds ($122
million at current exchange rates) in
1988 from 8.1 million pounds ($14.2
million at current exchange rates) in
1983, producing profits each year.

Attempts to locate Mr. Walker for
comment last week were unsuccess-
ful.

The first sign that there was trou-
ble at the Gooda Walker syndicates
was on June 3, 1991, when Mr.
Walker and Managing Director D.R.
Jewell were replaced by Lloyd's-ap-

 proved executives and three of the
seven Gooda Walker syndicates
were placed into runoff (BI, Aug. 5,
1991).

This happened after Mr. Walker's
syndicates 164 and 290 reported
profits in 198&-earning profit com-
missions for the managing agency-
but in the sanne breath made cash

calls for the 1989 underwriting year.
In addition, Gooda Walker syn-

dieate 298 had cash calls for 1988
and 1989 and ceased underwriting
in 1990, while syndicate 299 made
a cash call in 1988 and said it would
have a significant loss in 1989 (BI,
Sept. 2,1991).

These four syndicates made a
total of 137 million pounds ($239.8
million) in cash calls last year for
the 1988 to 1990 underwriting years,
of which all but 21 million pounds
($36.8 million) has been paid by
members, according to information
from G.W. Run-Off Ltd., an agent
appointed by Lloyd's to run off the
four syndicates.

Gooda Walker members formed

an action group last August and
have since been trying to avoid pay-
ing additional losses.

Total losses for five of the Gooda
Walker syndicates-255,290,298,
540 and 847-fronn 1988 to 1990
could ultimately total 820 million
pounds ($1.44 billion), Lloyd's mem-
ber David Newton estimates in a re-
cent report by consulting firm Lime
Street Management Ltd.

Six months ago, Lloyd's set up
a loss review panel to examine the
Gooda Walker syndicate losses.
Lloyd's also set up a committee
headed by Sir David Walker to ex-
amine the members' accusations
that the business written by Gooda
Walker and other loss-riddled ex-
cess-of-loss reinsurance syndicates
was questionable.

In recent discussions with G.W.
Run-Off, "it gradually became clear
to us that strong indications of seri-

With DKI...
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ous irregularities in the accounts of
(syndicate 290) were being found,"
said Mr. Doll-Steinberg in an April
3 letter to members of the Gooda
Walker Action Group.

The members agreed with the
runoff company that it "was in the
best interests" of the members that
"no premature publication of news
of these indications should be
made," Mr. Doll-Steinberg noted.

However, Lloyd's on March 4
began issuing' 30-day notices of its
intent to draw down on members'
deposits, even though it was aware
of the accounting "irregularities," he
said.

"As a result, we were forced to
advise GWRO that in the event that
by (Thursday, April 2) either Lloyd's
had not agreed formally to suspend
the drawdown procedure or that
Lloyd's had not agreed formally to
suspend the publication of the evi-
dence obtained by GWRO, we
would have no alternative but to
make an application on that date for
an injunction against GWRO that
would have the same effect," said
Mr. Doll-Steinberg.

On April 2, though, Lloyd's it-
self made the information public
during a crowded press conference
and issued the Randall affidavit in
court, highlighting the irregularities
to Gooda Walker members and their
agents.

But, members' lawyer Michael
Freeman, senior partner of Michael
Freeman & Co., said that the affi-
davit will only strengthen the mem-
bers' attempt to block drawdowns.
"It's a very serious matter."
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In the affidavit, Mr. Randall cau-
tioned that there is some risk that
the "premature disclosure" of his
investigation "might inhibit the fu-
ture conduct of the investigation."

Mr. Randall said in the affida-
vit that he has conducted a "prelim-
inary" analysis of Gooda Walker
syndicate 290's accounts from 1983,
for the 1981 underwriting year, to
1990, for the 1988 underwriting
year, specifically looking at its time-
and-distance policies.

In the affidavit, he notes that:
• Syndicate 290's accounts for the

1986 underwriting year ignored $3.6
million in claims payments made in
1987 for deteriorating accounts from
previous years, choosing to defer
recognition of the losses to future
years via time-and-distance policies.
None of the reinsurance recovenes
were due before Dec. 31, 1990.

• The Gooda Walker agency re-
ceived a total of 3.7 million pounds
($6.5 million) in profit commission
charged to members between 1981
and 1988 that "could be regarded
as attributable to profits generated
from the use of time-and-distance
policies."

Members between 1981 and 1988
also benefited from the time-and-
distance policies in the profits they
made, the affidavit noted.

• Throughout 1990, the Gooda
Walker syndicates needed cash to
pay for the huge accumulation of
catastrophic claims that hit the ex-
cess-of-loss market between 1987
and 1990. By March 1991, the vast
majority of syndicate investments
had been liquidated and the syndi-
cates "were substantially overdrawn
within the Lloyd's American Trust
Fund, and the board of Gooda
Walker Ltd. was under considerable
pressure from Lloyd's to clear the
LATF overdraft," said Mr. Randall.

The syndicates also had short-
term loans of $50 million from Ci-
tibank and 34 million pounds ($59.5
million) from National Westminster
Bank that were due, he said.

Because of the high level of claims
and the slow rate of reinsurance re-
coveries, the Gooda Walker syndi-
cates were unable to repay their
overdraft with the LATF, said Mr.
Randall.

Gooda Walker held discussions
Continued on next page

KELM coverage ruling
Continued from previous page
York; and three New York doctors
who represent the Federation of
Jewish Philanthropists and the
Combined Coordination Council in
New York, which together buy pro-
fessional liability insurance for
4,700 doctors.

Named as defendants were the
PPB; Royal Insurance (U.K.) Ltd.,
representing the Assn. of British In-
surers; and New Hampshire Insur-
ance Co. Ltd., representing U.S. in-
surers' London units.

The insurers were named as de-
fendants because if the PPB is li-

able for the KELM claims, insurers
will be assessed up to 1% of their
net British property/casualty pre-
mium volume to pay claims, or
about 152 million pounds ($266 mil-
lion).

Following a two-week hearing,
Justice Webster said a "U.K. pol-
icy" under the act is one in which
an authorized U.K insurer' s "out-
standing obligations" had to be per-
formed in the United Kingdom. He
also concluded that a "private poli-
cyholder" under the act is consid-
ered to be any individual who is
the legal holder of a U.K. policy,
regardless of where they live.

But, personally owned "profes-
sional corporations" set up to pro-
tect the liability of individuals, in-
cluding some partnerships, are not
eligible for coverage under the act,
according to Justice Webster. An
individual also must be named as

the legal policyholder to be eligible
for guaranty fund coverage, he said.

"People in the U.K. who broke
policies worldwide will welcome the
judge's decision about the meaning
of U.K. policies," said Philip Rocher,
partner in the New York office of
Wilde Sapte, a law firm repre-
senting the plaintiffs.

However, Mr. Rocher said there is
a "sting in the tail" of the judge's
decision that could be devastating to
North American plaintiffs.
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Continued from previous page
company than we were before," said
Michael Kevany, president and chief
executive officer.

Mr. Kevany said the shams were
offered at $32.50, compared with
$27.50 in the initial offering last
July. EXEL stock, which is traded
on the New York Stock Exchange,
was trading at $34.38 on April 3.

Without being asked by either
side to do so, Justice Webster raised
the question of whether the PPB is
obliged to make any payment to
policyholders whose claims are only
"contingent" claims at the time an
insurer is liquidated.

He held that under Section 8(2)
of the act, only those policyhold-
ers whose claims against an insol-
vent insurer have "crystnllived" on
or before the date of liquidation
are entitled to protection under the
act.

"If the judge is correct, approxi-
mately 95% of the policyholders
whose claims would otherwise have
been eligible for protection under
the act will be outside its scope be-
cause their claims will be contingent
at the beginning of the liquidation,"
said Mr. Rocher.

Justice Webster's decision was

particularly surprising because "it
runs directly contrary" to a deci-
sion by another High Court judge
last year, noted Mr. Rocher.

Justice Hoffman was asked by one
of KELM's main creditors, the liqui-
dators of Transit Casualty Co., and
other creditors to decide if the PPB
was liable to pay "contingent"
claims under the Insurance Cos.
(Winding-Up) Rules 1985.

Justice Hoffman concluded that
contingent claims from insured in-
cidents that occurred before an in-
surer enters liquidation are admis-
sible claims in a liquidation (BI,
May 20, 1991).

Justice Webster's decision "comes
as a surprise by all those who are
involved," PPB Secretary Derek
Wright said.

Until an appeal is decided "we
can't make interim payments" to
creditors, he noted.

Mr. Wright points out that the
PPB already has asked insurers in
the United Kingdom for one quar-
ter of the levy they would owe, or
38 million pounds ($66.5 million),
to pay KELM claims. I

The offering raised $305.5 million,
which went to selling shareholders
who contributed almost 5.3 million
shares in the second offering, while
a fui:ther 4.1 million shares were is-
sued to meet the exercise of stock
options.

Mr. Kevany explained that pro-
ceeds from the stock options, along
with $36.9 million of EXEL funds,
went to repurchase more than 3.6
million outstanding option contracts
in a "simultaneous transaction." I
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with time-and-distance reinsurer
Pinnacle Reinsurance Co. Ltd. in

Bermuda to ask Pinnacle to advance

funds to syndicate 290 against six
time-and-distance policies. How-
ever, Pinnacle only allowed the
agency to commute syndicate 290's
time-and-distance policies and re-

Members agents
contend names

must pay calls
despite charges

LONDON-The right of Lloyd's
of London members agents to call
on their names for cash to meet

syndicate losses even if the names
suspect negligence or fraud is at
issue in the London High Court.

The outcome of the court battle

could affect Lloyd's future claims-
paying ability.

Only eight names are involved,
but the case will determine how

hundreds of other Lloyd's members'
respond to cash calls totaling hun-
dreds of millions of pounds. The
eight names are representative of
members who have suffered heavy
losses in syndicates managed by
Gooda Walker Ltd., Feltrim Under-
writing Agencies Ltd., Devonshire
Underwriting Agencies Ltd. and
Rose Thomson Young Underwriting
Ltd.

The names are challenging the
right of the five members agents
to draw down on the funds held

by the names at Lloyd's to pay cash
calls.

These funds, which are held at
Lloyd's for the members' accounts,
are the -second link" in a chain

that guarantees the "unique
strength of Lloyd's security," ac-
cording to Lloyd's, which joined the
action last month (BI, March 9).

Neville Thomas, the attorney rep-
resenting the members' agents, last
week asserted that the names had

no right to refuse cash calls from
their members agencies, regardless
of suspicion of fraud. Cash calls
were designed to meet the "immedi-
ate cash needs of a syndicate," he
argued. That need is no less pressing
if it is a "self-created need" caused

by negligence or fraud on the part of
the managing agency that ran the
syndicate, he said.

As a hypothetical example, Mr.
Thomas described an employee of a
Lloyd's managing agency who falls
asleep one afternoon and thereby
misses a telephone call offering
cheap reinsurance for one of the
agency's syndicates. It would be
"quite absurd," he said, for names
on that syndicate to resist a future
cash call from that syndicate.

The proper course, he argued, is
for names to "pay first and sue
later" to recover money allegedly
lost through negligence.

Justice Saville inquired whether
a similar approach should be
adopted in cases where the names
have reason to suspect fraud on the
part of the managing agent.

"Yes," Mr. Thomas replied.
Earlier in the week, Michael Bur-

ton, the plaintiffs' counsel, had ar-
gued that names are not obliged
to honor cash calls in cases where

the calls had arisen from a breach
of trust.

The cash calls the names are being
asked to pay arise mainly from the
need to replenish Lloyd's American
Trust Fund, which Lloyd's regards
as the "first link" of its policyholder
security. As of Dec. 31, 1990, the
fund's account stood at $8.02
billion.

The case continues this week.

-By Wittiam Pitt

.

S,

cover some of the funds, he said.
On April 2, 1991, the syndicate

received nearly $50 million for the
six commuted policies. However, the
Gooda Walker agency only disclosed
in its accounts that two of the poli-
cies were commuted, and not the re-
maining four.

Since all the policies had been
commuted, the account should have
taken credit for the proceeds of the
commutations and not the full in-

demnity value of the policies as they
did, said Mr. Randall. The profit
therefore is overstated by around
11.3 million pounds ($19.8 rnillion),
he said.

These figures "will need to be re-
viewed by the syndicate auditors,"
he added.

Meanwhile, Mr. Randall is also
investigating inter-syndicate trans-
actions and loans of other Gooda
Walker syndicates. .

EBP

Continued from page 1
services to employers that self-in-
sure health benefit programs for
their employees. For many of these
clients, EBP also arranges specific
and aggregate stop-loss insurance
with large, national insurers,
which in turn reinsure all or most
of the risk with EBPLife Insurance
Co; a unit domiciled in Oklahoma.

Plaintiffs in these lawsuits al-
lege the company has concealed
its role as a stop-loss reinsurer and
has intentionally delayed or denied
claims to minimize losses to its re-
insurance unit.

EBP officials deny these con-
flict-of-interest charges, saying
that EBP's participation as a rein-
surer puts its interests in line with
employers' in cutting health costs.

In 1987, though, a law firm EBP
hired to review its operations con-
cluded that EBP's reinsurance ac-

0=66,6666 Ueau7unce, ApI 11 10, 1 ZH,4 / 66

tivity "more probably than not"
violated prohibitions against self-
dealing contained in the Employee
Retirement Income Security Act.

EBP then sought an opinion
from a second law firm, which
concluded in a 1989 opinion that
the first firm was wrong and that
the structure of EBP's programs
did not violate ERISA.

The U.S. Department of Labor-
which is auditing EBP and other
third-party administrators-has is-
sued few opinions on when ERISA
bars related companies from acting
both as a employee benefit plan's
TPA and as a stop-loss insurer or
reinsurer.

A 1989 opinion involving ALTA
Health Strategies Inc. approved
ALTA's proposed use of a reinsur-
ance subsidiary for stop-loss cover-
age for clients provided the com-
pany met several conditions
involving pricing, plan size, com-
missions and disclosure.
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Any other rulings likely would
rely heavily on the facts of indi-
vidual cases.

A broad Labor Department posi-
tion that such arrangements are
improper could seriously disrupt
the managed health care industry,
since EBP is not alone in the way it
does business: Many large insurers
provide both claims administration
and stop-loss coverage, either
through their own TPA units or
under administrative services only
contracts.

"Our business practices are con-
sistent with the industry," Mr.
Brook said. "This is not an aber-

rant business practice."
• EBP's involvement as claims

administrator and stop-loss rein-
surer for a self-funded multiple
employer welfare arrangement run
by Action Staffing Inc., a Florida
staff leasing company.

Based on Action Staffing's own
Continued on next page
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EBP fended the company's efforts to Boom and bust fray & Hopwood in Minneapolis, a term growth

provide a vanety of managed care
lead underwriter of EBP's stock EBP's shares took a beating,

Conttnued from premous page and reinsurance products Life as a pubhc company hasn't and debenture offerings falling to $30 the next day as

financial statements showing it to EBP, which was founded in been easy for EBP EBP officials and analysts say nearly 4 million shares changed
be Insolvent by $5 milhon last year, 1974, is the nation's third-largest The company went pubbc at $12 the short sellers are at least partly hands The stock has smce driftedthe Florida Insurance Department claims administrator, paying a share m 1989, raising $34 milhon to blame for the boom and bust in downward, settling last Wednes-
obtained a court order in February $138 billion in claims last year A second common stock offenng in EBP stock earlier this year day at $19 50 per share

barring the firm from addlng em- for roughly 2,500 self-insured 1990 raised $40 milhon more, and When EBP moved to the New One perhaps predictable result
ployees to the MEWA chents with more than 2 1 milhon an issue of debentures last April York Stock Exchange from the of the earnings surpnse was share-

Claims against Action Staffing's employees and dependents (BI, raised $69 milhon, most of it ear- over-the-counter market last De- holder litigation
MEWA could total $4 million, but Jan 27) marked to boost the capital of cember, ltS stock was trading at Three suits seeking class-action
there is only about $1 million Of EBP's $1986 million in ca- EBPLife about $35 a share status were filed mUS District

available to cover them, EBP offi- lendar-year 1991 revenues, $69 6 As of March 13, about 12 mil- By Jan 9, the stock had rock- Court in Minneapolis earlier this

cials estimate million was generated by claims hon of EBP's 83 nullion outstand- eted to $64 per share, fueled in year, charging that EBP officials
Florida regulators could try to administration work and nearly all mg shares were sold short, an unu- part by a "short squeeze" short misled investors about the conn-

force EBP, Insurance Co of North of the balance was generated by its sually high volume of short sales, sellers who had bet on the stock pany's prospects
America-which fronted the stop- reinsurance operations according to stock analysts dropping below $30 per share saw The complamts-which are vir-

loss coverage for EBP's reinsur- The reinsurance coverages are EBP officials and analysts say it rising instead and bought shares tually identical-allege that an
ance unlt-and others to cover un- written by EBPLife, which was the company has long been a tar- to cover their short positions, acce- EBP official confirmed as late as
paid claims under a Florida statute created from the merger of the get of short sellers, who sell bor- lerating the upward move, Mr Dec 16, 1991, that the company
making those who aid and abet an EBP's First Security Insurance Co rowed stock hoping to repay the Brook and analysts explain was "comfortable" with analysts'

unauthorized insurer liable for unit and Sooner Life Insurance lender with shares they buy later However, after the market closed estimates about EBP's second

such claims Co, which EBP acquired last May at a lower pnce on Jan 9, EBP announced that its quarter earnings

EBP officials deny Action Staff- EBP also owns EBP Re Ltd, a Ber- One rationale of the short sell- earnings for the fiscal 1992 second EBP and ltS top officials--in-

ing operated as an unauthorized muda-based remsurer the company ers is that EBP actually functions quarter ending Nov 30, 1991, cluding Mr Brook and EBP Presi-
msurer and say they are cooperat- says is now dormant as an insurer and that its stock would be flat at 34 cents per share, dent William E Sagan-knew or
ing with the Flonda department m EBP, which targets single em- should thus be trading at a multi- far below analysts' estimates of 46 should have known by Dec 16 that
trying to resolve the Action Staff- ployers with 50 to 2,500 employ- ple of 12 to 14 times earnings--as to 49 cents per share the company's earnings were well

ing mess ees, also offers benefit plan de- Insurers' stocks do--rather than at The company blamed the results below the analysts' estimates, the
In an interview, Mr Brook said sign and consulting services, the 20 times earmngs more typical on lower interest income, higher complaints charge

EBP faces no more htigation than utilization review programs and of EBP and other managed health reinsurance expense levels and a The lawsuits allege that EBP of-

other companies in the managed access to a network of preferred care companies, said Patrick M nse in administrative and market- ficials intentionally misrepresented
health care industry, and he de- provider organizations Burton, an analyst with Piper, Jaf- 1ng costs aimed at producmg long- Continued on next page
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the company's results to conceal its
true financial condition and to lure

investors into buying EBP stock at
artificially inflated prices.

EBP has not answered the com-

plaints, but Timothy W. Kuck, its
vp and general counsel, said they
will be contested "vigorously."

Mr. Brook added that "nuisance
is the word" that best describes the
Suits.

Conflict of interest?

Another group of lawsuits may
be causing bigger headaches for
EBP: Several suits filed in recent

years have alleged that EBP con-
ceals its role as a stop-loss rein-
surer of the business of its self-in-
sured claims administration

clients, then intentionally delays
and denies claims to limit losses
to its reinsurance unit, EBPLife.

EBP says its critics exaggerate
the extent of this litigation.

For example, EBP denies a re-
port that it has been sued in at
least 10 states by former clients al-
leging conflict of interest.

Business Insurance found only
a handful of such suits in two

states. Suits have been filed by:
• Fresh Western Marketing Inc.,

a Salinas, Calif., firm whose self-
insured health plan was adminis-
tered by EBP in 1987 and 1988.
Fresh Western sued EBP, as well as
other insurers and agents, in U.S.
District Court in San Francisco in

1990 after agreeing to pay about
$175,000 to an employee whose
medical claims were denied under

the Fresh Western plan.
Among other things, the lawsuit

charged that EBP breached its fi-
duciary duties and violated federal
racketeering laws by failing to dis-
close that it reinsured Mutual Ben-

efit Life Insurance Co., the insurer
EBP arranged to provide stop-loss
coverage to Fresh Western.

EBP and Mutual Benefit con-

spired to delay and deny claims
to benefit themselves and advised
Fresh Western to deny its em-
ployee's claim because it was in
Fresh Western's interest to do so, a
violation of the Employee Retire-
ment Income Security Act of 1974,
the complaint alleged.

Fresh Western settled the case

late last year, said its lawyer, who
would not disclose terms.

EBP's Mr. Kuck said the case
settled for less than the amount

of the original claim.
• Beverly Roberts, a special

education teacher who sued EBP
in a Texas state Court after EBP

allegedly delayed action for sev-
eral months on her preauthoriza-
tion request for a procedure to cor-
rect a degenerative joint disorder.
EBP ultimately denied coverage,
and Ms. Roberts paid $14,000 for
the surgery herself.

Ms. Roberts was insured through
the Texas Educators Health Trust,
a self-funded group health pro-
gram for Texas school districts that
EBP administered in the 1980s.

The suit alleges that EBP con-
cealed the fact that stop-loss cov-
erage placed with United Olympic
Life Insurance Co. was ceded to

Ebbtide Indemnity Ltd., a Ber-
muda reinsurer that later became

EBP Re, the company's now-dor-
mant offshore reinsurance unit.

"EBP's dual role as both claims

administrator and reinsurer
created ' an irreconcilable conflict
of interest," the lawsuit alleged,
charging that EBP's general busi-
ness practice was to wrongfully
delay or deny claims to benefit its
reinsurance unit.

EBP settled the case last July.
Without admitting or denying
wrongdoing, it paid Ms. Roberts
$317,500.

In its annual reports, EBP says it
decided in 1990 to terminate its re-

insurance of associations and small

employer trusts like TEHT because
of poor claims experience and the
administrative burden they pre-
sented. EBP took a $9.8 million
charge that year to bolster reserves
on this business.

• The city of Galveston, Texas,
which hired EBP in 1981 to help
set up and administer a self-funded
employee benefit plan.

The city amended its complaint
in Texas state court in February,
charging that EBP fraudulently
delayed claim payments while con-
cealing that EBP Re was reinsuring
the city's stop-loss insurer, First-
mark Standard Life Insurance Co.

The complaint alleges, among
other things, that EBP delayed
processing more than $400,000 in
claims exceeding the specific stop-
loss attachment point and allowed
the Firstmark policy to expire in
the interim.

EBP also refused to account for

alleged discrepancies in a claims
trust account set up for the pro-
gram, alleges the suit, which seeks
more than $4 million in damages.

In an answer filed last month,
EBP denied the allegations and
leveled a counterclaim charging
Galveston with bad faith and ha-

rassment in bringing the suit.
Mr. Brook complains plaintiffs'

lawyers have "leveraged" run-of-
the-mill claims disputes by throw-
ing in unfounded conflict-of-inter-
est charges.
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He also noted that the Roberts
and Galveston suits and a third

conflict-of-interest complaint were
all filed by the same Texas lawyer,
who Mr. Brook charges is on an
anti-EBP vendetta.

The attorney, B. Russell Horton,
said he could not comment because

of pending litigation.
EBP officials strenuously deny

any failure to disclose the com-
pany's role as a reinsurer and deny
any self-dealing or conflict in the
way EBP sets up client programs.

Mr. Brook acknowledged that
Fresh Western's 1987 and 1988
contracts with EBP did not dis-

close EBP's role in reinsuring Mu-
tual Benefit.

However, he noted that ERISA
at the time was unclear on whether
disclosure in the contract was re-

quired. It was not until 1989 that
the Society of Professional Benefit
Administrators concluded that a

TPA's involvement in risk sharing
should be disclosed, he noted.

EBP added the disclosure to its

contracts in late 1988, according to
Mr. Kuck. A sample contract he
provided to Business Insurance in-
cluded the disclosure.

Within the last several weeks,
EBP also has added the disclosure

to the proposals it submits to po-
tential clients, Mr. Kuck noted,
emphasizing that the change is not
an admission that disclosure was

inadequate before.
Previously, EBP proposals de-

scribed stop-loss coverage in gen-
eral terms as one of EBP's services,
but did not state that the pros-
pective client's own risks might be
ceded to EBP's reinsurance unit.

Along with these disclosures,
EBP's assumption of client stop-
loss risks is also described in its

annual reports and Securities and
Exchange Commission filings.

Mr. Brook also flatly denied al-
legations that EBP manipulates
claims to aid its reinsutance units.

The company operates 18 claims
offices across the country. Claims
processing typically involves over-
sight by several layers of EBP em-
ployees and can even involve dif-
ferent computer systems in
different areas, Mr. Brook said.

"Does anyone think we can sit
in Minneapolis and orchestrate a
sting with 1,400 employees?" he
asked. "It's absurd.

"As a practical matter, I don't
know how we would do that," he
observed. "Secondly, the market
would not allow us to do that."

In 1987, EBP solicited an opinion
on ERISA compliance issues from
the Washington office of the law
firm Gibson, Dunn & Crutcher. In
a 30-page letter, the law firm con-
cluded that EBP's reinsurance ac-

tivities probably violated ERISA
Section 406(b) prohibitions against
self-dealing and conflict of inter-
est.

The opinion also concluded that
EBP probably would be liable for
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damages in private suits as a result
of the prohibited transactions.
However, Gibson, Dunn later con-

were wrong and in an October
1988 letter withdrew its opinion on
EBP's tax liabilities and modified

its position on civil penalties.
Mr. Brook says Gibson, Dunn

performed only a "cursory" review
of EBP's operations.

EBP went to the Washington,
D.C., firm of Groom & Nordberg
for a second opinion.

In a 40-page memorandum,
Groom & Nordberg also concluded
that Gibson, Dunn was wrong in
finding that EBP was engaged in
transactions barred by ERISA.

Among other things, the memo
concluded that EBP had structured

its TPA operations so it probably
would not be considered a "plan
fiduciary" under ERISA and that
the Section 406(b) prohibitions
against self-dealing by fiduciaries
therefore would not apply.

But, Groom & Nordberg eau-
tioned that if EBP is ultimately
ruled a fiduciary, "our conclusion
would be subject to change."

The Kansas City, Mo., office of
the Labor Department's Pension
and Welfare Benefits Administra-

tion has been auditing EBP since
early 1988, periodically requesting
information and paying visits to
the company's Minneapolis head-
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EBP

Continued from previous page
quarters, EBP officials confirm.

Documents requested by the
Labor Department have included
EBP's SEC filings, stock prospect-
uses, reinsurance agreements, stan-
dard administrative agreement,
claims manual and other material.

Mr. Brook says the Labor De-
partment has given no indication
that it is looking specifically at
the conflict-of-interest issue or

that the audit is anything more
than a part of the agency's na-
tionwide effort to monitor third-

party administrators.

MEWA problems
Meanwhile, EBP is also coping

with the collapse of the self-funded
MEWA set up by Action Staffing, a
Tampa, Fla.-based staff leasing op-
eration.

Action Staffing took over the
staffs of small companies and
leased them back to the companies
while providing payroll, adminis-
tration and other services, includ-
ing health benefits. In all, Action
Staffing leased more than 11,000
employees to more than 600 com-
panies in 32 states.

Until last July, Action Staffing's
health benefit program was fully

insured by Aetna Life & Casualty
Co., according to Philip M. Payne,
a staff attorney with the Florida
Insurance Department.

After the Aetna coverage was
terminated, Metropolitan Life In-
surance Co. briefly provided full
coverage. However, Action Staff-
ing soon forged an administrative-
services-only contract with Met
Life, according to Mr. Payne.

When the Met Life agreement
was terminated last September,
EBP became the administrator of

a self-funded plan.
Under the plan, Action Staffing

was to self-fund claims up to
$100,000 per employee. Above that,

Action Staffing had stop-loss cov-
erage provided by INA, a CIGNA
Corp. unit. INA ceded 100% of the
stop-loss risk to EBPLife.

EBP started processing claims
but quickly ran into problems, ac-
cording to Mr. Kuck, EBP's general
counsel. By November, Action
Staffing was not providing the
funds EBP needed to pay claims,
and by mid-December EBP noti-
fied the Florida department that
the program might be in trouble,
Mr. Kuck said.

Action Staffing itself filed a 10-
K statement with the SEC in early
January showing a $5 million capi-
tal deficiency as of Aug. 31, 1991,
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the end of its fiscal year.
Meanwhile, the Labor Depart-

ment-which is investigating Ac-
tion Staffing-issued an opinion
letter to the Georgia Insurance De-
partment that Action Staffing's
benefit program was a MEWA and
therefore subject to state regula-
tion.

In a separate Jan. 29 letter to
Action Staffing Chairman David
Miller, the Labor Department cited
a $900,000 shortfall in funds avail-
able to pay claims and said Action
Staffing may have breached its fi-
duciary duties to plan participants,
according to the Florida depart-
ment.

Based on Action Staffing's state-
ment and the Labor Department's
opinion letter, the Florida depart-
ment ordered Action Staffing on
Jan. 30 to stop enrolling employees
in the program.

A Florida judge later ordered
Action Staffing to set up escrow
accounts for premium funds and
a $1 million tax refund, believed
to be the largest source of ready
cash for claims payments.

Mr. Kuck said that only about
5,000 employees were enrolled in
Action Staffing's self-funded pro-
gram at its peak and that unfunded
claims may total between $3.2 mil-
lion and $4 million. None of claims
exceed the $100,000 stop-loss
threshold, Mr. Brook said.

EBP terminated its contract with

Action Staffing Jan. 23 but has
continued to process claims. Mr.
Brook said the loss of the company
as a client "will have no material

impact on EBP."
In a meeting with Action Staff-

ing's insurers earlier this year,
Florida regulators asked the insur-
ers if they would be willing to
cover the unpaid claims.

But in a March 4 letter, CIGNA
Counsel Walter Heindl responded
that INA and EBPLife would be

willing to refund only the $291,039
in stop-loss premiums they re-
ceived.

Mr. Brook added in an inter-

view that EBP may also forego its
administration fees for Action

Staffing claims.
The Florida department has

raised the possibility of suing EBP
and the insurers under a state stat-

ute holding those who aid and abet
an unauthorized insurer responsi-
ble for unpaid claims, Mr. Payne
confirmed.

Mr. Heindl denied any liability
under the statute in his letter,
though, arguing that the Labor
Department was wrong in label-
ing Action Staffing's benefit pro-
gram a MEWA, that the program
was not an unauthorized insurer
and that INA did not aid or abet an

unauthorized insurer.
Mr. Brook also denied the aid-

ing and abetting allegation and
maintained that EBP is trying to
cooperate with regulators.

As EBP prepares to announce
its fiscal third quarter results this
week, stock analysts' opinions on
the company remain somewhat di-
vided.

Analysts at Smith Barney, Harris
Upham & Co. downgraded EBP's
stock to "hold" from "buy" after
the January price decline, citing
possible increased competition and
a management "credibility gap"
created by the second quarter
earnings surprise.

But, while acknowledging the
disappointing second quarter, ana-
lysts at Piper Jaffray and Dean
Witter Reynolds Inc. say the com-
pany is fundamentally strong and a
good long-term investment.

For his part, Mr. Brook ex-
pressed belief in EBP's mission and
prospects: "I believe we have really
done a service to this country" in
making health benefits affordable
for small employers. •



Dingell proposal all financial records David Farmer, vp-federal affairs in government programs who had could see no advantages to a pure
A federal certificate of solvency the Alhance's Washington, DC, presented that initial report to Rep federal system of regulationContinued from page 1 would authorize an insurer to write office Dingell's subcommittee last year,policyholders if the large policy- business in any state without any "I submit that our approach is

National Assn of Insurance made clear that he remains skepti- taking a good system and makingholder is bankrupt and its federally regulation of its financial condition Commissioners President Wilham cal of the NAIC's abillties it better," said Mr McCartneycertified insurer is insolvent by a state McCartney said regulation at the Our message today is that while It was clear that Rep DingellOtherwise, the policyholder Federally certified insurers also federal level could suffer while the the NAIC accreditation program did not agree After briefly dis-
would be responsible to pay those would be exempt from particlpat- new solvency commission develops has encouraged wider adoption of cussing the funding of state in-claims ing 111 state guaranty funds, but regulatory expertise

Insurers welcome the rate and those insurers would have to join NAIC standards, it is not yet a surance departments, the chairman
"It could take decades to reph- credible mechanism for Indicating turned his attention to specificform exemption, which they say the new federal guaranty fund

would lower administrative costs cate the regulatory system we now that a state insurance department questions raised by the GAO He
Reinsurers also could obtam fed- have in place For a time, we could adequately regulates insurers began with Wisconsm's examina-"These are transactions between eral certification have the largest insurers regulated within its borders," he said tion backlogsophisticated buyers and Insurers Insurers would have a power- by amateurs I don't see how that Three major flaws mar the NAIC "I'm very curious as to how awho do not need that kind of regu- ful incentive to encourage their could help consumers or, in the program, according to Mr Fogel state with a 10-year backlog waslation That type of regulation reinsurers to obtain such certifi- final analysis, the industry itself," First, financial regulation stan- accredited," he said

needlessly adds to the cost of in- cation Under the measure, an in- said Mr McCartney, Nebraska's dards "are for the most part gen- Neil Rector, former Ohio dep-surance," said David Pratt, vp-fed- surer could take credit for remsur- insurance director eral and have been interpreted uty insurance commissioner anderal affairs with the American In- ance only from reinsurers that Insurance mdustry lobbyists say permissively," he said one of the team that had accre-surance Assn in Washington, D C were federally certified the mtroduction of the Dingell bill In addition, the program "has dited Wisconsin, answered that he"For the commercial insurance Several types of reinsurers iS only a starting point for discus- too httle focus" on "how well the thought the backlog was actually
buyer, this is very big news," Mr would be ehgible for certification sion and doubt that Congress will state insurance department ac- five to six years and that it in-Pratt added For example, a company that act in the remaining months of this tually does its job " he said volved only a "few" of the state'sThe AIA earlier had proposed wntes only reinsurance could ob- legislative session "Finally, the review teams' docu- largest, most financially stableto allow all insurers to opt for fed- tam a certificate to be a "profes- Earlier in the day at Rep Din- mentation of their accreditation companieseral regulation sional reinsurer " A professional gell's hearing, proponents and op- decisions has not consistently sup- Rep Dingell asked how manyAnd, the Risk & Insurance Man- reinsurer would have to maintain ponents of federal solvency regula- ported the decisions they've compames consbtuted "a few " Mr
agement Society Inc this month at least $50 milhon in capital and tion-like actors in a regulatory reached," said Mr Fogel Rector said he didn't know, maybeproposed that federally licensed in- surplus morality play-attempted to con- Wisconsin, for instance, has been five A half-dozen or maybe asurers be free from rate and pohcy In addition, a federal reinsur- vince a congressional audience of accredited, despite a backlog of dozen? asked Rep Dingell Mrform requirements (BI, Apnl 6) ance certificate would be available the virtue of their positions eight to 10 years m its examination Rector said he wasn't certainThe legislation is the result of to any insurer that also holds a Unfortunately for advocates of of the financial strength of some Could it be 20? Could it be 309more than four years of hearings federal solvency certificate, as well continued state solvency regula- domestic insurers, according to the Could it be 40? Could it be 100?by Rep Dingell on the adequacy as to state-hcensed insurers and to tion, only one member of the au- GAO asked the chairman Mr Rector re-of state regulation During those foreign reinsurers dience counted, and he tendered Rep Dingell asked what the phed 'it could be" after each ques-hearings, "what we have disco- However, to obtain this reinsur- his review before the action began GAO considered to be the short- tion
vered is that insurance companies ance certificate, a reinsurer would "Previous hearings and reports comings of each of the nine states Mr Dingell contmued a leisurelycan be Invlting targets for mischief, have to meet higher capital and by the subcommittee and the Gen- the NAIC has accredited Midwestern tour of the reportedscoundrels and fraud," Rep Dm- surplus requirements than are eral Accounting Office have found Mr Fogel obliged hlm, holding shortcomings of state regulationgell said needed to provide insurance The that the current state solvency reg- that some states had too few spe- before turning south and east to

But Rep Dingell is not ready reinsurer also would have to allow ulation has serious deficiencies- cialists on their examination round out the trip through accre-
to throw out state regulation In- the commission to monitor and both predictable and, quite teams, that others did not provide dited statesstead, he would let insurers choose regulate its financial condition frankly, intractable-stemming adequate documentation of how Toward the end of the nearlyeither state or federal solvency reg- Several insurer groups welcomed from 50 separate governments at- they had gone about meeting the five-hour hearing, Rep Dingellulation

introduction of the legislation, tempting to regulate a major Inter- NAIC standards and that still asked about the effectiveness of
Insurers that choose federal reg- though they caution they have not national financial industry with a others had allowed "considerable state guaranty funds He said that

ulation would have to meet specific completed study of the 234-page patchwork of piecemeal jurisdic- vanation" in how financial exam- somebody had to pay for the costfinancial standards, like minimum bill tion and solvency rules," Rep Din- mers had earned out their tasks of balhng out insolvent insurerscapital and surplus requirements, "We will have to look at the gell said When Rep Dir*11 turned his at- I can assume that the peopleestabllshed by the Federal Insur- full details," said Barbara Haugen, Rep Dingell's dim view of state tention to a panel of witnesses rep- who are getting stuck are the poh-ance Solvency Commission The director of federal affairs for the regulation was shared by the first resenting the NAIC, Mr McCart- cyholders in other states," he said
commission would be modeled National Assn of Insurance Bro- witnesses, a panel of GAO officials ney opened his defense of state This led to a discussion of whoafter the Secunties and Exchange kers in Washington, D C
Commission who had studied the NAIC accred- regulation with a shot at the GAO actually owns a mutual insurance

"We have to examine how the itation process They praised the "I fear that in the GAO's re- company, with Mr Rector hkeningThe standards for a federal cer- different provisions mteract with commissioners' efforts, but stlll ports they may have found a few mutual policyholders to memberstificate would vary based on the one another," said the AIA's Mr found them lacking
size of the insurer, the lines of Pratt trees but missed the forest," he of a church

In a 1991 report, the GAO said
business it writes and whether it is "If a church owns an Insurance

However, the Alhance of Amen- sharply criticized state regulation "The existing state-based system business, who regulates that bum-a domestic or foreign company As can Insurers says a new system of (BI, May 27, 1991) The GAO noted has worked" for more than a cen- ness, the Good Lord?" asked Rep
of late last week, those standards federal regulation is not necessary that, as a trade association, the tury, Mr McCartney said, and Dingellwere not available and will add to costs

The bill also would require for- NAIC is powerless to force states to asked rhetorically whether con- "I'd hope there'd be good regu-
"The record with dealing with comply with its standards on items sumers would benefit from a fed- lation at both ends," responded Mreign insurers to establish a com- problems at the state level dem- like minimum insurer financial eral system He said that a dual Rector

mission-approved trust fund to as- onstrates that state regulation is standards or mlnlmum department system of state and federal regula- Rep Dingell replied that "thesure claims payments In addition, viable and effective This wnll add staffing requirements tion, such as that used to oversee Good Lord has a much better rec-
foreign insurers would be required a new layer of regulation that is Richard L Fogel, the GAO's as- financial institutions, would be ord" than earthbound insurance
to allow the commission to review unnecessary and costly," said sistant comptroller general-general fraught with problems and that he regulators
Acquisitions Principals at jewelers indicted in heist fraud
Cont:nued from page 2 topher J Wilhams, its president NEW YORK-The Manhattan a month earher co-lead underwnters on a $2 5 mil-
canson & Holt offers products in- Mr Swager will remain chair- district attorney's office has in- The insurers include Lloyd's hon excess policy
cluding disability, long-term care, man and chief executive of Hod- dicted five principals of two New syndicate 404, managed by Cuth- The jewelers later unsucessfullyand special-risk reinsurance son's new Reinsurance Alternatives York Jewelry makers for allegedly bert Heath Underwritmg Ltd, lead sued the insurers in London for

W Francis Brennan, executive division and will become an execu- stagmg a phony burglary and fihng underwriter on the lewelers' $2 5 indemnihcation, said insurer attor-
vp of UNUM's Related Businesses tive vp of Hodson Mr Williams a $5 million claim with Lloyd's milhon primary jewelers block pol- ney Dennis Wade of White,
Group, said that the move "in- unll remam division president and of London underwriters and a icy, and syndicate 1014, managed Fleischner, Fino & Wade in New
creases the depth and breadth of become a Hodson senior vp CIGNA Corp unit m London by R M Pateman Underwriting York
our reinsurance management expe- Stephen A Crane, Hodson's The April 7 indictment charges Agencies Ltd, and INA U K Ltd, -By Michaet Schachnerrience and capitalizes on the com- president and chief executive, said the principals of Cindy Royce
plementary knowledge and exper- Hodson had previously handled Creations Inc and Maximus Jew-
tise within each company " Coverage for potential blast claimsonly a httle accident and health re- elry Creations Ltd with rigging

Mr Brown will remain chairman insurance busmess, so there will be their alarm systems, torchlng safe BRENHAM, Texas-Insurance is Tulsa, Okla -based MAPCO Incand CEO of Duncanson & Holt and "no confhct of turf " doors and vandalizing the Mach- available to pay liability claims has property/casualty insurancewill assume management of "We are gomg from a very low son Avenue location they shared to that could result from an explosion written by domestic and foreign
UNUM's consohdated remsurance level (of hfe and A&H business) make the August 1989 staged bur- last week at a petroleum gas stor- insurers, meludmg Lloyd's of Lon-operations after the merger to a very high level in one trans- glary appear authentic age facility in southern Texas don syndicates, said Carl Paxton,Terms of the acquisition-which action," he observed Indicted were Samuel and Randy The blast at the underground fa- manager of insurance and bene-is subject to regulatory approval Mr Williams added that refer- Scheiner, Morton Gold, Benoit cility killed a child, injured 20 fits investments The coverage,
and execution of a definitive rals from Wilhs Corroon's world- Dreyfus and Daniel Squillante, others, including several workers, which was brokered by Frank Bagreement-were not disclosed wide retail brokerage network will some of whom were principals of and destroyed dozens of homes It Hall & Co Inc, has significant de-

Minneapolis-based RAI-formed be a big boost for Reinsurance Al- both firms All were arraigned last was triggered after a pipeline ductibles, he notedin 1988 by former executives of ternatives' business Tuesday and released on their own leaked propane and methane gas Coastline Gas Pipeline Co inE W Blanch Co -generated be- "We are excited about the pros- recognizance If convicted, each Officials were unsure what caused Houston also operated a pipehne at
tween $7 milhon and $8 milhon in pect of accessing their retail out- faces up to 25 years m prlson for the leak and explosion
gross revenues m 1990, making it lets,- he said the facihty Coastline is a subsidi-

insurance fraud, conspiracy and Commercial damage was limited ary of MidCon Corp of Lombard,roughly one-third the size of Hod- Mr Crane noted that the acqui- attempted grand larceny to small structures at the site, but a Ill, whose parent company is Occi-son, which generated $23 5 milhon sition furthers Hodson's goal of However, the lewelers' insurers county ofhcial said in a pubhshed dental Petroleum Corp in Los An-The acquisition will be com- building specialized expertise in never paid their claim They den- report that personal property dam- geles
pleted through an exchange of the firm Other specialties include led the claim after their attorneys age wlll total about $3 milhon Occidental's insurance "is more
shares between W11lls Corroon and trucking, aviation, medical mal- and an independent adjuster deter- The facility is run by Seminole than sufficient" to pay any claims,
RAI, which is Jointly owned by Ri- practice, municipal hability, law- mmed that the burglary had been Pipeline Co, which is 80% owned said MidCon Assistant Treasurerchard E Swager, the company's yers professional liability and staged to collect on the insurance by MAPCO Transportation Inc, a John Nylen
chairman and CEO, and Chris- surety and fidehty coverages I pollcies, which were taken out only subsidiary of MAPCO Inc -By Michael Bradford
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Pension benefits ERISA Industry Committee, a mate's pension was not protected Update-
Washington-based benefits lob- under federal bankruptcy law

Cont:nued from page 2 bying organization representing and that his pension benefits did
the country the interplay 'be- large employers not qualify as a spendthrift trust SEC censures M&M auditors
tween the Employee Retirement "The employer could be caught under Virginia law
Income Security Act of 1974 and in a terrific bind If an employer But, the 4th U S Circuit Court

NEW YORK-The Securities and Exchange Commission has

federal bankruptcy law pays out benefits to creditors, it of Appeals reversed the district
censured two Arthur Andersen & Co auditors for faihng to exercise

Under ERISA, benefits gen- runs the risk of its plan being court's ruling m 1990
"due professional care" m auditing the 1983 financial statements of

erally cannot be attached or as- disqualified If it doesn't, lt The appeals court ruled that
Marsh & McLennan Cos Inc

signed to another party A lim- would violate a bankruptcy court ERISA's restrictions on benefit
The audit failed to uncover unauthorized bond trading by M&M

ited exception allows assignment order," he said assignments are spendthrift re-
employees that ultimately produced $165 milhon in pretax losses

of benefits in certain property " If creditors can seize pension strictions protected by federal
Without admitting or denying wrongdoing, John R Schoerner

settlement cases, like divorces benefits, it would undermine the bankruptcy law
and Nhchael P Denkensohn agreed to the censure, which limits
their ability to audit pubhc companies for one year

Under federal bankruptcy law, entire foundation of ERISA the "Applicable non-bankruptcy
creditors generally have a right accumulation of benefits for re- law means precisely what it says

Mr Schoemer no longer works for Arthur Andersen Mr Den-
kensohn is an Andersen partner, according to the SEC

to assets in a debtor's estate tirement," said Lynn Dudley, se- all laws, state and federal, under
However, Section 541 of the nior legislative analyst at the which a transfer restriction lS

M&M settled SEC charges stemming from the bond trading

Bankruptcy Code of 1978 says Assn of Private Pension & Wel- enforceable," the court wrote
debacle m 1987 (BI, Jan 26, 1987)

assets protected under "applica- fare Plans in Washington, D C "Nothing in the phrase 'appli-
ble non-bankruptcy law" are not "The consequences would be cable non-bankruptcy law' Maryland limits cleanup cover
considered estate assets and are immense," she said suggests (it) refers exclusively to
thus safe from creditors

ANNAPOLIS, Md -Pollution cleanup costs are not insured
The high stakes have not gone state law much less to state

Several courts have inter- unnoticed by benefit groups and spendthrift trust law We further
"damages" as that term is used in the comprehensive general liabil-

preted applicable non-bank- employers, which have filed held that because ERISA en-
ity insurance pollcy, a Maryland appellate court has ruled

ruptcy law to refer to so-called friend of the court briefs They forces restrictions on the transfer
The Aprd 3 decision, which overturned a lower court ruling

(BI, Jan 7, 1991), bars Bausch & Lomb Inc from recovenng from
"spendthrift trusts" established include the APPWP, ERISA In- of pension interests under its
under state law Under this view, dustry Committee, the American non-allenation requirement, it

Utica Mutual Insurance Co the costs of a potential multimillion

only pension plans that qualify Society of Pension Actuaries, the constitutes an applicable non-
dollar cleanup at a site m Sparks, Md B&L already has spent

as spendthrift trusts under the U S Chamber of Commerce and bankruptcy law," the court
$700,000 to study and $200,000 to clean up pollution at the site

The Utica pohcy contained standard CGL language that the pol-
relevant state law would be ex- Hallmark Cards Inc of Kansas ruled, citing an earlier case icy "wlll pay on behalf of the Insured all sums which the msured
cluded from the property of a City, Mo In its brief filed with the Su-

bankruptcy estate If bankruptcy trustees could preme Court, the Chamber of
shall become legally obhgated to pay as damages "

The three-member appellate court said lt would follow the rea-
A spendthrift trust is a mecha- obtain participants' benefits, a Commerce said there lS sound

nism to restrict access to funds pension plan could be disquali- social policy behind protecting
somng of the 4th Circuit m Maryland Casualty Co us Armco Inc,
which held that "damages" includes only monetary ludgments from

For example, a parent could es- fied, "which would effectively retirement benefits from a bank-
tablish a spendthrift trust for a destroy the plan," Hallmark says rupt employee's creditors

a court of law (BI, Feb 9, 1987) But, the Maryland appellate court

child that would bar the child's in its brief "An older worker will sim-
did recognize that this holding is a minority view

access to the funds until the The case before the Supreme ply be unable to replace either of
child turns 21 The trust could Court involves pension benefits the two remaining minimum $6 million car seat settlement
be designed to then limit the promised to Joseph Shumate, a components of his or her retire- WAUKEGAN, Ill-Two insurers w111 pay $3 million each to set-
amount of money that may be retired furniture company presi- ment income For this reason, tle a lawsuit by a boy InJured m a car crash nearly six years ago
withdrawn annually in succeed- dent who had worked for the both Social Security and em-
ing years

while he was restrained by an allegedly defective car seat
company over three decades ployer-sponsored retirement

Regardless of how the high In 1984, Mr Shumate filed for benefits have long been viewed
The settlement was announced last month, just before trial was

to begin m state court here
court rules in Patterson vs Shu- personal bankruptcy A bank- as excluded from the estate of a
mate, the outcome will be of vital ruptcy trustee representing Mr bankrupt debtor This assures

According to a lawyer for the defendants, RLI Insurance Co in

importance for employers and Shumate's creditors challenged that debtors who have accumu-
Peoria will pay on behalf of the former International Manufactur-

pension plan participants Mr Shumate's right to receive lated credits under retirement
ing Co, which made the seat And Zurich American Insurance Co
m Schaumburg, Ill, wlll pay on behalf of Child World Inc, the

"Every pension plan has a his pension benefits, which were plans will not have to depend
stake in the outcome in this case, worth a total of about $250,000 upon public assistance or other

store chain that allegedly sold the car seat
The money w111 be placed in trust to pay medical expenses for the

as do participants," observed In 1988, aUS District Court assistande for the aged or in-
Mark Ugoretz, president of the in Virginia ruled that Mr Shu= firm," the Chamber said

eight-year-old, who is now a quadriplegic

Buchalter appeal Briefly noted
A preliminary version of an amendment to Financial Accounting

Cont:nued from page 2 pool members, which are not cuss the case Standards Board Statement No 35 would require defmed benefit
Linda Lasley identified in the papers In other news, Buchalter, plans to value guaranteed investment and bank investment

Pine Top, which is not writing Pine Top then filed suit alleg- Nemer, Fields & Younger is contracts at market value The board said it would rely on the
any new business and is in run- ing that its liability for the Cove- awaiting court approval of set- Amencan Institute of Certifted Public Accountants to 1SSUe guide-
off, in March became a unit of nant companies' losses was a di- tlements reached between ltS Cll- 1mes for assets held by defined contribution plans Bermuda-
GFC Financial Corp of Phoenix rect result o f Buchalter's ent, Pacific Reinsurance Man- based financial remsurer Independence Insurance Co. Ltd. has
An affiliate, Pine Top Insurance negligent legal representation in agement Corp , the former stopped writing new and renewal business, after the company's
Co of Chicago, was ordered liq- the arbitration reinsurance pooling unit of in- parent, Hill Samuel Bank, decided to wlnd up the operation (BI,
uidated in Illinois in 1986 (BI, In essence, the reinsurer solvent Mission Insurance Co, March 30) Travelers Corp. is fillng a shelf registration with
July 30, 1986) The London com- claimed that if Buchalter had not and six reinsurers the Secunties and Exchange Commission to issue up to $300 mil-
pany, though, lS not affected by negligently represented both Settlement terms were not dis- hon in preferred stock as part of contmuing efforts to raise eapi-
the Illinois liquidation Fremont and Pine Top m the ar- closed tal The District of Columbia Council has approved a bill that

The underlying reinsurance bitration with the ceding com- PRMC won a $945 million ar- would extend health care benefits to domestic partners of un-
dispute stemmed from Pine Top's panies, the reinsurers would not bitration award m 1989 against married city employees who register with the city (BI, March
participation in a London-based be hable for their losses the six reinsurers (BI, Nov 6, 16) The bill faces opposition from conservative members in Con-
quota-share reinsurance pool de- Pine Top accused Buchalter of 1989) gress, which must approve the measure Wind, hail, tornadoes
veloped by reinsurance broker failing to raise certain defenses The six reinsurers are Ohio and flooding caused about $385 milhon in damage to portions of
Charman Maudult (Insurance in the arbitration And, the rein- Reinsurance Corp, Abeille-Paix Flonda, Louisiana and Texas March 24-25, while more wind, hail
Brokers) Ltd This pool, which surer said the dispute with the Reassurances, Hamburg Interna- and tornadoes caused about $25 million in damage to parts of Flor-
included five other reinsurers, Covenant companies should have tional Reinsurance Co, Hassneh ida, Georgia and Texas March 28-30 Georgia D Flint has been
agreed to provide 100% reinsur- been litigated and not arbitrated, Insurance Co of Israel Ltd, Se- named Texas commissioner of insurance after servmg as interim
ance to a group of US property/ so that there could have been guros America SA, and Com- commissioner since Jan 1 and as actmg commissioner since last
casualty insurers discovery of documents pagnie Transcontinental de Re- November American Business Insurance Inc. named Ste-

Los Angeles-based Fremont Buchalter, however, claims assurances phen J Lehman president and chief executive officer, replacing
Indemnity Co was the only U S that it represented only Fremont The reinsurers subsequently Bernard H Mizell, who resigned in February (BI, March 2) The
reinsurer in the pool, and the in the arbitration sought to have the award over- continuing merger talks between the Independent Insurance
ceding companies looked to it for In a motion to avoid document turned, alleging that PRMC at- Agents of America and the National Assn. of Professional In-
payment of losses, according to production, the firm said "Pine torney Ms Lasley had a relation- surance Agents are expected to culminate in a membership vote
court documents Fremont in Top is not now and has never ship with one of the arbitrators by year end A formal merger plan lS scheduled for completion in
turn sought reimbursement from been a client of the Buchalter (BI, Jan 22,1990, Jan 15,1990) August and will be voted on by both boards at an October meet-
the other pool members, includ- law firm " PRMC settled with all of the ing Rockwell International Corp has agreed to pay $185 mil-
ing Pine Top After a five-week trial, the reinsurers before this confhet of hon in fmes and will plead guilty to five felony and five misde-

Fremont initiated arbitration jury on March 31 ruled 12-0 to interest issue could be deter- meanor counts of violating environmental regulations during
proceedings in California to de- award Pine Top $27 milhon in mined by a court its former management of the U S Department of Energy's Rocky
termine how much the pool owed compensatory damages for legal The settlements have been oc- Flats nuclear weapons plant near Denver Rockwell managed the
to two ce(ling companies Cove- malpractice Because the Jury curring for the past two years plant from June 30, 1975, to Dec 31, 1989 A state appeals court
nant Insurance Co and affiliate was not asked to answer any spe- and were completed two months in San Francisco has overturned a decision against a blood bank
Covenant Mutual Insurance Co Clfle questions, 1t lS difficult to ago (BI, April 23, 1990, March findmg negligence in the case of a transfusion of AIDS-tainted

Fremont also filed litigation in discern the basis for the verdict 19, 1990) blood (BI, Dec 12, 1988) The ruling overturns a 1989 award of
London to compel Pine Top to Attorneys for Buchalter say The settlements also mean that $416,307 Capital Re Corp., the holdmg company for financial
pay its share of the losses, court they will file post-trial motions the six reinsurers are not part of guarantee insurer Capital Reinsurance Co, raised $1233 million
papers show asking the Judge to overturn the litigation between PRMC and all with last week's sale of 6 3 million shares in its initial pubhc offer-

Eventually, the two compro- Jury's verdict or order a new of its reinsurers In July 1991, ing The stock was sold by the company as well as by stockholders
mised Pine Top agreed to pay trial If these motions fail, the Los Angeles Superior Court (BI, March 30) Capital Re will receive net proceeds of $61 2 million
57 5% of the losses, and Fremont law firm will appeal, said Judge Kurt J Lewin ruled that from the sale *n Life Insurance Co of America is launchmg a
42 5% Thomas W Johnson Jr of Irell & the reinsurers cannot rescind GIC with financial guarantee Insurer MBIA Corp, to be called

It is not clear from the court Manella in Los Angeles their contracts by claiming they Five-Star GIC MBIA, which is rated tnple-A, has agreed to guar-
papers why contributions were Mr Johnson and attorneys for were defrauded (BI, July 8, antee payments should Sun Life be unable to meet its obligations
not also made by the other four Pine Top refused to further dis- 1991)



N.Y. surcharges of a legislative mandate forcing all insur- state's budget gap "
Continued from page 1 ance companies to accept all risks will A separate provision in the 1992 budgethelp the Blues Bi Insurance Index

will require health mainteriance organiza-As a result of the new 11% "tax," which, The six New York BC/BS plans provide tions, beginning July 1, to pay as much as 810unlike the existing 13% surcharge, will be hospitalization coverage to about 12 mil- a 9% surcharge on inpatient hospitalpaid to the state treasury, commercial in- hon people statewide through both inch- charges unless they pick up a "fair share" 790surers' competitive position will be da- vidual and group health plans, or about of Medicaid participants in the region theynnaged
52% of the state's insured health care service This provision, which expires Dec 770Employers may consider switching market They "offer community-rated 31,1993, applies to all New York HMOs,group health plans written by commercial open enrollment, make hospital payments including BC/BS's HealthNet HMOs 750insurance companies to a Blues plan or ln advance,- subsidize Medicare supple- Ray Sweeney, director of health systems

self-insurance, according to health care mental products and participate in various management with the Health Department 730consultants and insurers
programs that provide coverage for the in Albany, said that HMOs will be able to"There's no question this substantially uninsured," said the Empire BC/BS offset all or a portion of the 9% differen- 710hurts the competitive position of (com- spokesman The fact that the plans pay Ual by taking in a percentage of Medic-

mercial) insurers compared to the Blues," hospital charges at cost is "still not aid-eligible people, up to a number equal 690said Ray d'Amico, senior vp and general enough" to cover these costs, he said to the percentage of the HMO's marketcounsel with the Life Insurance Council of "We have been devastated by the com- share
New York, an insurance company trade mercial market, which has selectively 670

For example, an HMO with a 20% mar-group "Given that health insurance is
barely a break-even venture to begin with, ket share in a region would be able to
this will definitely result in rate in- "buy back" the hospitalization surcharge

Base = 100 on Dec 29,1978
creases " 'Given that health insurance by accepting 20% of the area's Medicaid

participants Below that percentage, a SGurEe- Nordby International Inc

"This will obviously impact our rate fil- iS barely a break-even venture sliding scale determines what portion of Insurance industry stocks remained flat lastings and will result in premium increases
for our employer customers," said Emily to begin with, this will the 9% surcharge will be returned to the week, as the Business /nsurance Index fell 0.6

HMO, said Mr Sweeney$ Crandall, vp and associate general counsel definitely result in rate points to 771.6 on April 10 from 772.2 on April 3.
with New York-based Guardian Life In- "The whole principle is to provide an Advancing issues for the week were led by
surance Co of America, one of the state's increases,' says Mr. d'Amico. incentive for HMOs to accept their fair USF&G Corp., up 21.5%; FHP International, up
largest group health insurers share of Medicaid patients It's a clear, 11.2%; and Fremont General Corp., up 9.3%.

solid program that has the potential to ex-"It makes us much less competitive than Declining issues followed Lawrence Insurance
tend beyond next year," he added Group, down 9.7%; Transatlantic Holdings,

the Blues, especially in the over-50-lives picked off about 400,000 of our best group In response to the HMO provision, Mr down 7.8%; and Selective Insurance Group,
down 7.8%. The most active issue was U.S.market, where we compete on the same risks in recent years They won't touch Harrington of Prudential said PruCare, Healthcare, 5.7 million shares traded. The Blterms Now Blue Cross, which pays no construction workers or restaurants the company's HMO, is already enrolling Index was down 0.1%; the New York Stock Ex-taxes, has a 24% price advantage on hospi- Somewhere, a stand must be made, or Medicaid participants "We're committedtalization," she pointed out change Composite was up 0.6%; the Standardwe'll need rate increases every six to meeting the state's goals and will try to & poors 500 was up 0.7%; and the Dow JonesPhillip J Harrington, vp-government months," he said work our way toward a zero surcharge 30 Industrials rose 0.1%.relations with Newark, N J -based Pru- Health care consultants say the increase LICNY's Mr d'Amico said most insurers

dential Insurance Co of America, another in supplemental charges may force em- with HMO programs should be able to ac-of New York's large group health insur- ployers to reconsider how they fund hospi- crue enough "good deed" points to drive British Issues
ers, said his company is determining how tal costs for their employees, especially if the HMO differential down to 3% or less 1 Weekmuch it will have to bump up premiums to the provision is extended beyond fiscal However, he pointed out that severaloffset the additional surcharge April 9

year 1992
Price P/E Div Yield High-Low

New York HMOs operate in areas where Companies pence pence % pencepence"Inpatient costs account for about 45% "The additional supplemental charge Medicaid is not yet coordinated with man- Commt Union 409 N/M 315 77 415-404of total health care premiums, so I think may make former Blue Cross clients think aged care firms and, thus, will be sub- Gent Accident 400 14/M 35 7 89 400-390
you can expect about 5% premium in- again about insuring with the Blues," said Ject to surcharges Gdn Royal Exch 118 N/M 100 851 22-117
creases on comprehensive health care po- Pat Wiley, managing consultant with A Royal 183 N/M 150 82 183-176
licies," said Mr Harrington "It could be years before the state has a

Foster Higgins & Co Inc in New York
Sun Alliance 221 N/M 190 86 229--218

managed Medicaid program everywhere"It's now very difficult for Prudential to Brokers"What I see coming out of this is more Until then, HMOs will be hit," said Mr Bradstock 130 146 63 48 138-130continue competing with the Blues on hos- self-funding," said Edwin Freedman, d'Amico CE Heath 348 230 345 99 355-347pitalization They have been enjoying a managing director of The Alexander Con- Alexander Consulting Group's Mr Hogg Group 165 110 109 66 165-16513% differential and pay no premium or sulting Group Inc 's health and welfare Freedman found nothing wrong with the JIB Group 172 126 100 58 173--170income taxes," said Mr Harrington practice in Lyndhurst, N J "What a clever HMO incentive program Uoyd Thompson 211 211 60 28 218-211 1
But BC/BS maintains that this new way Albany has come up with to kill two lowndes Lmblt 293 122 173 59 297-292

"The state has really wrapped some PWS Holdings 48 52 53 110measure will not help compensate for poor birds with one stone This provision props public p011Cy issues into this budget Set- 49-48

SedgwickGrp 211 165 160 76 211-201loss results in recent years A spokesman up Blue Cross until it can find a long-term ting out incentives to meet Medicaid par- Sted Brr, Jones 246 124 17 7 72 249--2391 for Empire Blue Cross & Blue Shield in 501UtlOn (tO ltS financial problems) and ticipation goals is a new one, and it could willis Corroon 248 15 7 176 71 248-241
New York City insisted that nothing short also generates money to help close the work," he said . Source Philip Olsen, InsurariEe Industry Analyst. L6ndon

1 Bi Industry Stock Report
f

APRIL 3,1992 THROUGH APRIL 10,1992

Weekly Year to Date
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Annual Mkt/Bk

Pnce % change % change High Low Vol (000) $ Div % Yield P/E Book value valle Weekly Year to Date Annual
MkVBk

BROKERS Pnce % change % change High Low Vol (000) $ Div % Yield PIE Book value value
Markel Corp OTC 2575 3.74 1705 2825 14.00 63 000 000 12 322 8.00

Alexander & Alexander NYS 1850 263 976 27.50
Mutual Risk Mgmt Ltd NYS 3325 2921800 534326 37 75 17 00100 541 94

74 012 036 25
Gallagher Anhur J & Co NYS

9.77
21.88 189 NAC Re Corp741 223 OTC 2763

2650 1900
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32 064 293 33 00 21.75 423
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135 000 000 3
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NYS
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1060
OTC 5008600 7000 698

481 2500 600
260 357

338 51
17 14.77 000 000 4
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OTC 1575 493 NWNL Companies079 31.25
NYS
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25 1
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CONGLOMERATES & HOLDING COMPANIES
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Old Republic Intl
3638 147

NYS 40 88 1.80 15.14 4225 2750 136 0 72 1 76 8 3309 1.24
Orion Capital Corp NYS 30.13 1.23 4.74 3425 2500 94

Berkley W R Corp OTC
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Provident Life OTC 21 63 114 699 2425 1675 179 100 4.62ITT (Hartford Group) 8
NYS

25.88
6438

084
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INSURERS/REINSURERS St Paul Companies NYS 70.13 018 3.77 75 75 57 13
SAFECO Corp

393 2.72 388 8 5200 135
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OTC 2738 1.39 631
266 Trenwick Group Inc OTC 2700

28 00 21 50 485
86 0 28 102

526
8

3075 2300 74 0 72 2 67 2171
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Trust

Virgil

Virgil said, "Experto credite,"
which means "Trust the one who

has proved it."

For 25 years, Duncanson & Holt
has been proving what it means to
be the premiere accident and health
reinsurer in North America. Our

sound management and financial
strength have resulted in $350 million
in earned premium and a per occur-
rence capacity of $70 million.

Flexible products, superior service
and financial strength make us a
reinsurance partner you can trust.
We've proved it.

1,91«
.Al'I,.VRJS"y

Duncanson & Holt Group
Atlanta, Chicago, Dallas, Hartford, London,

New York, Philadelphia, Pordand (Me),
San Francisco, Seatde, Singapore, Toronto


