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AMA calls

on private
UR vendors

to divulge
criteria

By CHRISTINE WOOLSEY

Health insurers and private
utilization review firms should

release their review standards

so they can be scrutinized by
the medical community and the
public, two American Medical
Assn. researchers say.

The researchers found that

standards used by Medicare
Peer Review Organizations to

review the appropriateness of
specific medical or surgical
procedures vary greatly and are
not consistent with practice

guidelines developed by na-
tional medical groups.

As a result, standards used by
both the Medicare PRO pro-
gram and by private insurers
and UR firms should receive in-

creased attention, the research-

ers say.

However, executives of utili-

zation review vendors say that
publishing medical review cri-
teria will not make review cri-

teria more uniform.

And, they say, publication of
internally developed review cri-
teria could hurt some firms'

competitive edge in the market.
Unlike Medicare PRO cri-

teria, private UR firms' medical
review standards are considered

proprietary and are generally
not available for examination

by providers, employers or pa-
tients.

"Bottom line, the AMA report
Continued on page 58

Update-

Massachusetts governor seeks
to kill universal health care law

BOSTON-The Massachusetts Legisla-
ture this week will vote whether to override

Gov. William Weld's veto of a bill that

would delay by two years the state's land-
mark universal health care statute.

The delay would preserve the universal
health care statute that Gov. Weld says he
favors repealing.

The bill passed by the Legislature, part of
a broader budget bill, would delay to 1994
from 1992 a provision in a 1988 law that
imposes on employers with at least six em-

Continued on nezt page

Sometime next year?
P/C profits continue to fall,
but rate hikes still not near

By JUDY GREENWALD

Commercial property/casualty

insurers are glumly facing at least
another year of poor operating re-
sults.

Insurers and industry analysts
do not anticipate a significant turn
in the overall marketplace until at

least 1992-if then-despite the
declining earnings reported by
many insurers in 1990.

"Who's to say it's going to be any
different a year from now?" asked
Bernard C. Hlavac, vp and trea-
surer at Sentry Insurance Cos. in
Stevens Point, Wis. "This malaise

may continue for quite a while.
We're just puzzled and perplexed
by the situation we find."

"This has all the earmarks right
now of going on ad nauseum," says
Michael A. Lewis, first vp at Dean
Witter Reynolds in New York.

Fourteen of the 26 publicly held
commercial property/casaulty in-

Group health insurers expect
a profitable 1991. Page 66

surers tracked by Business Insur-
ance reported lower profits in
1990, although catastrophe losses
last year totaled only $2.8 billion,
down from a record $7.3 billion the

previous year (BI, Feb. 4).
Overall, the net income of the 26

insurers plunged 27.4% to $5.4
billion in 1990 from $7.4 billion in
1989.

However, many observers say the
losses should have been worse.

They contend that insurers failed
to bolster reserves as needed last

year.

Three insurers-USF&G Corp.,
Home Insurance Co., and Royal In-
surance Group--reported net
losses for the year.

USF&G Corp. attributes much of
its $569 million loss to losses on

Continued on page 64

Has the cycle run its course?
Major commercial property/casualty insurers reported an aggregate

combined ratio of 110.7% last year, unchanged from 1989. However,
overall underwriting performance still deteriorated last year because

there were fewer catastrophe losses.

f f

100%

1984 1985 1986 1 1'11 1988

I 111
Murcw 8/ survey

1989

GRAPHIC BY JOHN SMITHER

Pan Am punitive awa rds blocked
By STACY SHAPIRO

NEW YORK-Plaintiffs may ask
the U.S. Supreme Court to review a
recent appellate ruling that puni-
tive damages cannot be recovered
from airlines in aviation disasters

involving international flights.
A three-judge panel of the 2nd

U.S. Circuit Court of Appeals ruled
March 22 that, under the Warsaw

Convention, plaintiffs can't sue
Pan American World Airways Inc.
for punitive damages stemming

from the December 1988 explosion
of a Pan Am Boeing 747 over Lock-
erbie, Scotland. The disaster killed
270 people.

The victims' families were seek-

ing at least $350 million in pu-
nitive damages from Pan Am, says
Lee S. Kreindler, chairman of the
Pan Am plaintiffs' committee and
a partner at Kreindler & Kreindler
in New York.

In the same ruling, the appellate
court also held that plaintiffs
could not recover punitive dam-

ages from Pan Am for the Septem-
ber 1986 hijacking of an aircraft at
Karachi International Airport in
Pakistan. An undetermined

amount of punitive damages had
been sought in this case, said Mr.

Kreindler, who also represented
these plaintiffs.

Both of the flights were governed
by the Warsaw Convention as

amended by the Montreal Agree-
ment, which limits airlines' com-

pensatory liability for accidents on
international flights to $75,000 per

passenger, unless willful miscon-
duet can be proven. Damages are
not capped in cases of willful mis-
conduct.

The appellate court ruled, how-
ever, that the Warsaw Convention
never envisioned the payment of

punitive damages, regardless of
whether willful misconduct is

proven.

"We are persuaded that the pur-
poses for which the convention was
created are not consistent with an

Continued on page 67

Loss of members spurs 111 to refocus efforts
By MARK A. HOFMANN

NEW YORK-The recent resig-
nations of three major insurers
from the Insurance Information

Institute will spur the property/ca-
sualty insurance industry's public
relations arm to concentrate more

on traditional media relations and

less on high-profile advocacy ad-
vertising.

However, Gordon C. Stewart,
who succeeds Mechlin D. Moore as

III president in June, said that the
withdrawals of Kemper National

Insurance Cos.,

tit
CIGNA Corp. and
Travelers Corp. will
result in no "big fi-
nancial hit."

The III's 1991

budget of $13.3
million-a 10.8%

increase from $12 million last year

-will be adequate to support the
III's continued efforts to rej)resent
property/casualty insurers nation-
wide, officials say.

The IIIis the broadest-based

property/casualty insurance indus-

try organization, providing the
media and the public with the in-
dustry's viewpoints on current
issues and industry statistics. For
example, the III recently commis-
sioned a report which showed that
the property/casualty insurance
industry is not another savings and
loan disaster waiting to happen
(BI, Jan. 14).

Insurer expense controls, rather
than dissatisfaction with the III,
are blamed for members' recent

resignations.
Both Mr. Moore and Mr. Stewart,

currently the III's executive vp and
chief operating officer, pointed out
that the group has undergone simi-
lar exoduses in previous soft insur-
ance markets.

"We went through this same sit-
uation in 1984," said Mr. Moore,

when companies like Nationwide
Mutual Insurance Co. and Fire-

man's Fund Insurance Co. dropped
their membership.

Columbus, Ohio-based Nation-

wide rejoined the III last year, but
Novato, Calif.-based Fireman's
Fund has not.

Benefit administration...
Directory of employee benefit information systems vendors

Mr. Moore said an exodus also

occurred in the 1970s, though
many resigning members returned
after market conditions improved.

"It tends to track pretty much
what goes on in the industry," said
Mr. Stewart.

While the III's 1991 budget has
been increased this year, the group
will scale back its activities if new

budgetary constraints so dictate.
"Losing one or two or three

members and picking up another
one is not going to put the III out of

Continued on page 69
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Update- Final defendants settle
Massachusetts' universal plan
Continued from prev:ous page
ployees a new "medical secunty tax" that could total as much as $1,680
per employee (BI, Sept 4, 1989, May 2, 1988) An employer with a Texas antitrust litigation
health plan could offset the tax by each dollar spent on its plan Em-
ployers whose annual health care expenditures exceed $1,680 per
worker would be exempt from the tax By MICHAEL BRADFORD certain lines of insurance and at- solely to ISO staff members,

But, Gov Weld, a Republican, said the tax places too great a burden tempted to artificially inflate rates though ISO can still consult with

on small employers He backs legislation to repeal the entire statute AUSTIN, Texas-Three-year-old (BI, March 28, 1988) insurers on matters relating to

The universal health care statute, backed by former Democratic Gov antitrust litigation filed by a for- While current Texas Attorney CGL forms

Michael Dukakis, had been hailed as a model for other states mer Texas attorney general is fi- General Dan Morales said the set- The change is a "further expan-
nally over-at a cost of $66 mil- tlement will lead to broad reforms sion of what we have implemented

IBM to take retiree care charge lion in settlements by defendants in the way insurers operate in over several years"in other states,
The remaining insurance 1ndus- Texas, insurers said last week they said an ISO spokesman

ARMONK, N Y -International Business Machines Corp unll take a try defendants in the Suit filed by do not expect big changes in light Another portion of the settle-

one-time charge-$2 3 bilhon m the first quarter-to recognize its accu- former Texas Attorney General of the settlement ment calls for ISO to provide data

mulated retiree health care obllgations under new accountmg rules Jim Mattox have agreed to pay $4 1 The settlement, signed Wednes- on non-ISO CGL policies if current
Under the rules, employers can amortize, generally over 20 years, ac- million and initiate certain reforms day by District Court Judge Peter law lS amended to allow more than

cumulated retiree health care obllgations at the time they adopt the to end the litigation M Lowry, calls for changes In the one general liability form to be
FASB rules (see related story, page 53) Employers also have the option The payment will bring to $6 6 way the Insurance Services Offices used in the state, the ISO spokes-
of recognizing this so-called transition obllgation by a one-time charge million the amount paid by defen- Inc operates in Texas man said Currently, all insurers

The Financial Accountmg Standards Board does not require large dants in three separate settlements Under the agreement, insurers operating in Texas must use ISO's
employers to adopt those rules untll 1993 under FASB 106, which was since the suit was originally filed will no longer have any decision- CGL form as approved by the State
adopted last December (BI, Dec 17,1990) But, IBM "wanted to remove by Mr Mattox in March 1988 making authority regarding ISO's Board of Insurance
any cloud or drag from future earnings,' a spokesman explained "We Mr Mattox alleged that nine development of commercial gen- In addition, the settlement calls

had a strong enough balance sheet to do this" U S insurers and two insurance eral liability policies in Texas for ISO to shift from providing ad-
By recognlzmg the obllgations, the company is sending a signal to industry organizations boycotted Those functions now will be left Contznued on page 68

employees that it is committed to retiree health care, he added
This is big news The factthatacompany of thls stature is dolng thls Changes give commercial insurers more flexibility

w11 cause other firms to" consider the same strategy, said Jerry Came-
gie, a Hewitt Associates consultant in Rowayton, Conn

1985 JAL crash claims settled Prop. 103 rules revised
LONDON-Boemg Co and Japan Air Lines last week agreed to pay

$55 milhon to settle claims filed by 55 Japanese famihes that lost rela- By LOUISE KERTESZ Barger & Wolen in Los Angeles regulations that we've ever seen in

tives in the 1985 Japan Air Lines Boemg 747 disaster Although the revisions are a step the United States" (BI, Jan 14)
The crash, one of the worst ever, lalled 520 people There were only LOS ANGELES-Newly in the right direction, the proposed Mr Garamendi explained at last

four survivors (BI, Aug 19,1985) amended proposals to implement rules are still essentially flawed, week's hearing that the changes in
Aviation underwnters notified of the settlement were also told that Proposition 103, designed to pro- insurance industry groups argue the regulations were in response to

only 12 claims totaling less than 3 4 bilhon yen ($24 1 milhon at current vide commercial insurers in Call- Harvey Rosenfield, author of "some 37 feet of comments" from

exchange rates) now remam to be settled fornia greater ratemaking flexibil- Proposition 103 and director of insurers and consumer groups on
To date, 492 settlements have been made, "the vast majority" with- ity, particularly in specialty lines, consumer advocacy group Voter his original proposal

out trial, said V Woolston, a partner with Perkins Coie, the Seattle still pose significant problems, in- Revolt, cautiously approved of the Immediately after Mr Gara-

law flrm representing Boemg surers say greater ratemaking flexibility the mendi took office in January, he
In 1987, Seattle-based Boemg and ltS aviation product habillty un- The revised proposed regula- amended proposal would provide proposed regulations to implement

derwriters agreed to pay 82 5% of hability losses from the crash Liabil- tions, unveiled last week by Call- commercial insurers Proposition 103 That law's most

tty underwriters for the Tokyo-based airline agreed to pay the other fornia Insurance Commissioner However, the revised efficiency notable provisions call for

17 5% (BI, June 8, 1987) As a result, Boemg's aviation product hability John Garamendi, also take a "less standards and other revisions in • "Charges" for most property/

underwriters wtll pay $457 milhon and underwnters for JAL wall pay severe" approach to efficiency the proposal are "a serious retreat" casualty insurance lines to be
$97 million of the total $55 4 million, said a London aviation un- standards-which would be used from Mr Garamendi's original reg- rolled back 20% from November
derwnter mvolved m the loss in determining insurers' allowable ulations, Mr Rosenfield said at a 1987 levels

Of the 12 cases remaming, Boeing's underwnters wall pay Just under rate of return for ratemaking pur- hearing last week on the proposal • Rates to be subjected to prior

26 bilhon yen ($185 milhon) and JAL's underwnters wlll pay 8284 poses-than earlier proposals, ac- He had applauded Mr Gara- approval for the first time
milhon yen ($5 9 million), the underwnter estimated cording to insurer attorney Steven mendi's original regulations, call- Mr Garamendi's proposals set

H Weinstein, a partner with ing them "some of the toughest Continued on page 60

Domestic partner health cover
NEW YORK-A large New York City hospital is extending its Firms did not make product

employee health benefit program to cover the domestic partners of gay
and lesbian staff members

However, benefits are not bemg extended to heterosexual domestic but still must face lawsuit
partners since they are able to marry

The Montehore Medical Center m the Bronx, which has 9,000 em-
ployees, is the largest pnvate employer m the Umted States to adopt a By ADRIENNE C. LOCKE rim that exploded, the court said named defendants
domestic partner policy, according to the American Civil Liberties they could be held liable under the But, the plaintiff, Francene Ras-

Union, which negotiated the pollcy on behalf of employees WASHINGTON-Two truck tire "concerted action theory of recov- telli, alleges that all multipiece rim
The pohcy wnll take effect today, the hospital announced last week rim manufacturers must face a $25 err if evidence shows they con- manufacturers knew about the
Employees must enroll by Apr,1 30 for domestic partner coverage-- million product liability lawsuit spired with other manufacturers to dangers of the product and con-

identical to that for spouses and dependents-retroactive to Aprll even though neither company hide the product's dangers spired to keep it secret from con-

1 Participating employees must prove that they and their domestic manufactured the rim that ex- The lawsuit was filed by the fi- sumers and the government

partners hve together, are financially mterdependent and are responsi- ploded and killed a truck driver ancee of John A Wunderlich, a Further, Ms Rastelli alleges,

ble "for each other's common welfare," according to hospital docu- The 3rd Judicial Department of truck driver who was killed while Goodyear u as aware of the inher-
ments Montehore self-insures its medical benefits program New York's Appellate Court Divi- inflating a tire on a dump truck ent dangers of multipiece rims be-

Of the handful of employers that provide domestic partner medical sion last week refused to dismiss While inflating the tire, the "RHS- cause it made a tire exclusively for
benefits, most are pubhe entities Many employers have shied away Goodyear Tire & Rubber Co and degree multiplece tire rim" upon installation on multiplece rims In-
from such programs for cost reasons (BI, March 11) The Budd Co from a product lia- which the tire was mounted ex- deed, the tire on the rim that ex-

"While Montehore, like all mstitutions, is constrained by the spiral- bility lawsuit against them and the ploded, striking him in the head ploded was made by Goodyear, ac-

1mg costs of employee health care, we have a long-standing commitment manufacturers of the multipiece The rim was manufactured by cor(ling to court papers
to fair and equitable treatment of all Montehore employees," a spokes- tire rim that exploded Firestone Tire & Rubber Co of The plaintiff is seeking a total of

woman said m a statement While Goodyear and Budd were Akron and Kelsey-Hayes Co of $25 million for wrongful death and
Meanwhile, a state court m East Lansmg, Mich, has upheld a re- not involved in manufacturing the Romulus, Mich, both of which are Continued on page 67

straming order preventing the city from institubng health, dental and
family leave benehts for all domestic partners The court cnticized the Inside
city for approving the changes in its beneflt package without formal
pubbc heanngs, said a spokeswoman for the city manager

Four local mamed couples sought the restraining order, which was ,•00 The Illinois Self-Insurers Advisory Board should bar Departments
granted on March 1, the effective date for the benefit changes The brokers and other vendors rom membership, this week's
couples, none of whom are city employees, filed for the order "suggest- ed,tonal says PAGE 8 Advertiser index

ing that this was not a proper use of tax funds," the spokeswoman said Ask a benefit actuary
7 Benefit consultants advise clients to begin planning now Classifieds

Alliance seeks McCarran option 8/Zsg:to minimize the 1993 Impact of FASB retiree health care Insurance services guide
accounting rules PAGE 53 International

SCHAUMBURG, Ill-The Alhance of Amencan Insurers says it wlll International issues

continue to oppose le@slation mtroduced in the House to overhaul the 1, The Amencan Council of Life Insurance says life insur- Letters............................................... ..........8

McCarran-Ferguson Act, but will consider other reform alternatives ers would be willing to be regulated under two longstanding Markets.................. .. ......................
Continued on page 67 federal antitrust acts as long as they are exempt from Fed- Opin,or,9

eral Trade Commission oversight PAGE 57 Perspectives ...................................... ....................39
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p# The NAIC will not require states to adopt its model law
• Claims related to excessive use of force by San Diego police on producer-controlled Insurers while it works to danfy Vol 25, No 13-Busness insurance (ISSN 0007-6864) ts pubhshed weekly

officers represent about 41% of the City's total 1990 police liability portions of the law PAGE 59 by Crain Communtcatons inc, 740 N Rush St, Chicago, Ill 60611 2590

claims, including third-party property damage This was incor-
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By JERRY GEISEL
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then Pacific Telesis Group de- Y

cided to establish a managed
i 4 -

health care network, the San
1:, I I

Francisco-based telecommuni- 9.9
cations giant knew it needed a

S.:benefit consultant to handle the project .*Ail

"We just didn't have the size staff to re-
view and evaluate providers and get a net-
work up and running in a few months," said
Neil Austin, manager of health plans for Pa- r_ar
cific Bell, a Pacific Telesis unit

"Our consultant was able to put several
consultants on the pro]ect They had re-
sources and expertise we didn't have We're a
telecommunications firm, not a benefit con- 10% of its U S workforce-or 180 to 200 em- establish a plan that they hope will really our cash balance pension plan," explained
sultant," he explained ployees-at all levels of the company (BI, work Paul Nordine, vp and benefits consultant at

Employers like Pacific Telesis are mcreas- March 4) And, the flood of new benefit laws and BankAmerica Corp in San Francisco (BI,
ingly seeking out consultants to obtain help However, even if revenue growth tails off rules that have come gushing out of the halls Nov 19, 1990) Kwasha Lipton of Fort Lee,
in controlling their health care costs as well this year, the nation's 10 largest benefit con- of Congress and regulatory agencies in recent NJ, helped BankAmerica set up ltS p10-
as a cornucopia of other assignments sultants alone will easily garner $2 5 billion years also have made the use of a consultant neering pension program (BI, Nov 19, 1990,

For example, benefit managers increas- in revenues from employers, up from Just $1 mandatory for many benefit managers Aug 26, 1985)
ingly are asking for help in administering billion in 1985 "It's not possible for a benefit manager to "If you spend $40,000 for a consultant to
401(k) plans, evaluating different health Many factors have fueled the increasing keep abreast of all the regulatory and legis- audit your TPA and that saves you $250,000
maintenance organizations, developing new demand from employers for employee benefit lative changes," said Mr Austin of Pacific in claims payments that should not be made,
benefits communications strategies, auditing advice Bell, which hired William M Mercer Inc to a consulting fee is highly cost-effective "
third-party claims administrators and inter- First, benefit plans themselves have be- help form its managed care network said Bob Cliff, a principal in the Los Angeles
preting the latest Internal Revenue Service come more complex Instead of a simple All this outside expertise has its price office of A Foster Higgins & Co Inc
pension regulations profit-sharing plan, for example, many em- Large employers often pay annual benefit But deciding when to use a benefit consut-

In fact, the employee benefit consulting ployers have added 401(k) features, which consulting fees of anywhere between tant and which consultant to use is not al-
profession has been one of the hottest growth entail a massive amount of record keeping $250,000 and $2 million, said Ann Hailey, se- ways so clear And the selection process
industries of the 1980s, with revenues in- that companies often cannot do themselves nior vp at Greenwich, Conn -based Duggan sometimes is akin to blmdly throwing a dart
creasing at a 20% annual clip The soaring cost of health care has forced Consulting Associates, a business strategy at the wall as distinctions between consult-

However, the demand for consulting ser- employers to adopt innovative procedures and marketing research firm ing firms become harder to measure
vices may finally be ebbing TPF&(, a divi- and plans, like utilization review and point- This often is money well-spent, both bene- "Benefit consulting firms are struggling to
sion of Towers, Perrln, Forster & Crosby Inc of-service health plans While the object is to fit managers and consultants say differentiate themselves The distinctions aie

and the nation's second-largest benefit con- control costs, some companies-like Pacific "Our consultant has saved us a ton of blumng," said Jeffrey Horn, a Mercer man-
sultant, recently said it would lay off about Telesis-turn to expensive outside help to money in developing funding strategies for Continued on next page

Group long=term care insurance
Programs gaining flexibility ents-in-law of employees Ms Glynn, adding that that is a "pretty good number for a

In comparison, Just 18 months earlier, only 20,000 people new benefit" that people are just learning about
as employers and workers were covered under employer-sponsored group LTC pro- Furthermore, "it's a building effect year by year," she

grams, the group pointed out said

show more interest in benefit Group LTC insurance is "growing substantially in popu- For example, when John Hancock Mutual Life Insurance
larity," agreed Dennis DeWitt, a managing consultant with Co in Boston began offering its own active employees a

By DEBORAH SHALOWITZ A Foster Higgins & Co Inc in Los Angeles LTC plan in January 1988, 7 8% enrolled, noted Nancy
There iS a "pretty steady growth of interest by employ- Bern, vp of group marketing and product development

F our years after the first plan was established, em- ers" in offering the programs, agreed Kathleen Glynn, a That has since grown to 10 5%
ployer-sponsored group long-term care programs consultant with The Wyatt Co m Washington, D C "Em- "The word gets out and the enrollment builds over the
are rapidly increasing in popularity ployees seem to be enthusiastic to having access to group years," she explained

In fact, the number of people covered under em- (long-term care) benefits " While there are wide differences among employer-spon-
ployer-sponsored plans grew by almost 300% over "We're seeing ever-increasing numbers of requests for sored LTC programs, most contain these features

an 18-month period, according to an insurer trade group information and requests for proposals," noted Pam Ger- • Coverage for skilled, intermediate and custodial nurs-
As group LTC insurance products mature, they are be- main Skagias, division vp of managed care and employee ing home care, home health care, and adult day care Max-

coming increasingly flexible, with insurers offering em- benefits operations for The Travelers Insurance Co in imum daily benefit options vary significantly
ployees more coverage choices Hartford, Conn Benefits for home health care and adult day care gen-

However, despite the impressive growth, only a small mi- There lS "absolutely an increase in the level of interest erally are capped at half of the benefit for nursing home
nority of employers offer group LTC plans And, except at among employers" in long-term care insurance, agreed care
a handful of companies, employees must foot the entire bill Laida Kearney, a managing consultant with Aetna Life & Benefits generally begin after a certain period of
for the coverage (see story, page 26) Casualty Co in Hartford time-90 days, for example-after an accident or illness,

The Health Insurance Assn of America reports that 153 However, partly because almost all employer-sponsored like a stroke, that causes the need for long-term care
employers either already had or were committed to offering programs are employee-financed, participation in these • Eligibility for benefits usually lS based on an objective
a LTC plan to their employees as of June 1990 plans is well behind that for other benefit options set of criteria, like the inability to perform a certain num-

About 79,500 people were enrolled in employer-spon- According to the HIAA, an average of about 5% of eligi- ber of daily functions Such functions can include eating,
sored LTC plans as of last June, the Washington,DC- ble workers enroll in employer-sponsored LTC plans dressing, using the toilet, transferring from a bed to a chair
based HIAA noted That does not include 32,000 employees New programs commonly aim for 10% participation, sev- or from sitting to standing, bathing, walking, maintaining
at International Business Machines Corp that have signed eral consultants noted continence and taking medication
up for a plan introduced by the computer giant last fall "Given the infancy of the product, I think 10% is fairly According to the HIAA, among employer-sponsored

The HIAA estimated that about 60% of those enrolled good," commented Ann Lemmon, a consultant with Hewitt plans in 1989, the most common triggers for benefits in-
were active employees and their spouses and the other 40% Associates in Lincolnshire, Ill cluded limitations in eating, using the toilet, dressing,
were either retirees, their spouses or parents, or par- It is "not unrealistic to expect 10%" participation, noted Continued on page 23



Consultants conference to discuss redesigning
the company's benefits statements.

While a good reputation and
proven success are important in
the selection of a consultant, bene-

fit managers say the chemistry be-
tween them and a consultant has to

be right in order fcr the relation-

ship to work.
"The consultant is, in effect, a

business partner. You have to trust
each other. You have to feel com-

fortable with the person from the
start," said Rick Dreyfuss, director
of executive compensation and em-
ployee benefits at Hershey Foods
Corp. in Hershey, Pa.

"If the chemistry isn't there, it is
time to change players," said Allan
Grosh, a vp and manager of The
Wyatt Co.'s Minneapolis office.

"We are looking for experience,
references, the clients they have
worked with and the chemistry,"
said Mr. Nordine.

"On a project, I am looking for
someone who I can work well with,

4 / Business Insurance, April 1,1991

Continued from previous page
aging director in New York.

But benefit managers say there
are many ways to find out which
benefit consultant will work best

for them.

For example. BankAmerica's Mr.
Nordine makes a point of attend-
ing benefit seminars to meet con-
sultants.

"To stay in your office is a big
mistake. Seminars are an excellent

way to get a feel for a firm and the
expertise they provide," he said.

Other benefit managers say men-
tions in business newspapers and
magazines as well as awards gfven
for projects are a good way to
begin the consultant selection pro-
cess.

Chicago-based Hartmarx Corp.,
for example, called in consultants
who designed winning entries in
Business Insurance's annual Em-

ployee Benefits Communicatwns

'We like to spread the business around,' says Mr.
Nordine of BankAmerica, which uses about a

half-dozen consultants on a regular basis. 'There
is a lot of talent out there and no one has a

monopoly of talent in all consulting areas.'

who respects my opinions. Some
consultants say: 'I know more than

anyone.' I don't need someone to
put me down. There has to be mu-
tual respect," Mr. Austin said.

Because personal relationships
are so important, benefit managers
must make certain that the consul-

tant they meet during an interview
really will handle the account.

"You have to watch out that the

guy who wowed you during the

sales presentation turns out not to
be the person who will handle your
account," said Gerry Bell, a part-
ner at Kwasha Lipton.

EMPLOYEE BENEFITS BULLETIN:
CNA OFFERS YOU AN OUTSTANDING ENROLLMENT RECORD

"You are going to have a prob-
lem when you lind out that a con-
sultant who wared the flag at a
presentation doesn't show up at

the first strategy meeting," said
Mercer's Mr. Horn.

Consultants sey a :ace-to-face
meeting is essential in the selection

process. And. they add :here are
some signs-only possible by a
face-to-face meeting-that may re-
veal why a consultant should not
be selected.

"Be suspicious of the consultant
who shows up af the first meeting
with 10 people from his office. The

Your employees will be
as convinced as you are
about the benefits of CNA's

Group Long Term Care Plan.
CNA has been a leading provider of long term
care coverage for more than 25 years. During that
time, w€ve established a record of achievir* high
participation in voluntary group programs. in
iact, one of our groups more than doubled any
publicly available initial enrollment percentage
ior group long term care!

The long term care policy from the
CNA Insurance Companies is available to groups
as small as 500 employees. It offers outstanding

all '5(tions

eve got

flexibility in terms of type of care, benefit limits and
individuals covered. Details are spelled out in a
comprehensive communications package tailored
to your enrollment needs.

CNA is one of the few major Dropertylcasually
Woups to earn the highest ratings Rom the t,p four
nnancial rating services: So you know well be here
to help your employees long after they've signed up.

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

CNA

11;elli'AA
too

--adulf u

foo

1

For All the Commitments You Make®

*AM. Best Standard & Poor's, Moody's, Duff & Phelps
Group Berefts from CNA: Life & Health · ADD · Vision · Dental · CrD · Flexible Benefits Programs · Pensions · Long Term Care · Managed Care

Coverage is underwritten by Continental Casualty Company, one of the CNA Insurance Companies/CNA Plaza/Chicago, IL 60685.

implication is that the consultant
does not know his job. You don't
need to launch an invasion to con-

vince a client that you can do the
job," said Wyatt's Mr. Grosh.

Benefit managers, though,
should come armed with plenty of
questions when interviewing a
prospective consultant.

Some of those questions, accord-

ing to Chris Palmer, a consultant
in the Boston office of Hewitt As-

sociates, include:
• Which individual consultant

will handle the project.
• How much experience does

that consultant have in a particu-
lar area.

"The employer wants to ask

about similar projects that did and
did not work out," Mr. Palmer
said.

• How much backup does the
consultant have.

This is important because the
primary consultant could, for ex-
ample, leave the firm, endangering
the project if other consultants are

not available or capable of com-
pleting the work.

Face-to-face meetings can help
an employer gain other insights

about a prospective consultant.
"It is important for an employer

to get to know us and how we oper-
ate. One employer, for example,
wanted more insight in how we
viewed client relationships. They
asked tough questions, such as how
we deal with errors and how we

train consultants," Mr. Palmer
said.

At the same time, an employer
should ask how the consultant

might provide-based on the infor-
mation provided at the meeting-
at least a preliminary sketch of
how it would approach a com-
pany's project.

"The No. 1 question an employer
has to ask is: 'I explained the
issues to you. Have you dealt with
these issues in the past? If so, can
you tell how you might approach

the problem?' The employer gets a
sense of the consultant's thinking

process," explained Richard Ras-
kin, a Wyatt consultant in New
York.

Some employers say it makes
more sense to divide work on a sin-

gle project among different con-
sulting firms rather than hire only
one firm.

Hershey, for example, retained
benefit consulting firm Treacy &
Rhodes of Solana, Calif., to help
the company develop a team of
consultants from different firms to

develop and implement a managed
health care program.

"We found no one consultant had

the expertise in the various aspects

of the project," said Mr. Dreyfuss.
Other benefit managers also say

it makes sense to spread work

among a number of consultants.
"We like to spread the business

around," said Mr. Nordine of

BankAmerica, which uses about a
half-dozen consultants on a regu-
lar basis. "There is a lot of talent

out there and no one has a monop-
oly of talent in all consulting
areas."

Some benefit managers say the
number of consultants they use de-
pends on the nature of the work.

For example, Chicago-based
Quaker Oats Co. uses one consul-
tant-The Wyatt Co.-for the bulk

of its benefit consulting work.
"You can't run your business if

you are talking to eight or 10 dif-
ferent consultants all the time,"

said Dennis Corry, Quaker Oats'
manager of benefit plans.

On the other hand, when Quaker

Oats makes an acquisition, it tends
to retain the pension actuary used
by the acquired company. "We try
to maintain the relationship. The
pension consultant will have a lot
of experience with the firm as well
as many records," Mr. Corry said.

No matter which consultant an

employer selects, the consulting fee
will be based on the number of

Continued on page 6



Florence Nightingale

WE EXPECT OUR PEOPLE
To BE A LrrrLE OF BoTH.

/

In an industry that emphasizes statistics, it would be easy to lose

sight of the importance of the human element. But at Intracorp,

we believe the reason we're the leader in the healthcare cost

control and disability management field is simply because of the

caliber of our people. Dedicated and compassionate.

Tough and

resourceful.

In truth, they

have to be. How

else could you in-

still confidence and

/ courage in a disabled

person attempting to

return to work? Search

tirelessly for alternative

Gen. George S: Patton
methods of care for an AIDS

patient? Bring unexplored treatment options to the attention of

physicians? Or painstakingly scrutinize medical bills line by line

looking for errors? At Intracorp, we've helped nearly 500,000

people return to productive lives. We've recorded savings for our

clients that total in the billions. We've pioneered new concepts in

cost control. And who's responsible for these achievements? Just

who you'd expect-the more than 4,000 healthcare professionals

based in our nationwide office network. For more information,

write Intracorp, Dept. I4, 1205 Westlakes Drive, Suite 300,

Berwyn, PA 19312. After all, the logic is quite simple-the more

we expect, the more you can expect. * INTRACORP
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Consultants
Continued from page 4
hours and expenses the consultant
believes it will take to complete the
project. Consulting fees usually are
billed monthly.

But time-and-expense fees can
be expressed in different ways, de-
pending on the nature of the
project.

For example, charges for certain
administrative work, like 401(k)
plan record keeping, usually are
quoted on a per-participant basis.
How much is charged per partici-
pant, though, will vary based on
the complexity of the work.

For example, record-keeping
fees will be substantially higher
for a 401(k) plan that allows em-
ployees to change investment op-
tions than for a straight profit-
sharing plan where there are no in-
vestment options.

For one-time projects, like ex-
amining whether a company

should overhaul its retiree health

care program, a flat fee typically
will be charged.

However, despite receiving an
initial estimate of the cost of a
project, the fee that the employer
ultimately pays the consultant
could end up much higher than ex-
pected.

When a consultant and employer
agree on a fee, it is based on a cer-
tain set of assumptions, like the
availability of data to be provided
by the company.

"As long as the nature of the
project does not change, an em-
ployer and consultant will agree
that the fee will not exceed a cer-
tain amount," said Jack Mahurin, a
principal in Mercer's St. Louis of-
fice.

Often, though, assumptions can
change. The data may be harder to
obtain than previously thought, or
the employer may want to broaden
the scope of the project.

"Some consulting work is like

'It is time to change when you lose
confidence in your consultant, when you are

not getting new ideas and when projects always
come in over budget,' says Richard Spitznass

of Georgia-Pacific Corp.

remodeling a house. You don't al-
ways know in what condition
everytning will be," said David
Glueek, manager of the Chicago
office of TPF&(.

When the scope of a project
changes, employers should be told
by the consultant as soon as possi-
ble that its costs could be going
UP.

"Clients don't like surprises.
They want to know what some-
thing is going to cost," said David
Walker, a principal in Mercer's
Chicago office.

Increasingly, employers are ask-

ing for formal requests for propis-
als on benefit consulting projects.

But before asking a consultant to
complete an RFP, many employers
will invite consultants for a pre-
liminary interview.

"How can a consultant have an
understanding of what we want
them to solve without a meeting?"
asked Charles Mazza, vp-human
resources at Mead Corp. in Dayton,
Ohio.

But not all consulting projects
require RFPs. For example, Bank-
America's Mr. Nordine says on a
small project he would want the
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consultant to give an indication of
how much the fee would be.

Similarly, if an employer is sa-
tisfied with its current consultant,
there is no need to send a project
out to bid, consultants say.

Instead of a formal bidding pro-
cess, an employer might call a few
competitors to reaffirm that what
:he company is paying its consul-
tant is not out of line with current
market rates.

But, even when an employer is
satisfied with a consultant it has
used for many years, it should still
test the market to make sure it isn't

paying too much.
"You don't need to take formal

bids. But a buyer should be aware
of costs. An employer might call up
three or four consultants to try to
get a sense of what a fee for a ser-
vice should be," said David Rahill,
a principal with Foster Higgins in
New York.

If competing firms' fees are much
lower, the employer could go back
to its consultant and say, "Your fee
is out of line," Mr. Rahill.

No matter how much care is

taken to select the right consul-
tant, relationships can sour, lead-
ing companies to look for new
help.

Indeed, benefit managers and
consultants agree there are tell-
tale signs indicating when a new
consultant is in order.

"It is time to change when you
lose confidence in your consultant,
when you are not getting new ideas
and when projects always come in
over budget," said Richard Spitz-
nass, vp of compensation and ben-
efits at Georgia-Pacific Corp. in
Atlanta.

"You want to change when a
consultant loses credibility with
your staff, where they have given
bad advice in an area where the

firm was supposed to have exper-
Use," added Kevin Flatley, vp-em-
ployee benefits at American
Express Co. in New York.

It also is time to change consul-
tants when employers sense that
the consultant becomes more of a
salesman rather than a provider of
objective advice.

"You should be suspicious when
a consultant always tries to sell
you something," said Wyatt's Mr.
Grosh.

However, it isn't always neces-
sary to find a new consulting firm
if a benefit manager becomes dis-
satisfied with the relationship,
benefit managers say.

"You might ask for a different
individual at a consulting firm to
do the work. This would be partic-
ularly true if I had a long-standing
relationship with a firm," Mr.
Spitznass said.

And, despite rigorous evalua-
tions, requests for proposals and
face-to-face interviews, it is possi- :
ble to sign on with a benefit con-
sultant that doesn't meet the em-
ployer's expectations.

Several years ago, Minneapolis-
based Dayton-Hudson Corp. sent
out requests for proposals to 18
consultants to provide savings plan
record-keeping services.

The consultant selected had a
great administrative system, re-
called Fred Hamacher, Dayton-
Hudson's vp-compensation and
benefits. But it soon was clear the
consultant was not service-
oriented.

"They were not very responsive
to our requests. It didn't take us
long to determine that customer
service was not adequate," Mr.
Hamacher said.

Dayton-Hudson dropped that
firm and selected a new consultant
-Hewitt Associates-that had a

similar administrative system but
dramatically better service, Mr.
Hamacher said.

"In short, we measured all the
right things. But you can't always
measure customer service ahead of

time. It is something you only can
find out when the job is being per-
formed," he said. m



JuST WHERE DO YOUR
EMPLOYEES THINK THEIR

BENEFITS COME FROM?

Do they think they're a gift?

That can often be a problem.

Because if employees donk under-

stand how much the company

is paying toward their health

benefits, they don't always appre-

ciate the value.

Let's do something about it

At Northwestern National

Life, we're doing something to

change this git misconcepti6n by

making employee communications

an integral part of our plan design.

In fact, wecl like to send you

a -collection of reprintable articles,

Winning Employee Suppon For

YouT Health Plan, that will be a

valuable communication tool for on-

going employee benefits education.

For your free packet call or

write Rick Naymark, Northwestern

National Life, Box 20, Minneap-

olis, MN 55440, (612) 342-7137.

Look at it this way, when

your employees understand their

benefits better, everyone's life is

a little merrier.

 NORTHWESTERNNATIONAL LIFE

"Let's do something about it" is a servicz markof North,aestern National Lifz Insurance Company, Minneapoli MN (not admitted in the state of NewYork).The North Ailantic Life Insureice Company of America, Jericho, NY (a rnemberof The NWNL Companies, Inc).



1 8 / Business Insurance, April 1, 1991

Opinions

Conflict of interest
THE ILLINOIS Self-Insurers Advisory Boardshould seriously consider adopting new mem-
bership rules.

The ISIAB, which advises the chairman of the
Illinois Industrial Commission on workers com-
pensation self-insurance matters including broad
security requirements and approval of individual
firms to self-insure, faces a conflict-of-interest
issue.

Resolution of the issue is important to Illinois
employers and to employers elsewhere whose
states often look to Illinois as a leader in insurance
and self-insurance regulation.

One of the ISIAB's members, as we reported last
week (BI, March 25), owns a brokerage firm that
sells surety bonds to workers comp self-insurers.

Furthermore, last year when Illinois self-insur-
ers were being informed of widespread higher se-
curity requirements, that brokerage sent letters to
self-insurers inf6rming them of its ability to place
$2 million of surety bonds.

The letter raised more than a few eyebrows at
companies that self-insure workers compensation
exposures in Illinois.

A member of the board voting for higher security
requirements is in a position to sell more surety
bonds if security requirements are raised. Further-
more, he votes to recommend or not recommend
that employers be allowed to self-insure. And, he
votes on applications to renew approval to self-in-
sure from employers' whose financial situation has
deteriorated. Those so-called troublesome renewal
applications include the name of the surety bond
broker and the amount of surety previously posted.

The brokerage firm member of the board, James
L. Sandner, president of Brokers' Risk Placement
Service Inc., says his firm earns less than 1% of its
revenues from selling surety bonds.

Nonetheless, we see the potential for conflicts of
interest and a very real issue of a perceived conflict
of interest. His name and his firm's name appear on
the ISIAB's stationery on which self-insurers are
told how much security they must post.

We fear that employers may look at that statio-
nery 'and at the very least wonder whether they
would have a better chance "of being approved to
self-insure workers compensation risks if they
purchased bonds from Brokers' Risk.

Letters

IF TREES HO
CONFLICT OF INTEQEgr.

TRAT WAY, TOO?

1 BUG,Lan W MEMBERSMP

We do not think that is a question that should be
raised.

For that reason, we recommend that the ISIAB
ask the Illinois Board of Ethics for an opinion on
the appropriateness of Mr. Sandner's service.

And, we have some advice for the ethics board:
No vendors of surety bonds or other products

and services for self-insurers should be appointed
to the ISIAB. No board member should be in a
position to gain financially from decisions the
board makes-whether it be to increase security
requirements in general for self-insurers or to rec-
ommend that an individual employer be approved
as a self-insurer.

We appreciate that Mr. Sandner's advice and
counsel are valued by the ISIAB. If the Illinois In-
dustrial Commission believes that quality of advice
is not available elsewhere, Mr. Sandner-and any
other vendor-could be appointed as a non-voting
member of the board.

At the very least, we believe that Mr. Sandner
should decline any comment on any matter in
which he has a personal involvement, which we
believe includes security requirements for self-in-
surers in general and recommendations on individ-
ual applicants that are clients.

Access to health care not equal to socialism
To the editor: Can you imagine my con-

sternation when, upon reading Richard C.
Mattingley II's diatribe about health care
(BI, Feb. 18), I suddenly realized I am liv-
ing in a socialist country!

Until then, secure -in the knowledge
that any personal health care crisis would
not be exacerbated by an additional fi-
nancial crisis, I thought Canada was just
a country caring about its people.

Mr. Mattingley should be reminded
that not all our predecessors sailed to
these shores to obtain freedom. For many,
the journey meant just the opposite.
Times, of course, have changed, but with
every right comes a duty and every free-
dom a responsibility. One of these is to
take care of the less fortunate ones.

Business Insurance wetcomes let-
ters from its readers. Please keep
your comments as brief as possible.
We reserve the right to edit Letters
for clarity or space. We will not
publish unsigned letters. Send your
comments to Letters to the Editor,
Business Insurance, 740 N. Rush
St.. Chicago, m., 60611:

It is just about everyone's aspiration to
reach not necessarily new financial
heights but to at least attain financial se-
curity. Unfortunately, we are not living
in a society of 100% full employment, and
not everybody has the means or talent to
become a chief financial officer like Mr.
Mattingley. Is that then a crime that de-
serves banishment to a "socialist" coun-
try, or should the less fortunate ones just
be ordered to stay healthy until they can
afford to be sick?

Our friend should ponder the fact that

of all the Western countries, the United
States is the only one without some form
of universal health care, putting it on par
with what we classify as Third World
countries in this area. Access to health
care is something that more than 30 mil-
lion Americans, which is more than all
the people in Canada, can only dream
about.

John Buysschaert
Manager-Corporate Insurance

Trizec Corp. Ltd.
Calgary, Alberta

How far does right to privacy extend?
To the editor: The decision by the Ap-

pellate Court in San Francisco that a
physician had violated a claimant's
"right to privacy" under California law
when he reported that a workers comp
claimant was HIV positive and that this
virus could be contributing to the claim-
ant's complaint of headaches, shoulder
and back pain raises several questions
(BI, Feb. 25).

What if, in the course of his examina-
tion, the physician had found that the
claimant had a tumor on his spine that
was causing and would continue to cause

headaches, shoulder and back pains un-
less surgical intervention was performed?
Would disclosure of that situation be a

violation of the claimant's right to pri-
vacy under California law?

In short, is the state of California in-
terested in reality, or is it intent on creat-
ing unequal justice under the law, i.e.,
rights for HIV-positive persons that HIV-
negative persons don't have?

Thomas R. Kane

VP
Western General Management Inc.

Chicago
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earlier thanothers.

It may not be the eleventh hour. But if you're trying to confront
the explosive growth of health care costs, it's getting late.

The problem wasn't created overnight. And it won't be solved
overnight. But the earlier you attack it, the sooner you can expect to

see positive results.
By combining our

resources with th6se of

EQUICOR, we have
created the nation's

leading employee life
and health benefits

/9.

company:
And one of the most

extensive managed
health care networks in

the industry
We can provide a

menu of products and
services that can help
contam costs, mamtam

quality care and ensure
employee satisfaction.

In health care, dental care and life and disability plans, as well.
Of course, we'll be bigger. But more important, as we complete

our integration, we'11 be better. After all, we're working with a group
of people who are used to waking up just as early as we are.

See one of our local representatives or fax Bob O 'Brien, President,
CIGNA Employee Benefits Companies: 215-523-7915.

We getpaid for results CIGNA
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Some jobs can be done in.house, some can't
By JERRY GEISEL offlie of TPF&(, the be-.efits and ac- medical . an costs, that will pay fci hospitals also con.ldeied foiming a pldving devil s advocate
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to decide whrthei to have in--loUSe F)I companle) that can use staffers Buck Con;ultants Inc in Neri York There are no universal answers to sulting on the administi alive side
employee benefits staff members to tandle const. ting projects, savings 'With s consultant you cc n get a guide emplobers or when to use a and more over-the-hhoulder consult-
tackle a project or turn the ploject can be significant whole range of experience that an consiltant The need for help vanes Ing " %aid Cathy Coise Woojter, ben-
over to an outside consultant 3ethesda, r,Id -based Marnott individu=l employer can-lot cupl_- with the pfoject efits planning managel at Barnett

' It is an ongoing dilemma deter- Ccrp 's internal benef_ts development cate, ' said David Rahill a p_-inc_- Some companiet say they piefer Bank Inc in Jacksonville Fla
mining whether benefits work should anc communications s.aff, which 1. pal with A Fostei Higgins & Co to hire a consultant when staiting "We may say to the conultant
be done internally 01 externally," now being expanded, Is expectec k Inc Ir New York a nev pro ect 'This is what we want to do Does

said Neil Austin, managei of health saa vanotls cc -porate divisions .ev- Mr Rahil_ lecalls how a grouD of For example, when Hai tmarx it make sense'> Give us a second opin-
plans at Pacific Bell, a unit of F'acif_e oral hundred :housan i dollars an- teaching 10:pitals wanted to estab- Corp, a Unicago-ta,ed appaiel man- ion Tell ui if we have oveilooked
Telesis Group in San FI ancisco nb.ily in consult_ng fee. lish a preferred provider organmaticn ufacturer dec.ided to redesign its anything,' " Ms Woostel said

It s not yet clear whether enploy- 'We can be much more efficient made up of their own institutions benent ccmmunlection4 prigram, it At the same time, Barnett s ben-

ers-pinched by the recession-are than an outside provicer," said 3ob The propet, though, back-ired and brouiht Ir Buck C: nsultants efits staff gradually ha·, taken ove
handling more projects on the_I owr Dankmyer, vp-employee benefits actua.ly Increased cost "Why re-invent the wh2el when more of the administrative work

"There are often conflicting ttends On the other tand not using a "The teaning hospitals didn t ree- a consultant has sc, much exferience spawned by the companv's flexible
Some companies cue trying to reduce consultant can cos: er e- more ognize uhaz their own ccsts were in design_ng programs?" asked Mi- benefits progiam, like enrolling new
the size of their benefit% departments "You have to compare zonsulring much h_<her than communiti hos- chae_ Plkylny, Hartmarx's employee participants and handling those who
and they use consultants more ' fees compared to paym€ nts com- pital.' By attracting employees zo benefits n- anager choose difierent benefit options be-
while other companies are handling panies make tor their benefit pro- their owr higher-cost fae lit_es costs When s arting a rew project, many uuse of lifestyle changes
more Jobs internally, said Dav_d grams If a consultant car come up increased geometrically, ' he sale benefit manageh say thev want And, by next yeai, Balnett expectb
Glueck, the manager of the Chicago wi-h an idea hal V/111 save 5% in When another group of teaching some ine Iooking o,er their shoulder, all flex plan enrollment to be handled

in-house through a new intriactive
telephone system

Other benefit managers aAk con-
sultants to educate in-house staffs so

they can eventually handle the WOr k
When Hartman retained TPF&C

to audit the flim's third-party claims

1
adminiftiator, it had the consultant
train Haitmaix benefits department

staffers on auditing techniques so
Hartmarx staffers un take over more

01 the wo k in succeeding yed15
Consultants caution, though, thal

employers have to think of moIe than

I.-

j

f
f/71/5RI//11

Just money when deciding what work
1 can be done in-houe

For instance, an in-house staff may

not be able to handle unexpected
t pioblems

" //)*F k "A company may have the cul-

ture to invest m staff and computei

3'A,1 - ' I equipment, but what if a crisis hits?j 3,/.
asks Buck's Mr Kleinberg

a Fi Not sutprisingly, many benefit4
1

managers say a pioject's degree of
difficultv will be the deciding fac-

i' tor in whethei to use a consultant

For example, Barnett's M4 Woos-
r

r I

ter said 401(k) plan recoid keeping 1%
too complex-at least foi now-to be

,-.1 5 1, I
.I handled internally "Developing aA..9,44...

system flom the ground up is mole
--

4, than we dre cuirently ready to take

*= A 4/.M-I'j: A if* i.., ,-4
- %.f* t>% *

on, though eventually it is something
we'd like to "

li 4 *45.4 Recoid keeping has become ex-
-

./ tremely difficult as time and legu-
.1 1, . ,Al 1 1 1. *

1 lations hdve passed Oui 4ystems

have, become old and antiquated,"
0 11 a .

agieed Dennis Coriy, manage'i of
' L benefit pl,ins at The QuakeI Oab Co

in Chicago
It may make bettc,i economic sense

to turn over 401(k) I ecord keeping to

In the pension business, recommending a 401(k) program means a consultant than make an invest-

ment in new equipment-which

recommen(ling a company to make that progta-mwork. With John Hancock, could become obsolete-and staf[

training, MI Corry said

we take care ofeveiything from helping you close the sale to implementingtheplan. Employers even those with laige

We ensure aplan's success byproviding your clients with acomprehen- benefits depaitments, say developing

a managed cale netwoik requires a

sive employee communications program. Then we relieve your clients of time commitment they do not hdve
Marriott could have developed a

tedious meordkeeping and administrative details. mandged health care network, but
not in the time we had allotted," Mi

John Hancock _has been serving pension clients successfully for Dankmyer said

50years. Curpntly, wemanage over $20 billion inassets for retirement plans.
Other benefit managets say the de-

cimon on whether to use a consultant

Hancock's investment performance is outstanding and we consistently receive simply comes down to quality

"Our philosophy 16 to have the

thehighest ratings fromMoody's, Standard&Poor's andA.M. Best. highest quality in the operation of
oui benefits progi dm If we can as-

So when yourecommendJohn Hancock, you'rerecommendingacom- Jule ouiselvef of that quality by
doing the work internally then we

pany with both superior investment performance and high service standards. do it internally," sdid Chailes Mazza,

For more information about a highly recommended 401(k)provider, vp-human re%ouIces at Mead Corp in
Dayton, Ohio

please call Maureen Phillips, Vice President, Investment and Pension Sales, Indeed, some benefit manager % say
beeduse thev know their companies

at(617)572-1645. better them an external consultant

they un communicate new benefit
Investment and Pension Group proghims mole ellectively

Fc)t example Ms Woostet designed
the communications package used to
introduce Barnett's flexible benefits

Financial Services- - plan Iather than turn it ovet to a
consultant0

"We knew our employees We
© Joh n Haric cick Mutual LI te fi„utance (ompam,Boton, MA 03117 Real life, real answers: knen how to talk to them It 1% dif-

ficult for an outslder to know how

to dc, that The message had to be
Barnett«pecific," she said .



With A Strong Workers Compensation System,
Injured Workers Don't HaveTo Rely OnThis.

Suffering an on-the-job injury that keeps someone away from
work-and awayfromapaycheck-is difficult enough.

Waiting weeks, or even months, for fair income replacement is
nothing short of inexcusable.

Which is exactly why the W6rkers Compensation System was
created.

It's a system that, for 75 years, has been dedicated to getting
injured workers their income benefits ina fast, no-fault, no-hassle
way

TheBadNews

Unfortunately there are problems with Workers Compensation
in some states. Serious problems that are spreading to other states.

Unnecessary litigation and underfunded, understaffed, state-
administered agencies are slowing down the entire process. On top
of that, in some states minor injuries are over-compensated and
major injuries are under-compensated.

The Good News

In some states, Workers Compensation works without a hitch.
Workers are compensated quickly, and fairly.

But to bring that same quickness and fairness to the troubled
states today and to strengthen all systems for tomorrowl we have to
promote change. A few examples:

Simpler procedures, better communication of rights and
benefits, plus teamwork between doctors, employers and state
regulatory agencies would do wonders for the individual systems.

f

All

/

So would agency-sponsored toll-free numbers for injured work-
ers to inquire about their income benefits. And consumer brochures
outlining specific workers' rights.

Ideally; alternative methods for resolving legitimate disputes
should be adopted-short of going to court This would allow for
quicker resolution of those disputes and faster income benefits.

It's Up To All Of Us
16 charge ahead and implement ideas like these, you can do one

of two things to help.
One: Be aware. Find out what's happeninginyour state, how

you're affected, and what you can do. Talk to your insurance com-
pany or business trade association.

Or two: Share your views by writing to Gary Countryman,
President and CEO of Liberty Mutual, 175 Berkeley Street, Boston,
MA 02117.We '11 help you get in touch with people in your state who
can help.

Workers Compensation is too valuable to neglect. It provides
quality medical and rehabilitative care. Delivers income benefits with
fairness and swiftness. And offers cost stability to employers.

Remember, Workers Compensation was designed to give
American workers a solid system they could rely on.

Let's make sure they always can.

LIBERTY j
MUTUAL.*F

©Liberty Mutual Insurance Group/Boston, 1990 Help Strengthen Workers Compensation. Because When A Worker Has An Accident, Everybody Gets Hurt.
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Noother costentainmentprogram
can make this statement.

- Look to the AIG Companies for the comprehensive range of resources and techniques

you need to help reduce workers compensation medical costs nationwide.

That's because our companies are among the leading underwriters ofworkers

compenstion insurance and among the leaders in developing cost containment services.

As a result, we have assembled one of the industry's largest preferred provider

c networks of physicians, and extensive networks of hospitals and ancillary services. We

conduct audits of physician and hospital bills, monitoring them for adherence to state fee

schedules and reasonable and customary charges. We cover hospital pre-review

certifications and discharge planning. And when it comes to case management, we offer

services ranging from treatment review programs to peer reviews, home health care and

vocational rehabilitation. So, besides containing costs, you can get employees back to

work faster.

Ifyou're not using all these services and techniques, you are missing a significant

opportunity to reduce expenses. For more information, write AIG, Dept. A, 70 Pine

Street, New York, NY 10270.

AIG World leaders in insurance and finandal services.
..;

te.,44:7gw*-,
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Spotlight repor?

Consulting fees can be controlled
By JERRY GEISEL

It is possible zo hold down consulting fees
without reducing the quality of consulting
sercices.

Employers waste a great deal o.' money by
providing sloppy data, like incorrect employee
Social Security numbers, to consultants. That
can slow down-and increase the expense-of

senices like 401'k) plan record keeping.
"]n a substan:ial number of cases, a com-

pany may pay a higher consulting fee than an-
osher firm because its data is not clean," said

Al Kleinberg, a group executive with Buck
Consultants Inc. in New York.

In other cases, fees may be wasted because a
consultant's time isn't being used efficiently.

For example, David Rahill, a principal with
A. Foster Higgins & Co. Inc. in New York, re-
calls how one employer wanted weekly meet-
ings with senior consultants to monitor the

progress of a health care consulting project.
' We told the elient that a lot of information

could be exchanged-:t much lower cost-
simply ty iaxes ar.d through teleconferences,"
Mr. Rahill said.

At the same consulting dollars may be
wasted if a corpirate benefits department
doesn't do its homework and find out whether

top management will support a project before
a lot of work is done.

' We may find out-aiter a project is com-
plfted-lhat senior management has no inter-
est in thE rEcox.mendations," Mr. Rahill

pointed out.
Survey costs car. also be held down by doing

more .,5 the worK in-house.

Fir example, rather than pay thousands of
do_lars to a benefit consultant to research

benefit trends h the banking industry, Cathy
Corse Wocster, b€nefits planning manager at
Barnett Banks Inr. in Jacksonville, Fla., in-

vi-ed about a half-dozen benefit managers
from six Southeastern banks to a one-day con-
ference to discuss a variety of emplo>ee b€ne-
fit issues.

'Do you really need a third party k find ou:
what is going cn in your own industry? No:
necessarily. There is a great willingness to ec-
change information and share experiences, '
Ms. Wooster said.

Other benefit managers say they CEn obtain
some of the advice that a consultant wculd

give-for a big fee-by attending conferences
Shirley Perkins, senior vp and director oi

human resources at First Interstate Banccrp
in Los Angeles, said that conferences are cost-
efective ways cf finding out z,hat is going in
the field.

But attending conferences r.fever can com-
pletely replace the use of ccns-iltarts because
of individual company needs, consultants
said.

'.
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If YOU
can't

beat'em

AT&T actuaries

provide advice
to other firms

PISCATAWAY, N.J.-A former
American Telephone & Telegraph
Co. internal pension actuarial divi-
sion now is one of the nation's

fastest-growing benefit consul-
tants.

AT&T's actuarial sciences sec-

tion provided pension services to
members of the Bell System for
about five decades-until a federal

judge ordered AT&T operations
broken up into many independent
regional phone companies.

As the unit was completing its
last major task before the divesti-
ture-the allocation and distribu-

tion of $54 billion in assets from
two giant Bell System pension
plans to new pension plans formed
by the so-called Baby Bells-exec-
utives of the actuarial sciences sec-

tion considered forming a new
company.

''We felt there was a natural

market. We had a foundation with

the companies that were to be spun
off (following the court-ordered
breakup of the Bell System). And
we understood the regulatory en-
vironment and had experience
with how decisions are made at the

corporate level," recalled Michael
J. Gullota, then AT&T's chief actu-
ary.

Launched on July 1, 1985, with
just $25,000 in seed money from
AT&T, Actuarial Sciences Associ-
ates Inc. has enjoyed phenomenal
growth.

Last year, the Piscataway, N.J.-
based firm generated consulting
revenues of $11 million to $12 mil-
lion, up from just $3 million in
1985.

As the firm has grown, its de-
pendence on AT&T for consulting
business has declined, though
AT&T remains its biggest client.
Initially, 85% to 90% of Actuarial
Sciences Associates' revenues were
derived from AT&T-related work,
but more than half its revenues

today come from other clients.
Indeed, said Mr. Gullota, some of

the nation's best known com-

panies, including W.R. Grace &
Co., Squibb Co., Xerox Corp.,
Merck & Co. Inc., as well as the

regional phone companies, have
used Actuarial Sciences Associates

on consulting projects. It now has
about four dozen clients.

The company also has expanded
its expertise.

Most of its early revenues came
from pension actuarial work, but
about half of its current business is

non-pension related.
That business includes retiree

health care plan design, consulting
on the new Financial Accounting
Standards Board rules on recog-
nizing retiree health care costs and
liabilities (see story, page 53),pric-
ing of flexible benefit plan options,
analysis of demographic data to
help negotiate health maintenance
organization premiums and ana-
lyzing benefit obligations in merg-
ers and acquisitions, said Mr. Gul-
lota, who now is the firm's

president.
Actuarial Sciences Associates

now has about 90 employees, up
from about 15 in 1985. And further

expansion into areas like compen-
sation consulting is possible, Mr.
Gullota said.

-By Jerry Geisel
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Undaunted.
The difference...is service. For one company required to maintain environmental insurance

coverage, time had almost run out. The company hadn't obtained its certifications, and regulators
threatened to close it down. ECS Underwriting/Reliance National stepped in, and cut the problem down
to size. On behalf of the company, ECS assured regulators that insurance had been applied for and certification
would be processed and issued quickly. ECS's credibility won the day. Regulators gave the company extra
time, and while ECS expedited the paperwork, the company continued operating... and profiting.

Unbelievable? No ... ECS Underwriting. Exceptional service is nothing new to ECS. Even when
it's business-as-usual, the level of service we provide customers is a cut above anything else in the industry.
Processing is smooth, deadlines are met, follow-up phone calls are made and handled intelligently.

And whenever a client is faced with a sudden emergency or business opportunity, we're ready with
fast, all-out response. Doing whatever it takes to help clients grow.

The fact is, in today's tangle of regulations
and environmental technologies, insurance protection
means more than a policy that lies in a drawer.
It means a company actively looking out for your
interests, ready to leap into action on your behalf.

Call ECS at 800 ECS-1414. ECS THE CHOICE

Because when it comes to 08*mmellal Underwriting, Reliance National
insurance, service is one corner Inc.

you can't afford to cut. An ECS Company

Environmental insurance protection for American industry.

One East Uwchlan Ave. Suite 300 Exton, PA 19341 Or call (800) ECS-1414 (In PA (215) 269-6731) FAX (215) 524-5354
©Copyright 1991 . , F:.
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Come and see a demonstration

of our Centralized Claims

Processing System at Booth 1510
during the RIMS Conference in
New Orleans, April 28-May 3.



Cutting through the red tape
means having your claims processed
quickly, accurately and consistently on a
single national system. It means maintain-
ing membership files and claims history on
a central system. It means having one-
source access to employee utilization
data. It means having that data cus-
tomized and presented to suit your needs.
It means working flexibly with all aspects
of national provider networks. It

means a new integrated claims
processing system for Blue Cross
and Blue Shield National PPO and Point

of Service Networks. If you're a large
employer with locations in two or more
states, or a benefits consultant, you
can find out what else our Centralized

Claims Processing System means to
you by calling
John Kibler at II 111 Blue Cross.

-54- M Blue Shield.
1-800-426-2583. I. *
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Spotlight report

Employees actually do read them
Interest high
in benefits
statements

By ADRIENNE C. LOCKE

Employee benefit statements are
alive and flourishing.

Employers and employees still
highly value the information pro-
vided in the annual benefits state-

ment, consultants say.
Employers use these statements

to provide their workforce a com-
plete compensation picture and to
educate employees on the amount
of money employers spend to pro-
vide these benefits.

"Employees lose sight of the
value because it's not in the dollar-

and-cents paycheck they get every
week," said Donald C. Martin, a
consultant in the Philadelphia of-
fice of TPF&C, the benefits con-
sulting division of Towers, Perrin,
Forster & Crosby Inc.

Once just a listing of the cost of
offered benefits-like health care,
pensions and disability insurance
-benefits statements also have be-

come a useful financial planning
tool for employees, consultants
say.

A growing number of annual
benefit statements are organizing
benefits by life events, like retire-
ment, disability or death.

And, new and improved technol-
ogy has made efforts to provide
more personalized information on
benefits statements easier and less

costly.

But, employers must strike a bal-
ance on the amount of information

they provide in statements, consul-
tants warn. Excessive information

will complicate the statement,
which will reduce employee inter-
est in it, they say.

"I think there is still strong in-
terest in benefit statements," said
Max Caldwell, manager of the
communications practice in the
Boston office of Hewitt Associates.

"We've seen continued interest

in the employee benefits statement,
ahd we continue to see not only re-
peat customers but new clients as
well," said Nancy Collins, a con-
sultant in The Wyatt Co.'s Wash-
ington, D.C., communications of-
fice.

And, employees' interest in the
statement is high, consultants say.

"Of all the reams and reams of

paper that employers send out, the
benefit statement is the one that

employees are reading," Mr. Cald-
well said.

"If the April statement, for some
reason, is delayed until June, there
tends to be a barrage during April
and May at human resources about
where the statements are," said

Frank G. Pirrone, an administra-
tive consultant at Buck Consul-

tants Inc. in Secaucus, N.J.

One of the most important goals
of the annual benefit statement is

to make employees recognize and
understand the value of the bene-

fits they receive, said Mr. Caldwell
of Hewitt.

"The cost of benefits are going
up. The employee benefit state-
ment is a very useful way to get
across to employees what the em-
ployer is paying for these bene-
fits," he said.

It may not sink in immediately,
but employees gradually begin to
see the value of their benefits, he
said.

Many employers in their benefits
statements provide a personalized
comparison of the amount the em-
ployee and the company pays for
benefits, Wyatt's Ms. Collins said.

Wilmington Trust Co. of Wil-
mington, Del., provides its employ-

ees such a statement.

"The biggest value is that it
paints a picture on how compre-
hensive the benefit package you
have is, said Betty Blair, health
benefits and systems manager.

Coral Gables Federal Savings &
Loan in Coral Gables, Fla., sends a
similar statement to its employees.

"The first year we distributed
these statements we got many calls
from employees who said that they
had no idea they received all of
these benefits," said Susan Rey,
assistant vp and personnel man-
ager.

Mobile Infirmary Health Sys-
tems in Mobile, Ala., provides em-
ployees a similar statement. "We
received a lot of favorable feed-

back on the statement, said Tom
Betancourt, vp of human re-

sources.

More employers also are using
annual statements as a tool to help
employees better use the benefits
available to them, according to
benefit consultants.

Benefit statements increasingly
are moving toward explaining ben-
efits by "life events" and away
from listing benefits only on a
plan-by-plan basis, observed Mark
Shuman, a consultant in the Dallas
office of William M. Mercer Inc.

The outcome of employee bene-
fits choices are provided as well as
how they will work together when
employees reach a certain point in
life, like retirement, he said. Em-
ployees will know what their re-
tiree health care coverage and pen-
sion benefits will be, he said.

In addition, employers can show

employees projections of future
outcomes if they should decide to
change their benefits in some way,
Mr. Shuman said.

For example, an employee parti-
cipating in a 401(k) plan would see
how much money would accumu-
late in 10 years by contributing,
say, 2% of pay. The statement also
could show how much money
would accumulate if the contribu-
tion was increased to 4% or 6%

during the same period.
"Employees will see the value of

the choices made last year and the
opportunity to make new choices
this year," Mr. Shuman said.

Advances in computer technol-
ogy, like laser printing, have made
it easier for employers to provide
personalized information in bene-
fits statements, consultants say.

"Laser printing has been a big
plus because you can personalize
the statement line by line if you
want to," said TPF&C's Mr. Mar-
tin.

With laser printing, the costlier
pre-printing process can be eli-
minated if an employer wants to
provide personalized graphics--
like pie charts or bar graphs--in
benefits statements, he said.

Another new trend in annual

benefit statements is the inter-

active computer system, from
which employees obtain part or all
of their benefits information from

a computer.
This process can be as simple as

using a toll-free telephone number
and a touch-tone phone. Or, it can
involve sitting down in front of a

Continued on next page

YOU DON'T HAVE TO BE A SURETY SPECIALIST...
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BECAUSE WE HAVE 35
OFFICES

FULL OF THEM!

You know your business inside and out. What's more,
you're successful. So why spend your valuable time learning
the surety bond business?

The answer is simple. You don't have to.
You don't have to know everything about the surety

business in order to write a bond. You only need to know the
number of the Amwest branch office nearest you.

At Amwest, surety bonding is all we do. So no one
knows the market better.

And with 35 offices throughout the United States, no
one can service you as well either. Because we make it a point
to get to know you, your needs, and the needs of your
clients as well.

So, whether it's a small bond, a big bond, or an unusual
bonding request, call Amwest. Whatever your next bonding
problem may be, we'll be there to help.

Because we're experts in surety, you don't have to be.

A Amwest
Amwest Surety Insurance Company

Surety bonds. That's all we do.

Remmen



Continued from previous page
personal computer and using a
prepared program that takes an
employee through the benefits
statement program step-by-step.

One of the advantages of the in-
teractive system is that it can pro-
vide the most up-to-date employee
benefit information available, ac-
cording to Mr. Caldwell of Hewitt
Associates.

The system also can be used to
make any changes in benefit
choices the employee wants to
make, he said.

However, consultants caution
-that an interactive employee bene-
fit statement is not for all employ-
ers.

"There was ·a time when we

thought that the interactive me-
dium was going to be the save-all,
but we underestimated the fact

that people like human contact,"
Mercer's Mr. Shuman said.

One consultant pointed out that
many employers simply cannot af-
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FREE!
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 Send for your free Surety Bond Kitbefore your competitor beats you to it. 
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'Employees don't
want anyone looking

over their

shoulders,' says
Donald C. Martin.

ford an interactive system.
An interactive system also would

be impractical for the employer
with a workforce spread out in
many locations, said Ms. Collins of
Wyatt.

And, some employees-like those
who work on assembly lines-may
not be able to spare the time dur-
ing the course of the workday to
use an interactive system, she cau-
tioned.

In addition, employers also must
motivate workers to use the com-

puter system, noted Mr. Pirrone of
Buck.

"You are relying on that individ-
ual's savvy to pull all of those
things together. It is up to the indi-
vidual to go beyond those initial
screens," he said.

Employee privacy is another
issue when considering a PC com-
puter-based interactive employee
benefit statement, said Mr. Martin
of TPF&C.

"Employees don't want anyone
looking over their shoulders when
they are printing out their state-
ment," he said.

But, if used the right way, an in-
teractive computer system can be
quite helpful, according to Mr.
Shuman.

"Where it works the best is

where tlie computer technology en-
hances the human aspects in bene-
fit communication. Where we get
into t)rouble is when we use tech-
nology to replace it," said Mr.
Shuman.

Obtaining employee feedback on
annual benefit statements is im-

portant for an employer so that it
can determine what information is

useful to its employees, said Bar-

bara Miller, vp and communica-
tions consultant at Booke & Co. in

Winston-Salem, N.C.
But, an employer should for-

mally ask employees their opinions
of the benefit statement instead of

waiting for them to offer it, she
said.

' Ms. Miller also said employers
should not assume that a lack of

response from employees about the
benefit statement means that

workers are not interested in re-

ceiving them.
"Employers may not think that

employees are getting a lot out of
the statements because they don't
get any feedback from them. But
when they skip a year, they find
out that employees will ask about
them," she said.

Mr. Martin of TPF&C agreed.
"Survey employees to see what the
reaction was, what they would
have liked to have seen, what was
the least useful information on the

statement," he said.

Employers also should prepare
employees for the arrival of the
annual statement so they aren't in-
advertently overlooked, said Mr.
Shuman of Mercer. "Don't send it

by itself-let employees know it is
coming," he said.

Ms. Rey of Coral Gables uses the
company newsletter after the
statements have been mailed to

alert employees to watch for the
statements.

But, after determining what em-
ployees would like to see on the
benefits statement, employers
should not provide too much infor-
mation, warned Buck's Mr. Pir-
rone.

For example, some employers
might think that including individ-
ual health care claims data on the

annual benefits statement is a good
idea.

Employees would be able see the
amount of claims the health insur-

ance plan paid on their behalf in
the past year compared with how
much they paid in premium contri-
butions, deductibles and copay-
ments, he said.

But the trend in employer-pro-
vided health care within the last

few years has been to cover cata-
strophic care rather than more
routine medical needs, said Mr.
Pirrone.

And, "for those who don't have a

medical episode, they may think
that the plan doesn't work for
them. They don't see that if their
child has to go into the hospital
and it costs $100,000, they might
only have to pay $2,500," Mr. Pir-
rone said.

Trying to give the employee too
much information is a mistake that

is often made in annual employee
benefit statements, agreed Richard
J. Knapp, principal and national
practice leader for communica-
tions at A. Foster Higgins & Co.
Inc. in Princeton, N.J.

Employees become so overloaded
with data that they end up no bet-
ter informed than they were before
they received the statement, he
said.

Mr. Knapp also said the annual
benefit statement should not be a

replacement for a summary plan
descrfption.

"It is not a good opportunity to
provide every detail of a benefit
plan. Employees can become over-
whelmed and won't read it," he
said.

Other consultants agreed.
"If it looks too difficult to read,

employees will just gloss over it
and not internalize the informa-

tion," pointed out Mr. Caldwell of
Hewitt. I
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Spottight report

User-friendly EBIS boost efficiency
By SARA J. HARTY

EmI:loyee benefit information
systems are becoming more user

friencEy while providing more ana-
lytical capabilities to employers,
vendors say.

00 help speed health care claims
admiris:ration and make pro-
cessing easier for self-insurers that
admin.ster their own claims, most
vendors report that their systems
now a. low claims data to be input
cn a single screen. Most used to re-
quire five or six screens of infor-

matior..

Function keys enable the claims

processor to bring up other screens
in a window without losing data on
the screen, or even to automati-

ca.ly move data from other screens
to the .nitial input screen.

L_

"Ninety percent of administra-
tive time is spent in entry," said
Monique Knox, account executive
for Insurance Software Packages
of Tampa, Fla. Limiting the num-
ber of data entry screens to one can
save a lot of time, she explained.

However, employers are not
"looking for flashy or cute sys-
tems," said William Whitmore,

president of Santa Barbara, Calif.-
based SW Sys-ems Inc.

Employers tand to be looking for
very functional and flexible soft-
ware that will adapt to change, Mr.
Whitmore said.

"Our system is really user
friendly. File: can be maintained
and modified by users rather than
technical support staff," said Tom
Szukala, custcmer service manager

in New York for Policy Manage-

ment Systems Corp., formerly Ad-
vanced Systems Applications.

Systems that are easy enough to
use without constant support from
technical staff "free program ad-
ministrators to pay attention to the
things they should be concerned
with, which is how is the benefit

program working, not 'is our sys-
tem paying claims,' " said Ellen J.
Lockwald, manager of market de-
velopment at Resource Information
Management Systems in Naper-
ville, Ill.

To make health care claims han-

dling easier for self-insured em-
ployers, vendors report :hat they
are moving closer to the goal of
paperless processing.

An on-line diary and logging
system from SW Systems, for in-
stance, eliminates paper on the

The promise of managed care
is providing quality healthcare wniie
containing rising costs. Delivering
on that promise isn't easy.

We can help.

Witk infusion therapies for ycur
members. At home. At·neighborhood
wal-in centers. Or in pliysicians' offices.

Witl. nutrition assessments which

can iclentify potentially costly compli-
cations before they happen.

Witl_ products and services so
clinically reliable we inclemnify physi-
cian providers.

And with pilot outcome monitor-
ing projects, so you can see tile real
value we provide. In black and white.

Call us at 708/215-3341.

Our goal is to (10 everything we
can to 11elp you meet your goal.

DELIVERING THE PROMISE
OF MANAGED CARE.

T

claims desk. Everything from
nurses' notes to notes from a phone
call received by a claim handler is
stored and can be retrieved im-

mediately, Mr. Whitmore said.
Eventually, vendors hope to es-

tablish electronic links between

providers and employers to speed
billing and payment.

Resource Information Manage-
ment Systems currently offers a

module that uses tapes to transfer
billing information from the pro-
vider to the processor. Eventually
this will be done on-line, Ms.
Lockwald said.

The difficulty is in achieving a
common interface that emplcyers,
doctors, hospitals, health mainte-
nance organizations, preferred
provider organization and third-
party administrators would all use,

CAREMARK
Affiliate Baxter Healthcare Corpo-ation

© 1991, Caremark Inc. kIL

-r

explained John Bonk, director of
research and development at Cali-
fornia Interactive Computing Inc.
in Northridge, Calif.

Although some vendors are pro-
viding very limited electronic
links, there is still no common data
format, Mr. Bonk said.

In addition to ease of use, ven-

dors report that employers are
looking for much more extensive
medical editing. That feature lets
the system identify charges that
are not usual and customary or

procedures that are out of line with
normal medical practice.

"You're relying on the system vs.

the adjuster to control medical
costs," said Tom Mosca, senior
sales executive at Marietta, Ga.-

based Magnus Software Corp., for-
merly Computations Inc.

One offering from SW Systems-
an enhanced dental plan module-
features more extensive dental

editing, Mr. Whitmore said.
Flagrant abuses, like a claim for

a new filling in an already ex-
tracted tooth, would have been
caught by the old module. But the
new product can pick out much

more subtle problems.
For instance, it may call atten-

tion to the fact that a bridge
couldn't have been designed the
way it is presented in a claim un-
less a certain tooth had also been

extracted, or that it is not physi-
cally possible for a dentist to per-
form a particular procedure three
times within 72 hours.

A new feature on an Erisco medi-

cal claims system identifies inap-
propriate or fraudulent claims by
providers. The system also includes
new modules that check labora-

tory, radiology and prescription
drug codes, said James Donnelly, a
senior director at the New York

firm.

This is an expansion of the origi-

nal objective in developing the
original product, which was to flag
services that are being billed se-
parately when they should actually
be included as a part of a bundled
service, said Craig P. Luftig, prod-
uct specialist at Erisco.

And, the system is now able to
deal with some quality of care

issues. For instance, it will flag
claims for outdated diagnostic and
medical procedures, Mr. Luftig
said.

Some systems are now capable of
carrying more than one set of
usual, reasonable and customary

charge data.
The data provide a basis for pay-

ing claims based on procedure and
ZIP code, explained Allan Maches-
ney, president of Insurance Soft-
ware Packages. "Systems can now
use a variety of tables."

Besides helping to spot problem
claims, some systems contain new
features that are activated after a

problem is found.
On PMSC's system, for instance,

options include a warning message
that does not prevent payment, a
message that prohibits payment
but allows an adjuster to override
it, and a command to automati-

cally deny the claim, said Mr. Szu-
kala.

A system from SW Systems gives
the administrator a number of op-
tions, said Mr. Whitmore. The sys-
tem. can be programmed to auto-
matically prepare a statement
explaining to the provider and em-
ployee why benefits are being den-
ied, or to stop all action on a claim
until the administrator decides

what to do next.

Beyond processing and payment,
employers want to use claims data
generated by their EBIS systems to
gain information on the utilization
of different benefits and to deter-

mine how effective their plans are.
In response, most systems have

Continued on page 22
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It's only an empty chair. Except when the person who's usually in

it happens to be on disability leave.
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thousands in disability benefits. Not to mention the loss in productivity
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In fact, over the past
twenty years, our
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Spotlight report

EBIS functions
Continued from page 20
been updated to include enhanced
reporting features.

Employars "are not buying sys-
tems to save the 5% (claims) ser-
vicing fee but are saying, 'Let's get
at the oth.r 95% of our costs," said

Thomas .. Colgan, executive vp
and principal at Resource Infor-
mation Management Systems.

Enhanced standard and ad hoc

cost conta-nment reporting capa-
bilities ' help self-administered
firms identify what areas are giv-
ing the mist return," said Jerry C.
Buckley, president of California

Interactive Computing in
Northridgc.

FACTS Services plans to offer a
new repors generator in the next
three to four months that enhances

the user's ability to extract vir-
tually any type of claims data
without Extensive programming
knowledge, said Robert S. Graham
Jr., president of the Coral Gables,
Fla.-based vendor.

Resource Information Manage-
ment Systems offers a link with
Health Economies & Market Anal-

ysis, a Springfield, Ill.-based re-

search firm, through which the em-
ployer can strip data from its
personal computer-based system in

a format HEMA's programs will
accept. HEMA can then provide
the detailed reporting and analysis

that a mainframe system can offer
as well as compare the employer's
specific data against national
norms, said Ms. Lockwald.

However, empbyers that want to

use their claims data base to pro-
vice detailed ad hoe repors must
make sure they have adequate
claims history stcred in their sys-
tem, said John Gilbert, outsourcing
manager at PMSC.

Employers ani vendors face a
Catch-22 in that -xkle more data is

necessary to do in-depth analysis
of claims records, it takes more

time for c.aims personnel to input
that data, said Michael Green, vp
of the consulting d_vision at Tes-
seract Corp. in San Francisco.

Vendors point cut that integrat-
ing a health care ilaims system
with systems handling payroll,
workers compensation and other
benefits and human resources data

can help benefit managers struc-
ture more meaningful reporis.

And, if the health claims system
is integrated wi:h -he employer's
workers comp ela_ms sys:erns, it is
easier to control ' double-d_pping"
employees who submit 2.aims to
bo:h the group health plan and the
wcrkers comp ]Flan, explained
CIC's Mr. Buckle/.

Some EBIS vendors re Fort that

their market is expanding as more
employers are finding it feasible to
administer their health care bene-

fit claims themselves.

' Certainly since the first of the
year we're seeing more interest
from our marketolace in becoming
self-insured," saic Mr. Green.

''One of the trends we see is that

srnaller and sma.ler employers are
candidates to us€ this type of soft-
ware," said ISP's Mr. Machesney.
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Health claims systems popular with benefit managers
System Nurrb31 sold directly
Vendor '0 employers

Benefit Plan Administratiot System 122

Tesseract =orp

Claimfacs 61

Erisco Inc

QkClalm Hea 11 Claims Processing System 46

Resoure Information Man:gement Systems Co-p

Claims Wo:k 40

SW Syste Tls Inc

CAS 11 Claims Alministration System 21

Policy Maiagement Systems Corp.

FACTS 26

FACTS Se-vices 10.

FASTRAK 221

Magnus Software Corp. i

GenMed 16

California Irtenctive Compjting Inc.

Health8ter 15

Insurar.ce Software Packages

Medical Claims Adjudication 15
Professional Computer Ser,ices

Claims Piocess ng System 15

Tesseract CorK.
'Number grv€nisf·orr 19908/survey. Source: 8/ survey of vendors.

"Smaller employers may not
save money on administrative fees
by self administering, but they do
it anyway to get control of their
actual medical costs," said

Magnus' Mr. Mosca.
As new-and sometimes smaller

-companies begin administering
their health care claims, many are
seeking more support from vendors
than have past clients, vendors re-
port. Some employers are asking

Year first installed

at empliyer

the ver.dir to serve as a claims ad-

ministra'ion backup.
For example, Insurance Software

Packages has medical specialists
on staff who can provide some ad-
ministration services for smaller

firms that have just begun lo ad-
minister their own claims and who

are not comfortable handling more
complex claims.

Some vendors, however, say that
sorne smaller firms are finding the

1962

1922

1961

19:9

1986

1935

1983

19E2

19EO

19E1

19I9

Types of claims
administered

Health, dental, vision, drug

Health, dental, vision, drug
LTD, STD

Health, dental, vision, drug
LTD, STD

Health, dental, vision, drug

Health, dental, vision, drug
LTD, STD

Health, dental, vision, drug
LTD, STD

Health, dental, vision, drug
LTD, STD, life

Health, dental, vision, drug

Health, dental, vision, drug
LTD, STD

Health, dental, vision, drug
LTD, STD

Health, dental, vision, drug

GRAPHIC BY CYNTHIA WATSON

complexities of self-administration
more than they bargained for and
are instead contracting for th rd-

party administration services.
The expense and the quickly

changing nature of health care

claims administration is forcing
some smaller companies to recon-

sider self-administering, accorcing
to Ed Brown, PMSC's marketing
manager of group health care
products. I
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Long-term care
Continued from page 3
transferring and mobility.

Most LTC insurance plans also
cover cognitive impairment stem-

ming from causes like Alzheimer's
disease or senile dementia.

• Premiums are directly based on
the age of the participant at the time
of enrollment in the plan and the
coverage options he or she chooses.

• Benefits are portable. For exam-

ple, after an employee leaves a com-
pany, he or she can continue coverage
by paying the premium, though an
administrative fee is usually added.

• Coverage is guaranteed to be re-
newable, as long as the premium is
paid.

• Premiums and benefits remain

level throughout the coverage term,

unless participants choose inflation
coverage or upgrade their coverage.

Since the first employer-sponsored

LTC plan was offered to workers by
the state of Alaska in 1987, the pro-

grams have become much more flexi-
ble and contain many more options.

Alaska's program, offered only to
retirees and spouses, has only one
benefit option (BI, March 16, 1987).

Retirees can purchase LTC insur-

ance that will pay up to $125 per day
for nursing home care within the
state or up to $75 per day for nursing
home care outside Alaska, said Lisa
Tourtellot, a benefit specialist with
the state in Juneau. There is a life-

time maximum benefit cap for nurs-
ing home care of $200,000.

The daily maximum for home con-
valescent care is $75 per day within

the state and $40 per day outside
Alaska. The lifetime maximum bene-

fit cap for home care is $50,000.
There is a waiting period of 90

days for both coverages
Aetna underwrites Alaska's plan.
Monthly premiums range from

$16.10 for those under age 50 to
$412.90 for those older than 85, Ms.

Tourtellot said. The cost for those age
55-the average retirement age for
state employees-is $26.80 per
month. A third of retirees and 14% of

their spouses are enrolled.
However, a single-option plan like

Alaska's probably would not be es-
tablished today.

A new LTC program introduced

by New York-based Teachers Insur-
ance and Annuity Assn College Re-
tirement Equities Fund, which fi-
nances pensions and other types of
benefits for educational employees
nationwide, offers a range of benefit
levels from a daily mmimum of $40
to a daily maximum of $200.

TIAA-CREF encourages educa-
tional institutions to offer employ-
ees three daily benefit options, with
the middle option set at the average
cost for nursing home care in their
area, noted Vp Bruce Boyd.

Participants also can choose plans
under which the insured individual

must pay a 20% copayment, no mat-
ter how high the maximum daily
benefit is set, Mr. Boyd explained.

A choice of three lifetime benefit

maximums and three waiting peri-
ods is also available.

Active and retired employees, their
spouses and parents between the ages
of 40 and 84 are eligible to partici-

pate in the TIAA-CREF coverage.
The University of Michigan, which

began offering the coverage Jan. 1, is
the first institution to participate in
the program.

Other new employer-sponsored
LTC programs also offer participants
numerous options.

A new group LTC program intro-
duced by Fort Wayne, Ind.,-based
Lincoln National Life Insurance Co.

offers a choice of daily maximum
benefit levels ranging from $40 to
$200 in $10 mcrennents.

Also, instead of mandating that
home health care be reimbursed at

half the level of institutional care,

as is the case under many plans, the
Lincoln National program allows
beneficiaries to set reimbursement
levels for home health care at 50%,

75%, 100% and 125% of the benefit
level of institutional care, noted Bill
Lubin, second vp and director of
Lincoln National Life's LTC and em-

ployee benefits division.

Many of the newer group LTC in-
surance plans offer other features
that make the plans more flexible.

"Benefits have changed signifi-
cantly" since the first group prod-
ucts were introduced, noted Ms. Ger-
main Skagias of Travelers.

For example, the first plans un-
derwritten by Travelers would reim-
burse beneficiaries for up to the
maximum daily benefit level for
whatever care was provided: nursing
home care, home health care or adult
day care. If the true cost of care was
lower than the maximum daily bene-
lit, the difference would not be ac-

Continued on nezrt page
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HOW TO CHOOSE A
BENEFITS ADMINISTRATION SYSTEM

FOR TOI)AYAND BEYOND

Look for a system that cuts costs, is easy to use, and is
continually up-graded to meet changing industry needs. A
fully integrated, on-line system that operates on two-user
systems, to systems supporting hundreds of users.

For over 10 years, we've built a national reputation for
providing the quality systems and service needed to admin-
ister employee benefits smoothly and cost-effectively. For
more information or a free demonstra-

tion, call or write SBPA SYSTEMS, SBPA
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SYSTEMS

Houston, Texas 77042.
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Brownyard Is poised
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Another hard market? Renewal

problems? No new submissions?

That's what experts see on the
horizon. However, for three

decades, in soft and hard cycles,
Brownyard has offered stability

And we are poised to continue in
the 90's. Check us out on three
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Long-term care
Continued from previous page
counted for and the lifetime benefit

maximum would be depleted as if the
cost had been equal to the maximum
daily benefit.

In Travelers' newer group LTC .
plans, however, the difference be-
tween the actual amount spent on
care and the maximum daily bene-
fit would be "stored" in a ber-efi-

ciary's "account," and that money
could be used to extend the benefi-
ciary's benefits, Ms. Germain Ska-
gias explained.

Another feature of some newer

group LTC plans is that active em-
ployees do not have to provide evi-
dence of ir.surability or pass a med:-
cal examination when enrolling
during a plan's initial offering. Most
programs still require evidence of in-
surability for retirees.

And many new LTC programs
offer an inflation protection feature
that allows participants to increase

Are All Workers Compensation
Provider Bill Audits The Same?
A Newly Released Study Says "No"

An independent research firm recently sent photocopies of the same 156 medical bills to 5 different
vendors of fee schedule provider bill audits. Each vendor's performance was tracked and compiled in a
side-by-side comparison that's yielded some surprising results.

These results are the basis of an important new report that's now
available free of charge from Crawford & Company.

Among its findings, the report reveals that provider bill audits
are not a "commodity service"-the quality and effectiveness of
these audits varies dramatically depending on which vendor is
reviewing the bills. The report backs up this finding with a series
of charts that compare vendor performance in areas such as...

TOTAL REDUCTIONS-On the same bills. one vendor

found reductions ofjust $5,206.24 while another found over
twice that, producing savings of $13,837.74.

NET PERCENT SAVED-These numbers varied greatly,
from a low of 14.4% to a high of 34.8%.

RETURN ON INVESTMENT-Returns ranged from as
little as $3.50 for every dollar spent to the study's best
return-$9.70 to $ 1.

To see this report in its entirety, please return the coupon below.
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0 Workers compensation medical cost containment is important to me-
please send me a copy of this free report.

Please also send me copies of Crawford's reports on the following subjects
0 Reforms in the Texas workers comp system
0 The impact of Senate Bill 198 on California's employers
0 California workers compensation reform
0 Changes in Florida's workers comp law

Name:

Title:

Company:
Address:

City:

Phone:

State: Zip:
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PROVIDER BILLAUDITS USEDASACONT CONT,UNMENT COMPUAN/c
TOO'

Please send your requests to:
John Potter

Vice President

HealthCare Management
Crawford & Company

P.O. Box 5047

Atlanta, GA 30302

Crawford
CRAWFORD & COMPANY

HEAUHCARE MANAGEMENT
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their daily maximum benefit levels
by a set amount, often 3% or 5%, in
return for a premium increase.

An inflation feature has been very

popular with employees of the state
of Maryland, noted Susan Parks,
LTC administrator for the state's De-

partment of Personnel in Baltimore.
Maryland, which first offered

workers a LTC plan in January 1988,
began offering a "second generation"
plan in January 1990 that incor-
porated many features the first plan
lacked, Ms. Parks explained. Note-
worthy among the new features was
an inflation option that would an-
nually boost maximum benefits up to
5%.

Some 61% of new enrollees chose

the inflation option despite the extra
cost, she stated. A typical 40-year-old
employee opting for a $100 maximum
daily benefit would pay $25.60 per
month for coverage with the inflation
option, compared with $14.10 per
month for coverage without the in-
flation option.

In addition to coverage for nurs-
ing home, home health and adult day
care, some of the new LTC programs
also will reimburse participants for
respite care. Respite care allows a
family member who normally cares
for an disabled relative to hire some-

one to temporarily replace him or her
when he or she cannot fulfill this

function.

Other special new plan features
have been designed, at least in part,
to appeal to younger employees, ex-
perts noted.

For example, many of the newer
programs offer participants a non-
forfeiture option, which provides re-
duced coverage if the policyholder
stops paying the premium. Under
older policies, benefits were automat-
ically canceled for non-payment,
even if an employee had already paid
thousands of dollars into the plan.

Another special feature, called a
death benefit or return of premium,
pays a portion of the premiums paid
by a plan participant to his or her
estate if the participant dies before
tapping any benefits.

A feature called a paid-up option
allows employees to limit their pay-
ments to a specific number of years,
after which they no longer have to
pay premiums to receive a pre-deter-
mined benefit.

These kinds of features "all are

an attempt to attract younger peo-
ple" to group long-term plans, noted
Wyatt's Ms. Glynn. And, for the most
part, they "have indeed been benefi-
cial in increasing levels of participa-
tion" in the programs, she added.

In Maryland, for example, partici-
pation rates increased when the state
offered its "second generation" LTC

plan that incorporates many of these
features, Ms. Parks noted.

Features that the new plan offers
that were not offered originally in- 3
clude an option under which cov-
erage is paid up for life after pre-
miums are paid for 20 years; an
opportunity for active employees to
enroll in the plan without showing
evidence of insurability; and higher
daily maximum benefit levels, she
explained.

While only about 300 people en-
rolled in the "first generation" plan
in January 1988, close to 900 people
enrolled in the "second generation"
plan when it was offered two years
later, she said.

Many of the newer plans also are
bringing managed care techniques to
the LTC arena.

For example, a participant in a
plan underwritten by Travelers re-
quiring care would be visited by a
patient care coordinator employed by
Conservco Inc., Travelers' utilization

review arm, to assess his or her phys-
ical and cognitive capabilities, ex-
plained Ms. Germain Skagias. The
coordinator, the patient and perhaps
members of his or her family then
could develop a care plan.

Lincoln National offers a network

of preferred long-term care provid-
ers, like skilled nursing facilities and
home health care agencies, that offer
discounts to plan participants. I
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So Many Employees.
So Many Needs.

From the executive offices to the shop
floor, the people who work in your company
make the difference between profit and loss.

Your workforce is peopled by hundreds or
even thousands of individuals. Each with their

own special needs.
At Corroon & Black, we never forget this.
As one of America's leading experts in em-

ployee benefits and compensation, our role is
to help you provide health, compensation and
retirement programs that balance the welfare
of your employees with your company's own
financial health.

Corroon & Black, with experts in 100
offices nationwide, analyzes every aspect of

your benefits and compensation programs.
We evaluate the alternatives that are available

to y6u, and we design appropriate incentives
to maximize efficiencies in your programs.

This often involves the specialized skills
of the C&B Consulting Group. Especially
when your program needs to be communicated
to each and every employee on your payroll.

Corroon & Black. We know that employers
have needs, too.

C;CORROON & BLACK
A WILLIS CORROON COMPANY

For a free brochure or more information,
please call Tom Ucko (800) 242-2495.
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Some employers starting to pay LTC costs
By DEBORAH SHALOWITZ

Almost all employer-sponsored
group long-term care insurance plans
require workers to pay the entire pre-
mium for the coverage, though sev-
eral companies subsidize at least a
portion of the cost.

And, it is unlikely that employer-
paid LTC programs will become
widespread.

One reason is that employers, al-
ready faced with soaring health care
costs, say they cannot afford a new
benefit burden.

Also, employers are reluctant to
contribute to the plans until their
tax status is determined (see story,
page 29).

However, employers that do sub-
sidize LTC plan costs are happy with
their programs.

For example, Ford Motor Co. is
extending a twi)-year pilot program
to fully fund LTC benefits for 6,600

Kentucky employees, retirees and de-
pendents (BI, March 27, 1989).

That program, which was to have
ended March 31, has been extended
through September 1993, said Jack
Dunn, insurance programs supervisor
for Ford in Dearborn, Mich. The ex-

tension was arranged during negotia-
tions with the United Auto Workers

union last year.
However, it is unlikely that Ford

will introduce a fully funded LTC
program to cover all employees, de-

pendents and retirees at all locations,
Mr. Dunn said.

''We do believe that LTC cover-

age for an older population. .would

be an extremely costly program," Mr.
Dunn said. So, "we don't believe it
would be advisable" to assume

across-the-board LTC costs in addi-

tion to Ford's current annual health

care costs of $1.2 billion, he said.

The self-funded Ford LTC plan

covers active employees, their
spouses and dependents and any em-
ployees who retire after the program

began at two plants in Kentucky.
Thus, not many elderly people are

covered by the plan, Mr. Dunn

pointed out. Sc) far, only 18 people
have received formal benefits

through the program, at a total cost
of less than $50,000.

The plan provides coverage for up
to one year of unlimited custodial
care in an institution and a maximum

home health care benefit of $8,200

per person for the first year of care

and $8,400 for the second year.
Ford's group health care plan al-

ready covered the cost of skilled
nursing care in an institution, skilled
nursing home care and hospice care
for the terminally ill.

Benefits under the Ford LTC plan
are treated as taxable income to plan
participants when they draw on the
coverage. Ford deducts program costs
as a business expense.

General Motors Corp. plans to in-
troduce a pilot LTC program some-
time in the near future, said a corn-

pany spokesman, who declined to
provide details.

Another employer, International
Business Machines Corp., last fall of-
fered spouses, parents, parents-in-
law, retirees and their spouses an

LTC program that is partially funded
by the employer.

IBM establishes a $500 account an-

nually for each employee to fund
non-covered health care expendi-
tures, such as eye exams, eye-
glasses and hearing aids. And em-
ployees are allowed to use funds in
these accounts to pay for up to 20%
of the LTC insurance premium.

IBM decided on a 20% reim-

bursement cap after determining that
was the portion of the LTC premium

thought to represent medical ex-
penses, said a spokesman at IBM's
Purchase, N.Y., headquarters.

The LTC plan, which is under-

written by John Hancock Mutual
Life Insurance Co., offers three daily
maximum benefit options for institu-
tional care: $50, $100 and $150. The

daily maximum benefit for home
health care is half that of institt--

tional care.

The maximum lifetime benefit :s

$95,000 for those selecting the $50
daily maximum benefit; $185,000 for
those selecting the $100 daily maxi-
mum benefit; and $275,000 for those

selecting the $150 daily maximum
benefit. There is a waiting period of
120 days before benefits begin.

During open enrollment last fall,
there were no insurability require-

merits for active employees and their
spouses. Now, however, all appli-
cants must supply evidence of insur-
ability.

Approximately 32,000 people en-
rolled in the program, the large ma-

¥r

»rit, being active employees or their
spouseE, the spokesman said. The av-
er:.g2 3 ie of enrollees is 3 3 to 40.

]EM in 1990 had 205,000 active
errp_oyees and 45,000 retirees.

Premiums vary with --he partici-
-)ant's age and the options selected.

For example, monthly premiums for
1 4(-year-old would be $10.60 for
zhe $50 daily maximum $18.26 for
=lie S]00 daily maximum and $25.43
'or the $150 daily maximum, while
-nonthzy premiums for a 50-year-old
-*culc. be: $16.54 for the $50 daily
-r_aximum $30.09 for the $100 daily
-naximum and $42.47 fr the $150

iadly maximum.
Anoiher employer, Los Angeles-

Dase d Security Pacific Corp. is subsi-

Ir

dizing the cost of LTC insurance for
employees who retired before Jan. 1,
1991, and elected to leave the com-
pany's traditional retiree medical

plan for a new, flexible benefits plan
that began in 1990 (BI, Feb. 19,
1990).

The company does not subsidize
LTC coverage for employees retir-
ing after that date or for active em-
ployees or their spouses or parents,
although these workers can enroll in
the LTC plan, noted Bud Martinez,
vp of employee benefits.

Retirees who elect the subsidized

LTC coverage, which is underwritten
by John Hancock, pay at least $15

per month for coverage with a maxi-
mum daily benefit of $40 per day for

institutional care, he explained.

Security Pacific pays the differ-
ence between the $15 and the ac-

tual cost of the $40 daily b_!nefit,
which varies depending on age

Fc:r higher daily benefit options-
$6(}, $80 and $102)-Security Pacific
pays the same amount it pays toward
the $40 coverage, with the retiree
picking up the remainder.

Of the 6,200 retirees eligib.e for

the LTC plan, 1,184 actually enrolled.
The vast majority of those were re-
tirees age 55 to 75. Of the 2,200
spouses of retirees eligible for the
LTC plan, 532 enrolled.

Approximately 9% of Security Pa-
cific's active employees also enrolled
in --he LTC program. I
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Congress unlikely to clarify tax status of LTC plans this year
Congress is considering how to treat em-

ployer-provided long-term care insurance for
tax purposes, though action is unlikely soon.

It is not clear whether long-term care COV-
erage is. a tax-favored benefit, like health
care, for which employees are not taxed.

The point is now mostly moot because only
a few employers now pay a portion of group
LTC coverage costs (see story, page 26).
Others, however, may be more willing to con-
tribute once the tax issues are settled.

Two .rade groups-the American Council
of Life Insurance and the Health Insurance

Assn. of America, both of Washington, D.C.-
have asked the Internal Revenue Service to

rule that the coverage is tax-favored.
The groups also want the IRS to rule that

advance payments of life insurance to ter-

D

minally ill patients to pay for long-term care
would not be treated as income to the benefi-

ciary. And the groups are lobbying Congress
to make the coverage tax-favored.

Already more than half a dozen bills have
been introduced, said Jim Dorsch, Washing-
ton counsel for the HIAA, including:

• S. 314, sponsored by Sen. William S.
Cohen, R-Maine, which would allow employ-
ers to take tax deductions for LTC premiums;
allow employees to receive employer-pro-
vided LTC benefits tax-free and to pay pre-
miums with pretax dollars; and allow the in-
surance to be included in cafeteria plans.

• H.R. 134, sponsored by Rep. Barbara B.
Kennelly, D-Conn.,and S. 284, sponsored by
Sen. Bill Bradley, D-N.J., which would allow
life insurers to pay some policy proceeds to a
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terminally ill person. For ta3, purposes, the
payments would not be treated as income to
the individual, but as part of his estate.

• H.R. 703, sponsored by Rep. D French
Slaughter Jr. R-Va., which would exclude
from gross income money received from the
surrender or cancellation of a :ife insurance

policy if that money is used to pay LTC insur-
ance premiums.

• H.R. 704, sponsored by Rep. Slaughter,
and a companion bill, S. 85, sponsored by
Sen. David Durenberger, R-Minn., which
would exclude from income money with-
drawn from individual retirement plans to
pay LTC insurance premiums.

• H.R. 1205, sponsored by Rep. J. Roy
Rowland, D-Georgia, which would allow tax-
free distributions from individual retirement
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accounts for the purchase of LTC insurance
by individuals age 59'4 and older.

Other proposals are being worked on now,
noted Mr. Dorsch. Yet chances seem remote

that a bill will pass this year.
"This is probably not the year this is going

to happen," said Bryan Lane, a principal with
TPF&C, a unit of Towers, Perrin, Forster &

Crosby Inc., in Stamford. Conn. "The realities
are it's very difficult to (enact new tax ad-
vantages) when you've got the budget deficits
we've got today," he explained.

"The question is whether there'll be a tax
bill at all" to attach LTC tax clarification leg-
islation to, Mr. Dorsch said. "I wouldn't bet a
whole lot of money. .that there will be a tax
bill to attach something to.''

-By Deborah Shalowitz

Stability key
in selecting
LTC insurer

By DEBORAH SHALOWITZ

Employers considering a group
long-term care insurance program
should become familiar with LTC

issues, choose a stable insurer and
design a comprehensive communica-
tion program,

Employers should research long-
term care issues so they have a solid
foundation of knowledge when con-
sidering a plan, recommended Kath-
leen Glynn, a consultant with The
Wyatt Co. in Washington, D.C.

Local employer health care groups
are one source of information on

long-term and elder care issues. In-
formation also can be gathered frc,m
organizations like the Health Insur-
ance Assn. of America, the American
Council on Life Insurance and the

National Council on the Aging, all of
which are based in Washington, D.C.

Employers should understand the
long-term nature of this kind of in-
surance product, said Bryan Lane, a
principal with TPF&C, a division of
Towers, Perrin, Forster & Crosby Inc.
in Stamford, Conn.

In light of the savings and loan
crisis and questions about some life
insurers' stability, employers must
choose an insurer that will be around

in 20 or 30 years, when active em-
ployees will file many of their claims,
he said. "Know who you're asking
your employees to buy from."

"Decide whether you can live with
(a given insurer) for a long, long
time," agreed Dennis DeWitt, a man-
aging consultant with A. Foster Hig-
gins & Co. Inc. in Los Angeles. "Make
sure you're with a strong company
that's going to be around for a long,
long time."

The popularity of group LTC cov-
erage is often directly related to a
company's communication efforts.
Because the benefit is relatively new,
employees are often unsure just what
it covers.

Furthermore, unlike employer-
sponsored health insurance, LTC pre-
miums vary considerably depending
on the participant's age and the op-
tions chosen, so rate tables can be

very confusing, consultants say.
"I can't emphasize enough the need

for a strong communication plan,"
said Mr. Lane.

That program should help employ-
ees decide how much coverage for
long-term care they might need, he
said. For example, employees need to
consider for whom they need to buy
LTC insurance, and they need to
project their income and assets at a
time when they are more likely to
need long-term care.

Some companies phase in an LTC
benefit by first offering long-term
care referral services, said Ann Lem-
mon, a consultant with Hewitt Asso-
ciates in Lincolnshire, Ill.

"You can track the questions that
you get and the needs of your em-
ployees this way," she noted. •
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Directory of benefit systems vendors
dent/chief operating officer.

A

Administrative Management
Group Inc.
3800 N. Wilke Road, Suite 250,
Arlington Heights, Ill. 60004;
708-577-6000; fax: 708-577-6038

Year founded: 1982.

Software products:
. 401(k) Projection Estimators: Un-

bundled hardware and software; per-
sonal computer; first installation, 1991.
Calculates future defined contribution

plan balances; can be used to cornmuni-
cate benefit programs to employees.

• Pension Calculators: Unbundled

hardware and software; personal com-
puter; first installation, 1987. Calculates
defined benefit plan amounts; can be
used to communicate benefit programs
to employees.

User support: Telephone assistance

t

available eight hours per day.
Staff: 76 total, 61 professionals.
Principal officers: David Golden-

berg, vp.

The Alexander

Consulting Group
125 Chubb Ave., Lyndhurst, N.J.
07071; 201-460-6600;
fax: 201-460-6677

Year founded: 1934.

Parent company: Alexander &
Alexander Service Inc.

Software products:
• Cobra Compliance Software:

$1,595; unbundled hardware and soft-
ware; personal computer; first installa-
tion, 1986; 168 total installations, 151 in
employee benefit departments. Creates
database for administering COBRA
program, establishes plan parameters,
generates payment notices, establishes
case histories; can be used to communi-

cate benefit programs to employees; is

1 1
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designed to administer claims under
COBRA.

• Flexible Spending Account Soft-
ware: Unbundled hardware and soft-

ware; personal computer; first installa-
tion, 1987. Creates database needed to
administer an FSA program, establishes
plan parameters, generates payments
and explanations of benefits, tracks
contributions and claims; can be used to
communicate benefit programs to em-
ployees.

• First Resource: $15,000; unbundled
hardware and software; personal com-
puter; first installation, 1985; 500 total
installations, all in employee benefit de-
partments. Functions include general
personnel, salary administration, edu-
cation and skills, EEOC & benefits ad-
ministration, applicant management,
salary planning, survey analysis, stock
plan and payroll interfaces; can be used
to communicate benefit programs to
employees; is designed to administer
claims under COBRA.

4
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• Flex Administration: Unbundled
hardware and software; personal com-
puter; first installation, 1989. Functions
as a full flex administration system,
helps establish plan parameters, enroll-
ment processing with confirmation,
builds historical database; can be used
to communicate benefit programs to
employees.

User support: User groups/meetings,
telephone assistance available 12 nours
per day, on-site visits.

Staff: 68 total, 43 professionals.
Clients: 1,300 employee benefit in-

formation system clients, including 5D%
with gross revenues less than $200 mil-
lion, 30% with $200 million-$499 mil-
lion, 15% with $500 million-$999 mil-
lion, 5% with $1 billion-$3.5 billion.

Branch offices: Baltimore; San Jose,
Calif.

1990 gross revenues: 15% from soft-
ware sales, 85% from software services.

Principal officers: A.M D'Alessan-
dro, chairman; Donald Cleveland, presi-

91 1 1. .l here S no ilmlt to tile promises dental insurers
can Inake. Only to tliose tliey can Keep.

Ilt Delta Dental we eep ourpromises. Unlilzemany ofourcompetitors, we focus on
true cost management, ratherthan simply shifting the cost to youremployees. Though
we never promised the moon, last year alone we delivered savings of over$100 million
to ourgroups and subscrilers. 0 How?Through safeguards whicli include fee reviews,
dental office audits, dentist-consultant reviews, and post-treatment reviews, the Delta
Dental Cost Management Program offers controls in a way other insurers can't begin
to match. 0 But Delta's cost management is only one facet of a unique three-point
system that also includes plan design flexibility and 106,000 dentists in the nation's
largest participating network. 0 It's a program only Delta Dental offers. That's why

we now cover more than 20 million people in 23,000 groups and pay more than $2
billion a year for dental care. To learn more about how yourgroupcan benefit from
Delta Dental, calll-800-441-3434 today. aDelta Dental

Americah Leader In Dental Health Plans

APEX Data Systems Inc.
6464 E. Grant Road, Tucson, Ariz.
85715, 602-298-1991;
fax: 602-296-7948

Year founded: 1977.

Software products:
• Cognac*Plus: $10,000-$25,000; un-

bundled hardware and software; per-
sonal computer or local area network;
first installation, 1988; 30 total installa-
tions, 12 in employee benefit depart-
ments. Provides on-line, interactive em-
ployee benefits administration and
claims processing, detailed manage-
ment, utilization and.ad-hoc reporting;
can be used to communicate benefit
programs to employees; is designed to
administer claims under COBRA.

User support: User groups/meetings,
telephone assistance available nine
hours per day, on-site support and
training, enhancement releases, person-
alized modifications, modem hook-up,
on-line tutorial, user manuals.

Staff: 14 total, eight professionals.
Clients: 12 employee benefit infor-

mation system clients. Sold systems to
two clients in 1990.

Principal officers: Dwight W. Bab-
cock, president.

Armada Software
& Services Co.
13737 Artesia Blvd., Suite 206,

Cerritos, Calif. 90701; 213-404-0549;
fax: 213-926-7241

Year founded: 1983.

Software products:
• Speed Claim Claims Manager Mod-

ule: $35,000; unbundled hardware and
software; personal computer; first in-
stallation, 1983 ; 51 total installations,
five in employee benefit departments.
Tracks workers compensation losses
and payments.

• Speed Claim Medical Bill Review:
$15,000 and up; unbundled and bundled
hardware and software; personal com-
puter and mini computer; first installa-
tion, 1984; 51 total installations, 11 in
employee benefit departments. Reviews
medical bills for cost containment.

• Speed Claim Prescription & Forms
Kit: $15,000 and up; unbundled hard-
ware and software; personal computer
and mini computer; first installation,
1989; three total installations, all in em-
ployee benefit departments. Reviews
prescription drug claims and generates
reports.

User support: Telephone assistance
available nme hours per day, remote ac-
cess, phone link modem support.

Staff: 13 total, six professionals.
Clients: 43 employee benefit infor-

mation system clients, including 5%
with gross revenues less than $200 mil-
lion, 50% with $200 million-$499 mil-
lion, 40% with $500 million-$999 mil-
lion, 5% with $1 billion-$3.5 billion.
Sold systems to six clients in 1990.

1990 gross revenues: $500 million
total; all from employee benefit infor-
mation systems, including 15% from
hardware sales, 60% from software
sales, 25% from software services.

Principal officers: C. Arn,it, H.S.
Arndt, B. Stein, C. Stein.

B
-

Benefit Concepts
Systems Inc.
396 Wampanoag Trail, East
Providence, R.I. 02915;
401-438-7100; fax: 401-438-5420

Year founded: 1986.

Software products:
• Benefit Continuation Management

System: $1,595; unbundled hardware
and software; personal computer; first
installation, 1986; 300 total installa-
tions, 250 in employee benefit depart-
ments. Functions as a COBRA compli-
ance system; can be used to
communicate benefit programs to em-
ployees; is designed to administer
claims under COBRA.

• Reimbursement Account Manage-
ment System: $2,995; unbundled hard-
ware and software; personal computer;
first installation, 1987; 60 total installa-
tions, all in employee benefit depart-
ments. Functions as a flexible spendmg
account administration system; can be
used to communicate benefit programs
to employees.

• Flexible Benefit Management Sys-
Continued on nert page
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Cont:nued from previous page non-COBRA coverage Software products: Benefit Software Inc.
tem $7,495, unbundled hardware and • Benefit Information Management • DOCS Unbundled hardware and 212 Cottage Grove Lane, Santa ployee benefit clients, including 621*software, personal computer, first in- $2,495, unbundled hardware and soft- software, personal computer, first m-
stallation, 1988, 15 total installations, ware, personal computer, first mstalla- stallation, 1991 Functions melude du-

Barbara, Calif 93101, 805-966-7323, with gross revenues less than $200 mil-
fax 805-962-3106 hon, 36% with $200 million-$499 mil-

all in employee benefit departments tion, 1987, more than 100 total installa- ration guides and automated calcula- Year founded: 1979 hon, 2% with $500 million-$999 million
Functions as a full cafetena plan ad- tions, all in employee benefit lions for short-term disability claim SoRware products: Sold systems to 972 clients in 1990ministration system, can be used to departments Functions as a benefit m- management

• Fringe Facts $1,295, unbundled 1990 gross revenues: Includes 53%
commumcate benefit programs to em- formation management system • DOCS-Plus UnbundIed hardware
ployees hardware and software, personal com-User support: Telephone assistance and software, personal computer, first

User support: Telephone assistance available eight hours per day puter, first installation, 1984, 2,300 services, 36% from suppliesinstallation, 1991 Functions include
total installations, 263 m employee ben-available 10 hours per day, on-line sup- Staff: 17 total, nme professionals

Principal officers: Larry DuBois,
claim profiling, reserving and report eflt departments Functions include chief executive officer, Jack Kelly, pres-port, training seminars Principal officers: Leonard B query for long-term disability claim ident

Staff: 16 total, five professionals Wierzba, president, C R Jarl, vp management
communication of benefits m single or
multiple page formats, can be used toPrincipal officers: Frank J Hoder

I[I, president, John W Hoder, vp Benefit Resource User support: User groups/meetings, communicate benefit programs to em- Benefit Systems & Services
telephone assistance, modems, flle com- ployees

Management Inc. munlcation User support: User groups/meetings, 760 Pasquinell, Dnve, Suite 320,
Benefit Plan Systems Corp. Westmont, 111 60559, 708-990-2082

530 Howell Road, Suite 107, Stam Three total, all professionals telephone assistance available eight
16 Technology Dnve, Suite 161, fax 708-789-2093

Greenville, S C 29615, hours per day
Irvine, Calif 92718, 800-523-8047, 803-268-4955, fax 803-268-5018 Principal officers: Theodore W Staff: Seven total, five professionals Year founded: 1986
fax 714-753-0845 Mahler, president, Charles Basuino, Clients: 2,322 employee benefit in- Software products:

Year founded: 1990 treasurer
Year founded: 1975 formation system chents Sold systems Cont:nued on nert page

Software products:
• COBRA EAS $1,995, unbundled -

hardware and software, personal com-
--

1,

puter, first mstallation, 1987, more than r. '/ .

1,000 total Installations, all m employee
. dy' 2'15' 4.f 414.4

benefit departments Administers I . 4 7, 4*''

claims under COBRA
'' f

' -

• Retiree/Non-COBRA Billing
*.

$1,295, unbundled hardware and soft- b , «,0  , Z

ware, personal computer, first installa- 3
tion, 1987, more than 500 total installa- f ,
lions, all in employee benefit }f92,fih .:, '
departments Functions mclude com- L c.u,24,
plete billing and accounting for retiree,' 25* ,,«.. ,* 'u 741 e turned 10 this month
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and supply proprietary soft- f /

...
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:i

efit personnel in response to 't
their information system needs one

Companies that produce and f --i
supply software products used second.
to communicate benefit pro-
grams to employees are also in-

*, Z

We were almost ten. .

cluded Then we were older than ten. .S.

Each listing begins with the With exactly one second in between.company's year founded and -

parent company, if any *·
Information on software But that's how it is with time.

products follows Included are
the average completely installed P

f, Relentless. Runs nght out from
under you while you think about it.

rr=ir=trtreer tbhuensdo3'tY 2
bundled, the type of hardware L -00 4 " And for the last ten years, every time
needed (mainframe, minicom- .

1 ,\ { we thought about the delivery of health
puter, microcomputer, mid- , 21 care in this country, it changed.
range or personal computer),
the year of ltS first installation,
the number of installations to 1 So instead ofjust thinking about it,
date and the number of instal- we changed with it Introduced hospital
lations to date in corporate em- #, pre-certification when there was none,
ployee benefit departments The ,J : 41-4 3 * % /9

and made our numbers match HMOs.

CtS t f:Urtio ArntuZUUS E- 4
..'L. A : Developed all the programs that have

44
municate benefit programs to k *P become the standard in medical utilization

1 - .

employees and whether it is ca- '14 1 review, then moved into specialties like .

pable of administering claims I . K' :*f

Y 1 A',*f,, high risk matemity, psych and substanceunder the Consolidated Om-

k -. f ': .2 '  ft <65, ' ;1 abuse, disability, and workers' comp.nibus Budget Reconciliation \.4. - 4*Al ,113.

Act of 1985, are listed here also
4 4,: And now we're establishing the first 1 k 5.0.-Sk,1 3 :

Information on continued Primary Care Networks. 1,10 -
user support available and

1

staff follows Under client, , et
' t*- t

Y )Imagination. Innovation. Extension
total number of employee bene- I Ten years of moving with the constant re-fit information system clients in
1990 (both sales and service), ,

4140

S \.
total systems sold in 1990 and

stream of change to provide the latestf

' 'VJMAN and best in managed care.
total corporate employee bene- .1

fit clients in 1990 are listed Lo-
a

cations of branch offices and .. Cost Care. You. Health Care. Change.
1 a

1990 gross revenues are next 4 Think about it.
it

Names and titles of principal
officers complete the listings 3.1 -, But only for a second.

/'The directory is published as - i

an editorial service, there is no
charge for companies to be in-

3.'.

cluded However, to be listed 1

4. ''1companies were required to 1
1,

complete a questionnaire pro-
vided by Bustness Insurance J IAlthough every effort lS made .)( u.r r - 7
to publish complete and accu-

---rate information, Business In-
surance is unable to verify all TENTH

f

data supplied by vendors
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Continued from previous page
• DATA-Plus: $135,000; unbundled

hardware and software; mid-range
computer; first installation, 1986; seven
total installations, one in employee ben-
efit departments, Functions include
claims and premium administration; is
designed to administer claims under
COBRA.

User support: Telephone assistance
available 12 hours per day, on-site
training, custom modifications.

Staff: 38 total, 13 professionals.
Clients: Seven employee benefit in-

formation system clients, including 71%
with gross revenues less than $200 mil-
lion, 29% with $200 million-$499 mil-
lion. Sold systems to three clients in
1990.

1990 gross revenues: $3 million
total; $1.8 million from employee bene-
fit information systems, including 30%
from hardware sales, 30% from software
sales, 40% from software services.

Principal officers: David H. Lloyd,
president; Carmen J. Morreale, execu-
tive vp; Roy Wapiennik, vp-operations.

BeneSoft Inc.

P.O. Box 3530, Bethany, Conn.
06525; 203-393-0320

Year founded: 1982.

Software products:
• BeneSoft's Flexible Software:

$10,000 per year and up, bundled hard-
ware and software; personal computer;
first installation, 1987; 60 total installa-
tions, 50 in employee benefit depart-
ments. Functions include enrollment, el-
igibility reporting, premium
calculations, payroll interface for flex
plan administration; can be used to
communicate benefit programs to em-
ployees; is designed to administer
claims under COBRA.

User support: User groups/meetings,
telephone assistance available 24 hours
per day, on-site and classroom training,
implementation support and consulting.

Staff: 10 total, eight professionals.
Clients: 50 employee benefit infor-

mation system clients, including 30%
with gross revenues less than $200 mil-
lion, 50% with $200 million-$499 mil-
lion, 20% with $500 million-$999 mil-
lion. Sold systems to 15 clients in 1990.

1990 gross revenues: 100% from
software sales.

Principal officers: FA Saleh, presi-
dent; Steve Y. Froebel, vp-systems de-
velopment.

BeneSys
5716 Corsa Ave., Suite 100,

Westlake Village, Calif. 91362-4001
818-879-0044; fax: 818-879-0062

Year founded: 1985.

Software products:
• HEALTH + Claims Administration

System: $100,000; unbundled hardware
and software; mini-mainframe; first in-
stallation, 1988; six total installations,

all in employee benefit departments.
Functions include eligibility, medical,
dental, vision, claims adjudication, bill-
ing; is designed to administer claims
under COBRA.

• PENSION + Pension Administra-

tion System: $125,000; unbundled hard-
ware and software; mini-mainframe;
first installation, 1985; nme total instal-
lations, all m employee benefit depart-
ments. Functions include pension ad-
ministration, billing, eligibility,
retirement payroll, W-2s; is designed to
administer claims under COBRA.

User support: Telephone assistance
available 12 hours per day, post-instal-
lation support, optional maintenance
agreement after warranty expiration.

Staff: 12 total, five professionals.
Clients: 15 employee benefit infor-

mation system clients. Sold systems to
four clients in 1990. Corporate employee
benefit clients include 75% with gross
revenues less than $200 million, 15%
with $200 million-$499 million, 10%
with $500 million-$999 million.

1990 gross revenues: $1.5 million
total; all from employee benefit infor-
mation systems, including 2% from
hardware sales, 90% from software
sales, 8% from software services.

Principal officers: Thomas Wedel,
chief executive officer; Doug Reid, vp;
Bobbie Glassman, vp-research/develop-
ment.

Contact: William Ayres, vp-sales/
marketing; Kathleen Gaviglia, sales co-
ordinator.

Buck Consultants Inc.

2 Pennsylvania Plaza, New York,
N.Y. 10121; 212-330-1000;
fax: 212-695-4184

Year founded: 1916.

Software products:
• Buck Social Security: $500; unbun-

dled hardware ahd software; personal
computer; first installation, 1988; 19
total installations, 18 in employee bene-

fit departments. Calculates old age,
death and disability, Sozial Secirity
benefits; can be used to Ccnmur/Cate
benefit programs to employees.

• Buck Bencal/PC: Unk undled hard-

ware and software; personal computer;
first installation, 1988; 21 total installa-
tions, 16 in employee benef.t deEart-
ments. Calculates retirenent benefits

for defined benefit plans; can be used to
communicate benefit programs to em-
ployees.

• Buck Loans Plus: Unbundled hard-

ware and software; mainframe; first in-
stallation, 1984; 33 total installat.ons,

all in employee benefit del artments.
Functions include loan adm nistrtion

for defined contribution plans; can be
used to communicate benett prog:·ams
to employees.

• Buck Recordkeeping Plus: Unoun-
dled hardware and software; main-
frame; first installation, 198". 14 total
installations, all m emplo>ee benefi: de-
partments. Functions in-lu(ie on-line
defined contribution plan and loar ad-
ministration system; can be used to
communicate benefit programs to em-
ployees.

• Buck Actval: Unbuncled hardware
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and software; mainframe; first installa-
tion, 1970 four total installations, all in

employee benefit departments. Func-
tions include actuarial valuatior of de-

fined benefit plans.
• Buck Tax Exclusion: 4 1,200; un-

bundled hardware and software per-
sonal computer; first installation, 1988;
eight total installations, all in employee
benefit departments. Determines tax-
able and non-taxable portions of pen-
sion payments; can be used to commu-
nicate benefit programs to emplcyees.

• Buck IDP: Unbundled hardware

and software; mainframe; first installa-
tion, 1970: rtine total installations, all in
employee benefit departments. :anipu-
lates and edits benefits data.

User support: Telephone assistance
available, Freject and implamentation
support.

Staff: 1 416 total, 1,100 professionals.
Clients: More than 1,000 total

Branch offices: Atlanta; Boston;

Chicago; Columbia, Md.; Dallas; Den-
ver; Detroit, Fort Wayne, Ind.: Hono-
lulu; Houston; Los Angeles; New York;
Pittsburgh; San Francisco; Secaucus,
N.J.; Stamford, Conn.; Washington
D.C.; Antwerp and Brussels, Eelgium;

Calgary, Alberta; Dublin, Ireland;
Edinburgh, Scotland; Hong Kong;
Leeds, London and St. Albans, En-
R.and; Madrid, Spain; Mexico City;
Montreal; Paris; Sydney, Australia; To-
ronto.

1990 gross revenues: $155 million
trital.

Principal officers: William E. Gie-
gerich Jr., president/chief executive of-
ficer; Joseph A. LoCicero, secre:ary.

Business Administration

Services Inc.

22 Kn ght St., Norwalk, Conn 06851;
203-853-6584; fax: 203-852-- 574
Year founded: 1984.

Software products:
• The BASI Administrator: $4,500-

510,000; unbundled hardware and soft-

ware; personal computer; first installa-
tion, 19E 4; 107 total installations, 90 in
employee benefit departments. Func-
Sons include participant recordkeeping
for defined contribution plans; can be
used to communicate benefit programs
zo emplcyees

User support: Telephone assistance
available eight hours per day, annual
up-grades and enhancements.
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Staff: 10 total, seven professionals.
Clients: 75 employee benefit infor-

mation system clients. Sold systems to
10 clients in 1990.

1990 gross revenues: $300,000 total,
all from employee benefit information
systems, including 25% from software
sales, 75% from software services.

Principal officers: Burton Stevens,
president; Gary Oberst, executive vp.

William Byrne &
Associates Inc.
1030 Woodcrest Terrace, Suite 135,
Creve Coeur, Mo. 63141;
314-275-2600
Year founded: 1985.

Software products:

• Health Claims System: Per em-
ployee per month, up to $2,400 per year;
unbundled hardware and software; per-
sonal computer; finst installation, 1988;
six total installations, two in employee
benefit departments. Functions include
claims processing and management of
medical, dental, vision and disability
benefit programs; can be used to com-
municate benefit programs to employ-
ees.

User support: Telephone assistance
Continued on next page
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Continued from previous page
available nine hours per day.

Staff: 27 total, 25 professionals.
Clients: Six employee benefit infor-

mation system clients, 100% with gross
revenues less than $200 million. Sold
systems to three clients in 1990.

1990 gross revenues: $1.5 million
total; $60,000 from employee benefit in-
formation systems, including 80% from
software sales, 20% from software ser-
vices.

Principal officers: William Byrne,
president; G. Mark Cutler, vp; David
P. Young, vp-sales; C Byrne, secretary.

California Interactive

Computing Inc.
8550 Balboa Blvd., Suite 180;

Northridge, Calif. 91325;
818-895-5500; fax: 818-891-8913

Year founded: 1977.

Software products:
• GenMed: $79,500; unbundled hard-

ware and software; mainframe, mini

8006
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computer or personal computer; first
installation, 1979; 18 total installations,
16 in employee benefit departments.
Adjudicates and administers medical,
dental, vision and prescription drug
claims; is designed to administer claims
under COBRA.

User support: User groups/meetings,
telephone assistance available eight
hours per day, custom programming,
training, installation, maintenance, con-
sulting.

Staff: 40 total, 30 professionals.
Clients: 17 employee benefit infor-

mation system clients. Sold systems to
two clients in 1990. 15 corporate em-
ployee benefit clients.

1990 gross revenues: $6 million
total.

Principal officers: Jerry C. Buckley,
president; Ralph M. Flygare, vp; Eric
Hoffberg, vp-system services; Gary L.
Smart, vp-sales/marketing.

Cantor & Co.

9348 Civic Center Drive, Beverly
Hills, Calif. 90210; 213-859-7277 or

800-553-7267;
fax: 213-859-7415

Year founded: 1982.
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Software products:
• PCMS: $9,875; unbundled hard-

ware and software; first installation,
1985; 250 total installations. Tracks dis-

ability benefits and patient care, offers
two-dimensional graphics.

• PCMS Plus: $12,500; single-user
version available July 1991. Multi-user
network versions also available from

$22,000.
• Riskmap Risk Financing: $1,950;

unbundled hardware and software; per-
sonal computer; first installation, 1983;
more than 100. total installations. De-

termines benefit funding mechanisms
and budgeting.

• Riskmap Loss Forecasting: $1,500;
unbundled hardware and software; per-
sonal computer, first installation, 1984;
more than 50 total installations. Fore-

casts frequency, severity and total cost
of benefit programs.

• HMO Membership/Claims Manage-
ment System: Bundled or unbundled
hardware and software. Manages mem-
bership and claims of HMOs.

Staff: Six total, five professionals.
Clients: 450 employee benefit infor-

mation system clients, including 25%
with gross revenues less than $200 mil-

lion, 60% with $200 million-$499 mil-
lion, 10% with $500 million-$999 mil-
lion, 4% with $1 billion-$3.5 billion, 1%
exceeding $3.5 billion.

Principal officers: Alan B. Cantor,
president.

Cascade Technologies Inc.
1001 Ave. of the Americas, New
York, N.Y. 10018; 212-768-7380;
fax: 212-768-7806
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Year founded: 1985.

Software products:
• Professional Capital Accumulation

System: Unbundled hardware and soft-
ware; personal computer; first installa-
tion, 1986; 220 total installations, 12 in
employee benefit departments. Func-
tions include defined contribution re-

cordkeeping, administration and com-
munication; can be used to
communicate benefit programs to em-
ployees.

• CAS Voice: Bundled hardware and

software; personal computer; first in-
stallation, 1989; 18 total installations,
nine in employee benefit departments.
Functions as an interactive voice re-

sponse and communications system; can

/002 .006 (002

Managed care is the phrase you hear a lot around

, * 1 insurance circles these days. But without real manage-
ment, managed care is just a phrase.

There's one health benefits company, however, that

has a special capability to help you cost-effectiyely

manage care.

The company is Lincoln National. And what sepa-

rates us from so many other carriers is not so much the

plans we offer, because everybody has plans. The extra

element we provide is timely, accurate information.

On things like employee utilization. Work related

illnesses. Care patterns. The information you need to

effectively manage your health care.

As part of the nation's 7th largest insurance holding

company, we're committed to leadership in managed

health care. A commitment we've demonstrated by

developing management information capabilities like

StatLinc, specially designed for statistical analysis of

claims experience. Sherlock, which provides customized

managed care reporting. EZ-Inquiry, a program that

lets you access company health care information on

your own personal computer.

And we're working on new capabilities that will

provide even greater advances in managing and inte-

grating health care information.

If all of this sounds a bit high-tech, there's a simpler

way to look at it. It's just a smart way to manage care.

For more information on better managing health

care information, contact your broker. Or call your

, local Lincoln National Employee Benefits office.

Tl UNCOLINATIONAL
EMPLOYEE BENEFITS
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be used to communicate benefit pro-
grams to employees.

• Compliance Plus: $1,000; unbun-
dled hardware and software; personal
computer; first installation, 1990; 220
total installations. Determines highly
compensated employees, performs non-
discrimination tests.

User support: User groups/meetings,
telephone assistancd available nine
hours per day, file transfer service, bul-
letin board, system enhancements, com-
prehensive training curriculum.

Staff: 12 total, all professionals.
Clients: 28 employee benefit infor-

mation system clients. Sold systems to
20 clients in 1990.

Principal officers: Vigdis Anstad,
president; William E. Colgan, vp-appli-
cations; Frank J. Joicy, vp-technology.

CompWatch Corp.
P.O. Box 6471, San Jose, Calif.
95150; 1885 De La Cruz Blvd., Santa
Clara, Calif. 95050; 800-522-5265;
fax: 408-727-9670

Year founded: 1989.

SoRware products:
• CompWatch: $1,500; unbundled

hardware and software; personal com-
puter; first installation, 1989; 184 total
installations, 116 in employee benefit
departments. Manages and maintains
workers compensation claims informa-
tion needed by state and federal agen-
cies.

User support: User groups/meetings,
telephone assistance available 10 hours
per day, on-site training.

Staff: Six total, three professionals.
Clients: 184 employee benefit infor-

mation system clients. Sold systems to
141 clients in 1990.

Branch offices: Milwaukee; Nash-
ville, Tenn.; Rochester, N.H.; San Anto-
nio, Texas; Seattle.

Coopers & Lybrand
1251 Ave. of the Americas, New
York, N.Y. 10020; 800-232-2717 or
212-259-1000; fax: 212-536-2163

Year founded: 1961.

Software products:
• Benefits Information Line: Unbun-

dled hardware and software; personal
computer; first installation, 1988; 50
total installations, 25 in employee bene-
fit departments. Provides generalized
and personalized information on benefit
plans via touchtone telephone; can be
used to communicate benefit programs
to employees.

• Benefactor: $25,000; unbundled
hardware and software; personal com-
puter; first installation, 1989; 400 total
installations, 14 in employee benefit de-
partments. Functions as a data base to
support defined benefit, defined contri-
bution, health and welfare plans; can be
used to communicate benefit programs
to employees.

• CompSTRATEGIST: $40,000; un-
bundled hardware and software; per-
sonal computer; first installation, 1990;
six total installations, all in employee
benefit departments. Functions as a
compensation and human resources
planning and recordkeeping system.

• DR.CLAIM: $60,000-$100,000 for

personal computer, $100,000-250,000
for mainframe; unbundled hardware
and software; personal computer or
mainframe.

• COBRATRACKS: $1,500; unbun-
dled hardware and software; personal
computer; first installation, 1986; 225
total installations, all in employee bene-
fit departments. Administers claims
under COBRA; can be used to commu-
nicate benefit programs to employees.

• Flexport: Unbundled hardware and
software; personal computer; first in-
stallation, 1989. Functions as an admin-
istrative software system that helps au-
tomate and control flexible benefits

program administration; can be used to
communicate benefit programs to em-
ployees.

User support: User groups/meetings,
telephone assistance available eight
houns per day.

Staff: 1,199 total, 995 professionals.
Branch offices: Atlanta; Boston;

Chicago; Cleveland; Columbus, Ohio;
Dallas; Denver; Detroit; Houston; Los
Angeles; Louisville, Ky.; Minneapolis;
Newport Beach, Calif.; New York; Par-
sippany, N.J.; Philadelphia; Pittsburgh;
San Francisco; Seattle; Stamford,
Conn.; Syracuse, N.Y.; Tampa, Fla.;
Washington D.C.

Principal officers: Jerome Y. Hal-
perin, vice chairman-actuarial, benefits
& compensation group; Reed A. Keller,
national director-ABC operations; Neil
A. Burger, national director-ABC ad-
ministration; Harold Dankner, national
director-ABC technical services unit;
James A. Hall III, regional partner-ca-
sualty actuarial services; Barry L.

Continued on nezt page
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Spotlight report

COBRA EAS- ADMINISTRATOR

FULL NETWORK COBRA ADMINISTRATION SOFTWARE DESIGNED
FROM THE FIRST BYTE FOR TPA'$ AND INSURANCE COMPAN]ES

COBRA EAS™ Administrator is designed to
handle thi special volume and flexibility re-
quirements you need.

* Full on lino HELP syst•m.
* Complete complian¢ History Functions.
* Custom coupons - evin pre-printed, two part or pre-perfed.
* Handles up to 9999 employer groups with 999 divisions each.
* Automatic processing of all COBRA functions.
* Provides complete claim eligibility including age tracking.
* Produces customized reports, billings, & =respondence for

•ach employer.

* Easy fo use, menu driven.
* P-C Based, full upload/download functions.
* 100% uNT *atisfaction warranty.

BENEFIT
PLAN

SYSTEMS
CORPORATION

Quality Softwa¢e
Exceptional Service

COBRA EAS™ ADMINISTRATOR is currently used by a majority of the largest TPA's and
Insurance Companies to provide complete COBRA Administration Services. For a FREE
DEMO and Brochure call or write us at: 1-800-523-8047 16 Technology Drive

Ste 161/ Irvine, CA 92718

Seeking a glide patb in tbe self-insured risk con*idor?
ERC's flexible excess worker's compensation

is tbe safe alternative to winging it.

Employers Reinsurance Corporation began

writing excess worker's compensation cover-

age in the 20's. Unlike the companies which

periodically withdraw from the market,

we've stayed in it continuol* With a

Bat's A+ rating.

Here-today, here-tomorrow security Top-

flight underwriting expertise. The broadest,

most flexible policies in the industry. An

emphatic determination to go the distance

for those we represent Call 1-800-255-6931

or the branch nearest you for information.

ERC. Providing flight patterns to keep

the self-insured aloft and healthy

Atlanta/Boston/Chicago

Continued from previous page
Blazer, managing partner-New Yo=k
metro; Jack Forstadt, managing part-
ner-Northeast; John El Phillips, manag-
ing partner-West; Harry D. Spring,
managing partner-Southwest; David P.
Sunderhaft, managing partner-Mid-
west.

Corporate Health Strategies
2 Whitney Ave; New Haven, Conn.
06510; 203-789-2989;
fax: 203-624-7935

Year founded: 1981.

Parent company: Metropolitan L_fe
Insurance Co.

Software products:
• Pro-Act: $30,000; unbundled hard-

ware and software; personal computer;
first installation, 1988; 48 total mstalla-
tions, all in employee benefit depart-
ments. Functions include timely access
to monthly benefit plan cost and utiliza-
tion experience.

• Chap 2: $150,000; unbundled haid-
ware and software; personal computer;
first installation, 1985; 64 total instaLa-
tions, all in employee benefit depart-
ments. Functions include on-line access

- Employei Reinsurance
5200 Metcalf, Overland Park, Kansas 66201

A General Electric Financial Services Company.

/Columbus/Dallas/Kansas City/LosAngeles/New York/Philadelphia/San Francisco

to a customized claims data base allow-

ing identification and evaluation of
trends in cost and utilization.

User support: User groups/meetings,
telephone assistance available 10 hours
per day, on-site training and ongoing
account management.

Staff: 70 total, 62 professionals.
Clients: 80 employee benefit infor-

mation system clients Sold systems to
22 clients in 1990.

Branch offices: Branford, Conn.
Principal omcers: Leon I. Hyman,

president; Dennis Dang, chairman;
Laurent Schor, senior vp-marketing.

Cyborg Systems Inc.
2 N. Riverside Plaza, Chicago, 111.
60606; 312-454-1865;
fax: 312-930-1033

Year founded: 1974.

Software products:
• The Solution Series-Human Re-

source Management Solution: $45,000-
$295,000; unbundled hardware and
software; mainframe or mmi computer,
first installation, 1974; 1,000 total in-
stallations, all in employee benefit de-
partments. Provides 10 on-lme modules
for human resource data management;
can be used to communicate benefit

programs to employees; can administer
claims under COBRA.

• The Solution Series-Payroll Solu-
tion; $45,000-$295,000; unbundled
hardware and software; mini computer
or mainframe; first installation, 1974;
more than 1,000 total installations, all
in employee benefit departments. Func-
tions as a complete payroll administra-
tion system with tax and dial-m service;
can be used to communicate benefit

programs to employees.
• The Solution Series-Time and At-

tendance Solution $7,500; unbundled
hardware and software; mainframe,
mini computer or personal computer;
first installation, 1986; 22 total installa-
tions. Functions as an automated em-

ployee time card tracking system.
User support: User groups/meetings,

telephone assistance available 24 hours
per day, training, consulting, tax and
dial-in service.

Staff: 175 total, 150 professionals.
Clients: 1,000 employee benefit in-

formation system clients. Sold systems
to 60 clients in 1990.

Branch offices: Atlanta; Dallas;
Memphis; Los Angeles; New York; To-
ronto and Cornwall, Ontario; London;
Sydney, Australia; Hato Rey, Puerto
Rico.

1990 gross revenues: $20 million
total, including 45% from software
sales, 55% from software services.

Principal officers: Michael D. Blair,
president; James 0. Pierce, executive
vp; John K. Kluska, vp-products & ser-
vices; Gary M. Tam vp-sales & support.

Data Management
Ventures Inc.

603 Parkway 575, Woodstock, Ga
30188; 404-924-7621; fax:
404-924-7708

Year founded: 1985.

Software products:
• FEE FACTS-Prevailing Fees for

Rehabilitative Medicine: Unbundled

hardware and software; mainframe or

personal computer; first installation,
1986; 275 total installations, 15 in em-
ployee benefit departments. Functions
as a health, personal injury, workers
compensation cost containment claim
reference source.

User support: Telephone assistance
available eight hours per day.

Staff: Five total, three professionals.
Principal officers: Dr. Richard E.

Olson, president.

Digital Insurance
Systems Corp.

3455 Mill Run Drive, Suite 400,
Hilliard, Ohio 43026; 614-771-5423;
fax: 614-771-6064

Year founded: 1986.

Parent company: Associated Insur-
ance Cos. Inc.

Software products:
• HCPSystem: Unbundled hardware

and software; mini computer, main-
frame; first installation, 1984; 28 total
installations. Functions include enroll-

ment, claims administration, billing for
health claims; is designed to administer
claims under COBRA

User support: User groups/meeting,
telephone assistance available eight
hours per day, updates, documentation,
training, consulting.

Continued on page 41

D



i

1·,r

/

r, 1

.*4 1.

- . F

.. Bw Ine"29 Inhurance, April 1,14!11 / 39

Perspeaive..

Europolicy comes of age
E.C. action creates demand for new policy

By Douglas N. Smith

HE FREEDOM OF SERVICES ACT has notbrought the swift elimination of barriers to
financial services integration that many had hoped
for in envisioning a single Europe, but there has
been progress.

Indeed, the implementation last July of the second
non-life insurance directive, which expands the
concept of freedom of services within the European
Community, has prompted several companies to
introduce a new product: the Europolicy.

In 1983, the first non-life insurance directive set
the conditions under which insurance could be

bought and sold within the European Community
(BI, Nov. 14, 1983). Its intent was to eliminate
obstacles to freedom of financial services created by
legislation in individual member countries.

Despite this, certain areas were not clearly
defined, and disputes arose where laws were in
conflict. In 1986, the European Court of Justice
heard several cases that examined these gray areas
(BI, Dec. 15, 1986; Dec. 8, 1986; May 26, 1986). The
central issue in these cases was the compatibility
between E.C. directives and national laws that

required insurers established in one member state to
be established or authorized to operate in any other
state before providing insurance services to
residents of that state.

These cases established that E.C. law superceded
national law when the two contradict each other on

questions relating to insuring across the borders of
member countries. However, these cases did not
resolve all outstanding issues. The second non-life
insurance directive was therefore implemented to
clearly define the rules under which cross-border
non-life insurance could be written (BI, July 9,
1990; July 2, 1990).

To take full advantage of the second directive,
several insurance companies operating in Europe
have introduced Europolicies that offer a very
flexible approach to insurance. These policies allow
policyholders that meet certain minimum size
requirements to purchase a policy anywhere in the
European Community that includes coverage for
their operations in any other E.C. member state,
except Spain, Portugal, Greece and Ireland, where
the directive will not take effect for several more

years.

The Europolicy eliminates the necessity for
subsidiaries of the policyholder to purchase a
separate local policy in each of the member states
where they are located.

To illustrate, let us assume that XYZ Company
has its head office (or, in the case of a non-E.C.
multinational, its European headquarters) in
Belgium, with subsidiaries in Italy, the United
Kingdom and France. The office in Belgium acts as
the control/coordination center.

The Freedom of Services Act allows XYZ

Company to purchase a property insurance contract
in Belgium that covers not only Belgium, but also
operations in Italy, the United Kingdom and France.
(The Freedom of Services Act applies only to
property damage/business interruption, inland
transit and liability insurance.)

While issued by the Belgian office of an insurance
company, the property policy could be issued in any
E.C.-approved language and would provide the
basic cover applicable to all countries.
Endorsements would then be added to reflect the

different coverages, extensions and restrictions
required in each E.C. member state where a
subsidiary is located.

The entire policy could be translated into the
native language of any of the counties involved if
the subsidiaries want a copy for reference.

International issues

The Belgian office of the insurer may handle
premium payment for the Europolicy in three ways:

• Bill and collect from XYZ-Belgium the entire
premium for all countries.

• Bill each XYZ location separately and collect
the premium from each in their respective countries.

• Bill each XYZ location separately and collect
the premium for each in Belgium.

In the first situation, XYZ has the option of
charging its subsidiaries internally for their portion
of the overall premium corresponding to their
particular exposure. Whether the premium is
collected in its entirety from XYZ-Belgium or from
each XYZ subsidiary, premium taxes will be due
directly to the respective tax authorities in those
countries. As an additional service, the insurance
company can make the premium tax payments on
their behalf.

While local claims service is provided in each
country, it is important to note that such local
service is at the behest of the Europolicy issuing
office, which retains full control and authority over
final settlement.

Several major insurers have introduced
Europolicies into the market and others are
planning to do so. One major company offers a
policy with a per-location property
damage/business interruption limit of $250 million,
a general/product liability combined single limit of
$17 million and an inland marine limit of $25
million.

Another Europolicy has no maximum limit per se,
but its basic cover would contemplate a property
damage/business interruption limit of $100 million
and a combined single limit of $40 million for
general/product liability.

The Europolicy will be of great interest to
policyholders active throughout Europe, but each
company should carefully evaluate its insurance
needs and internal administration to determine

whether it should utilize this innovation or whether

it should continue with a more conventional

insurance program.

The company most likely to benefit from the
Europolicy would be a European company or the
European division of a non-E.C. multinational
whose operations are largely autonomous rather
than tightly integrated into its parent's overall
global structure. It should also have a relatively
closely controlled and centralized administration as
well as effective internal communications.

Conversely, a non-E.C. multinational with
centralized control by its home office or European
companies with a high degree of decentralization
and independence may not be in a position to
benefit from a Europolicy.

Clearly, the Europolicy concept, while innovative,
is not designed to fit every company. Like any
insurance program, it offers certain advantages and
disadvantages. Some advantages are:

• The Europolicy provides the policyholder with
centralized control.

In our hypothetical case, XYZ in Belgium would
oversee and control the Europolicy, thereby
relieving its subsidiaries in the other E.C. states of
the responsibility of administering this portion of
the insurance program.

• By purchasing one property contract for all E.C.
member states, the policyholder would achieve
economies of scale by pooling values.

• The policyholder has more negotiating leverage
and, in certain cases, cost savings.

• The basic Europolicy form provides the
policyholder with a "common thread of coverage"

rather than separate and uncoordinated policies
and coverages that would result if each individual
country purchased a separate property policy.

• The Europolicy allows for a coordinated
approach to claims handling and loss settlement.
This allows the policyholder's head office in Europe
to stay involved in the claims handling procedure
while maintaining on-the-spot claims expertise
through the insurer's local claims representative.

In essence, the Europolicy gives the policyholder
control of its insurance contract at its European
head office with the added flexibility of specific
wording added as necessary for each E.C. state
where the policyholder has a subsidiary.

For some companies, the Europolicy may present
certain disadvantages:

• As now structured, the basic coverage of the
Europolicy contract contains policy wording that is
accepted in the different countries, with
endorsements added for each country as required.
As such, it tends to be reduced to the least common

denominator of acceptability. This is the principal
argument against the Europolicy approach for
larger multinational manufacturing concerns
that usually require tailored insurance
programs.

• Because the concept of the Europolicy is only
applicable to property damage/business
interruption, inland marine and liability lines of
insurance, the remaining lines-automobile, crime,
etc.-still remain the responsibility of each
subsidiary. This may lead to an overall splintered
insurance program in which the larger lines are
handled at the head office, while the ancillary lines
are left to the discretion of the subsidiary. Further,
the home office may lack the hands-on experience to
recognize individual needs of each single subsidiary,
which the Europolicy trades off for a "big picture"
concept.

• Local subsidiaries could lose personalized
service because the policyholder's head office
administers the Europolicy with a minimum of
input from the local operations.

• A single policy will not necessarily result in
lower premiums. Technically, lower premiums are
justified if services can be provided more efficiently,
or if administration is simplified and redundancies
eliminated.

Buyers should ask themselves the following
questions to evaluate the potential implementation
of a Europolicy:

• Is my current insurance program meeting my
needs? And my subsidiaries' needs?

• Is our corporate structure one of centralized or
decentralized control?

• Will our corporate communications network
respond to the communications needs required by
the Europolicy?

• Does each subsidiary have the knowledge to
negotiate its own insurance program?

• Is the current program competitively priced?
The Europolicy appears to have a promising

future. However, it may be some time before Europe
finally accepts the concept of "one-ness." The
upcoming third non-life directive should help to
liberalize services across borders and to realize-for

insurance purposes-"one Europe."

Douglas N. Smith is up and
manager Of the International
Department Of Johnson & Higgins
in New York. His column appears
the first Monday Of every month.
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ASK A BENEFITS ACTUARY
ESOP hybrids can fund shares in the KSOP plan) may not match very well done in con}unction with defined benefit pension

with the new liability that retirees have (increased plans The significance of this innovation is that an

retiree medical benefits contributions for coverage or the full cost of retiree HSOP's 401(h) account has individual participant
medical benefits). The new liability will vary accounts This plan design has an account in each
significantly depending upon when an individual participant's name that holds funds dedicated to

How can an employee stock retires and if he or she is married at retirement The retiree medical benefits All prior 401(h) accounts

Q
ownership plan be used to accumulated value of the ESOP shares, though, will generally functioned like defined benefit pension
fund retiree medical benefits?

not vary depending upon when an individual is plans The 401(h) account contained a pool of money
married and will be less if an Individual retires that could be used to pay the retiree medical benefit
early of any participant Assets were not earmarked for

• Whenever a qualified retirement plan is any particular participant's benefit
established, most plan sponsors believe it is • This individual account structure within the

desirable to seek a determination letter from the 401(h) account was made necessary by the second
This question comes from a IRS This letter generally signifies that the IRS innovation-the combining of a leveraged ESOP

A
benefits manager who has heard believes that the plan meets the requirements of the feature with the 401(h) account In P&G's case, for
about some novel approaches to Internal Revenue Code example, the 401(h) account is being funded by
funding retiree medical benefits In 1986, Congress adopted the Tax Reform Act, preferred stock of P&G acquired through a loan
through an employee stock requiring significant amendments to all qualified made to the 401(h) account

ownership plan Two approaches retirement plans For most plans, the IRS has not There are significant tax advantages to this
- intrigued the benefits yet begun to issue determination letters regarding approach Contributions to the 401(h) account are

manager-those involving a amendments that plan sponsors have made to tax-deductible to the employer and are not taxable
"KSOP" and an "HSOP " The benefits manager comply with TRA 86 However, the IRS has to the employee, investment earnings on the
wants to understand these approaches, particularly indicated (in Revenue Procedure 91-10, Section preferred stock are not taxable to the employer or
their advantages and disadvantages 2 09) that when lt begins to issue determination its employees, benefits distributed from the 401(h)

Some plan sponsors have installed a leveraged letters for amendments to comply with TRA 86, it account to pay medical expenses are not taxable to
ESOP with a 401(k) feature to "fund" a retiree

1 the employee, and the use of a leveraged ESOP can

1
medical benefits program This type of plan is

Because of the budget deficit and the be a low-cost way to provide employee benefits
known as a KSOP It provides that pretax salary The principal disadvantages of the P&G approach ' 4. '
reduction contributions from employees be invested fact that funds running through an are

in preferred stock created especially for the KSOP HSOP are never taxed, the IRS may act • The plan lS subject to the coverage and
The employer typically matches the pretax salary to discourage employers from non-discrimination requirements of the Internal
reduction contributions made by employees These Revenue Code referenced above for the KSOP

operating an HSOP. 12:.I
matching contributions are also invested in the approach 934
preferred stock • The contributions to the 401(h) account must be «

The preferred stock iS generally purchased by the incidental to the contributions of the money
plan with the proceeds from a loan to the plan The will not rule on KSOPs Consequently, if an purchase account This limitation effectively means-*. -
preferred stock acquired by the plan with the loan employer were to adopt a KSOP, there would be no that $3 must be contributed to the money purchase *
serves as the collateral for the loan Pretax way to obtain IRS approval that the plan meets the plan for every $1 contributed to the 401(h) account .4v
contributions from employees and employer requirements of the Internal Revenue Code The IRS In order to produce large 401(h) account balances,
matching contributions are made to the plan and currently is studying whether KSOPs are consistent relatively large money purchase account
used to repay the loan As the loan is repaid, shares with the purposes of an ESOP as reflected in the contributions must be made

of preferred stock are no longer encumbered by the code • P&G has received a lot of press for its approach, 4
loan and are allocated to participant accounts A second approach to retiree medical funding has and this has caught the attention of the IRS The

The preferred stock has the following been referred to as an HSOP The HSOP includes a IRS currently is reviewing this approach and lS
characteristics money purchase pension plan, a 401(h) account, and expected to provide guidance within the next few

• It typically has a minimum guaranteed value a leveraged ESOP feature Procter & Gamble Co months to its field offices regarding whether this
equal to approximately 120% to 130% of the share is one company that has adopted this approach (BI, approach meets the requirements of the code
price of employer's common stock at the date of the Nov 26, 1990) Because of the budget deficit and the fact that funds ''*4

installation of the KSOP A money purchase pension plan, also known as a running through an HSOP are never taxed, the IRS a»,„
• One share of preferred stock can be exchanged defined contribution pension plan, differs from a may act to discourage employers from operating an 4*

for one share of common stock at any time defined benefit pension plan A defined benefit HSOP

• It carries guaranteed dividends of 6% to 8% of pension plan promises a certain level of monthly These approaches illustrate that an ESOP can be a i**ip
the price per share income at retirement for life A money purchase part of an employer's approach to dealing with

Employers that install a KSOP to fund retiree pension plan promises a certain level of retiree medical benefit issues Imagination and
medical benefits accomplish the "funding" by contributions-typically a percentage of pay-to an creativity-and the IRS-seem to be the only limits **
changing the retiree medical benefit promise at the individual's account held under the plan, at to their application
time the KSOP is introduced The new retiree retirement, the individual's benefit is the account

medical benefit program might require increased balance With a money purchase pension plan, the
contributions for medical coverage after retirement, plan sponsor makes a commitment to contribute on Would you hke adv:ce from an expenenced colleague {*40,
with the KSOP intended to be the source of some or an annual basis based on a formula The onansk management, benefits management or

all of the increased contributions Or, the employer contribution to the plan is not discretionary as with actuanal problem? Four features in the Perspective
sectzon of Buszness Insurance can g:ve you somemight simply discontinue offering retiree medical a profit-sharing plan, or with a match under a
answers

coverage savings plan Ask A Casualty Actuary, Ask A Benefit Actuary,
Consequently, this approach is not a "true" A 401(h) account is a separate account in a Ask A Benefit Managerand Ask A Risk Manager

funding of retiree medical benefits, but is merely an pension plan (either a money purchase or defined answer wntten questions from readers on risk and

exchange of one benefit (the KSOP plan) for another benefit plan, but not a profit-sharing, savings or beneflts management issues and actuanal problems
Thts month's column on actuanal

benefit (free retiree medical) 401(k) plan) The assets in this separate account Sr issues in the benefits field is written
The principal advantage of this approach iS that must be used to pay retiree medical benefits Except by William J Miner, an actuary with

the employer is able to replace a costly retiree under very limited circumstances, assets cannot be The Wyatt Co in Chicago Richard E 1214,

medical benefit promise with a benefit that is very transferred from the pension plan account (the Sherman, a princtpat wtth Coopers & *S
Lybrand:n San Francisco, answers

tax efficient from the employer's perspective The account providing non-medical benefits) to the 1: actuarial questions in the casualty
new benefit also does not escalate in cost from year 401(h) account Tax-deductible contributions to the Detd Susan M Werner, director of
to year as rapidly, because lt lS not tied to medical 401(h) account are generally limited to 25% of the yuk management at Har(lee's Food

trends current service (excluding past service) Systems Inc in Rocky Mount, NC,

The principal disadvantages of this approach are contributions made to the pension plan as a whole answers nsk management questions
Mr. Miner Mr Mmer's and Mr Sherman's

as follows This effectively limits the 401(h) contribution to columns appeal· alternately on the
• The KSOP lS subject to the qualification 331/3% of the current service contribution made to first Monday of each month Ms Werner's column

requirements of the Internal Revenue Code, the pension plan account appears alternately on the second Monday Of each

including the coverage and non-discrimination The HSOP is unusual for two reasons month Mr Miner's next column witt appear :n June
Address your questions to ASK Business Insurance,

rules These compliance requirements are, in • Few companies have established a 401(h) 740 N Rush St, Chicago, Ill 60611 Please give us your
general, burdensome. account in conjunction with a money purchase plan. name, title and employer, however, Business Insurance

• The new asset given to employees (the preferred Most 401(h) accounts previously established were w:lt consider unsigned letters

A
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Continued from page 34 BBS, complete documentation tions, Anthony Bellomo, senior puter, first Installation, 1987, 17 total Wayne, Pa, San Francisco, Washington
Staff: 86 total, all professionals Staff: 40 total vp-products, Jeffrey Sauerhoff, senior mstallations Administers billing and D C

1990 gross revenues: 25% from Clients: 300 employee benefit mfor- vp-finance/human resources/adminis- collectmg functions, provides elimbihty Contact: Susan Dayno, director-eli-
hardware sales, 50% from software mation system clients 50 corporate em- tration, John Manginelli, semor vp-ben- information for health claim adminis- ent counseling, Alex Malcolm, director-
sales, 25% from software services ployee benefit clients efits administration services tration, manages new cases from appli- strategic systems

Principal officers: Merwin D'Souza, Branch offices: Bethesda, Md cation to policy issue and processes
president/chief executive officer, Don- Principal officers: Emmanuel Gar- commissions Hay/Huggins Co. Inc.ald F Demers, senior vp, Paul Balcer- cia Jr, president, Dee Holt, vp-sales/ User support: User groups/meetings,
zak, vp-marketing/sales customer support, Mary Jo Arthur, vp/ 229 S 18th St , Philadelphia, Pa

actuary F telephone assistance available 9 5 hours
per day, on-site training, modem hook- 19103, 215-875-2472,

up, documentation, maintenance agree-
fax 215-875-2833

E ment available Year founded: 1911
EDS-Health & Benefits Staff: 156 total, 58 professionals Parent company· Hay Group

Division FLX Corp.
Clients: 75 employee benefit infor- Software products:

220 Willowbrook Lane, West
5400 Legacy Dnve, Plano, Texas mation system clients Sold systems to • Pension Valuation LanguageChester, Pa 19382, 215-696-6600,
75024, 214-604-6028, 22 clients in 1990 51 corporate em- $25,000, unbundled hardware and soft-

EBG & Associates Inc. fax 215-692-2205
fax 214-604-3119 ployee benefit clients ware, time sharing, first installation,

70 E Lake St, Suite 1400, Chicago, Year founded: 1985 Branch offices: Atlanta, Dallas 1985, 24 total Installations, all in em-
111 60601, 312-580-2250, Year founded: 1962

Software products: 1990 gross revenues: $16 9 million ployee benefit departments Functions
fax 312-580-2252 Parent company: General Motors • FLX Recordkeeper Series II total, $14 1 million from employee ben- mclude defined beneht plan actuanal

Corp $25,000, unbundled hardware and soft- efit information systems, mcluding 11% valuations, gain and loss analysisYear founded: 1978 Software products: ware, personal computer, first mstalla- from hardware sales, 19% from software • Capital Accumulation LanguageSoftware products: • EDS*INFORM Unbundled hard- tion, 1985, 75 total Installations, all in sales, 70% from software services $10,000, unbundled hardware and soft-
• PensionMaker DC-100 Unbundled ware and software, personal computer-' employee benefit departments Func- Principal officers: David B John- ware, time sharing, first installation,

hardware and software, personal com- first mstallation, 1989, four total mstal- tions as a flexible benefit administra. son, president, Russell E Korte, ex- 1986, 30 total mstallations, all in em-
puter, first Installation, 1984, 150 total lations, one m employee benefit depart- tion system, including enrollment, m- ecutive vp, Ben C Allen Jr, senior vp, ployee benefit departments Functions
installations, 50 in employee benefit de- ments Monitors cost effectiveness of surer reporting, management reports, Larry M Amundsen, vp-S&P sales/ include administration of defmed con-
pallments Functions include profit- health benefit programs by several van- ad hoc capabilities, employee hmtory marketing, David Garver, vp-ASO tnbution plans, can be used to commu-
sharing plan recordkeeping, multiple ables, including provider, demographic and flexible spending account adminis- sales/marketmg Robert Helbig, David mcate beneht programs to employeescontribution and investment options, group or procedure type tration, can be used to communicate Litschgi and Mike Molinar, product • MediCalc $5,000, unbundled hard-
maintainlng of loan Information, com- User support: Telephone assistance, benefit programs to employees vps, Mary Layton, claims vp (St Louis), ware and software, personal computer,
phance testing on-site customer support, training and • FLX Enroller $2,500-$5,000, un- Carol Heikkinen, vp-operations (Dal- first installation, 1987, 10 total mstalla-

• PensionMaker DB Unbundled documentation
bundled hardware and software, per- las) tions, all in employee benefit depart-

hardware and software, personal com- Staff: 2,000 total
sonal computer, first Installation, 1990, ments Functions Include valuation and

puter, first mstallation, 1979, 95 total 1990 gross revenues: $61 billion 20 total installations, all in employee projection of post-retirement medical
mstallations Functions as a proposal total

benefit departments Enrolls employee
GENESYS Software benefits

and valuation system for defined benefit Principal officers: Alice Lusk, presi- elections and utilizes scanning, can be Systems Inc. User support: User groups/meetings,
plans, handles actualial cost methods, dent, Terry Conner, vp-managed care, used to communicate benefit programs 5 Branch St, Methuen, Mass 01844, telephone assistance available eight
performs best salary routine and com- Joe Cushmg, vp-northern region, Rusty to employees 508-685-5400, hours per day
pliance tests Gaston, vp-marketmg, Rich LeFebvre, User support: User groups/meetings, fax 508-683-7665 Staff: 130 total, 70 professionals

• PensionMaker DC Unbundled vp-system services, Don McArdle, vp- telephone assistance available 85 hours Clients: 50 employee benefit 1nfor-
hardware and software, personal com- national accounts, Michael Thompson, per day Year founded· 1981 mation system clients Sold systems to
puter, first installation, 1979, 60 total vp-sales, Mark Travis, vp-finance/ac- Staff: 12 total Software products: 10 chents m 1990 900 corporate em-
installations Functions include pro- countmg, Floyd Tnin, vp-western re- • Deftned Contnbution $50,000, un- ployee beneht clientsClients: 75 employee benefit infor-posal and valuation for money pur- gion

mation system clients Sold systems to bundled hardware and software, main- Branch offices: Atlanta, Boston,
chase, profit-sharing, thnft and target 20 clients in 1990 frame, first installation, 1987, 125 total Chicago, Los Angeles, New York, Wal-
benefit plans Eldorado Computing Inc.

• HERBIE $1,500, unbundled hard- 1990 gross revenues: 80% from soft_ mstallations, all m ernployee benefit de- nut Creek, Calif, Washington D C
880 E Northern Ave, Suite 4, ware sales, 20% from software services partments Functions support record- 1990 gross revenues: $25 million

ware and software, personal computer,
Phoenix, Anz 85029,602-493-0288, Principal ofIicers: Richard F Gor- keeping, calculations and reporting for total, $5 million from employee ben-

first installation, 1988, five total mstal-
fax 602-867-7920 don, director-marketing, Edward J 401(k), 403(b), profit sharing, money efit information systems, including 5%lations, all m employee benefit depart-

Hughes, president purchase, savings and other investment from software sales, 95% from software
ments Estimates individual retirement Year founded: 1981 plans, can be used to communicate ben- services
benefits based on employee Input, can Software products:

FACTS Services Inc. efit programs to employees Principal officers: Kenneth Shipiro,
be used to communicate benefit pro- • Health Care Claims Management • Defmed Benefits $50,000, unbun- president, Kurt H Fichthorn and Don-
grams to employees System $25,000-$300,000, unbundled 1575 San Ignacio, Coral Gables, Fla dled hardware and software, main- ald Samples, executive vps

• Pension Tax $695, unbundled hardware and software, mini computer 33146, 305-284-7400, frame, first installation, 1987, 60 total
hardware and software, personal com- or mainframe, first installation, 1984, fax 305-665-0598 installations, all m employee benefit de-
puter, first Installation, 1987, 85 total 40 total installations, 10 in employee Year founded: 1981 partments Functions support record- Hazlehurst &
installations, five in employee benefit benefit departments Functions Include keeping, calculations, participant re-Software products: Associates Inc.
departments Generates 5500 forms, re- on-hne, automated health claims adju- • FACTS $75,000-$150,000, unbun- Ports, spousal, dependent and 400 Penmeter Center Terrace, Suitelated schedules, and summary annual dication with cost-containment fea- dled hardware and software, mini com- beneficiary data, historical data, pre-re-
report tures 850, Atlanta, Ga 30346,

puter or mainframe, first mstallation, tirement counsehng, beneht statements,• PensionMaker Administrator User support. Telephone assistance 404-395-9880, fax 404-512-62301981, 100 total mstallations, 10 m em- beneht payments and taxation, can be
$2,500, unbundled hardware and soft- available, on-line modem support and

ployee benefit departments Functions used to communicate beneht programs Year founded: 1971

ware, personal computer, first installa- service, regular enhancements include full automated claims adjudica- to employees Software products:
bon, 1986,35 total mstallations Assists Staff: 21 total

tion for medical claims, is designed to • Flenble Benefits $50,000, unbun- • H&A IRC Section 415 Limit Test-

plan administrator with valuation pro- Principal officers: Zane Bell, presi- administer claims under COBRA dled hardware and software, main- mg System $7,500, unbundled hard-
cess, increases productivity and punctu- dent, Wm Brayer, vp-marketing • FACTS 125 $10,000, unbundled frame, first mstallation, 1988, 60 total ware and software, personal computer,
allty hardware and software, mmi computer mstallations, allmemployeebenefitde- firstmstallatlon, 1985,15 total mstalla-

• PensionMaker DB-Xtra Unbun- Erisco or mainframe Functions mclude full partments Functions offer eligibility tions Functions include checking IRC
dled hardware and software, personal and enrollment processing, confirma- 415 Individual or combmed hmits1700 Broadway, New York, N Y flex benefits, automatic adjudication
computer, first installation, 1986, 20

10019, 212-765-8500, • FACTS Comp $25,000, unbundled tion statements, medical plans, dental • H&A COBRA and Other Benefi-
total installations Serves as a

fax 212-765-8500 ext 421 hardware and software, mini computer, plans, vision plans, default benefits, em- ciary Data Mamtenance System $3,000,
multi-decrement valuation system for

mainframe Functions Include full ployee contributions, employer contri- unbundled hardware and software, per-
larger defmed benefit plans, calculates Year founded: 1968

workers compensation automatic claims butions and more, can be used to com- sonal computer, first installation, 1985,
ancillary benehts, performs compliance Parent company: The Dun & Brad-

adjudication municate benefit programs to flve total installations Provides election
testmg street Corp User support: User groups/meetings, employees notices, premium Invoices/coupons for

• Trust Accountant II Unbundled Software products:
telephone assistance available nine User support: User groups/meetmgs, qualified beneficiaries, standard

hardware and software, personal com- • ClaimFacts Unbundled hardware hours per day, new software releases telephone assistance available 24 hours COBRA reports, maintains beneficiaryputer, first installation, 1991 Functions and software, mainframe or mid-range, and updates per day data on tax-qualdied and health/wel-
as a pension plan asset recordkeepmg flrst mstallation, 1980,153 total mstal- Staff: 32 total, all professionals Staff: 128 total, 94 professionals fare plans, is designed to administer
system with global Securities, pricing lations, 61 in employee beneht depart- Clients: 80 employee beneht infor- Branch offices: Atlanta, Chicago, claims under COBRA
features and default accounts, calcu- ments Functions as a health manage-

mation system clients Sold systems to Dallas, Los Angeles, New York • HABIT H&A Benefit Information
lates Form 5500 financials ment system for administrating eight clients m 1990 10 corporate em- Principal officers: Larry Munint, Transfer $9,500, unbundled hardware

• DocuMaker Unbundled hardware medical, dental, short- and long-term ployee benefit clients president, Ruth Ladner, vp-sales/sup- and software, personal computer, first
and software, personal computer, first disability and triple option claims, in- 1990 gross revenues: $1 6 million Port, Bob Pomerleau, vp-finance, Linda installation, 1987, seven total installa-
installation, 1989, 60 total installations cludes new ClinicaLogic medical edit total, all from employee benefit mfor- Koski, vp-consulting services tions Functions include on-line data
Functions as a mass submitter regional sub-system and Batch Adjudication mation systems, including 20% from entry and mqully 1nto participant m-

prototype system, offers software and sub-system, can be used to communl- hardware sales, 20% from software
documents for defined beneht, contn- cate benefit programs to employees sales, 60% from software services

Principal officers: Robert S Gra-

H
formation vnth the H&A Defined Con-

tnbution Plan Recordkeeping system
button and 401(k) plan document gen- • CertiFacts Unbundled hardware • • H&A Tailored Pension Calcula-
eration and software, mainframe or mid-range ham Jr, president, David L Graham, tion System $21,800 and up, unbundled

• 1099-R/W2-P Utaty $395, unbun- first mstallation, 1986, 23 total installa- hardware and software, personal com-
dled hardware and software, personal tions, three m employee benefit depart- VP John Hancock puter, first Installation, 1985, 12 total
computer, first Installation, 1984, 175 ments Functions as a utllization man- Financial Services mstallations Enables a plan sponsor to
total installations, 50 m employee bene- agement system supporting P O Box 111, Boston, Mass 02117, calculate pension benefits for an mdi-fit departments Performs 1099-R and administration of pre-admission cerhfi-
W2-P calculations and prints on HP cation, concurrent stay review and dis-
laser let dot-matnx pnnters, capable of charge plannmg, can be used to commu-

G
617-572-6000 vidual or group of employees

• H&A Social Security Calculation
Year founded: 1862 (parent com- System $395, unbundled hardware and

electronic media-fillng nicate benefit programs to employees pany) software, personal computer, first in-
• Coach $195, unbundled hardware • Implefacts Unbundled hardware Parent company: John Hancock stallation, 1985, 11 total installations

and software, personal computer, first and software, mainframe, first mstalla- Genelco Inc. Mutual Life Insurance Co Calculates individual Social Security
mstallation, 1988, 60 total Installations, tion, 1972, 203 total installations, 193 m 1600 S Brentwood Blvd , Suite 500, Software products: benefits, covered earnings projections
five in employee benefit departments employee benefit departments Func- • ICAS Unbundled hardware and and estimates of PIA, actual benefits
Simplifies rules for pension plan and tions as a recordkeepmg system, man-

St Louis, Mo 63144-1330,
314-962-2040, fax 314-968-9589 software, personal computer, first in- payable and maximum family benefits

social security integration, meludes tu- ages defmed contribution plans mclud- stallation, 1987 Functions melude anal- from retirement, disability or death
tonal, reference library and consultant ing 401(k), profit sharing, ESOP and Year founded: 1973 ysis of medical claims expenence User support: Telephone assistance
modules saving plans, can be used to cornmum- Parent company: General American • Star-View Unbundled hardware available 10 hours per day, brochures,

• Benefits Calculator Unbundled cate benefit programs to employees Life Insurance Co and software, personal computer, first demo diskettes, on-site demos, sample
hardware and software, personal com- User support: User groups/meetings, Software products: installation, 1986 Functions include reports, complete user documentation,
puter, first mstallation, 1991, One total telephone assistance available 10 hours • Health Benefit Management Sys- providing benefit mformation to em- hands-on training
installation m an employee benefit de- per day, consulting, traming, documen- tem Unbundled and bundled hardware ployees Staff: 147 total, 120 professionals
partment Functions include benefit tation, systems and customer support/ and software, mini computer, first in- User support: Telephone assistance, Clients: 30 employee benefit infor-
calculating for in-house administration computer-based training stallation, 1985, 29 total installations, electronic mall communication mation system clients Sold systems to
and plan projects, maintaining em- Staff: 481 total, 408 professionals five in employee benefit departments Staff: 16 total, 10 professionals 16 chents m 1990 175 corporate em-
ployee plan data, calculating pension Clients: Sold systems to 48 clients Functions include health claim pro- Branch offices: Atlanta, Chicago, ployee benefit clients, including 10%
benefit amounts, generating customized m 1990 cessmg and administration, mformation Cleveland and Columbus, Ohio, Dal- with gross revenues less than $200 mil-
statements, can be used to communicate Branch ofTices: Umon, NJ, Tampa, collection and reportmg capabilities for las, Detroit and Kalamazoo, Mich, Fort hon, 20% with $200 million-$499 mil-
benefit programs to employees Fla, Staten Island, NY, Charleston, W cost analysis, can be used to communi- Lauderdale, Fla, Greensboro, NC, hon, 20% with $500 million-$999 mil-

User support: User groups/meetmgs, Va cate benefit programs to employees Houston, Indianapolis, Los Angeles, lion, 20% with $1 billion-$35 billion,
telephone assistance available 10 hours Principal officers: Thomas Barrea, • Benefit Administration and Re- Manchester, NH, Milwaukee, Minne- 10% exceeding $3 5 billion
per day, remote assistance, Pension- chairman, Cliff Bateman, president, porting System Unbundled and bun- apolls, Nashvdle, Tenn, New York and Branch offices: Bellevue, Wash
Maker Edge Newsletter, PensionMaker Anthony Fiumefreddo, semor vp-opera- dled hardware and software, mini com- Rochester, NY, Philadelphia and Continued on next page
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Spotlight report-
THIRD PARTY ADMINISTRATORS AND

BENEFIT CONSULTANTS ...

How Can You Produce

Personalized Employee Benefit Reports
For Your Clients - Without Producing Them?

By contracting with RA Systems Inc. You can now provide reports that
We provide personalized employee benefit communicate the entire employee benefit

statements and management reports with ••• package, with the added option of offering

0 NO s:ar--up and maintenance expense voluntary insurance products.

P' NO software development & update costs
Enhance your existing client relations1/ NO raining responsibility

while opening doors to new ones.
V NO s:aff increase

RA SYSTEMS INC. ···Yearsofexperience now available toyou.
820 Hul.n Tower II • Ste 140 • 4100 International Plaza • Fort Worth, TX 76109

i %1

Continued from previitls page
Principal officers: James G. Pope,
president; R. David Parsons, principal
actuarykhairman; T. Ray McKinney
and David M. Gladstone, exe:utive vps.

Health Management
Technologies Inc.
1042 Country Club Drive, Suite 2C,
Moraga, Calif. 94556; 415-376-0980;
fax: 415-376-7178

Year founded: 19E 6.
Software products:
• Return, Disability Case Manager:

$10,000; unbundled and bundled hard-
ware and software; personal computer;
first installation, 1989; 75 total installa-
tions. Functions include case manage-
ment for disability insurance, wirkers
compensation, medical liabilty.

• Medwatch, Benefits Acute & Am-
bulatory Case Managemen:. $13,000;
unbundled and bundled hardware and
software; personal computer; first in-
stallation, 1990; two total installa.ions.

• PPO Control-Peer Review Case &

Contract Managemer-t: $13,000; unbun-
dled and bundled hardware anc soft-

ware; personal computer.

nowing you have someone you can rely on someone who will pay attention to your
needs and provide the utmost in strength and security that's what Mercantile & General
offers to both you and your clients

As one of the world's premier providers of reinsurance products and services since
1907, Mercantile & General consistently demonstrates an impeccable and uncommon
commitment to excellence, reinforced by an unmatched level of personal service,
superior staff expertise, flexibility to design custom solutions to unique requirements,
a distinguished list of worldwide accounts, and steadfast financial strength

Reinsurance with assurance at Mercantile & General, that s always been our policy

MERCANTILE & GENERAL
REINSURANCE WITH ASSURANCE

User support: Telephone assistance
available 10 hours per day, customiza-
tion.

Staff: Six total, five professionals.
Principal officers: Karen J. Wolfe,

president; Jim W. Wolfe, senior vp-mar-
keting.

Health Risk

Management Inc.
8000 W. 78th St., Minneapolis, Minn.
55439; 612-829-3500;
fax: 612-829-3578

Year founded: 1977.

Software products:
• HRM BeneCALC: Unbundled

hardware and software; personal com-
puter; first installation, 1989. Reporting
and analysis system; identifies medical
cost and pricmg problem areas, moni-
tors health care cost management pro-
grams and tracks results.

• HRM Benefit Plan Modeling: Un-
bundled hardware and software; per-
sonal computer; first installation, 1989.
Models the financial impact of medical
plan design changes using client health
care claims data.

User support: Telephone assistance
available eight hours per day, on-site
training, analytical and benefits con-
sulting.

Staff: 355 total, 140 professionals.
Clients: 162 corporate employee ben-

efit clients.

Branch offices: Chicago; Glendale,
Calif.; Shrewsbury, N.J.

1990 gross revenues: $17.1 million
total.

Principal officers: Dr. Gary
McIlroy, chief executive officer; Mar-
lene Travis, president/chief operating
officer; Tom Clark, chief financial offi-
cer; Steven Osterkamp, senior vp-sales/
marketing.

Hewitt Associates
100 Halt Day Road, Uncolnshire, 111.
60069; 708-295-5000;
fax: 708-295-7634

Year founded: 1940.

Software products:
• FlexSystem: Unbundled hardware

and software; personal computer or
mainframe; first installation, 1983; 215
total installations, all in employee bene-
fit departments. Administers flexible
benefit programs including enrollment,
reimbunsement accounts, reporting and
maintaining an employee database; can
be used to communicate benefit pro-
grams to employees.

• Pension Administrator: Unbundled
hardware and software; mainframe or
personal computer; first installation,
1985; 107 total installations, all m em-
ployee benefit departments Calculates
pension benefits, produces management
reports, maintains an employee data
base; can be used to communicate bene-
fit programs to employees.

• Defined Contribution Plan Admm-
istration: Unbundled hardware and
software; mainframe; first installation,
1974; 260 total installations, all in em-
ployee benefit departments. Functions
include recordkeeping for defined con-
tribution plans including savings,
401(k), profit sharing and ESOPs; can
be used to communicate benefit pro-
grams to employees.

• 415 Calc: Unbundled hardware and
software; personal computer or main-
frame; first installation, 1988; 90 total
installations, all m employee benefit de-
partments. Calculates Section 415 bene-
fit limits, maintains an employee data-
base, produces reports.

• Social Security Calculator: Unbun-
died hardware and software; personal
computer or mainframe; first installa-
tion, 1979; 200 total installations, all in
employee benefit departments. Calcu-
lates employee Social Security benefits.

• Future$aver: Unbundled hardware
and software; personal computer; finst
installation, 1989; 15 total installations,
all in employee benefit departments.
Projects future retirement incomes; can
be used to communicate benefit pro-
grams to employees.

User support: User groups/meeting,
telephone assistance available eight
hours per day.

Staff: 2,800 total, 1,900 professionals.
Clients: 887 employee benefit infor-

mation system clients. Sold systems to
85 clients in 1990.

Branch offices: Atlanta; Bedminster,
N.J.; Boston; Charlotte, N.C.; Chicago;
Cleveland and Dayton, Ohio; Dallas,
Houston, Las Colinas and The Wood-
lands, Texas; Denver; Detroit; Los An-
geles, San Francisco, Santa Ana and
Walnut Creek, Calif.; Milwaukee; Min-
neapolis; New York; Philadelphia;
Phoenix; Pittsburgh; Richmond, Va.;
Rowayton, Conn.; St. Louis; Seattle;
Tampa, Fla.; Washington D.C.

Continued on page 44
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RIMS

PREVIEW

Issue: April 22
Ad Closing: Apra 9

CAYmES'

RISK MANAGER

9,=*w OF THE YEAR
-2-- Issue: April 29
Ul Ad Closing: Apbl 16

RIMS REPORTS

Employee Benefits
Issue: May 6
Ad Closing: Aprn 23

Risk Management
Issue: May 13
Ad Closing: Apbl 30

ORL
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The first note on RIMS '91 will be played by Business
Insurance in its annual RIMS Preview 'take-out' section.

Leading with last minute details and updated program and
speaker changes, BI's 'take-out' section will contain valuable
notes for everyone heading for New Orleans: a floor plan and list
of exhibitors; a map of Conference hotels; transportation info; a
message center phone number; a New Orleans entertainment and
restaurant guide; and weather watch. There will also be
highlights on the Spencer Educational Foundation's silent
auction, the RIMS softball game, and other major hospitality
functions.

Plus - increased exposure - the RIMS Preview 'take-out'
section will be distributed from BI's booth #1024-1026.

Business Insurance plays an important role - getting news
and information into the hands of decision makers whether they're
in their offices or attending the RIMS conference.

BI's feature on Captives will announce the 14th annual Risk
Manager of the Year and the Risk Management Honor Roll. This
issue also includes BI's exclusive Directory of Captive Managers.

Advertisers in this issue will be listed with their ad page
numbers in a special wrap-around for bonus issue distribution at
RIMS. BI advertisers who exhibit at RIMS will be listed with

their booth number also. It's a once a year opportunity for you
from BI ... in concert at RIMS.

BI readers responsible for their companies' employee benefits
will rely on this issue. From new perspectives to industry
insights, BI editors will detail all the vital information covered at
the RIMS employee benefits sessions.

Wrapping up coverage of RIMS '91, BI editors will deliver an
information-packed issue on the risk management sessions. Every
corporate insurance buyer responsible for risk management will
be.sure to read this final RIMS feature cover-to-cover.

Business Insurance is the one publication conducting the most timely, comprehensive news
coverage before, during and after one of the most important meetings of the year for its
readers.

Sound off in these four feature issues and make BI's audience your own - nearly 150,000*
corporate executives responsible for the purchase of risk management and employee benefits,
plus insurance and reinsurance company executives, agents, brokers, and consultants.
These issues present important advertising opportunities for your message to come through
loud and clear.

New York: 220 East 42nd Stieet, NY 10017
212/210-0228 * Fax: 212/210-0704

Chicago: 740 Rush Street. IL 60611
312/649-5276 + Fax: 312/280-3189

/k Los Angeles: 6500 Wilshire Boulevard, CA 90048
213/651-3710 + Fax: 213/655-8157

Business
insurance
a publication of Crain Communications Inc
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Spotlight report

ONE-CALL
Contenued from page 42 lations Functions include human re- with $500 million-$999 million, 10%
1990 gross revenues: $300 million source management, can be used tc with $1 bilhon-$35 bilhon, 5% exceed-

215-254-9890
total communicate benefit programs to €m- ing $3 5 billion

Principal officers: Peter E Fnedes ployees, is designed to administer Branch offices: Atlanta, Oakbrook,
chef executive officer claims under COBRA Ill

• Pension Administration Unbun- lE)90 gross revenues: $13 7 million

FOR LONG-TERM AUTO dled hardware and software, main- total, all from employee benefit mfor-

LEASING INSURANCE .- *z 1
frame, first installation, 1976, 110 total mation systems, including 18% from
mstallations PUnctions include pension software sales, 82% from software ser-
administration apphcations, can be vices
used to communicate benefit programs Principal officers: Bruce Coleman,

• Lessors Excess Liability to employees president/chief executive officer, Doug
• Primary Physical Damage -'196&..71 Information Science Inc. • Essential Unbundled harda are Salmon, executive vp, Robert Edwards,
• Lessors Contingent Liability and software, personal computer, first YP/general counsel-secretary, George E• Primary Liability Coverages N J 07645, 201-391-1600, installation, 1979, 130 total installa- O'Brten, vp-finance/admimstration
• Residual Value Insurance fax 201-391-2739

tions Functions include pavroll, oer-
• Contingent Physical Damage

95 Chestnut Ridge Road, Mcnivale,

• Interim Car Coverages • $5 MILLION CSL LIMIT AVAILABLE
Year founded: 1965 sonnel, flex compensation, benefits ap- Insurance Software
Software products: phcations, can be used to communicate Packages Inc.

Be sure Take advantage of our extensive experience with this difficult-to-place • SAAvi Unbundled hardware and beneht programs to employees, 15 de-
business Designed specifically for the automobile leasing/rental industry our software, personal computer or maln- signed to administer claims under

5118 N 56th St, Tampa, Fla 33610,

program saves you time, cuts your costs, satisfies your customers We do the work frame, first installation, 1988, 50 total COERA
813-621-6069, fax 813-621-0652

you get the cred itt mstallations Functions include payroll, User support: User groups/meetings, Year founded: 1985
We invite your Inquiry and your business

Write or call Ron Ruane personnel, flex compensation, benefits, telephone assistance available 12 hours Software products:
pension, can be used to comminicate per day, on-site support • ISP HealthStar $40,000, unbun-
benefit programs to employees, 15 de- Clients: 500 employee benefit mfor- dled hardware and software, personal

FIEl PAIGE-RUANE, INC. signed to administer claims under mation system chents Sold systems to computer, first installation, 1986, 35
Suite 616-The Woods Reliance Specialty 0 COBRA 10 clients m 1990 Corporate employee total mstallations, 15 in employee bene-

P O Box 6745 • Wayne, PA 19087 Programs, Inc. • InSciPersonality Unbund_ed hard- benefit clients mclude 50% with grcss fit departments Functions include em-
(215) 254-9890 • FAX # (215) 254-9893 ware and software, personal computer, revenues less than $200 million, 2(% ployee enrollment, payment, automatic

first Installation, 1986, 125 total mstal- wita $200 million-$499 million, 1:% claims adjudication, code validations,
reports

User support: User groups/meetings,
telephone assistance available nine
houns per day

4 Staff. 65 total, 48 professionals
Clients: 35 employee benefit 1nfor-

mation system clients Sold systems to
five chents in 1990 Corporate employee

% "

benefit chents Include 50% with gross
revenues less than $200 million, 20%
with $200 million-$499 million, 20%

#.

with $500 million-$999 million, 10%
Anth $1 billion-$3 5 bilhon

49 ..i 4
e., . Branch offices: West Palm Beach,

Fla
, 1,1 1990 gross revenues: $3 million

total, $250,000 from employee benefit
information systems, including 85%

..©.% ar':6 1 : · 14)205 , ,,  {:«' 7'·
r from software sales, 15% from software

services

- Principal officers: A Allan Maches-

Et
ney, president, Janet M Machesney,

, 5 4 4 : treasurer, Monique Knox, account exec-

...f,eR , · 'f»18 utive

*
/4

4 n 4,
3

, *wr
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i I Kwasha Lipton
2100 N Central Road, Fort Lee,

.=Mr, N J 07024, 201-592-1300,
fax 201-592-9012

Year founded. 1944

Software products:
,4 3

f • Int-Act $20,000 and up, bundled
9&

* ''.2
hardware and software, personal com-
puter, developed, 1986 Functions in-

, iWW clude benefits modeling for flexible
benefits enrollment, can be used to

EntertheNew
communicate benefit programs to em-
ployees

• Customer-designed, Micro Com-
puter Benefits Administration System
$8,000 and up, oundled hardware and

Worlldl ofInstant
software, personal computer, first in-
stallation, 1982, 60 total installations,
all in employee benefit departments
Functions include recordkeeping, Social

Claims Analysis.
Security calculations, special benefits
reports, data transfer and entry

• Group Benefits Administrative
System $15,000 and up, bundled hard-
ware and software, personal computer,
first mstallation, 1988, one total 1nstal-

Now, you can transform claims data into claims analysuat the lation in an employee benefit depart-
ment Functions as a data base for ad-

touch of a button. With ConQuest, from Confederation Life. ministering all group benefit plans,

ConQuest is a new, easy-to-use computer program flexible benefit enrollments for Section

that answers all your questions about your self-insured benefits 125 accounts, can be used to communi-

program. Instantlv.
cate benefit programs to employees

User support: User groups/meetings,
With ConQuest, and Confed as your benefits administrator, telephone assistance available 10 hours

we'll send you monthly updates of yourcompany's claims per day, updates, manuals
Staff: 350 total, 30 professionals

mformation on a disk that simply pops into your PC. Youll get a Clients: 60 employee benefit mfor-
wealth of information that's organized and accessible m ways you mation system clients Sold systems to

never imagined. 10 chents in 1990 Corporate employee

No more plowmg through reams of computer printouts.
benefit clients Include 10% with gross
revenues less than $200 million, 15%

With ConQuest, all the answers and all the trends are rightatyour with $200 million-$499 million, 40%

fingertips. with $500 million-$999 million, 35%

Choose ConQuest and you'll get more with $1 bilhon-$3 5 billton

than just data. You'll get answers. And a whole CON®UEST1 1990 gross revenues: 60% from soft-
ware sales, 40% from software services

new world of instant claims analysis.  A?OMCCIFED Principal officers: David A

For mom information and afree self- All you have to dots ask Skovron, chief executive officer, Ro-

running demo, call Confed today.
bert S Byrne, chief operatmg officer,
R T Whitman partner-marketmg

Confederation Life
INSURANCE COMPANY

M

260 Interstate North, Atlanta, Georgia 30339
Atlanta 404/256-0022, Boston 617/423-0330,

M&R Services
Chicago 312/993-9650, Col,mbus 614/895-3000.
Houston 7 13/622-1396, Los Angeles 213/380-5800.

1301 Fifth Ave, Suite 3600, Seattle,

Newport Beach 714/476-2500. Philadelphia 215/564-2667. Wash 98101-2605, 206-624-7970,
San Francisco 415/243-0240, Puerto Rico 809/758-7340 fax· 206-622-5643

Year founded: 1968

Continued on next page



Continued from previous page
Parent company: Milliman & Ro-

bertson Inc.

Software products:
• EBCOM: $25,000; unbundled hard-

ware and software; personal computer;
first installation, 1988; five total instal-
lations, all in employee benefit depart-
ments. Interactive benefit communica-

tion tool; provides individual and
general benefit information, projection
capabilities; can be used to commu-
nicate benefit programs to employees.

User support: Telephone assistance
available nine hours per day.

Staff: 58 total, 21 professionals.
Clients: 10 employee benefit infor-

mation system clients Sold systems to
three clients in 1990. 2,700 corporate
employee benefit system clients.

Branch offices: Albany, N.Y.; At-
lanta; Boston; Chicago; Cincinnati; Dal-
las; Denver; Hartford, Conn.; Houston;
Indianapolis; Los Angeles; Milwaukee;
Minneapolis; New York; Omaha, Neb.;
Philadelphia; Phoenix; Portland, Ore.;
San Diego; San Francisco; St. Louis;
Washington D.C.

1990 gross revenues: $7 million
total; $500,000 from employee benefit
information systems, including 5% from
software sales, 95% from software ser-
vices.

Principal officers: J. Lynn Peabody,
chief operating officer; Kurt T. Corbin,
vp-communications services; Carl R.
Peterson, vp-computer services; Brian
S. Pollack, vp-employee benefit ser-
vices; Steven D. Sommer, vp-software
services.

Magnus Software Corp.
2500 Windy Ridge Parkway, Marietta,
Ga. 30067; 404-952-7854;
fax: 404-952-7857

Year founded: 1976.

Software products:
• MaxCare: Unbundled hardware

and software; mid-range computer; first
mstallation, 1990. Functions include re-

lational database, optional image pro-
cessing, premium administration,
claims adjudication, pre-certification,
self-fund management, PPO processing;
can be used to administer COBRA
claims.

• RESPONSEplus: Unbundled hard-
ware and software; personal computer;
first installation, 1986. Functions in-
clude fully integrated claims adjudica-
tion and administration for the Wang
VS platform; can be used to administer
claims under COBRA.

• FASTRAK: Unbundled hardware

and software; mainframe; first installa-
tion, 1981. Functions include on-line,
realtime mainframe health claims ad-

ministration and coverage for medical,
dental, short-term or long-tenn disabil-
ity; can be used to administer claims
under COBRA.

• FLEXTRAK: Unbundled hardware

and software; mainframe; first installa-
tion, 1986. Functions include realtime
flexible benefits administration for IBM

mainframes, including discrimination
testing, flexible spending accounts, per-
sonalized enrollment forms; interfaces
directly to certain payroll/personnel
systems.

User support: User groups/meetings,
telephone assistance available 12 hours
per day, on-site support on request.

Staff: 90 total, 75 professionals.
Clients: 112 employee benefit infor-

mation system clients.
1990 gross revenues: $12 million.
Principal officers: Jay Hillebrand,

president/chief executive officer; Phyllis
Gray, vp; Michael Jenkins, vp-finance.

Mayer Hoffman McCann
420 Nichols Road, Kansas City, Mo.
64112; 816-968-2055;
fax: 816-531-7695

Year founded: 1954.

Software products:
• Cafeteria Plan Management Sys-

tem: $2,450-$3,950; unbundled hard-
ware and software; personal computer;
first installation, 1985; 535 total instal-
lations, 225 in employee benefit depart-
ments. Functions as an accounting sys-
tem for Section 125 flexible spending
accounts; can be used to communicate
benefit programs to employees.

• Cafeteria Plan Proposal System:
$495; unbundled hardware and soft-.
ware; personal computer; first installa-
tion, 1987; 615 total installations, 125 in
employee benefit departments. Enrolls
employees in Secti6n 125 plans; can be
used to communicate benefit programs.

User support: User groups/meetings,
telephone assistance available eight
hours per day.

Staff: 135 total, 100 professionals.
Clients: 225 employee benefit infor-

mation system clients. Sold systems to
50 clients in 1990. Corporate employee
benefit clients all have gross revenues

less than $200 million.

1990 gross revenues: 100% from
software services.

Principal officers: Miles Ross and
Steven Baker, partners.

MEDSTAT Systems Inc.
777 E. Eisenhower, Ann Arbor, Mich.
48108; 313-996-1180

Year founded: 1981.

Software products:
• MEDSTAT System2: $160,000;

bundled hardware and software; per-
sonal computer; first installation, 1983;
68 total ir.stallations, all in employee
benefit departments. Analyzes claims
data to support cost containment.

User support: User groups/meeting,
telephone assistance available nine
hours per day, annual client conference.

Staff: 150 total, all professionals.
Clients: 68 employee benefit infor-

mation system clients, all with gross
revenues less than $200 million.

Branch offices: San Francisco; Bos-
ton.

1990 gross revenues: $13 million
total; all from employee benefit infor-
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mation systems, including 100% from
software sales.

Principal officers: Ernest G. Ludy,
chairman/chief executive officer;
Laurence J. Hagerty, president; Jennifer
S, Ponski, vp/chief financial officer;
Dennis J. Becker, senior vp; J. Dennis
Bush, Ross L. Coffey, Michael Karaman
and Deborah Gage, vps.

William M. Mercer Inc.

1417 Lake Cook Road. Deerfield, 111.
60015; 708-317-7513,
fax: 708-317-7416

Year founded: 1975.

Parent company: Marsh & MeLen-
nan Cos. Inc.

Software products:
• Pension Express (Benefit Calcula-

tion System): Unbundled hardware and
software; personal computer; first in-
stallation, 1986; 100 total installations,

50 in employee benefit departments.
Calculates defined benefit pensions; can
be used to communicate benefit pro-
grams to employees.

• FlexKey: Unbundled hardware and
software; personal computer, main-
frame; first installation, 1984; 80 total
installations, 45 in employee benefit de-
partments, Functions as system for
flexible benefit program enrollment,
administration and reimbursement ac-

count processing; can be used to com-·
municate benefit programs to employ-
ees.

• Social Security Calculation System:
Unbundled hardware and software;
personal computer, mainframe; first in-
stallation, 1979; 100-120 total installa-

tions, all in employee benefit depart-
ments. Calculates OASDI benefits

under Social Security law.
• MasterKey: Unbundled hardware

and software; mamframe; first installa-

tion, 1984. Functions as a participant
accounting system for all asoeets of ce
fined contribution plan administraticn;
can be used to communicate benefit,

programs to employees.
• Allocation Express: Urbundled

hardware and software; persoial com-
puter; first installation, 1989: 50 total
installations. Functions ind ide :c-

counting for all aspects of cefined con-
tribution plan administration: can be
used to communicate benefit Frograms
to employees.

• LoanKey: Unbundlec hardware
and software; personal conpler; trst
installation, 1986; 100 total installa-
tions, 85 in employee benefit depart-
ments. Administers loan prevision of
any defined contributicn plan; can be
used to communicate teneSit programs
to employees.

• DataKey: Unbundled nardware
and software; personal comEuter; brst
installation, 1987; 25 total Installations,
10 in employee benefit eepartments.
Collects and manages the flor o' infor-
mation in defined contriburion plans.

• TestKey: Unbundled haniware and
software; personal compute:; first in-
stallation, 1987; 35 to:al in:tallatbr.s
two in employee benefit departments.
Performs discrimination tests in accor-

dance with the rules estatlished b> the
Tax Reform Act of 19845.

• 415 Express: Bundled hardware
and software; personal computer; first
installation, 1988; 50 tota1 irstallatons,
5-10 in employee benefit departments.
Functions include teszing for conpli-
ance with Section 415 2ombined limits.

• Mercer's TouchSoure: Unburdled

hardware and software; personal zom-
puter, video disk player and touch-
screen monitor; finst installaticn, 198*
Functions as an interact ve video disk

system for flex enrollment, 101.k) mod-
eling, company orientat#on, employee

attitude surveys; can be used'to commu-
nicate benefit programs to employees.

• Data Reconciliation System: Un-
bundled hardware and software; per-
sonal computer; first installation, 1988;
50 total installations, 15 in employee
benefit departments: Functions include
reconciliation of yearly census data, in-
crementing of service fields.

• Retirement Administration/Man-

agement System (RAMS): Unbundled
hardware and software; personal com-
puter; first installation, 1987; 10 total
installations, four in employee benefit
departments. Builds and maintains a

pension data base, calculates pension
benefits, reports benefit information;
can be used to communicate benefit

programs to employees.
User support: User groups/meetings,

telephone assistance available.
Staff: 3,923 total.

Clients: 9,000 corporate employee
benefit clients.

Branch offices: Albuquerque, N.M.;
Anchorage, Alaska; Atlanta; Baltimore;
Birmingham, Ala.; Boston; Charlotte,
N.C.; Chicago; Cincinnati, Cleveland
and Columbus, Ohio; Dallas, Fort
Worth and Houston, Texas; Denver;

Detroit; Indianapolis; Kansas City and
St. Louis, Mo.; Los Angeles, Orange,
San Francisco and San Jose, Calif.;

Louisville. Ky ; Memphis and Nashville,
Tenn.; Milwaukee; Minneapolis; Mor-
ristown, N.J.; New Orleans; New York,
White Plains and Rochester, N Y.; Phil-
adelphia and Pittsburgh, Pa.; Portland,
Ore.; Richmond, Va.; Seattle; Stamford,
Conn.; Tampa, Fla.; Tulsa, Okla.; Wash-
ington D.C.; San Juan, Puerto Rico.

1990 gross revenues: $448 million
total.

Principal officers: Peter Coster,
president, Robert A. Brochu, Ronald M.
Walker and Thomas R. Waylett, execu-
tive vps.

P&W Software Inc.

5655 Lindero Canyon Road, Suite
403; Westlake Village, Calif. 91362;
818-707-7690; fax: 818-707-9097

Year founded: 1984.

Software products:
• POWERPLUS: $12,500; unbundled

hardware and software; personal com-
puter; first installation, 1987; 51 total
installations, 28 in employee benefit de-
partments. Functions include complete
administration of flexible benefits; can
be used to communicate benefit pro-
grams to employees.

User support: User groups/meeting,
telephone assistance available 15 hours
per day, newsletters, mailings.

Staff: Five total, three professionals.
Clients: 28 employee benefit infor-

mation system clients, all corporate.
Sold systems to nine clients in 1990.

Principal officers: Thomas E. Phi-
lipp, president; Michael C. Wilson, vp.

Parkside Data Services

205 W. Touhy Ave., Suite 200, Park
Ridge, 111. 60048; 708-698-4848; fax:
708-698-4804

Year founded: 1980.

Parent company: Parkside Health

Management Corp.
Software products:
• Caseplex/PC: $7,500; unbundled

hardware and software; personal com-
puter; first installation, 1990; seven
total installations, one in employee ben-
efit departments. Monitors and evalu-
ates utilization, cost, quality of health
care services; can be used to communi-

cate benefit programs to employees.
User support: Telephone assistance

available 10 hours per day.

rflfr*44

Staff: Seven total, six professionals.
Clients: Seven employee benefit in-

formation system clients. Sold systems
to seven clients in 1990.

Branch offices: Cleveland.

Principal omcers: Marsha Ballard,
president; Lee Green, vp-sales/market-
ing; Jay Gore, director-technical ser-
viees.

Parsons, McKee,
Sommers and Co.
1991 Crocker Road, Suite 350,
Westlake, Ohio 44145;
216-871-8611; fax: 216-871-7485

Year founded: 1976

Software products:
• Benefit Computation System:

$25,000-$40,000; unbundled hardware
and software; personal computer; first
installation, 1979; 10 total installations,
ali in employee benefit departments.
Computes all values, prepares forms for
defined benefit plan claims and inquiry
requirements; can be used to communi-
cate benefit programs to employees.

• Touchscreen Information System:
$10,000-$20,000; unbundled hardware
and software; personal computer; first
installation, 1990; one installation in an
employee benefit department. Functions
as an interactive information center for

welfare, benefit plans and pensions; can
be used to communicate benefit pro-
grams to employees.

User support: Telephone assistance,
operator manuals, regular systems,
other updates.

Staff: 17 total, nine professionals.
Clients: 20 employee benefit infor-

mation system clients. Sold systems to
three clients in 1990. 200 corporate em-
ployee benefit clients, including 50%
with gross revenues less than $200 mil-
lion, 45% with $200 million-$499 mil-
lion, 5% with $1 billion-$3.5 billion.

. Continued on nert page
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1990 gross revenues: $1.5 million

total; $300,000 from employee benefit
information systems, including 2% from
hardware sales, 13% from software
sales. 85% from software services.

Principal officers: John R. Parsons,
Mark S. Sommers.

Pentabs

520 E. Montecito St., Santa Barbara,
Calif. 93103;

·805-963-8881/800-736-8227;
fax: 805-962-3106

Year founded: 1973.

Parent (:ompany: Corbel & Co.
Software products:
• Defined Contribution/401(k)/ESOP

System: Unbundled hardware and soft-
ware, personal computer; first installa-
tion, 1984; 650 total installations. Per-
forms record keeping and
administration of 401(k), ESOP and de-
fined contribution plans; can be used to
communicate benefit programs to em-
ployees.

I Defined Benefit/Defined Contribu-

lion System: Unbundled hardware and
software; personal computer; first in-
stallation: 1979; 500 total installations.
System administers defined contribu-
tion and defined benefit plans.

• Government Forms System: Un-
bundled hardware and software; per-
sonal computer; first installation, 1986;
200 total installations. System prepares
and prints government forms for retire-
ment plans

User support: User groups/meeting,
telephone assistance available 11.5
hours per day, regional and on-site eli-
ent training.

Staff: 55 total.

Clients: 850 employee benefit infor-
mation system clients.

Branch offices: Flint, Mich.; Cnn-
ford, N.J.; Marietta, Ga.; Chicago; Jack-
sonville, Fla.

Principal officers: Jim Thorrpson,
general manager.

Policy Management
Systems Corp.
One ASA Plaza, P.O. Box 385,
Bloom ngdale, 111. 60108;
708-893-9055; fax: 708-351-7605

Year founded: 1974.

Software products:
• CAS II Claims Administration

System- Unbundled hardware and
software; mainframe; first ins- alla-
tion, 1982: 34 total ins.allat.ors, 27
in emftoyee benefit departments.
Functions include health claims ad-

ministration, multiple claims edits,
benefit iayment calculation, dental
claims processing, generates corre-
spanlen ze: is designed to administer
claims uider COBRA.

• CAPS Claims Administration

and Payment System: Unburdled
hardwal·. and software; mainframe;
first ins:allation, 1978; 41 total in-
stailations: one in an employee bene-
fit department. Administers and ad-
judi cates claims covered uider
medical dental, vision and cther
plans, administers cost containment
programs including precertification,
second surgical opinion, concurrent
review and PPO programs.

• CAPSule Health Claims Reiort-
ing System: Unbundled hardtare
and software; mainframe; firs: in-
stallation, 1983; 18 totaI installa-
tions, one in an employee benefi: de-
partmen:. Functions include group
health claims reporting, including
client, cost containment and mar: age-
ment reports.

User support: User groups/meet-
ing, telefhone assistance, client :dvi-
sory bo: rd, el.ent magazine, cus-
tomer inlormation conference.

Clients: Sold systems to three eli-
ents in 1990.

Branch offices: Columbia, S.C.
Principal officers: G. Larry Wil-

son, chief executive officer/presi-
dent; Bernard C. Mazon and Robert
Hoyt, executive vps.

PRO*Systems Inc.
26361 Curtiss Wright Parkway 2-F,
Richmond Heights, Ohio 44143;
216-289-7272; tax: 216-289-1564

Year founded: 1972.
Software products:
• Pro*Claims Ccmplete: $39,500: un- ·

bundled hardware and software; mini
or micro computer; first installation,
1987; 20 total mstallations, nine in em-
ployee benefit defartments. Processes
medical, dental, disability, flexible ben-
efits and w6rkers ompensation claims;
can be used to ccmmunicate benefit
programs to emplcyees; is designed to
administer claims under COBRA.

User support: Telephone assistance,
modem support.

Staff: 23 total, six professionals.
Clients: 20 employee benefit infor-

mation system clients. Sold systems to
20 clients in 1990.

Branch offices: Euclid, Ohio.
1990 gross revenues: $1.1 million

total; $665,000 from employee benefit
information systems, including 25%
from hardware sales, 50% from software
sales, 25% from software services.

Principal officers: Vincent A. Lo-
paro, chief executive officer/president;
Harold E. Musick, vp

Professional Computer
Services

One Civic Plaza, :Suite 350, Carson,
Calif. 90745; 213-830-1072; fax:
213-830-4235

Year founded: 1964.

Software products:

• Medical Claims Adjudication:

$35,000; unbundled hardware and soft-
ware; personal computer; first installa-
lion, 1975; 40-60 total installations, 15
in employee benefit departments. Func-
tions as a fully automated, table-driven
claims system.

• Enrollment-employee & dependent:
$5,000; unbundled hardware and soft-
ware; personal computer; first installa-
tion, 1964; 40-60 total installations, all
in employee benefit departments. Func-
tions include on-line entry, viewing and
update of employee census.

• Payroll interfaced eligibility;
$10,000; unbundled hardware and soft-
ware; personal computer; first installa-
tion, 1964; 40-60 total installations all
in employee benefit departments. Func-
tions as a payroll interlaced system to
establish monthly eligibility; is designed
to administe claims under COBRA

User support: User groups/meeting,
telephone and on-site assistance.

Staff: Seven total, five professionals.
Clients: 45 employee benefit infor-

mation system clients. Sold systems to
two clients in 1990.

1990 gross revenues: $650,000 total;
all from employee benefit information
systems, including 20% from software
sales, 80% from software services.

Principal officers: J. Patrick Bro-
man, presid€nt; Michael E. Smith, vp-
marketing.

Resource Information

Management Systems Inc.
500 Technology Drive, P.O. Box
3094, Naperville, 111. 60566-7094;
708-369-5300; fax: 708-369-5168

Year founded: 1981

Software products:
• QieClaim/2 Health Claims Pro-

cessing System: Unbundled hardware
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and software; personal or min. com-
puter; first installation, 1989; 73 total
installations, 16 in employee benefit de-
partments. Furict.ons as an employee
benefits admin.stration system for pro-
cessing group heal:h claim:.

• QicClaim Health Cla ms Ppocessing
System: Unburxled hardware and soft-
ware; mini comouter, first installation,

. 1981; 279 total .nstallations, 31) A em-
ployee benefit cepar:men:s. Functions
as an employee benefits admims:ration
system for pricessing grouE iealth
claims. 

User support User Zrt•ups/meetings,
telephone assis-ance a..·ai.able 24 hours
per day, consul:Ing ser,ices, continuing
education progE: ms.

Staff: 132 total. 77 rofessionals.
Clients: 352 emplo-yee benett infor-

mation system di€nts. S:·Id systems to
42 clients in 1190. 31 corporate em-
ployee benefit clients including 96%
with gross revemies less tnan $2(0 mil-
hon, 4% with $2(,0 mi}lion-$499 million.

Branch offices: Tro>, N.Y.
1990 gross revenues: $19.9 nillion

total; $18.9 milim from emploree ben-
efit information systems, nclud-ng 45%
from hardware sal€s, 29% from software
sales, 26% from sof:ware services.

Principal ofneers: Terry L Kirch,
chief operatig officer Thomas H.
Heimsoth, chief exezutive efficer;
Thomas J. Cdgen and Howard P.
Downs, executire vps.

S

SBC Systems Corp.
30 Perimeter Ce,ter E. Suite 203.
Atlanta, Ga. 20346; :04-399-6321;
fax: 404-399-3322

Year founded 1977.
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The revolving door stops
at San Marcos Treatment Center.

Difficult-to-treat. Treatment-resistant. Hard-to-
manage. Whatever adjective you use, you know the
kids we're talking about. They're the ones who drain
company resources through repetitive psychiatric
hospitalizations.

As the first of the nationally recognized Brown
Schools Hospitals, San Marcos Treatment Center
has been providing care for difficult-to-treat adoles-
cents with complex multiple diagnoses for over 50
years. Our well-trained, seasoned specialists
are strong on case management and discharge plan-
ning. Our comprehensive range of clinical services
ensures that patients receive appropriate levels of
care. Cost efficiencies are achieved through effective
use of state-of-the-art treatment methods.

Continued from previous page
Software products:

• Full Flexible Benefits Administra-
tion System: $20,000; unbundled hard-
ware and software; personal computer;
first installation, 1985; 60 total installa-
tions, 24 in employee benefit depart-
ments. Functions include credit calcula-
tions, enrollment, spending accounts,
employee statements; can be used to
communicate benefit programs to em-
ployees

• 401(k)/Defined Contribution Ad-
ministration System: $20,000; unbun-
dled hardware and software; personal
computer; first installation, 1984; 40
total installations, 19 in employee bene-
fit departments. Functions include con-
tributions, investments, loans, non-Eis-
crimination testing, retiree payroll; can
be used to communicate benefit pro-
grams to employees.

• Defined Benefit Administration
$20,000; unbundled hardware and soft-
ware; personal computer; first instila-
tion, 1979; 40 total installations, 19 in
employee benefit departments. Func-
tions include valuation capabilit:es,
benefit calculations, retiree payroll; ean
be used to communicate benefit pro-

Our track record speaks for itself. Current out-
come statistics show that at one year post-discharge,
59 percent of our patients retained or improved upon
the gains made in treatment, and 69 percent are
reported by parents to be in good to excellent condi-
tion. Results like that show up on your bottom line.

Stop the revolving door you face with difficult-to-
treat outliers. Call the San Marcos Treatment Center.
1-800-251-0059.

San Marcos Treatment Center

 A Brown SchoolsPsychiatric Hospital

Accredited by the Joint Commission on Accreditation of Healthcare Organizations * RO. Box 768, San Marcos, Texas 78667-0768

grams to employees.
• Employee Communications Sys-

tem: $15,000; unbundled hardware and
software; personal computer; first in-
stallation, 1990. Provides comprehen-
sive statements to employers, user de-
fined text, input from any source; can
be used to communicate benefit pro-
grams to employees.

• SBC Talk-Voice Response System:
$15,000; unbundled hardware and soft-
ware; personal computer; first installa-
tion, 1990; one total installation in an
employee benefit department. Functions
include using touch-tone phones to an-
swer benefit questions with customized
"what if" calculations; can be used to
communicate benefit programs to em-
ployees.

User support: User groups/meetings,
telephone assistance available 12 hours
per day, on-line diagnostic assistance
through the use of telecommunications.

Staff: Nine total, all professionals.
Clients: 120 employee benefit infor-

mation system clients. Sold systems to
40 clients in 1990. Corporate employee
benefit clients include 10% with gross
revenues less than $200 million, 15%
with $200 million-$499 million, 25%
with $500 million-$999 million, 50%
with $1 billion-$3.5 billion.

Principal officers: Murray Gold-
man, president; Eva Chang, executive
vp; Margaret King, vp-product services.

SBPA Systems Inc.
10777 Westheimer, Suite 125,
Houston, Texas 77042;
713-974-7272; fax: 713-974-5990

Year founded: 1975

Software products:
• GBAS: Unbundled hardware and

software; mini computer; first instal-
lation, 1975; 35 total installations, eight
in employee benefit departments. Fune-
tions include administering Section 125
claims, determining eligibility for bene-
fit plan, claims adjudication; is designed
to administer claims under COBRA.

User support: User groups/meetings,
telephone assistance available eight
hours per day, training, installation,
system analysis, custom training.

Staff: 17 total, 15 professionals.
Clients: 33 employee benefit infor-

mation system clients. Sold systems to
two clients in 1990. Seven corporate
employee benefit clients, including 43%
with gross revenues less than $200 mil-
lion, 43% with $200 million-$499 mil-
lion, 14% with $500 million-$999 mil-
lion.

1990 gross revenues: $1.2 million
total; all from employee benefit infor-
mation systems, including 10% from
hardware sales, 40% from software
sales, 50% from software services.

Principal officers: Arnold Heinrich,
president; Tim Stunz, executive vp.

SW Systems Inc.
P.O. Box 6453, Santa Barbara, Calif.
93160; 805-963-5959;
fax: 805-967-9526

Year founded: 1980.

Software products:
• Claims Work: $45,000; unbundled

or bundled hardware and software;
mini computer; first installation, 1980;
45 total installations, 40 in employee
benefit departments. Functions include
automatic medical, dental, vision,
short-term disability claims administra-
tion and adjudication module; can be
used to communicate benefit programs
to employees; is designed to administer
claims under COBRA

• Cost Work: $5,000; unbundled or
bundled hardware and software; mini
computer; first installation, 1980; 15
total installations, 10 m employee bene-
fit departments. Functions include pre-
certification, second and third surgical
opinion, savings calculations and re-
porting; can be used to communicate
benefit programs to employees.

• HMOWork: $10,000; unbundled or
bundled hardware and software; mini
computer; first installation, 1985; four
total installations. Functions include
IPA administration, capitation, risk
pools, withhold accounts, gatekeeper,
primary care provider, specialty referral
tracking and authorization; can be used
to communicate benefit programs to
employees.

• BillingWork: $5,000; unbundled or
bundled hardware and software; mini
computer; first installation, 1982; six
total installations, five in employee ben-
efit departments. Functions include
group and individual billing, cash post-
ing; can be used to communicate benefit
programs to employees; is designed to
administer claims under COBRA.

• EAPWork: $25,000; unbundled or
bundled hardware and software; mini
computer; first installation, 1991; one
total installation. Employee assistance
program administration system, in-

Continued on nelt page
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cludes functions and screens for intake,
authorization, utilization review and fa-
cilities; can be used to communicate
benefit programs to employees.

User support: User groups/meetings,
telephone assistance available 10 hours
per day, on-line assistance.

Staff: 35 total, four professionals.
Clients: 45 employee benefit infor-

mation system clients. Sold systems to
five clients in 1990.

1990 gross revenues: $ 1.5 million
total; all from employee benefit infor-
mation systems, including 10% from
hardware sales, 40% from software
sales, 50% from software services.

Principal officers: William Whit-
more, president.

SOTRISS Corp.
945 E. Paces Ferry Road, Suite
1910, Atlanta, Ga. 30326;
404-261-6313; fax: 404-231-9541

Year founded: 1983.
Parent company: Lincoln National

Corp.
Software products:
• IS-5 Health: Unbundled hardware

and software; mid-range computer; first
installation, 1990. Functions include
benefits plan development and redefini-
tion, utilization review, contracting, eli-
gibility, billing, claims processing, com-
missions, cost containment,
management reports; is designed to ad-
mmister claims under COBRA

User support: User groups/meetmgs,
telephone assistance available eight
hours per day, enhancements, systems
consulting.

Staff: 80 total.

Branch offices: Los Angeles; Fort
Wayne, Ind.

Principal officers: Paul Harnson,
president/chief executive officer; Don
Taylor, vp.

Spectrum Human Resource
Systems Corp.
1625 Broadway, Suite 2800, Denver,
Colo. 80030; 303-534-8813;
fax: 303-595-9970

Year founded: 1986.

Software products:
• HR/2000: $7,625; unbundled hard-

ware and software; personal computer;
is designed to administer claims under
COBRA.

• HR/1200: $1,195; unbundled hard-
ware and software; personal computer.

• TD/2000: $4,495; unbundled hard-
ware and software; personal computer.

• AM/2000: $5,495; unbundled hard-
ware and software; personal computer.

User support: User groups/meeting,
telephone assistance available 12.5
hours per day, data conversion, imple-
mentation, customization, toll-free hot-
line, on-gomg training.

Staff: 65 total.

1990 gross revenues: $4 million
total.

Principal officers: James E. Spoor,
president; Nancy E. Spoor, vp-market-
mg/sales; Sally Burton Thompson, sales
manager.

Stellar Software Inc.

19406 E. Floyd Ave., Aurora, Colo.
80013,303-680-9408

Year founded: 1987.

Software products:
• FLEX-STAR-Flexible Spending

Account System: $2,295; unbundled
hardware and software; personal or
mini computer, mainframe; first instal-
lation, 1987; three total installations.
Calculates and processes flexible spend-
mg accounts and survey information.

• Bill-Star-Group Insurance Pre-
mium Billing System: $4,995; unbun-
died hardware and software; personal
or mini computer, mainframe; first in-
stallation, 1987; one total installation.
Bills employers for group insurance pre-
miums as well as billing for COBRA
participants.

User support: Telephone assistance
available eight hours per day.

Staff: Three total, all professionals.
Clients: Three employee benefit m-

formation system clients. Sold systems
to one client in 1990. Corporate em-
ployee benefit clients include 100% with
gross revenues less than $200 million.

Principal officers: Otto F. Feiler,
president.

Stop Loss
International Corp.

3333 Founders Road, Indianapolis,
Ind. 46268; 317-876-0399

Year founded: 1983.

Software products:
• ULTRAPLUS: $25,000; unbundled

hardware and software; local area net-
work or personal computer; first instal-
lation, 1987; 10 total installations, two
in employee benefit departments. P\mc-
tions include administering flexible
benefit plans; can be used to communi-
cate benefit programs to employees.

User support: User groups/meetings,
telephone assistance available eight
hours per day, on-site client training.

Staff: 65 total.

Clients: 15 employee benefit infor-
mation system clients, 100% with gross
revenues less than $200 million. Sold
systems to three clients in 1990.

Principal officers: Laurence B. Day,
chairman; William Black, president;
Sharon Day, vp-marketing; Steve Hen-
drixson, vp-select software division.

TALX Corp.
1850 Borman Court, St. Louis, Mo.
63146; 314-434-0046;
fax. 314-434-9205

Year founded: 1979.

Software products:
• The TALX System: $35,000-

$60,000; bundled hardware and soft-
ware; proprietary processor; first in-
stallation, 1986; 30 total installations,
all in employee benefit departments.
Functions include flexible benefit en-

rollment, 401(k) information, stock and
savings information, loan information;

M. LOURDES WOODY, R.N.
Medical Case Manage

T
can be used to communicate benefit
programs to employees.

User support: Telephone assistance
available 24 hours per day, consultation
services.

Staff: 70 total, 64 professionals.
Clients: 30 employee benefit infor-

mation system clients. Sold systems to
20 clients in 1990.

Branch offices: Boston; Irvine, Calif.
1990 gross revenues: $5.5 million

total; $1.65 million from employee ben-
efit information systems, including 75%
from hardware/software sales, 10%
from software services, 15% from main-
tenance.

Principal officers: William W. Can-
field, president; John E. Tubbesing, vp-
sales; Michael E. Smith, vp-marketing;
W. Gary Lowe, vp-business develop-
rnent
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TPF&C
Centre Square W., 1500 Market St.,
Philadelphia, Pa. 19102;
215-246-6000; fax: 215-246-6251
Year founded: 1934.

Parent company: Towers, Per:in,
Forster & Crosby Inc.

Software products:
• Pension Manager: Unbundled

hardware and software; personal com-
puter; first installation, 1986; more than
80 total installations, all in employee
benefit departments. Maintains a data-
base of defined benefit plan information
and performs pension and Social Secu-
rity calculations using a parameterized
pension calculation module; can be used
to communicate benefit programs to
employees.

• PenCale: Personal Computer: Un-
bundled hardware and software; first

Continued on nezt page

*SOUTHEAST US.-whenConservco
edital Case Manager Lori Woody was first
*blted about the 40-year- old auto accident
*m, ihere was little hope for his improvement.
 edical planpresented to the employer called

returning the patient home with intensive,
und-the-clock care.

That's when Lori, an R.N. with years of expe-
'ence at allievels of hospital and outpatient care,
' -k a hard look at this employee benefits case
d jumped into action.
"After visiting the patient, the prognosis didn't

 complete," said Lori. "I felt if I had a little
bre information, I could get a better feel for

4 Lerapy alternatives that might make a real
. erence for this man."

:44.When further investigations revealed an
ibcomplete spinal cord at the cervicallevel, Lori
.was able to put together a cost-by-provider report
on a number of facilities ideally suited to the

:lpatient's needs. The result was that a patient who
swas given little chance for improvement is now

0 becoming ambulatory and independent. Even
more astounding, this alternative plan of care
saved roughly $44,000 in medical costs over a
six-month period.

Each day, Conservco Medical Case Manage
ment nurses throughout the country handle
thousands of cases like Lori's. And not all require
on-site visits and extensive intervention. Some-

times, thousands of employee benefits dollars can

W SA/ING 544,000
ELPEDANACCIDENTVICTIM

GETBACKON HIS FEET.
A DAY IN THE LIFE OFA CONSERVCO MEDICAL CASE MANAGER, #2 IN A SERIES.

be saved and access to more appropriate care pro-
vided simply by making a few phone calls.

For the full story on medical case management
and other common sense cost-saving ideas from
Conservco, calll-800-525-5590. Because when it
comes to medical costs, it's time to put America
back on its feet.

CONSERVCO
WORKING TOGEI'HER, EVERYONE BENEFITS.

Integrated MedicaUDisabilit; Mminganent
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mstallation, 1985; 85 total installations,
all in employee benefit departments.
Mainframe: unbundled hardware and

software; first installation, 1974; 50

total installations, all in employee bene-
fit departments. Calculates defined
benefit pension plans; can be used to
communicate benefit programs to em-
ployees. Can be integrated into Pen-
sionManager.

• SSCalc: Personal Computer: Un-
bundled hardware and software; first
installation, 1984; 200 total installa-

tions, all in employee benefit depart-
ments. Mainframe: Unbundled hard-

ware and software; first installation,
1974; 90 total installations, all in em-
ployee benefit departments. Calculates
Social Security benefits; can be used to
communicate benefit programs to em-
ployees. Can be integrated into Pen-
sionManager.

• Account Manager: Unbundled
hardware and software; mainframe;
first installation, 1983; 201 total instal-
lations. Functions include total admin-

istration, recordkeeping and reporting
requirements for defined contribution
plans, participant statements and
check-writing components and real-
time telephone access.

• FlexManager: Unbundled hard-
ware and software; personal computer;
first installation, 1987; 40 total installa-
tions, all in employee benefit depart-
ments. Administers flexible benefit

plans and flexible spending accounts;
can be used to communicate benefit

programs to employees.
• Telephone Voice Response System:

Unbundled hardware and software;
personal computer and mainframe; first
installation, 1988; 40 total installations.
Provides benefit plan enrollment, flexi-
ble benefits, defined contribution plan
account balances, loan modeling and
transactions, defined benefit plan

values and projections, voice response
benefit statements, surveys and meeting
registration.

• Interactive Software: Unbundled

hardware and software; personal com-
puter; first installation, 1985; 15 total
installations. Provides retirement plan-
ning information, savings plan model-
ing, flexible benefit enrollment, elec-
tronic benefit statements.

User support: User groups/meeting,
telephone assistance, on-site services.

Staff: 5,000 total, 3,700 professionals.
Clients: More than 8,000 corporate

employee benefit clients.
Branch offices: 66 locations world-

wide.

Principal officers: John T. Lynch,
chairman/chief executive officer-

Towers, Perrin, Forster & Crosby Inc.; J.
Russell Southworth, managing director-
TPF&C.

Tesseract Corp.
150 Spear St., San Francisco. Calif.
94105; 415-543-9320;
fax: 415-543-5927

Year founded: 1971.

Parent company: The Prudential In-
surance Co. of America.

Software products:
• Tesseract's Benefit/Flexible Benefit

Plan Administrator: $100,000-$200,000;
unbundled hardware and software; per-
sonal computer or mainframe; first in-
stallation, 1982; 122 total installations,
all in employee benefit departments.
Tracks data for legislative compliance;
can be used to communicate benefit

programs to employees; is designed to
administer claims under COBRA.

• Tesseract's Investment Plan Man-

ager: $100,000-$200,000; unbundled
hardware and software; personal com-
puter or mainframe; first installation,
1987; 44 total installations. all in em-

ployee benefit departments. Functions
include defined contribution plan ad-
ministra:ion, 401(k), ESOP, after-:ax
savings; can be used to communicaze
benefit prognams to employees.

• Tesseract's Retirement Plam Man-

ager: $100,COG-$200,000; unbundled
hardware and software; personal com-
puter or mainframe; first installation:
1990; five total installations, all in em-
ployee benefit departments. Functbns
include defined benefit plan adminis-
tration for any retirement type „and all
forms of optional payments; can be used
to communica.e benefit programs to
employees.

• Tesserac.'s Claims Processing Sys-
tem: $100,000-$200,000; unbundled
hardware and software; personal con-
puter or mainframe; first installation,
1983; 15 total installations, all in en-
ployee benefit departments. Functions
include employer processing for medi-
cal, drug, dental, vision and hospital
claims and zost containment; can be

used to zommunicate benefit programs
to employees.

User support: User groups/meetings,
telephone assis:ance available 24 hours
per day: consulting, training, mainte-
nance, enhancement releases.

Staff: 220 total, 110 professionals.
Clients: 122 employee benefit infcr-

mation system clients, including 1( %
with gross revenues less than $100 mil-
lion, 10% with $200 million-$499 mil-
lion, 10% wath $500 million-$999 mil-
lion, 30% with $1 billion-$3.5 billion,
40% exceeding $3.5 billion. Sold :ys-
tems to 21 clients in 1990.

Branch offices: Boston; Dallas; De-
troit; Inverness, Ill.; Paramus ar d V ior-
hees, N.J.

1990 gross revenues: 70% from Eoft-
ware sales, 30% from software sfarviees.

Principal officers: William R. Lec k-
onby, president; Ronald Ellis, rp-sales;
Lyn Jensen, vE-finance; MaryKay Mar-

Master your universe of claims management with loss control. Outstanding service and support.
comprehensive software solutions from ISR Call now for a FREE preview disk. Or complete and
• 1SP HealthStar ·for health benefits management. mail this coupbn.

• ISP CompStar for workers' com- - ------ - -7
pensation claims. FREE PREVIEW DISK ;.....• ISP MultiStar for general liability | Specify Pr,*1

I .....claims.  Npme
• ISP MediStar for medical cost

ITi,le  Reach for the Stars©containment.

• ISP FirstStar for First Notice of  Company Nim»
Injury reporting. 1 Insurance Software AA,·1».'

• ISP Review for medical bill review i City 6. 74  Packages,Inc.
service. , Phone (  5118 North 56th StreetFully-adjudicating, user-friendly I

Preferred Disk Size: Bl-0401 Tampa, FL 33610
software improves productivity End 0 314 C Svi | (800) 237-8133

1 In Florida, (813) 621-6069
© 1991 Insurance Software Packages,inc.

vin, vp-marketing; Fran Swanson, vp-
technology; Mike Green, vp-consulting
division; Gary Durbin, founder/exec.1-
tive vp.

3M Health

Information Systems
575 W. Murray Blvd., Murray, Utah
84157; 800-367-2447;
fax: 801-261-3751

Year founded: 1981.

Parent company: 3M Co.
Software products:
• DRG Grouper Code 3/HSI Systems:

Unbundled hardware and software;
personal computer, mini computer or
mainframe; first installation, 1983. As-
signs DRG Group in hospitals.

• All-patient Refmed DRG Grouper:
Unbundled hardware and software;
mainframe. Addresses cost, effective-
ness and quality.

User support: Telephone assistance
available 24 hours per day.

Staff: 300 total.

Branch offices: Wallingford, Conn.
Principal officers: A.E. Eggert, gen-

eral manager; Ron Bernier, business
unit manager.

Travelers Cos. Risk

Management Information
Services

One Tower Square, Hartford, Conn.
06183-4063; 203-277-1679; fax:
203-277-2876

Year founded: 1864.

Parent company: The Travelers.
Software products:
• INFORM: Unbundled hardware

and software; mainframe; first instaila-
tion, 1988; 70 total installations, 64 in
employee benefit departments. Func-
tions include employee benefit claim fi-
nancial and statistical repor.ing and
analysis; can be used to administer
claims under COBRA.

• Group CARMA: Unbundled hard-
ware and software; mainframe; Func-
tions include identification of workers

compensation and employee benefit
double-clipper claimants; can be used to

administer claims under COBRA.

User support: User groups/meetings,
telephone assistance.

Staff: 17 total, all professionals.
Clients: 70 employee benefit infor-

mation system clients, including 10%
with $200 million-$499 million, 10%
with $500 million-$999 million, 60%
with $1 billion-$3.5 billion, 20% ex-

ceeding $3.5 billion. Sold systems to
22 clients in 1990.

Branch offices: Brea, Calif. and Na-

perville, Ill.
Principal officers: Jack Gardner,

vp; Matthew Carden, director.

Travis Software Corp.
1001 S. Dairy Ashford, Suite 206,
Houston, Texas 77077;
713-496-3737

Year founded: 1986.

Software products:
• Corporate COBRA Manager:

$1,295; unbundled hardware and soft-
ware; personal computer; first installa-
tion, 1986; 2,506 total installations,

2,153 in employee benefit departments.
Administers claims under COBRA; can
be used to communicate benefit pro-
grams to employees.

• TravisFlex: $1,295; unbundled
hardware and software; personal com-
puter; first installation, 1987; 568 total

' installations, 418 in employee benefit
departments. Administers flexible ben-
efit plans; can be used to communicate
benefit programs to employees.

• Group Premium Billing Manager:
$3,995; unbundled hardware and soft-

ware; personal computer; first installa-
tion, 1989; 68 total installations; func-
tions include premium billing.

User support: Telephone assistance
available eight hours per day.

Staff: 22 total, 11 professionals.
Clients: 2,571 employee benefit in-

formation system clients. Sold systems
to 388 clients in 1990.

1990 gross revenues: $1.9 million
total; all from employee benefit infor-
mation systems, including 54% from
hardware sales, 46% from support sys-
terns.

Continued on net page
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Overp aying staffs
plagues agencies \4

f

/ It

Their failure to change with the times
Ill t

.1 t

1 ,
4

spells disaster,' principals cautioned
1

111111 ''. ,
i f-By LAURA MAZZUCA / IA: 4,1jf,'Agents are getting

/ 1 lumping agency commissions are making it
more important than ever to reassess better about it, but they
producer compensation

Commissions, by one consultant's still can't analyze how they
estimate, have dropped to 13% from 22% of spend their money.' 1; tjpremium volume in the last 15 years, and many 1 1, $

agencies have failed to react - Roy Phillips"It's very easy to slip into the overspending
philosophy," said Roy Phillips, partner at King-Smith King-Smith Insurance Consultants 1

Insurance Consultants in Houston -Agents are getting
better about it, but they still can't analyze how they 1 1

spend their money "

Overly generous principals run the risk of eroding All of these "stressed" agencies share one trait They j

the agency's bottom line and often end up having to overcompensate non-owner producers
skimp on their own compensation The temptation to overcompensate is especially

"Owners are without question taking too little in the prevalent for agencies with older producers, who are
way of return," by, for instance, drawing only a salary carrying commission splits from more lucrative times,
and getting no return on their equity, said Larry said Mr Phillips f

f

Marsh, president of Marsh, Berry & Co Inc in Mentor, These splits grew more impractical as books of --;22> if -- \ 1 1,-1,1/4
i

Ohio business got "skinnier" in the early '8Os, he said 4

"That's why thousands of agencies are going And because many traditional perks like trips,
through the sale process right this minute," he said company cars, country club fees and other goodies

As a result, principals are taking a long, hard look at have long gone out the window, many producers 4
compensation, especially for producers, who absorb a expect a big commission split to make up for it 1 1%significant amount of a typical agency's revenues Most principals continue to use "extravagant 111", \*According to a 1989 compensation survey by the formulas" to pay producers for both new and renewal 2,/ p ¢

2 5

ENational Assn of Professional Insurance Agents, business, but those formulas are rapidly becoming , C:f57
producers on average take 38% of agency commission outdated, he said Variables like customer service r f f r ; + 4 f .7 4a.

on new accounts, 27% on renewals, and 31% for representatives taking on an increasing workload and 4

additional business for existing accounts, said Miriam agencies seeking specific lines of business make it t..
t Y

Meister, executive vp of the PIA Insurance impossible to apply the formulas of old C:-

Foundation Consultants put the "average" commission split at
"Most agency principals realize they have to scale 40% for new and 25% for renewal business, yet they .cl 2,4

,
1

back on their producer compensation," noted Charles caution that all producers are not created equal lit 'ti/, 1
E Coyne, a senior consultant with Business Producers today are generally "a hybrid between an

1 .

1:
Management Group, an agency consultant in Hartford, account executive and a dynamic new business
Conn "They can't pay 45% splits on renewal business generator," said Timothy J Cunningham, senior
and still make a 15% profit " consultant with Hales & Associates of Oak Brook, Ill

The problem is much more urgent today than it was While an account executive is a -business keeper," a n*

only a few years ago, said Mr Coyne The soft market new business generator is "driven by selling" and is 1 tb
has worn on now for almost five years, resulting in less not interested in maintaining renewals

'4

business and shrinking commissions, even as agency That disparity requires agencies to offer several
revenues are depleted by rising overhead expenses compensation plans, otherwise, "you end up with a big ' 1 11 -drf:> LE#r'

In 15 years, the average commission an insurer compromise for everyone," Mr Cunningham said
r, , 11 1granted an agency has shrunk more than a third-to When CSRs, account executives and other

about 13% from 22%, said Tom Williams, an agency , paraprofessional support staff" handle a lot of it 1 1=1 1
consultant and president and chief operating officer of administrative work, producer compensation should
Noack & Dean Insurance Agency in Sacramento, Calif be lowered, he advised (see story, page 5OB)

"So if you're still operating the way you did 15 years Conversely, agencies with smaller, less productive 1 ,
ago, it spells disaster," Mr Williams added support staffs should give producers higher P

In the mid-'8Os, many agencies were still paying commission percentages, he said
producers as much as 50% of commissions for new Commission splits for producers must also be tied to

.

business But forward-thinking principals tightened overall business goals, said Mr Marsh of Marsh, Berry
their belts by cutting commissions and eliminating As more agencies shift their focus to larger

t IK 4

r b

traditional perks like company cars and country club commercial policies, for instance, they tend to give no i 44 : #.., I

nnennberships (AIBT, April 4,1988)
'' 11'

commission split for renewals on personal lines Small -

Austerity programs were further honed as the commercial account renewals also bring little or no
market, defying all odds and predictions, stayed soft split Depending on the agency, "small" may mean
By 1990, a typical producer compensation structure less than $500 or $1,000 in commissions, though larger .171,&7

$ h

was 40% of commissions for new business and 25% to agencies sometimes define it as high as $5,000, he said 1

30% on renewals (A/BT, April 2, 1990) Other agencies take a different tack To encourage
4 1

Today that percentage is even lower for locally handling of larger policies, they specifically reward t

owned, smaller agencies, which pay producers an producers who bring in that size business a

average 35% of commission for both new and renewal At Noack & Dean, producers earn 60% of
business, said Lee Schexnayder, president of commission on new accounts that exceed $50,000, but
Insurance Resource Consultants in Fair Oaks, Calif only 40% on smaller accounts, said Mr Williams This

"That's about all they can afford to pay these days process helps offset overall reductions in commissions
and still make a buck," he added Commissions on referrals can present dicey

Mr Phillips of King-Smith Insurance Consultants problems for primarily commercial agencies that have I 4

specializes in financial analyses for agencies in life and health departments
-

"dispute situations," such as bankruptcy, split-up of To foster cooperation between producers from the 4,

principals and tax problems Continued on next page
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Pay cut revolts averted, but only narrowly
By LAURA MAZZUCA

Agencies that have cut producer
compensation compare the ordeal
to visiting the dentist. It's time-
consuming, painful and initially
expensive, but it's good for you.

Each agency principal has a dif-
ferent story to :ell. Most, however,
went through similar steps: They
decided they were overcompensat-
ing; formulated a replacement sys-
tem; put that system into place and
dealt with the ensuing fallout.

Finally, they say, they saw some
improvements.

THE DECISION

Confronting the numbers
A lingering soft market may have

been partially responsible for some
principals cutting back. But many
only had to take a closer look at
their competition to know they
were paying producers too much.

"We were just plain out of line,:'
said John Welch, president of Wal-
lace, Welch & Willingham, a sec-
ond-generation, $30 million annual
premium volume agency in St. Pe-
tersburg, Fla.

Although his agency was becom-
ing financially overextended be-
cause of the soft market, the real
reason he wanted to reduce pro-
ducer missions was because his

producers were paid more than
others in the region, he said.

A long, hard look at the dollars
coming in and going out was

enough to convince consultant and
agency principal Tom Williams to
restructure producer commissions.

Based on the industry's standard
of 15% annual return, Mr. Williams

could plainly see that his 50%-35%
commission splits were too rich for
the agency's blood.

"All I had to do was show them

the numbers; they knew I was
right," said Mr. Williams, the pres-
ident and chief operating officer of
Noack & Dean Insurance Agency
in Sacramento, Calif.

Any established agency with
more than $15 million in annual

premiums could confront the prob-
lem of overcompensation, said Mr.
Williams.

Rapid expansion can magnify the

problem. "As you get bigger, you
start realizing that there is a n ar-
row margin of profit," he said.
About nine years ago, with 25 pro-
ducers scattered at acquired agen-
cies throughout the Southeast, Mr.
Williams said, he really began to
feel the pinch.

Compensation problems plague
some principals from the time they
attain ownership.

This was the case with Greg
Morris, president of the Morris &
Dee in San Luis Obispo, Calif., a
$34 million annual premium vol-
ume agency.

Four years ago, when Mr. Morris
retired the stock of his retiring
partner-doubling his stake to
80%-he inherited an agency that

First Nonprofit Trust Coverages
& Sponsored Proarams:

Property
Liability
Automobile

Umbrella

Crime

Directors & Officers

Boiler & Machinery (IL Only)
Workers' Comp (IL Only)

4 First Nonprofit Trust.
NONPROFIT-- First is Still First.
COMPANIES

Property & Casualty Coverages for 501(c)(3) Nonprofits Nationwide
Since 1978.

501 (c)(3) Nonprofits:

· Health

· Community
· Human Services

· Arts &Culture

· Religion Related
· Housing & Shelter
· Youth Development
· Educational & Instruction

Available only through licensed
Agents & Brokers.

First Nonprofit Companies
111 North Canal Street

Chicago, IL 60606
312•930•9500/800•526•4352

was disorganized and suffering
from a lack of focus, he said.

Commercial lines producers were
taking up to 50% of commission on
both new and renewal business,
and insurers were sharply cutting
back commissions or pulling out of
California altogether.

High producer commissions
clearly had to go, said Mr. Morris.
"I had to create levels of responsi-
bility for our people."

Other principals decide to alter
commission structures to target
specific types of business-and to
dodge the soft-market bullet.

Thoits Insurance of Palo Alto,
Calif., is now phasing in lower
commissions to specifically reward
producers who bring in larger ac-
counts, said Chief Executive Don
Way.

"The soft market may have
spurred it, but this change is one
we would have made sooner or

later," said Mr. Way, whose agency
has $40 million in annual premium
volume.

THE PROCESS

Back to basics or on to
new markets?

Before changing commission
structures, principals should have
a good idea of where they want to
take their agencies, and how doing
so will help.

For Don Reise, president of In-
surance Exchange Inc. in Rock-
ville, Md., the highest priority is
motivating producers who have
grown fat and lazy on a commis-
sion-plus-draw system.

"If salary is too high, the comfort
level is too high," said Mr. Reise,
whose agency has annual premium
volume of $15 million.

As a 30-year veteran of the busi-
ness, "there isn't a formula I
haven't used," Mr. Reise said. But

to make his eight producers more
aggressive, "I'm going back to
what I used when I started-

straight commission."
Paying commissions only "when

the business is there" is especially
important in a soft market, he
added.

Because the producers at Insur-
ance Exchange already have con-
tracts with the agency, the new
system will be gradually phased in
over the next several years as the
contracts expire.

Salaries will be reduced gradu-
ally over a year. Draws will con-
tinue for three months, but then be

phased out over nine months.
At Wallace, Welch & Willingham

in St. Petersburg, Fla., the primary
focus was adding larger accounts.

Four years ago, when Mr. Welch
decided to alter producer compen-
sation, producers were getting 40%
of commissions on both new and

renewal commercial property/ca-
sualty business; 60% on new and
renewal life business; and 60% on

group business.
To encourage them to land larger

accounts, he set commercial prop-
erty/casualty producer commission
at 35% on accounts over $5,000,
and 17% on accounts between

$5,000 and $2,500. Accounts below
that level carry no commissions.
New and personal lines commis-
sions were also cut to 10%.

Support services were bolstered
to free up producers-an expensive
step in restructuring producer
compensation. The agency set up a
marketing and telemarketing de-
partment and gave customer ser-
vice representatives more responsi-
bility for account rounding, paying
them a bonus for new business

based on account size.

And a commercial lines sales

manager was hired "to give these
producers all the help they can get

Continued on next page

Despite these and similar success
Continued on next page
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and maximize their time on the
street," said Mr. Welch. The sales
manager's job is to develop niche
marketing plans, go out on calls with
the producers and delegate the col-
lections and servicing tasks that had
bogged down producers in the past.

The agency also continues to pay
business-related expenses to the pro-
ducers, including some country club
dues and auto allowances, he said.

Morris & Dee, the San Luis Obi-
spo, Calif., agency, altered its com-
mission structure to tighten the or-
ganization of its sales department.

Mr. Morris began by reducing
commercial lines commissions to a

flat 30% on both new and renewal,
and reorganizing the producer sta-
bles. The agency now has six full-
time commercial lines producers; two
in-house personal lines producers;
two group producers; and two CSR/
account executives.

One other major change-paying
less for renewal business-was
soundly vetoed by the producers. "I
proposed it four years ago, and I
had a revolution on my hands," said
Mr. Morris.

Thoits Insurance, which is phas-
ing in lower producer commissions,
will vary the rates among depart-
ments, and also will gear rewards
toward landing bigger accounts.

Commercial property/casualty
commissions will be 50% for new ac-
counts and 30% for renewals. Ac-

counts with less than $2,500 in an-
nual commissions, for which
producers used to get 50% on new
business and 10% on renewals, will
carry no commissions, said Mr. Way,
president of the Palo Alto, Calif.,
agency.

Producers also receive incentive

compensation at year-end, depending
both on how the agency performed
and how their own books of business

performed, Mr. Way said.
THE FALLOUT

'Things got a little
snarly around here'

Asked if any of his 13 producers
were unhappy about having their
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commissions cut, Mr. Welch
laughed and said, "That's the un-
derstatement of the year! Things
got a little snarly around here for
about two or three months."

No producers quit, he said,
largely because Wallace, Welch &
Willingham had been paying more
than other area agencies.

About 16 employees have left
since the new system was insti-
tuted, though most were clerical
staff whose jobs were phased out
after the agency added transac-
tional computer filing.

"When somebody leaves, we ask
the department if we need to re-
place them; but we haven't had to
yet," Mr. Welch added.

Not all principals are that lucky.
At Morris & Dee, commission

cuts have caused an "ongoing
problem" with a top producer.

An offer of an increased owner-

ship stake has not assuaged the

bad feelings. "He wants to go back
to getting 50% of commissions,"
Mr. Morris said.

Yet the agency does not want to
lose him: He generates more than
$700,000 a year in agency commis-
sions.

Mr. Way, who advises principals
to reason with producers, said he
has had no problems with attrition.
"We have not lost any producers be-
cause of this," he said. In fact, most
successful producers appreciate the
current system, since it focuses on the
business the agency really wants, he
added.

THE OUTCOME

Encouraging signs, but
probiems linger

After the initial pain, the com-
pensation cuts definitely produced
positive results, said Mr. Welch.

The cuts were one reason behind

a 73% rise in per-employee reve-
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nues, from $48,000 before the cuts
in 1984 to $83,000 today, he said.
Automation systems were also im-
proved and the number of employ-
ees cut from 67 to 51.

Although Morris & Dee has fared
well-revenues are up to $4 million
from $3 million in four years-Mr.
Morris believes that producers are
still the "weak link."

Negotiations continue with his
recalcitrant producer. And some
hard-working CSRs have grown to
resent having work dumped on
them by highly paid producers.

But since some of the agency's
lackluster producers are still well
compensated, "they couldn't go
anywhere else, so they're stuck-
and we're stuck," Mr. Morris said.

Restructuring has also failed +0
ease other problems. While he and
his current partner continue to
carry the agency in terms of pro-
duction, producer complaints have

prevented him from further tight-
ening commissions to 35% from
55% on new business, and a flat
25% on renewal, Mr. Morris said.

Mr. Way's agency has continued
to grow since he bought into the
ownership in 1975. Today, the
agency has $40 million in annual
premium volume, and has gone
from five to 52 employees with rev-
enues per employee of $100,000.
All 13 producers, including Mr.
Way, are fairly compensated, with
each of the agency's 38 non-sales-
persons salaries proportionally al-
located to specific producers, de-
pending on who does what for
whom, he said.

Although this system, which is
produced on the agency's computer
system, took several weeks to set
up and takes several days per
quarter to figure, it is the most eq-
uitable way to compensate employ-
ees, hesaid. .
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Committee John Dingell are among
this year's speakers at the IIAA
NationalLegislativeConference
the insurance industry's largest
annual gathering on Capitol Hill.
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idents Reagan and Bush, House
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Agencies trim away fat
from producers' benefits

By LAURA MAZZUCA which

or six

Many company cars have long
since been sold, and more than a
few golf clubs have undoubtedly
gone to rust since some insurance
agencies stopped paying country
club dues.

But commercial lines producers
still enjoy a cornucopia of benefits.

Vacations and tuition reim-

bursement for work-related

schooling are two of the common
benefit offerings, a recent survey
found.

And staples like group health
and life insurance are offered by
80% to 90% of surveyed insurance
agencies.

Other benefits include client en-

tertainment, retirement plans, eq-
uity sharing and deferred compen-
sation, the National Assn. of
Professional Insurance Agents
found in its most recent survey in
1989.

But, the recession since then has
forced some agencies to cut back
benefits, according to Larry
Marsh, president of consultant
Marsh, Berry & Co. Inc., based in
Mentor, Ohio.

For example, agencies typically
are requiring staffers to pick up a
greater portion of their health care
coverage costs by paying higher
premiums for dependant care or
paying higher deductibles, he said.

And while the PIA survey
showed that agency-paid pension
plans are popular, they are pre-
dominantly offered by larger agen-
cies.

Eighty percent of agencies with
annual premium volumes exceed-
ing $10 million offer such plans,
compared with only 39.9% of those
in the $1 million to $3 million cate-
gory and 29.7% of those with less
than $1 million in annual premium
volume.

Some agencies also have cut cor-
ners by scaling back profit-shar-
ing and pension plan contribu-
tions, Mr. Marsh added.

But many mid-sized and large
agencies apparently are trying to
make that up to top producers with
deferred compensation plans.

Such plans, which typically pay
a retiring agent about 15% of what
is renewed on his book of business

over five years, are growing more
popular, said John Jaques, presi-
dent of John H. Jaques Inc., an
agency financial consultant in No-
vato, Calif.

This retirement benefit pays for
itself if the agency is using a sepa-
rate commission structure for

"house" accounts, since the retir-
ing producer's business will be
split up among existing producers
for servicing and therefore subject
to lower commission rates, he said
(see story, page 50A).

Deferred compensation pro-
grams were offered by only 6.5%
of all respondents and were most
popular among the largest agen-
cies. Commercial lines agencies
were more likely to offer the bene-
fit-8.4% than personal lines agen-
cies-3.2%.

More agencies also are adopting
a plan that allows producers to
become part owners of a book of
business after they have been with
an agency for many years, said Lee
Schexnayder, senior vp of of Insur-
ance Resource Consultants in Fair

Oaks, Calif.
For example, if the producer has

placed business totalling $500,000
in revenues, the agency can con-
tract to give him as much as a 50%
ownership in that amount for re-

tirement or other purposes,
is generally paid over five
years.

Agenc.es also are interested in
bringing in new owners by extend-
ing partnership to producers, Mr.
Schexnayder said. Equity serves
the dua- purpose of spurring the
produce:'s interest in the ageney
and providing the basis for a per-
petuasion plan, he added.

Like paid retirement and de-
ferred campensation plans, equity-
sharing plans remain more popular
with larger agencies than wirh

smaller ones, the PIA survey
found.

Equity sharing was ofiered by
only 3.1% of agencies with pre-
mium volumes of $1 million or less.

But 9.2% of agencies with premium
volumes of $3 million to $5 million

offered equity sharing, ard 1 E 1%
of agenzies with premium volumes
exceeding $1) million offered eq-
uity sharing.

Commercial lines agencies were
more likely to offer equity sha Iing
-14%-than were personal lines

agencies-5.2%. m

7%

Where the perks are
Be they'staples like group insurance policies or newer innovations
like retirement plans, those offered by larger agencies tend to be
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Agency chiefs not on road to riches
Owners claim smaller piece
of agency revenue pie: Survey

By LAURA MAZZUCA

The rich did not get richer at in-
surance agencies in 1990-at least
not much.

Owners of both suburban/urban

and rural agencies reported that
they received 25% of total agency
revenues in salary and bonuses on
average in 1990, according to a re-
cent survey.

Although previous compensation
surveys by The Middleton Group,
an agency consulting firm in Lisle,

Ill., did not ask agency owners to
provide this information, Middle-
ton President Carol A. Hammes

said the survey's results, taken to-
gether with results of other stu-
dies, indicate that owners are lak-
ing a smaller slice of the agency
revenue pie than last yea r.

However, compensation for non-
owner employees at agencies in-
creased this year 4% to 696. the
survey reports.

About 800 independent agencies
nationwide participated in the

firm's annual compensation sur-
vey. Salary information was sought
for all employees, from light cleri-
cal help to producers.

About 72% of the responding
agencies were located in urban or
suburban areas, while the remain-
ing 28% were located in rural
areas.

Among agencies in both areas,
managers and other personnel
comprised 77% of the staff, and
the remaining staff members were
salespeople.

Suburban and urban agencies
have 16 employees and $6.5 million
to $7 million of premium volume
on average.

Rural agencies have eight em-
ployees and $3.5 million to $4 mil-

lion of annual premium volume on
average.

Urban/suburban agencies re-
ported pretax profit margins of 8%
in 1990, compared with 12% at
rural agencies.

The variance is directly related
to the larger portion of revenues
that go to staffs at urban/subur-
ban agencies, according to Ms.
Hammes.

However small agencies in many
areas must pay what larger ones
pay to attract and retain quality
employees, Ms. Hammes said.

Among agencies in both areas,
salaries and bonuses for owners

declined, with owners taking a
smaller percentage of stable reve-
nues for salaries and bonuses than

WHEN YOU CONCENTRATE
ON DOING ONE THING,YOU GET

TOBI VERI VERY GOOD.

The best way to meet the special needs
of the personal insurance market is with
resources dedicated solely to them. That's
why we created our new, separate Personal
Insurance Division.

We're operating this new division with
a single-minded focus and commitment to
excellence. And we're making the investment
in people and technology to make it work.
Which means we'll do whatever it takes to be

completely responsive to our agents· and
customers.

We're placing our personal lines
professionals out on the front lines in the
markets we serve. And we' re giving them
greater freedom to write their own business.

Plus, we're streamlining our entire
operation with centralized processing. to be
followed shortly by new automated systems
that will allow us to provide new standards
of service.

So remember. if you'd like to work with
professionals who are totally dedicated to
personal insurance. you now have a new
source to think about.

MarylandCasualty
Personallnsurance

A member of the worldwide Zurich Group.

in 1989, according to Ms. Hammes.
Though the 1990 survey does not

report any comparative data on

this point, Ms. Hammes pointed
out that other recent studies by
Middleton showed that owners' sa-

laries and bonuses as a percentage
of total agency revenues have
dropped a couple of percentage
points frorn 1989.

The agency president or chief ex-
ecutive officer-who also is almost

always an agency owner-last year
drew a salary and bonus of $95,530
in the urban/suburban agencies
and $51,210 in rural agencies, on
average, the survey reports.

The industry-touted sales man-
ager position has not caught on in
either urban/suburban agencies-
15% of which had a sales manager
-or rural agencies-12% of which
had sales managers.

Average sales manager salaries
were $57,730 and $41,210, respec-
tively. The survey did not provide
comparative data.

However, other agency employ-
ees fared better, according to the
survey.

Non-owner salaries and commis-

sions consumed a larger percentage
of revenues at urban/suburban

agencies than at rural agencies, the
survey found:

• 36% at urban/suburban agen-
cies-14% for non-owner salespeo-
ple and 22% for other staff.

• 31% at rural agencies-11% for
non-owner salespeople and 20% for
other staff.

In both urban/suburban and

rural agencies, office managers
have become more prevalent and
their pay has increased.

Forty-three percent of the
urban/suburban agencies have of-
fice managers, who earn $40,540
on average, up 22% from $33,150 in
1989.

And, 38% of the rural respon-
dents have an office manager,
whose salary averages $31,135, up
19.9% from $25,971 in 1989.

Method of producer payment
varied widely among urban/subur-
ban and rural agencies, the sur-
vey found. Forty percent of urban/
suburban agencies pay straight
commissions, while 27% of rural
agencies do.

Only 10% of the urban agencies
compensate their producers with
salary alone, while 20% of the rural
agencies pay only salaries.

When compensating producers
with a percentage of commission,
these percentages are the same for
both urban/suburban and rural

agencies: In personal lines, the av-
erage commission rates are 45% for
new business and 36% for renew-

als; for commercial lines, the aver-
age rate is 44% on new business
and 35% on renewals. The average
percentage paid for handling ac-
counts produced by other sale-
speople is 26%.

The survey noted other differ-
ences between urban/suburban

and rural agencies in their hiring
and payment practices for several
other categories of employees:

•Light clerical personnel.
A "dramatic" increase was found

in the number of agencies that
have hired individuals to specifi-
cally perform "light clerical" work
to free up others for more complex
tasks.

Eighty-six percent of urban/sub-
urban agencies and 67% of rural
agencies had such personnel in
1990, compared with 72% and 62%,
respectively, in 1989.

Thirty-four percent of the subur-
ban/urban agencies in 1990 paid
"light clerical" workers less than
$12,000, while 63% of rural agen-
cies paid those workers less than
$12,000. In 1989, 58% of the urban/

Continued on next page
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Agency pay study
Continued from previous page

suburban and 80% of the rural agen-
eis paid light clerical workers under
$13,000.

• Word processing personnel.
Salaries were rising in this area,

Ms. Hammes noted.

Word processors at 15% of urban/
suburban agencies earned $12,000 or
less in 1990, compared with 17% in
1989.

But 25% of the urban/suburban

agencies paid word processors
$19,000 or more in 1990, up from
20% in 1989, according to Ms.
Harnmes.

Among rural agencies, 45% paid
word processors less than $12,000 in

1990, compared with 42% in the pre-
vious.

•Customer service representatives

-personal lines.
The number of CSRs and their sa-

4 *.

laries increased in 1991.

The number of personal lines CSRs

at agencies has grown so much over
the past several years that virtually

every agency responding to the sur-
vey employs a CSR with at least two
years' experience, the survey re-
ported.

Ninety percent of agencies em-
ployed personal lines CSRs in 1990,
compared with 89% in 1989 and 70%
in 1988, the survey found.

Salaries for this position contin-
ued to grow faster than in any other
category, with 58% of the urban/sub-
urban agencies paying $19,000 or
more and 80% paying $17,000 or
more in 1990. In 1989, only 70% of
the urban agencies paid $17,000 or
rnore.

Among rural agencies in 1990, 28%
paid $19,000 or more, and 49% paid
their personal lines CSRs $17,000 or
more. A year earlier, only 38% paid
$17,000 or more.

This small-business owner

loves the stability
of the Quality Series.

Sound and secure major medical
coverage fkom United States Life.

It's easy to see why this small-business
owner is considered a prodigy by his
peers and employees. He chose the
Quality Series, a plan backed by more
than forty years of continuous small
group experience.

For more information about the

Quality Series, call today.

TOLI.

FREE 1-800-344-3481
THE UNITED STATES LIFE
Insurance Company

A U:lIFE COMPANY

EXECUTIVE OFFICES:

125 Maiden Lane, New York, NY 10038

GROUP OPERATIONS CENTER:

3600 Route 66 / PO Box 1580

Neptune, NJ 07754-1580

Better pay reflects growing pro-
fessionalism among staff long con-
sidered mere clerical assistants, Ms.
Hammes noted.

Even salaries for CSRs with less

than two years' experience grew in
1990, though less than for their more
experienced counterparts.

• Customer service representatives
-commercial lines.

They are not as prevalent as per-
sonal lines CSRs, but virtually all
urban/suburban agencies--96%-had
at least one.

Sixty-nine percent of them made
more than $24,000 per year.

And, higher salaries are on the in-
crease for commercial lines CSRs at

urban/suburban agencies. About
one-quarter made more than $32,000

in 1990, compared with 16% the year
before.

Some 57% of the rural agencies
have commercial lines CSRs.

Sixty-nine percent made less than
$24,000, and one-fifth made more
than $27,000.

The survey also found that more

than half of the agencies pay group
health care insurance and education

expenses for producers.

Almost half pick up business
travel, and 38% of urban agencies
and 26% of rural pay business en-
tertainment expenses.

Many agencies provide either a car
or a monthly auto allowance for busi-
ness use, averaging $290 per pro-
ducer per month at urban/suburban
agencies and $254 per month in rural
agencies.

The compensation survey costs $10,
and members of associations that
subscribe to The Middleton Letter

can obtain specilic state results. The
survey is auaitabte from The Middle-
ton Letter, P. O. Box 1347, Lisle, ILL
60532; or call 708-515-1044.

Pats on the back
and smaller raises

for the 6forgotten'
By LAURA MAZZUCA

Producers and customer service

representatives aren't the only hard
workers in an insurance agency.
Clerical workers, bookkeepers, ac-
countants and other sometimes "for-

gotten" staffers are an integral part
of the operation.

While it isn't necessary to deal with
complex formulas and commission

structures used to compensate pro-
ducers and CSRs, support staffers
still demand compensation and rec-
ognition for a job well done.

Support staffers are motivated oy a
straight salary, structured to reflect
job descriptions and tenure, said
Timothy J. Cunningham, senior con-
sultant with Hales & Associates in

Oak Brook. Ill.

As wage/salary cost control be-
comes more important in the soft
market, agencies will rely more on
an employee's job performance to as-
sess his compensation, rather than
blindly handing out raises, said John
Jaques, president of John H. Jaques
Inc. in Novato, Calif.

Since commercial lines commission

are only projected to rise 3% to 5%,
average pay raises for support
staffers should not exceed this, he
said. "We're seeing a much lower av-
erage raise being given this year.'

But money isn't the only thing that
attracts and motivates staffers-in
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fact, consultants say in some cases
it's far down on the list.

Recognition and reinforcement, by
way of periodic performance reviews
and daily interaction with manage-
ment are often more important-or at
least as important-to staffers, Mr.
Cunningham said. "People want to be
patted on the back when they do

something good and kicked in the
butt when they muck up."

The most successful agencies typi-
cally are not those that pay the high-
est salaries or award the biggest bon-
uses, Mr. Jaques said, but are those
that have "created an environment

where people like to show up and
make their job easy to perform."

This means having a pleasant of-
fice, an efficient automation system,
in-depth job descriptions, good com-
munication between management
and staff and a policy of "treating
people with a high amount of re-
spect," he said.

Staffers also appreciate perks-
like flexible work hours, additional

days off or weekend stays at a local
hotel-that are tied to good job per-
formance. And many of these can
cost an agency little or nothing.

But the first step an agency should
take to improve staff efficiency, per-
formance and motivation is to care-

fully structure job descriptions and
salaries, Mr. Cunningham said. Too
often, compensation is inconsistent
and "uncoordinated," especially in
larger agencies that have "great dis-
crepancies (in pay) between posi-
tions" and departments and some-
times between job titles, he said.

To avoid this, agency principals
must formulate job descriptions and
stick to them, said Robert E. Kurd-

ziel, president of Kurdziel & Associ-
ates, an agency and an agency con-
sultant in Atlanta. "This will prevent
you from hiring people for the wrong
reasons," according to Mr. Kurdziel.

Mr. Kurdziel also recommends that

the principal or another agency offi-
Continued on nert page
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cial write an operations manual to
help staffers do their jobs.

Job descriptions should be tied
directly to salary, with bonuses or
raises in order when the staffer's per-
formance exceeds the description.
agents and consultants advise.

For example, employees at Mor-
ris & Dee in San Luis Obispo, Calif.
from mailroom clerks to managers:
are salaried on a grade level from 1 to
14, said President Greg Morris.

Mr. Kurdziel recommends a per-
formance review every 30 days dur-
ing a staffer's first 90 days of em-
ployment and a review every six
months thereafter. Salary reviews
should be held annually.

Raises and bonuses should be given
only if a staffer's job performance
warrants it, Mr. Cunningham said,
to prevent falling into "the trap of
just giving salary increases, which
tend to grow geometrically."

If an agency feels it must give a
"flat" raise to all employees, they
should be held to 2% or 3% to keep
pace with inflation, as opposed to
the 8% or 10% annual'raises ihat
many agencies pay, he said.

To reward good job performance,
the principal must measure the
staffer's annual performance against
the existing job description, said Don
Way, chief executive officer of Thoits
Insurance in Palo Alto, Calif.

At Thoits, a staffer must service a
set amount of business, exceed a cer-

tam policy count, make a minimum
number of client contacts or meet

revenue "benchmarks," he said.

Some agencies encourage coopera-
tion within departments by using
"team incentives," said Charles S.
Watson, president of Watson Associ-
ates, a management consultant in
Wethersfield, Conn. Under this

method, performance goals are set for

W

a department, and employees are
measured by their performance and
that of their peers, he said.

Agencies may also boost staffers'
performance by constructing the
agency's accounts to minimize trans-
actions, he said. "To improve perfor-
mance in an agency, examine the
work flow, and part of this is to ex-
amine account construction."

By working with insurers and un-
derwriters, agencies can, for exam-
ple, reduce the processing of pre-
mium-bearing endorsements to once
a year, or fold commercial package
coverages into a single renewal, he
said. Chances are that the insurer

branch office will be happy to accept
any method that will cut down on
the administrative load, he said.

While it is a good idea to reward
quality job performance with a
bonus, some agencies have abused
bonuses, because few principals un-
derstand how to link them to job per-
formance, Mr. Jaques said.

The soft commercial property/ca-
sualty market has forced many agen-
cies to eliminate Christmas and other

"standard entitlement" bonuses, he
said. If these are paid for three con-
secutive years, employees expect
them; but in a bad year, it's hard to
explain why they're cut, he added.

Incentive bonuses should not be

given out randomly, since 50% to 75%
of the agency's employees probably
won't qualify for Such awards since
"their job performance during the
year won't change," Mr. Jaques said.

But, even if the agency does not
give cash bonuses, it can reward
staffers with other perks. Some
perks, like employee stock ownership
plans, can be a big agency expense,
while others cost virtually nothing,

Employee stock ownership pro-
grams can benefit both the agency
and its employees, said John Welch,

president of Wallace, Welch & Wil-
lingham in St. Petersburg, Fla.

Mr. Welch credits much of his

agency's success to the ESOP it offers
to all employees. Wallace, Welch em-
ployees now own 30% of the agency
under the ESOP program, he said.

Employees are eligible to partici-
pate in the ESOP after one year on
the job, he said. An employee is fully
vested after six years. The ESOP-
the agency's principal retirement
benefit plan-motivates employees
because "they're all owners," he said.

But, other perks can be easier to
establish and don't have to cost the

agency a dime.
One agency offers airline tickets as

a performance reward. The perk costs
the agency nothing: The agency's
president pays for them through his
vast frequent flier accrual.

A perk for Kurdziel & Associates'
10 employees is a company car that
chn be used by any staffer for work-
related business if his or her car

breaks down, said Mr. Kurdziel.
At Morris & Dee, employees can

take a day off per month in addi-
tion to sick leave, Mr. Morris said.
And, they are paid for any unused
sick leave, he said.

Flextime is another popular way
to attract and retain good staffers,
Mr. Welch said. His agency expanded
the flextime system traditionally
used during vacation months to a
full-time program last July.

Employees work from 8 a.m. to 5
p.m. on weekdays, and get their
choice of Monday, Wednesday or Fri-
day off, Mr. Welch said. Each em-
ployee also works a three-hour shift
one Saturday every six weeks.

So far, the agency's absentee rate
has dropped from 20 hours per em-
ployee per year to 10 hours he said.

More importantly, "morale here is
100% better," he said. I
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California agents protest 6efficiency' proposals
By LAURA MAZZUCA

SAN FRANCISCO-Insurer "ef-

ficiency standards" contained in
California Insurance Commis-

sioner John Garamendi's proposed
rules implementing Proposition
103 could imperil independent
agencies in California, agent trade
groups say.

Under the proposed standards,
state regulators would only con-
sider a certain amount of an in-

surer's expenses when determining
rates for individual lines of cover-

age. Mr. Garamendi said in com-
ments accompanying the proposals
that capping the amount of ex-
penses-including agent commis-
sions-that an insurer can claim in

rate hearings will give insurers an

incentive to become more efficient.

The proposed regulations outline
four standards, of which presum-
ably only one would be adopted.

While two of the proposals
would set different maximum ex-

pense allowances for insurers with
different types of distribution sys-
tems-direct writers, insurers with

captive agents and insurers using
independent agents-two propos-
als would group all insurers to-
gether for purposes of setting an
efficiency standard.

In comments that accompany his
proposed regulations, Mr. Gara-
mendi said it may be fair to com-
pare the expenses of direct-writing
insurers and insurers with inde-

pendent agency forces.
"The claim is that the mosz

LMONADE  04

r,=,1/

mb P
74 1

.S81<--: -- ---laRLL*42
12.12('T

I ... t,4 .../9.

NA' A

This small group has
catastrophe covered

with the Quality Series.
Catastrophic major medical
coverage from United States Li#

This healthy small group agrees that
the higher deductible option offered
by the Quality Series is well worth
the savings that the plan provides.

Finally, a concept even adults
can understand.

For more information about the

Quality Series, call today.

TOLL

FREE 1-800-344-3481
THE UNITED STATES LIFE
Insurance Company

A U:11 FE COMPANY
EXECUTIVE OFFICES:

125 Maiden Lane, New York, NY 10038

GROUP OPERATIONS CENTER:

3600 Route 66/ PO Box 1580

Neptune, NJ 07754-1580

costly form of distribution,
through independent agents, also
provides the highest-quality ser-
vice to the customers," Mr. Gara-
mendi wrote. "Yet a variety of
sources, including the Department
of Insurance, in examining com-
plaint records, finds no discernible
difference in customer satisfaction

among the three (direct writer, in-
dependent agent and captive
agent) methods. That suggests it is
appropriate to set a common effi-
ciency standard for all methods of
distribution."

The Independent Insurance
Agents & Brokers of California has
filed a brief with the Department
of Insurance opposing the pro-
posed regulations, charging that
the proposed efficiency standards
would reduce competition and
harm consumers, said Stephen L.
Young, staff counsel for the San
Francisco-based IIABC.

Comparing insurers that have

independent agency forces with di-
rect writers is "like comparing a
grape to a watermelon," he noted.

In its brief filed with the Depart-
ment of Insurance, the IIABC
"strongly urges" the commissioner

to rethink the efficiency standards,
calling the proposed system "non-

sensical or, at best, confusing" in

part because of vague wording and
undefined terms.

Because of the ambiguity of
much of the proposed regulations'
language-including undefined
terms like "good service" and
"reasonably efficient insurer"-the
Departmen: of Insurance is now
holding hearings "to put some
meat on the bones of these reguIa-
tions," Mr. Young said.

The IIABC contends that the

proposals could cause some insur-
ers to stop using independent
agents, forcing some agents out of
business.

"If all companies are held'to the
same cost standard-irrespective
of their size, the type of coverage
they write or their marketing and
distribution system-all will have
to move toward the lowest common

denominator to survive," noted the
IIABC's brief. "In all likelihood,
this means that all carriers will

have to become more like the large,
direct writers that serve only easily
accessible, high-profit markets."

In addition, the brief says prob-
lems that Independent agents al-
ready face "will be magnified End
distorted by regulations that create
disincentives to carriers that uti-

lize independent agents."
The brief later notes that "there

are millions of policyholders who

buy insurance through indepen-
dent agents, who renew their poli-
cies through independent agents
and who willingly bear the
cost. . . .It would be presumptuous
indeed to tell consumers that their

choices no longer will be re-
spected."

Representatives of the Profes-
sional Insurance Agents of Cali-

fornia & Nevada in Van Nuys,
Calif., have testified at several

hearings against the proposed ef-
ficiency standards and have
launched a letter-writing cam-

paign to urge Mr. Garamendi to
set, separate efficiency standards
for different methods of distribu-

tion, said James W. Johnson, exec-
utive vp of PIACN.

PIACN also has petitioned the
Department of Insurance for copies
of its consumer complaint records
to determine whether there is sup-
port for Mr. Garamendi's conten-
tion that there is no discernible

difference between the quality of

service provided by insurers repre-
sented by independent agents and

by direct-writing insurers.
Meanwhile, Mr. Garamendi was

expected last week to issue

changes in the Proposition 103 rul-
ings (see story, page 2). I

Insurers turning the tables,
ftnding fault with agents

By MARK A. HOFMANN

While agents often criticize in-

surers (A/BT, March 4), property/
casualty insurers complain that a
small group of agents are not ex-
actly angels, either.

These are agents who do not:

• Prepare perpetuation plans.
• Differentiate among insurers.

Instead, these agents sell strictly
on price.

• Understand an insurer's mar-

-keting goals.
• Provide value-added service.

• Understand that insurers need

agent support in the legislative

arena.

Insurers believe that most agents

that represent them hard-working
and competent.

It is the minority that cause most
of the headaches, and, in some

cases, the gulf between agents and
insurers may be widening.

Good agents seem to be trying
to get croser to companies, while
not-so-good agents are taking
anti-insurer stands, observed Mike

Policastro, vp-agency support for
Travelers Corp. in Hartford, Conn.

Market pressures, regulatory
burdens and consumer groups have
left relations "somewhat strain.d,"

ADVERTISEMENT

State Bar of California
STATE BAR SEEKS PROPOSALS FOR

DISABILITY INCOME PROGRAM

SAN FRANCISCO, March 14 - The State Bar of California is
seeking proposals from agents, brokers and insurers interested
in underwriting and administering a disability income program
to individual bar members.

Proposals must be submitted in writing by June 1. Copies of
the bid specifications will be available on April 1.

The 126,000-member State Bar, a public corporation within
the judicial branch of government, is an arm of the California
Supreme Court. All lawyers practicing in California must be
active members of the State Bar.

To obtain a "Request for Proposals" - which provides re-
quirements for proposed programs and information on the
existing State Bar-approved Select Group Disability Income
Insurance Program - contact: Kathleen Eichler, Office of
Support Services, State Bar of California, 555 Franklin
Street, San Francisco 94102-4498, 415/561-8200 on or

after April 1.

said Robert J. Vairo, chairman of

Crum & Forster Inc. of Basking
Ridge, N.J.

Insurers take some blame for the

deterioration. Some insurers freely

admit that withdrawing from cer-
tain lines of business and terri-

tories has strained their relation-

ships with agen-s.
But there is plenty of blame to

go around, they say.
Insurers have concluded they

cannot afford to do business with

agents who will not meet volume

requirements, Mr. Policastro said.
"Remember, the company is the

one that accepts the long-term
risk," Mr. Vairo said.

Some agents seemed to under-
stand this economic fact of life

when Crum & Forster announced

its total withdrawal from personal
lines insurance last spring, he said.

"Obviously, the personal lines
agents weren't pleased," he said.

Although some personal lines
business was sold to a Metropoli-
tan Life Insurance Co. subsidiary,
agents had to replace much of the
Crum & Forster coverage with
other insurers, he said.

Mr. Vairo said the decision was

made after Crum & Forster decided

it could no longer afford to stay in
personal automobile insurance.

Taking the analysis one step fur-
ther, the company decided that it
"can't make a personal lines mar-
ket without personal automobile"
and began a total withdrawal from
personal lines insurance, he said.

Mr. Vairo estimated that less

than 20% of the agents handling
the insurer's commercial business

also represented the personal lines

division. Commercial and personal
lines business had been split into
separate divisions in 1982.

Despite the impact on personal
lines agents, "we got a lot of un-
derstanding of why we had to pull
out of personal lines" from com-
mercial agents, he said. The agents
realized that 'if we had to sell our

product at a loss, we're not going
to do it."

Travelers has made every effort
to make its intentions known long

Continued on nert page
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before it actually withdraws from
certain lines of business in a state,

Mr. Policastro said. "We give a lot of
notice. We have agent meetings."

But despite giving agents 120 days'
notice that the insurer will not write

any more new business in a market as
well as writing a year of renewal
business after that, "it's not an easy

thing for any agent," he conceded.
Countering agent complaints about

insurer withdrawals, insurers say
agents themselves are withdrawing
from the business without planning
for the survival of their agencies.

As a result, insurers must compete
more vigorously for the survivors.
said Charles Dudek, a marketing vp
with Zurich-American Insurance

Group, a Zurich Insurance Co. unit in
Schaumburg, Ill. "We need to grow
our producer plant," he said.

"Carriers spend a lot of time and

dollars in the development of indi-
vidual producers," said Mr. Dudek,
who works in the commercial insur-

ance division. All that effort is

wasted when an agent dies or re-
tires without a perpetuation plan.
Often an agency is acquired by an-
other agency that transfers the pur-
chased agency's book of business to
other insurers, he explained.

"We're looking for survivor
agents," he said, explaining that sur-
vivors have both perpetuation and
business plans. "They need a road
map to where they're going with their
business."

"Perpetuation is a significant
problem," agreed Frederick H. Jarvis,
chairman, president and chief execu-
tive officer of Branchville, N.J.-based

Selective Insurance Group Inc., a re-
gional insurer that writes primarily
in the mid-Atlantic and southeastern

states.

"The problem is the owner who
refuses to admit he's mortal."

Agency perpetuation is crucial,
agreed Loren Shoemaker, vp-agency
and brokerage group for Continental
Corp. in Cranbury, N.J.

"Who are we going to do busi-
ness with in the year 2000?" he asked.
"We want that book of business to

thrive over the years."
Insurers also complain that agents

who sell strictly on price assure that
neither they nor the insurers they
represent will thrive.

"Many producers really don't sell
one company against another,"
Zurich's Mr. Dudek said.

Those agents present a customer
with five insurers that charge five
prices for the same amount of cov-
erage and tell the customer to de-
cide, Mr. Dudek said. Customers are
left to decide based on one criterion:

price, he said.

"They really don't understand the
product," he said.

"It's a common phenomenon-
quote all companies," agreed Tra-
velers' Mr. Policastro.

But as he sees it, the agent is only
hurting himself. "When you're selling
just on price, that client's going to
leave the agent when he gets a better
price," Mr. Policastro said. The agent
and the company just end up wasting
time and money, he said.

Zurich has tried attacking the
problem directly.

An underwriter/marketing repre-
sentative and sometimes a claims

handler or loss-control specialist is
sent along with producers to explain
the insurer's product.

The approach lets the insurer sell
its value-added services to large in-
surance buyers-like large-scale
commercial farms, apparel manufac-
turers and jewelry manufacturers-
that would generate at least $50,000
in annual premiums, Mr. Dudek said.

The success rate has been about

90% on new and renewal accounts,
he said.

Selective's Mr. Jarvis also noted

that when the same agents and un-
derwriters work together over an ex-
tended period, they develop relation-
ships that enhance understanding.
And agents come to better under-

stand insurers' products.

Such stability may give regional
insurers like Selective an advantage
in relations with agents, he said.

At Selective, that philosophy has
been exported to its branches, Mr.
Jarvis said.

But as branches proliferate, they
can spawn new corporate subcultures

that long-time agents may find unre-
sponsive, he cautioned. "As regional
companies grow, we run the risk of
becoming part of the large gray
mass."

Failing to prepare for the inevi-
table and taking a lazy approach to
sales were only two of the most com-
mon agent failings insurers cited. The

list touches on virtually every area of
the agent/company relationship.

For example, Zurich's Mr. Dudek
said some agents run "off track" with
target marketing, though he admits

that in large part the problem stems
from the insurer not specifying just
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'Many producers really don't
sell one company against
another.'

- Charles Dudek

Zurich-American

Insurance Group

what target marketing entails.

To illustrate a poor target mar-
keting program, Mr. Dudek offered
the example of an insurer that pres-
ents an agent with a list of three

classes of business it considers target
markets. No explanation is given.

With only the list and no expla-
nation, the agent thinks the insurer

is interested in writing only those
classes. But the agent soon realizes
that there is no great market, or

»al

'4

maybe no market at all, for these
classes of business in his or her com-

munity.

Under the mistaken impression
that the insurer does not want any
business not on the list, the agent
ignores that insurer and pushes the
products of a competitor, he said.

Producers also must begin taking
a value-added approach to their
agencies, said Greg Georgieff, na-
tionbl marketing manager for the

Advertising, Sales Promotion &
Community Relations

What affects will the growing recession have on advertising, sales
promotion and marketing budgets for agents and brokers? BI editors will
report on less costly, and in some cases free, alternatives such as
charitable events. Plus a look at how agents can help cultivate a good
image for the insurance industry in their community.

Niche Marketing
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property/casualty units of Warren,
N.J.-based Chubb Corp.

To that end, agents must focus on
customer needs better, become better
problem solvers and work more with
insurers to customize products and
services to meet customer needs, ac-
cording to Mr. Georgieff.

"You have to decide: 'What is my
agency prepared to offer?' " he said.

"The greatest need most companies
see is the need for more sales disci-

pline," said Mr. Shoemaker. A lack of
discipline is reflected in a lack of
focus on targeted classes; a lack of
sales management, which leads to
agents setting their own agendas; and
high ratios of unsuccessful closes.

With soft market conditions per-
sisting, both insurers and agents have
to work more closely together or both
lose, he said.

But insurance companies should be
approaching agents with solutions to

Continued on nert page
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A federal role,' yes, but should it take the lead?
By LAURA MAZZUCA

WASHINGTON-Conceding that
federal involvement may bolster
state-by-state insurer solvency
regulation, insurance industry of-
ficials vary widely on just how in-
volved in regulation the federal
government should become.

Options like a federal self-regu-
lating organization, a voluntary
national guaranty fund and federal
solvency standards-though all
feasible-should only augment and
not replace the current systenn of
state regulation, argues David
Pratt, vp of federal affairs for the
American Insurance Assn.

At a panel discussion sponsored
by the National Assn. of Profes-

sional Insurance Agents last month
in Washington, D.C., Mr. Pratt
echoed congressional testimony
last year by Robert E. Vagley, AIA
president.

Mr. Vagley criticized state regu-
lators for lacking the "will" to act
against troubled companies. He
also caused a stir in industry cir-
cles by saying federal intervention
may be needed to "enhance" sol-
vency regulation (BI, Sept 24,
1990).

Mr. Pratt said that recent model

laws approved by the National
Assn. of Insurance Commissioners,
and now being considered by at
least 29 states (BI, March 25), has
helped improve state regulation.

And with state oversight im-
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proving, even Rep. John D. Dingell,
D-Mich., whose subcommittee last

year sharply criticized state regu-
lation, would not favor a total fed-

eral takeover of solvency regula-
tion, Mr. Pratt said.

"They don't want, nor could they
productively manage, the 'Federal
Department of Insurance' here on
the Potomac, because it would be
the disaster that we all imagine it
would be," Mr. Pratt contended.

Other panelists looked more fa-

vorably on a limited federal role in
solvency regulation.

A federal role could augment un-
deniable state problems, like lack
of funding and expertise, said
Peter Lefkin, vp of government af-
fairs for Novato, Calif.-based Fire-
man's Fund Insurance Co.

Both the states and the NAIC do

a credible job tracking solvency, he
said. But widespread factors, like
the growth of residual market
mechanisms and rate rollbacks in

several states, "have an invidious
effect on solvency" and must be

addressed nationally, Mr. Lefkin
said.

One alternative is to greatly ex-
pand the NAIC's regulatory
powers. Doing so would not solve

all the problems regulators face,
but it could help take out poten-
tially insolvent insurers before
problems arise, he said.

Fireman's Fund and other insur-

ers also support the concept of a
federally-chartered self-regulatory
organization, separate from the
NAIC. Such a body would address
other national concerns, like rates

and expanding liability exposures,
particularly in problem lines of
coverage like environmental im-
pairment liability, he said.

A voluntary national guaranty
fund mechanism-which would

allow insurers to decide whether to

participate in a federal guaranty
fund or individual state funds-is a

possible third option. Such a
mechanism could prove especially
valuable in complex failures, like
that of Mission Insurance Co.,

which affect several state guaranty
funds, Mr. Lefkin said.

However, state regulators warn
against the voluntary national

Insurer relations
Continued from previous page
soft market pressures, Mr. Shoe-
maker said.

More face-to-face meetings be-
tween agents and insurer branch
office representatives would help
each better understand the other's

concerns, he said.
Another area where insurers

would like to see a strengthening
of agent/insurer relations is in the
legislative and regulatory arena.

"I'd like to see the agent associa-
tions take a more statesmanlike

view of the industry," Selective's
Mr. Jarvis said.

Agents cannot look only at how
insurance-related legislation will
affect them. They also must con-
sider how it will affect insurance

companies, since agents depend on
them for their livelihood, he said.

"I'd like to see more aggressive
activities on the state level," Mr.

Shoemaker agreed. Agents have
more impact on state legislatures
than insurers do, he said.

Travelers' Mr. Policastro also

complained that a minority of
agents "promote an anti-company
atmosphere." They fail to educate
the public on factors that drive up
the cost of insurance, he said.

"Sometimes they blame the com-
pany for things they know is not
the company's fault," he said. "It's
the agents who have to be the ad-
vocates with legislators, regulators
and the public." •

guaranty fund idea.
It could backfire against insur-

ers by "skimming off the cream of
the crop" and leaving state funds
burdened with smaller insurers

that are less able to pay assess-
ments, argued James Long, Ncrth
Carolina's insurance commissioner

and president of the NAIC.
The NAIC supports only a lim-

ited federal role in solvency regu-
lation, Mr. Long noted.

To support his case for state reg-
ulation, Mr. Long cited Rep. Din-
gell, who has criticized state regu-
lation as woefully deficient.

Rep. Dingell, according to Mr.
Long, points to five central areas
of solvency regulation: adequate
solvency standards; cornpletein-
formation; timely monitoring for
solvency; vigorous enforcement of
all laws and regulations; and ef-
fective procedures to certify the
solvency of international rein-
surers and excess/surplus writers.

But Mr. Long maintained that
these criteria can be met on a state

level with the help of the NAIC s
state accreditation program. Under
that program, state insurance de-
partments have until January 1994
to meet solvency regulation stan-
dards or else they would not re-
ceive certain regulatory incentives

Franklin Nutter, left, says the Alliance takes a 'pragmatic' view of
federal oversight, while James Long wants only a limited federal role.

(BI, Dec.'3).

Another member of the panel
criticized the federal government's
record in financial regulation.

In both the savings and loan cri-
sis and recent securities criminal

prosecutions, regulators have ac-
tually weakened financial indus-
tries, contended Franklin W. Nut-
ter, president of the Alliance of
American Insurers of Schaumburg,
Ill.

Though favoring "enhancement
of the state-based system," the
trade group is "pragmatic" about
federal intervention, Mr. Nutter
said. "We shouldn't give Congress
a blank cheek to redefine solvency
regulation" and possibly under-
mine the existing system, he said.

However, the panelists agreed
that the insurance industry must
be open to new solutions-even an
increased federal regulatory role-
to improve solvency monitoring.

"We cannot go to Congress and
stonewall them," Mr. Pratt said.

"Instead, we think we can perform
a vital role in educating the Con-
gress."

"The feds are not the panacea,
but on the other hand, they are not
universally the enemy," he said.
"The answer lies somewhere in be-

tween." I
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FASB rule to blast bottom lines
Many firms
not aware

of impact
By COLLEEN JOHNSON

Companies face a potentially
mammoth hit to their balance

sheets as a result of changes in how
they account for retiree health care
liabilities, and should begin plan-
ning now to minimize the impact.

Many companies have yet to es-
timate the extent of their retiree

health care liabilities under the

new rules. Others, however, have
begun to look at structuring their
plans to minimize the financial im-
pact of the changes (see story, page
54).

Financial Accounting Standard
106-approved late last year by the
Norwalk, Conn.-based Financial
Accounting Standards Board (BI,
Dec. 17, 1990)-will require em-
ployers to accrue as an expensu
against earnings non-pension re-
tiree benefit liabilities from the

date employees are hired until they
become eligible for benefits.

Employers now only report as an
expense item their pay-as-you-go
costs for retiree benefits.

In addition, FAS 106 will require
employers to either fully recognize
their accumulated retiree liabili-

ties in the first year after the rule
takes effect, or to amortize them

over up to 20 years.
FAS 106 is scheduled to take ef-

feet in 1993 for most companies,
although small, non-public em-
ployers and those with fewer than
500 participants in their retiree
health care plans have until 1995
to comply.

The Securities and Exchange
Commission also is requiring com-
panies to disclose the potential im-
pact of the new rule, if known, on
their 1990 financial statements.

The accounting rule applies to
all retiree benefit plans other than
pensions. although it is expected to
have its greatest impact on retiree
health care liabilities.

Consultants offer varying esti-
mates of the rule's potential impact
on a company's net earnings, but
say it could range from a fraction
to an amount greater than annual
earnings. Expenses for retiree
health care will increase dramati-

cally, they agree.
"Many companies' expenses are

going to jump from two to 10 tlmes
or more under this standard," said
Harper Garrett, managing director
and chief actuary for Alexander
Consulting Group in Lyndhurst,
N.J.

"Most of our clients' initial reac-

tion has been, 'What's the cost?' "

said Bert H. Peterson, a managing
consultant with A. Foster Higgins
& Co. Inc. in Atlanta.

But clients increasingly realize
that the accounting change is a
benefits issue, not just an account-
ing or actuarial issue, and that it
will have to be dealt with by con-
trolling costs, he said. "I think it's
very important this not become a
pure numbers issue."

Mr. Peterson said it's also impor-
tant that employers realize the ac-
counting rule change will create a
massive new liability. "This bal-
ance sheet entry will become enor-
mous in a few years," he said.

Many companies are talking
about how they can modify retiree
health care plan design or funding
to minimize the increased costs,
noted Daniel L. Klein, an attorney
and a principal in William M.
Mercer Inc.'s Chicago office. But,
he added, "It's a small percentage
of companies that have made a
change" in their plans in response

to the FASB rules.

"FASB has really acted as a cat-
alyst in causing people to look at
what these emerging costs could
be" if health care inflation con-

tinues, noted Mr. Garrett of Alex-

ander Consulting. "This is really
one of the most difficult problems
managements have had to face in
the benefits area," he said. He

added that he has urged clients to
look at the problem of growing re-
tiree obligations since 1984, when
FASB first asked employers to
footnote in their financial state-

ments either the potential liability
for retiree medical costs or the

current pay-as-you-go costs.
"Unfortunately, this is not some-

thing they can wait until the last
minute to do," Mr. Garrett said.
Companies that don't look at the

potential liabilities in advance of
the compliance deadlines might be
in for a big shock the first year
they have to put those liabilities on
their books, he said.

"Some people think this is so
terrible the (Securities and Ex-
change Commission) will step in
and roll this back," he said. "Don't

think this is going to happen."
Benefit consultants say that in

order to estimate their liabilities

under FAS 106, employers must
figure out what benefit plans will
be affected by the rule, how much
the accounting change will cost, if
plan changes are warranted and
how those changes will be accom-
plished.

Employers must realize that they
may have a variety of plans that
provide non-pension benefits to

retirees-including old plans that
have since been changed or re-
placed, plans offered by different
company divisions and plans that
came with acquisitions, consul-
tants stress.

"Certainly the first step is go
through all of your plans, and
that's not a minor job," Foster
Higgins' Mr. Peterson said.

"Just knowing what plans are
there is going to help management
control costs," Mr. Peterson said,
noting that "you can't control costs
if you don't know (the plan)
exists."

The larger the company, the
more research it will have to do to

determine how many plans will be
affected, said Michael Johnston, an

actuary and partner with Hewitt
Associates in Cleveland.

One large company reported it
apparently had about 175 retiree
medical plans, Mr. Johnston said.
"That's an extremely messy thing."

In addition, employers have
sometimes "kind of offered these

things from the back of an enve-
lope" and never formalized the
plan, Mercer's Mr. Klein said. As a
result, employers and employees
may disagree on what a plan's pro-
visions are, he said.

If the plan is not written, some-
one from the human resources de-

partment probably will have an
idea of what employees were told,
Mr. Klein said.

Unwritten provisions also can be
discovered by looking at what cur-
rent retirees are actually getting,
noted Charles J. Sherfey, a Mercer

Continued on next page
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FASB rule causes two firms to take action
The impending Financial Accounting Stan-

dards Board retiree health care accounting rule
is causing some companies to change their re-
tiree health care plans.

The Vons Cos. Inc., a supermarket chain based
in Arcadia, Calif„ realized about 1/2 years ago
that it "would have to make significant changes
in retiree plans" because of the expected impact
of the rules, said Dick Gonzales, director of com-

pensation management.

A study showed that expenses for Vons' re-
tiree medical plan in place at that point would
be about $6 million annually under the new
rules, he said.

To reduce costs, Vons established health care
account for retirees instead of a traditional re-

tiree health care plan. The amount in each ac-
count is based on the retiree's length of service
multiplied by the annual cost of medical care per
employee at the time of retirement, with a factor

for inflation, Mr. Gonzales explained.
"The old program would have cost 50% more

(under FASB) than the new program is going
to cost," Mr. Gonzales said. The liability will
be about $3 million under the new program,
which covers about 2,500 non-union employees,
he said.

To qualify for an account, a retiree must be
at least 55 at the time of retirement and have

worked for the company at least 10 years, Mr.
Gonzales said. However, the age and years of ser-
vice must total at least 75, so a 55-year-old re-
tiree would need at least 20 years of service, he
said.

Announced in November 1989, the changes
took effect July 1, 1990. Prospective retirees were
given six months to retire under the old plan,
which covered all hospitalization costs and 80%
of other major medical costs, with no premium
for retirees, said Mr. Gonzales.

Daubert Industries Inc. in Westchester, Ill.,

first looked at the potential impact of the new
accounting rules about a year ago, said Kathy
Herold, compensation and benefits manager.

All PPOs May Look Alike
But We Dared To Be Different

Since the firm has only about 400 employees,
it doesn't have to implement the accounting

changes until 1995, she noted.
Daubert had been contemplating improving

its retiree benefits. But after an actuarial study
showed the improved plan would cost $409,000
the first year under the new FASB rules if accu-
mulated liabilities were amortized over 20 years
--or $2.4 million if the obligation was fully re-
cognized in the finst year-the company decided
it couldn't continue the current plan, much less
improve it, she said.

Daubert is now reviewing a number oi op-
tions, including implementing defined contribu-
tion-type retiree health care plan or an "HSOPs,"
Ms. Herold said.

An HSOP is similar to an employee stock ow-
nership plan, but when an employee retires, a
portion of the plan is distributed as a medical
benefit rather than stock, she explained (see
story, page 40).

-By Colleen Johnson

USA Healthnet didn't set out to be the biggest-just the best. We've put together
a network of skilled providers that allows access anywhere in the country.

As an independent PPO, USA Healthnet contracts with A+ rated carriers and
self-funded groups to provide nearly 5 million insureds with a complete package
of customized services. Our data control system sets the industry standard in
tracking utilization, compliance, and patient satisfaction.

And It Works!

We didn't become the nation's #1 PPO by luck or chance. Our bottom line is
based on PERFORMANCE-not promises. Simply put, if we don't save you
money, you don't pay us!

Find out how USA Healthnet can benefit your employees AND your bottom line.

i S; lili I
The National Network

7301 North 16th Street, Suite 201
Phoenix, Arizona 85020

(800) 354-2464

FASB rule

Continued from previous page
principal in Chicago.

After an employer uncovers any
and all plans affected by the rule
change, the next step generally is
to calculate retiree health care lia-

bilities, consultants say.

Employers should look at cost-
sharing and whether there has
been a pattern of shifting costs to
retirees in past years, recom-
mended Mr. Peterson.

Employers should obtain data
including a breakdown of retirees
and active workers, birthdate, sex,
plan participation and selection of
options in any cafeteria-type
plans, Mr. Peterson said. Com-
panies should begin looking at
data that will be used in actuarial

assumptions on rate of death, rate
of termination, number of depen-
dents an employee is likely to have

at retirement age, rate of turnover
before retirement and rate of re-

tirement before retirement age.

The ages at which employees ty-
pically retire are "critically impor-
tant" in estimating liabilities be-
cause an ennployer-sponsored plan
typically bears the medical costs of
persons until age 65, when they be-
come eligible for Medicare, he
pointed out.

Claims experience also must be
calculated in order to accurately

gauge liabilities, he said. And
doing so is difficult because many
employers have not separated data
on the experience of active em-

ployees from that concerning re-
tirees, he noted.

But Rich Ostuw, a Cleveland-
based vp at TPF&C, a division of
Towers, Perrin, Forster & Crosby
Inc., recommends that smaller

companies keep the process of ana-
lyzing plan data fairly simple. For
those companies, "it's not cost-ef-

fective to get into a great deal of
precision in this exercise," he said.

"There's not much a small em-

ployer can do other than pull the
data together," he said. Lacking
the in-house expertise to project
health care liabilities, most work
with consulting actuaries or insur-
ance companies.

Another potential obstacle is
that the pool of retirees from

which a smaller employer deter-
mines its claims experience might
not be large enough to use in mak-

ing actuarial predictions, so out-
side data might be needed, accord-

ing to Mr. Peterson. A data bank
from Foster Higgins can be used
independently or combined with a
company's own data to more ac-

curately project retiree liabilities,
he noted.

Employers might want to look at
the assumptions used in making
the actuarial calculations, recom-
mended Mr. Garrett of Alexander

Consulting. "The sensitivity to the

assumption used in this is just tre-
mendous," he said.

Assumptions are supposed to be
an employer's "best estimate" of
its non-pension retiree obligations
and the actuary should tell the em-

ployer if the assumption could be
seen as questionable by an auditor,
Mr. Garrett said.

6nce the employer has calcu-
lated how much its various plans
cost, it must decide how it will ac-

count for past liabilities, and if it
wants to change its plans to cut
current and future costs, consul-

tants say.
Employers can recognize the

past liability immediately, or
spread it out over 20 years or em-

ployees' average remaining service
period, whichever is longer.

If a company recognizes the past
liability immediately, that will cut
expenses in future years by about
one-third, said Mr. Peterson. "Un-

fortunately, the cost is going to be
so big, it's going to be a fortunate
few that can afford that kind of

change," he added.
"I don't think that there are

Continued on next page
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Continued from previous page "We're expecting companies will Mr Riemer noted enough to get around " has documented that lt reserved
many companies, large or small, say they've been much too gener- He stressed, however, that bene- If an employer is considering the right to change its plan, "the
that can absorb this at one pass," ous to short-service retirees," fit plan changes will mainly affect changing its retiree medical plan to chance of losing your suit isn't very
Mr Peterson said "None of my eli- agreed TPF&C's Mr Ostuw future retirees, and that lt'S rare - minimize the impact from FAS good right now "
ents are contemplating absorbing And, employers should also be- for benefits to be cut back for cur- 106, lt should review options with Although changing benefits for
it" in one year, he said ware of the medical costs for em- rent retirees attorneys to determine if it has re- current retirees is not always pos-

The decision will vary with indi- ployees who retire early, because If a company wants to change its served the nght to change the plan, sible, -clearly an employer can
vidual firms, and might depend they won't receive Medicare until retiree benefits, it's not too soon to Mr Peterson suggested One indi- change benefits for an active em-
somewhat on what competitors are they reach 65, Mr Johnston said start, Mr Johnston said, adding cator is whether this right has been ployee who hasn't reached retire-
doing, Hewitt's Mr Johnston said Although some companies con- that a company's ability to do this pointed out in employee exit inter- ment yet," Mr Garrett noted
He also noted that while account- tinue to encourage early retirement is partially determined by legal views, he explained Before making any changes, em-
ing for past liabilities in one year to cut costs, others are beginning precedent Most companies have reserved ployers should consider what they
reduces future burdens, a company to think they want to keep employ- "Certain cases seem to be hing- the right to change their retiree are trying to accomplish by pro-
may not want to spoil a good year ees past the traditional retirement ing on what the employees were plans, according to Mr Ostuw viding retiree benefits, Mr Klein

By accounting for the liabilities age because of a shrinking labor told," Mr Johnston pointed out Nevertheless, there are risks in- said If they are trying to maintain
in one year, "you take one humon- pool, Mercer's Mr Klein said "Many companies have reserved volved "If you come in and change retirees' standard of living, they
gous hit that might totally wipe Another option to employers for the right to adlust plans even after your plan, there's a chance of your should "look whether they will be
out your profits for that year," Mr cutting back on retiree health care retirement The legal thing, most being sued," Mr Klein noted short-changing retirees" by reduc-
Garrett of Alexander Consulting costs lS reducing spousal subsidies, companies have gotten smart However, he added, if a company ing benefits, he said
agreed Nevertheless, a company
taking this approach may have
lower expenses in the future .than
will its competitors, he said

"If it's simply going to magnify a
loss (in one year), that isn't so

]

bad," observed Mercer's Mr Sher- 1 Under the title of 'Restructuring For Opportumty: internationally
recognized experts will debate and present papers on the challengesfey This could be a better option
facing the industry WIC will be opened by the Lord Mayor of the City ofthan facing several years of smaller
London, Sir Alexander Graham GBE DCL The keynote address to thislosses with amortization, he said »GICE exceptional event will be given by David Coleridge, Chairman, Lloyd's of"Some companies will choose to

take it all at once because they feel London Included on the program to date are
it's appropriate to get it over

1 E Adams, Emmtus Professor Queen Mary 6 Westbeld College,with," said TPF&C's Mr Ostuw
University of London, Director of Traming, Titmuss, Somer & WebbFor example, if a company is

. making a big acquisition, that Lthana Archibald, Director, Holman Wade Insurance Brokers Ltd
might offset the loss sustained in f Simon S Barnes, Chief Executive of LMX
accounting for the liabilities in one Alexander Howden Reinsumnce Brokers
year, observed Beth F Vorhaller, Vorld |nsurdnce Congress I A P Benson. Head of Group Risk Management, Guinness P L C
an actuary and associate with Mark Burbidge, Managing Dir , Robert Fraser Insurance Brokers Ltd
Mercer in Chicago Robin Campaniano, Commissioner, Hawaii Department of InsuranceOnce a company figures out the

John ] Carey, Chairman & CEO, Allendale Mutual Insurance Coliabilities from its non-pension re-
Peter Christie, Vice Chairman, Mmet Holdingstiree benefit plans, it may want to
lan Cormack, Div Executive of Fmancial Institutions-Europe, Citibankchange those plans to lessen future

liabilities, consultants observed Michel Courmer, Director of Insurance & Risk Mgmt , Alcatel-Alsthom
If a company believes its retiree Colin Croly, Partner, Barlow Lyde & Gilbert

plan will cost too much, "until they Christian Dahms, Partner, Jauch 6 Huebener
change benefits, they're going to Pierre-Marie Ducorps, Managing Director, Unton des Assurcinces de Pans
continue to have people retiring Orio Gianni. Secretary General & Administrator, The Geneva Association
with these benefits," Mr Garrett Restructuring Steven Gluckstern, President, Centre Reinsurance Holdings Ltdpointed out

John Gordon, Director, Cater Allen Lloyd's Holdings Ltd"We're seeing very, very few
H Edward Hanway, President, CIGNA Worldwide Incpeople who are considering or

would consider terminating the For Richard Heydmger, Risk Management Director, Hallmark Cards Inc
plan," Mr Peterson said But, he Peter W Huber, Sr Fellow, Manhattan Institute For Policy Research
added, he's seeing few companies Takashi Kagawa, Semor Managing Director
start new retiree plans

Companies can control retiree Opportunity The Tokio Marme & Fire Insurance Co ,Ltd

Robert Keville, Chairman, Willis Faber Dumas Ltd
medical costs by turning an "open- H Felix Ktoman, Vice President & Principal, Tillinghast
ended" promise into a "closed- Edith Lichota, President, Lichota & Associates
end" one, Hewitt's Mr Johnston

Hugh Loader, Managing Director, Group Insurance Managersaid
Tetra Pak Insurance Services Ltd.

Capping promised benefits can July 1-3, 1991 Angus Maciver, Gen'l Mgr -Professional indemmty, FAl insurances Ltdcontrol the impact of future 1nfla-
tion, he said However, the cap Roy Marshall, Senior Underwriter, Swiss Re (U K ) Ltd
should be set "well in excess" of Stephen R Merrett, Chairman, Merrett Holdings PLC

Queen Elizabeth II Conference Centrecurrent costs, he added Brian O'Hara, President, Chief Operating Officer, X L Insurance Co Ltd
Another option may be to con- London David Olsen, President,Johnson & Higgins

tribute cash to a fund that workers Bentto Pagnanellt, International Director, Ass,curazion, Generah SPA
could draw from to pay medical Henry G *Parker Ill, Managing Director, Chubb & Son inc.
expenses when they retire, rather-

Michael Payton, Semor Partner. Clyde & Cothan promising specific medical
Two of the most respected publishers in the Patrick Pearson, Insurance Division, Directorate General XVbenefits, Mr Peterson said
insurance industry, Business Insurance and Lloyd's Commission of the European CommunitiesSetting up such a defined contri-

. bution plan "avoids the nasty im- of London Press, have Joined forces to produce an Patrick Peugeot, Chairman, Societe Commerciale de Reassurance
plications of FAS 106," he said exceptional event to fill an important need in the Martin Piers, Partner, Gouldens

"The key there lS to make sure the insurance and remsurance calendar worldwide Steve Robinson. Chtef Executive, The Environment Council
fund will be adequate " David Rowland, Chairman, Sedgwick Group PLC

This funding idea might not be The World Insurance Congress will provide a Herbert Schillmg, Member of the Executive Board, Gerling-Konzern
feasible for older employees, be- unique forum for all members of the insurance, John I Smnott, President, Marsh & Mciennan inc .
cause there won't be enough time reinsurance and risk management communities The Joseph C Smetana, President, AlGlobalto accumulate sufficient funds to Congress will provide an opportunity for industry Herbert Ttedemann, Engmeer,ng Consultant, Swiss Remsurance Comeet their needs, he added professionals to meet and discuss the future of the Adrian Tocklin, Semor Vice President, Contmental Corp -"Employees love this," Mr Pe- global insurance market Attendees will
terson said -They see dollars in- Blorn Wotrath, President & CEO, Sicandia Group

• meet top Insurance and reinsurance
stead of this promise " Wilhelm Zeller, Member of the Board, Cologne Reinsurance Coexecutives from all over the world,

Another way to avoid the sting of
• attend plenary sessions dealing with For registration and exhibition details complete the coupon below andFAS 106 would be to prefund re-

subjects of global interest, forward to Business Insurance, Communication Services Dept.tiree benefits for current employ-
ees in the form of improved pen- • participate m specialized breakout sessions, 220 East 42nd Street, New York, NY 10017
sion plans, said Peter J Riemer, an • exhibit their products and services Call: 212-210-0299 Fax: 212-210-0704

actuary with The Wyatt Co in
Wellesley Hills, Mass Morning plenary sessions will focus on The

Distribution System, Coping With Catastrophes, Please send details on: [3 registration 0 exhibition
Companies also are using Em-

ployees' Retiree Medical Accounts, and Global Restructuring of Insurance Markets
a funding vehicle developed by name titleAfternoon breakout sessions will focus on moreWyatt One company using them is
Muncie, Ind -based Ball Corp , specialized subjects Professional Liabihty, Financial

company
where employees can tax-effec- Reinsurance, Global Insurance Programs, Claims
tively fund their retiree health care Handhng Following a Disaster, The LMX Market,

address
benefits using a group annuity Toxic Torts and Product Liability, Insurance
contract, Mr Riemer said (BI, Feb Regulation Worldwide, The Green Movement and
18, Nov 26, 1990) city state ZIPEC Directives

Employers might also consider
restricting eligibility for retiree country
benefits based on length of service,
Mr Johnston said "In years past, phone fax

retirement eligibility was smeared
on like butter "

64 ##M=\'+ ie
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Employers expect FASB rule to cost dearly
By COLLEEN JOHNSON

More than one-fifth of the employ-
ers that have calculated their retiree

health care expenses under new ac-
counting rules expect these annual
expenses to increase eightfold, ac-
cording to a new study.

And, all respondents expect their
retiree health care expenses to at
least double under the new Finan-

cial Accounting Standards Board
rule compared with how the costs

currently are figured, says the survey
by William M. Mercer Inc.

The survey of 2,036 employers
found that 1,139-or 55.9%-offered
retiree health care coverage.

Of those, 908--or 79.79-provided

coverage to Medicare-eligible and
non-Medicare-eligible retirees Only
165 employers--or 14.59-provide
coverage to only non-Medicare-eligi-
ble retirees, and 66-or 5.8%-cover

only Medicare-eligible retirees.
The number of employers provid-

ing health insurance to retirees under

age 65, when they become eligible for
Medicare, "doesn't surprise me," said
Thomas Ferguson, a Mercer principal
in Stamford, Conn. "Before 65 it is
much more expensive, but there are

no other options," he said. "I think
employers responded much more to
the need issue, rather than cost, and

that's how we got into this thing in
the first place."

And, the survey found, employer
costs and liability will grow under
FAS 106, the new retiree account-

ing rule adopted last December,
which takes effect in 1993 for lar-

ge firms and 1995 for small firms.
Under the new rule, employers will

have to accrue as an expense against
earnings retiree health care liabilities

from the date an employee is hired
until the employee is first eligible for
benefits. Differences between ac-

crued expenses and actual payments
for retiree health care benefits would

have to be recognized as a liability on
balance sheets (see story, page 53).

Forty-one percent, or 342, of em-
ployers offering health coverage to
younger and older retirees that re-
sponded to a question about the im-

pact of FAS 106 on their retiree
health care costs said they have cal-
culated the rule's costs. And about a

fifth-72-said annual costs for re-

tiree health care under FAS 106

would increase more than eightfold.
The greatest percentage-46%, or

157-expect retiree health care costs
to increase three to five times current

costs. Eighteen percent-or 62--ex-
pect costs under the new rule to in-
crease six to eight times, while

15%-or 51-say costs will double.
The survey found that small em-

ployers generally expect greater in-
creases. Among firms with 5,000 or
fewer workers, 45% expect retiree
health care costs to be six or more

times greater under FAS 106, com-
pared with 31% of firms with 5,000 or
more workers.

However, noting that the greatest
percentage of respondents expected
costs to increase three to five times,
Mr. Ferguson said: "My reaction was

people were underreacting to the im-
pact a little bit."

He said he usually sees cost in-
creases of five to six times among
all employers he works with.

Mr. Ferguson also said he found
the number of employers that hadn't
calculated the cost increases--599-

"shocking, given the publicity this
has had."

The survey says 809-r 206-of
the 257 employers with fewer than
1,000 employees that answered the
question have not yet determined the
cost impact of the FASB rule.

In contrast, 41%--or 103-of the

251 employers with more than 5,000
employees that responded to the
question said they had not yet calcu-
lated the rule's impact.

Among 902 employers responding
to a question about what they have
done or plan to do to reduce retiree

medical liabilities, the greatest per-
centage, 37%-or 334-said they
raised coverage contribution requ.re-
ments, while 25%-or 226-said they
planned to do so.

In a separate question, 53% of more
than 800 respondents said retiree
contributions cover le:s than 20% of

the cost of coverage. For 21% of plans
covering younger retirees and 22% of
those covering older retirees, con:ri-
butions cover 80% 01· more of the cov-

erage cost.
Examining other efforts to redice

retiree health care Dosts, the sur:ey
found that:

• 28%-or 253-of respondents
have raised deduc:ibles or eopay-
ments, and 16%--0. 144-intend to
do so.

• 209-r 180-said they have re-
duced benefits, and 11%--or 99-said

they plan -0 do so.

• 4%-or 36-said they canceled
retiree medical benefits for some or

all active employees, and 3%-or
27-said they plan to do so.

• About 1%-or nine-said they
have canceled all retiree medical

benefits, and the same number said

they plan to cancel them.
The survey found that only 8%--or

71-of the 881 firms that responded
to the question now are prefunding
retiree health coverage.

Employers would not likely pre-
fund these plans if were uncertain
about continuing to offer them, said
Daniel L. Klein, a Mercer principal in
Chicago, noting there is no tax ad-
vantage for prefunding.

In addition, if a company discon-

tinues its prefunded retiree medical
plan, an employee or retiree could
argue in court that the prefunding
showed an intention to continue the

plan, Mr. Klein explained.

Prefunding was more popular
among larger employers, with
14%-r 38 of 273-of firms with

more than 5,000 employees saying
they prefund. Seven percent-or 24
of 336-of firms with 1,000 to 5,000

employees prefund, while 3%-or
eight of 272-of employers with
fewer than 1,000 employees do so.

The most common pre-funding
method was 501(c)(9) trusts. used by

54%-38--of pre-funding employers.
The survey found that 24%-or

17-of the 71 employers tnat pre-
fund retiree health care do so solely
through employee contribu:ions. But,
this was more popular with small
firms. Of employers with fewer than
1,000 workers, 38% use employee
contributions to prefund, compared
with 19% of those with 5,000 or more
workers.
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And, retiree health care was pre-
funded through 401(h) plans at
22%-or 16-of the employers that
prefund, the survey found. However,
no employer with fewer than 1,000
workers reported using 401(h) ac-
counts for prefunding.

The survey found that 629-or
748-of 1,206 respondents with or
without retiree plans would be more
inclined to prefund if there were
greater tax benefits for doing so.

Larger companies would be more
inclined t6 prefund with a tax incen-
tive, with 74% of employers with
5,000 to 25,000 workers and 73% of

employers with more than 25,000
workers saying they would.

The survey found that 67% of em-

ployers with 1,000 to 5,000 workers
and 50% of employers with fewer
than 1,000 workers would prefund if
they had a tax incentive to do so. I
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Life insurers offer their own antitrust reforms
Bv JERRY GEISEL

and ADRIENNE C. LOCKE 
WASHINGTON-The American

Council of Life Insurance says life
insurers would be willing to be re-
gulated under two longstanding
federal antitrust acts as long as
they are exempt from Federal
Trade Commission oversight.

The ACLI has suggested this pro-
posal as an alternative to legisla-
tion that would repeal the exemp-
tions from federal antitrust laws

that all insurance companies enjoy
under the McCarran-Ferguson Act
of 1945.

- We've given very serious
thought to the steps we are taking.
We felt very strongly that now is
the time to do something," said a
spokeswoman for the Washington,
D.C.-based trade group.

The ACLI emphasizes that it still

Washington
strongly opposes H.R. 9, intro-
duced in January by Rep. Jack
Brooks, D-Texas, that would elimi-
nate the key antitrust exemptions
for all insurance companies (BI,
Jan. 7).

The Senate companion bill is S.
430.

However, the spokeswoman said
the Brooks bill is on a "very fast
track," so the group wanted to
have substitute legislation ready to
take to a representative who might
be looking for an alternative pro-
posal.

"One would hate to wait to the

last minute and not have anything
ready," she said.

Under the ACLI proposal, the in-
surance industry would fall under

the authority of two antitrust acts:
the Sherman Act of 1890 and the

Clayton Act of 1914.
Plaintiffs claiming that an in-

surer violated the Sherman Act

would have to prove that the pur-
pose and effect of a questioned ac-
tivity constituted an unreasonable
restraint of trade.

The Clayton Act prohibits merg-
ers that could be made with the in-

tention of substantially reducing
competition or creating a monop-
oly.

However, the ACLI proposal
would exempt insurers from over-
sight by the Federal Trade Com-
mission, which regulates commer-
cial practices under the Sherman
and Clayton acts.

The trade group instead recorn-
mends that states continue to regu-
late the insurance industry, as cur-
rently provided for under the

McCarran-Ferguson Act.
Meanwhile, the American Insur-

ance Assn. in Washington, D.C., is
working on its own McCarran-Fer-
guson reform measure (BI, March
11).

Medicare expansion
Medicare benefits would be ex-

panded to retirees beginning at age
62 as well as to their spouses and
dependents, under legislation in-
troduced earlier this month in the
House.

The bill, H.R. 1444, sponsored by
Rep. Fortney (Pete) Stark, D-
Calif., also would eliminate the
waiting period for Medicare bene-
fits for younger .retirees who are
receiving Social Security disability
benefits.

Individuals of any age who re-
ceive Social Security disability

American Re,andcheaper.
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benefits are eligible for Medicare
benefits after a two-year waiting
period.

Rep. Stark says 400,000 of the
younger retirees are without health
insurance, while an estimated
600,000 spouses of younger retirees
and 300,000 dependents lack cov-
erage, he said.

And, 75,000 Social Security dis-
ability beneficiaries are uninsured
because they have not met the two-
year waiting period for Medicare
benefits, Rep. Stark said.

While the House health subcom-
mittee "continues its consideration

of comprehensive (health care) so-
lutions, we must work simultan-
eously to fill the gaps and expand
coverage where and whenever pos-
sible," he said.

The panel, chaired by Rep. Stark,
has held one hearing on the legisla-
tion.

H.R. 1444 also has been referred

to the Ways and Means Committee
for review.

401(k) withdrawals
Legislation introduced in the

Senate last month would allow em-

ployees to make penalty-free with-
drawals of their contributions

from 401(k) plans to cover the cost
of purchasing their first home or
paying children's higher education
expenses.

Under current law, in-service
withdrawals of 401(k) contribu-
tions towards the down payment
on a home or children's college tui-
tion are permitted, but a 10% pen-
alty is imposed.

Only withdrawals to cover high
medical expenses are exempt from
the 10% penalty on pre-retirement
distributions.

The legislation, S. 612, proposed
by Sens. Lloyd Bentsen, D-Texas,
chairman of the Finance Commit-

tee, and William Roth, R-Del., also
would allow all employees to make
tax-deductible contributions of up
to $2,000 annually to Individual
Retirement Accounts.

Under current law, workers
without employer-provided pen-
sion coverage can make tax-de-
ductible $2,000 annual contribu-
tions to their retirement accounts.

However, employees with pen-
sion coverage and filing an indi-
vidual tax return can make the full

$2,000 tax-deductible contribution
only if their adjusted gross income
is less than $35,000.

Employees covered by a pension
plan and filing a joint return can
make the $2,000 contributions if
their adjusted gross income is less
than $50,000.

Health care hearings
The House Ways and Means

Committee will hold five days of
hearings this month on a broad
range of health care issues, includ-
ing access to care and the cost of
coverage.

"These hearings will provide the
opportunity for the committee to
step back and explore thoroughly
this critical issue apart from imme-
diate fiscal concerns and budget
deadlines," said Ways and Means
Committee Chairman Daniel Ros-
tenkowski, D-Ill:

When hearings open on April 16
the committee will examine how

health care is provided in other
countries.

During the four remaining days
-April 17, 23, 24, and 25-the
committee will focus on health

care costs, health insurance and
proposals to revise the health care
delivery system.

The committee hearings will be
in the Ways and Means Commit-
tee's main hearing room in the
Longworth House Office Building
on Capitol Hill. The sessions are
Scheduled to begin at 10 a.m. each
day.
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UR standards
Continued from page 1
is a very important study. It points
out an important flaw that needs to
be addressed"-namely that medi-
cal review criteria currently in use
may not be the best, said Dr. Roger
Taylor, president of the Utilization
Review Accreditation Commission,
a coalition representing the UR in-
dustry, employers, insurers and the
medical community.

However, merely publishing the
data won't do much to solve that

problem, said Dr. Taylor, who also
is national leader of The Wyatt
Co.'s national health care consult-

ing practice based in Washington,
D.C. Instead, a national set of stan-
dards should be developed, he
said.

"Physicians should know how
they are being evaluated," con-
tends Dr. Shirley E. Kellie, a senior
scientist in the technology assess-
ment department of the Chicago-
based AMA and one of the authors

of the study. "We don't know what
private UR 'firms use as medical
criteria because they say that in-
formation is proprietary. That se-
crecy is not very useful."

Sharing of review criteria would
"be useful for physicians and pa-
tients" and could result in im-

proved medical care and fewer in-
appropriate procedures, said Dr.
Kellie, who studied the Medicare
PRO program with Dr. John T.
Kelly, director of the AMA's office
of quality assurance.

Releasing UR criteria would give
doctors "an assurance that as there

is more effort at cost control, we
are doing something to maintain
quality of care."

And, because physicians will
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know in advance why a certain
procedure cannot be approved,
"they may very well not ask :o
have that procedure done," Dr.
Kellie said.

Pre-procedure review programs,
including the Medicare PRO pro-
gram, were developed to control
costs by discouraging inappro-
priate and unnecessary utilization
of medical and surgical services.

There are 48 Medicare PROs

around the country that judge the
appropriateness of certain medical
procedures financed by the Medi-
care program. Like commercial UR
firms, the PROs use both doctors
and nurses to review attending
physicians' recommendations.

More than three-quarters of em-
ployers have implemented some
type of hospital preadmission or
precertification program in an ef-
fort to control group health plan
costs, according to A. Foster Hig-
gins & Co. Inc. (BI, Feb. 18).

Review standards are used to

evaluate the appropriateness of
medical care before it is provided
and can strongly influence what
services physicians provide to pa-
tients, Dr. Kellie explained. But,
she said, "currently there are no
uniform guidelines for developing
either the content or the format of
the review criteria."

The AMA study examined pre-
procedure review criteria for the
three most frequently reviewed
procedures by Medicare PROs: cat-
aract removal; carotid endarterec-
tomy, or restoring blood flow to
clogged arteries; and cardiac pace-
maker implants. The review stan-
dards were compared to national
practice guidelines developed by
the American Academy of Oph-
thalmology, the American College
of Physicians and the American
College of Cardiology.

The study found wide variation
between the PRO criteria and the

medical groups' guidelines.
For example, for cataract re-

moval the AAO recommended that

only patients with a visual acuity
level of 20/50 or worse be eligible
for cataract removal surgery. That
level is consistent with the vision
standard required to obtain a
driver's license. However, the vi-
sual acuity standards used by
Medicare PROs ranged from 20/30
to 20/300, the study found.

The study also noted that Medi-
care PROs required levels of artery
obstruction ranging from 50% to
90% before a carotid endarterec-

tomy would be certified. ACP
guidelines say the procedure may
be appropriate for patients who
have obstructions of 70% or

greater.
While many UR experts agree

that there are problems with the
Medicare PRO process, they say
standards developed by private UR
companies-those that monitor
group health plans-are of a much
higher quality.

And, they say, publishing review
criteria used by at least 300 UR
firms in the nation will not make
review criteria more uniform.

Rather, they recommend that the
federal government help finance
the development of publicly avail-
able medical appropriateness
guidelines doctors could follow.

The AMA study authors "are ab-
solutely right that there are prob-
lems with the (Medicare) PRO pro-
cess-they don't use the very best
clinical criteria," said the presi-
dent of a leading independent UR
company. However, he said, the
AMA report really implies the ur-
gency that "we should as a society
have the funding for a major medi-
cal guideline development process
-spearheaded by a national con-
sortium that includes experts on
clinical outcomes and medical ap-
propriateness."

The AMA report "should be used
as a springboard for developing
national practice guidelines, not as
a way to put individual UR firms
out of business," by releasing pro-
prietary information, he said.

"There is no doubt that the in-
struments to measure medicine

ought to be in the public domain,"
said Dr. Robert Brook, director of
health sciences programs at the
Rand Corp. in Santa Monica, Calif.
But, he said, "no one has taken the
initiative to develop good publicly
available guidelines."

As a result, private UR com-
panies spent a great deal of time
and money developing their own
criteria and it's not surprising that
they want to protect them, he said.

But, the people on whom the
guidelines are used "ought to be
able to see them," Dr. Brook said.
Rather than have individual UR

firms release their expertise to
competitors, the government
should either purchase privately
funded criteria from UR vendors or

a "rigorous publicly funded pro-
cess should be implemented to de-
velop appropriateness guidelines.
Then the UR companies that can
develop smart ways to incorporate
them will survive."

UR executives say the reason
private UR firms have had to cre-
ate their own appropriateness cri-
teria is because the medical com-

munity has not done so.
"Medical societies have come

very late in defining medical ne-
cessity," noted Dr. Walter Hol-
linger, vp of medical affairs at
Parkside Health Management
Corp. in Park Ridge, Ill. As a re-
sult, the UR industry created its
own guidelines and "we have a re-
sponsibility to make sure our defi-
nitions are credible and reflect

current medical knowledge."
"If you look at the Blue Cross/

Blue Shield system, there isn't any-
thing secret about the criteria we
use. It's all nationally recognized
and well-known criteria," noted
Mary Ellen O'Donnell, director of
utilization management for BC/BS
Assn. in Chicago.

"Having private companies come
up with their own sets of effective
criteria is not the best of all

worlds," said the UR company
president. "But, given that the fed-
eral government won't take the in-
itiative" to establish national stan-

dards "and given that society isn't
satisfied with the status quo, it's
the next best solution."

And, UR experts say that merely
publishing review criteria would
not correct differences in the cri-

teria. "I understand that physic-
ians want to know by what yard-
stick they are being
measured-that's a valid concern,"
said Ms. O'Donnell. "But just to
publish the criteria doesn't get at
the variability."

And, she said, some variability in
review criteria is to be expected.

"If there is variability in differ-
ent criteria sets used by private UR
firms, I think it speaks to the vari-
ability in practice patterns" by
doctors in different areas of the

country," Ms. O'Donnell said. For
example, doctors on the East Coast
traditionally practice more conser-
vatively than doctors in other areas
of the country, she said.

"Criteria will inevitably differ
because they reflect different
levels of interpretation" by vari-
ous panels of physicians and even
by nurse and physician reviewers
within a particular review firm,
explained Dr. Hollinger.

Most UR companies say they
would allow the AMA to review the
medical criteria they use if the or-
ganization requested it. And, they
say, keeping review criteria pro-
prietary does not mean attending
physicians cannot find out why a
procedure is being denied.

The standards exist for

non-physicians-like nurses and
medical records technicians-to

use during the first level of re-
view, explained Michael Garrett,
director of utilization management
and marketing for Seattle-based
Professional Review Organization
for Washington, which is both a
Medicare PRO and a commercial

UR company. m
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NAIC reviews model for broker control of insurers
By COLLEEN JOHNSON -

A National Assn. of Insurance
Commissioners committee is rec-

ommending that regulators stop
requiring states seeking NAIC ac-
creditation to adopt the group's
model law on producer-controlled
insurers until the law is clarified.

The NAIC's Financial Regula-
tions Standards Committee did not
recommend specific changes to the
model law. However, committee
member Earl Pomeroy, North Da-
kota's insurance commissioner,
says he would recommend changes
similar to those passed last week
by the North Dakota Legislature.

Gov. George Sinner is expected
to sign the law.

The North Dakota legislation,
among other things, considers a
broker with a 10% stake in an in-
surer to be controlling the insurer,

Georgia bars
disclosure
of insurance

ATLANTA-The Georgia Su-
preme Court has thrown out a pro-
vision of the state's 1987 tort re-

form law that permitted disclosure
of collateral sources of income for
plaintiffs.

The court ruled March 15 that

the provision violated the state
constitution. Georgia courts "have
consistently held that neither the
wealth of the plaintiff nor the de-
fendant is relevant," the high court
said.

"Because inherently prejudicial
evidence is allowed only to show
the plaintiff's sources, juries will
be misled," the ruling said.

"If, for example, both the plain-
tiff and the defendant are insured,
but the jury is only informed of the
plaintiff's coverage, it may assume
that only the plaintiff has insur-
ance and the plaintiff's insurance
should pay for the loss," the court
ruled.

As part of a 1987 tort reform
bill, the state allowed disclosure
of collateral sources so that pay-
ments made to plaintiffs from
other sources could be introduced
as evidence and used to reduce an
award (BI, March 2, 1987). That
law, among other things, also caps
many punitive damages at
$250,000 and allows judges to ap-
portion joint and several liability
awards when it is established that
the plaintiff contributed to an in-
jury or property damage.

One business lobbyist claimed
the high court ruling -destroys the
most effective part of our act."

The collateral source provision
had several times prevented a
Georgia plaintiff from recovering
higher damages or even reaping a
double recovery, said John Poole,
senior vp of governmental affairs
for the Georgia Business Council in
Atlanta.

Plaintiffs' attorneys, who had
faulted the rule for creating "an
inherently unfair situation,"
praised the decision.

"The fact that someone has been
responsible enough to provide
some coverage for themselves cer-
tainly should not be used to sway a
jury," said Charles M. Searcy, ex-
ecutive director of the Georgia
Trial Lawyers Assn. in Atlanta.

In its ruling, the Supreme Court
court combined appeals of two
cases. One involved a trial judge's
ruling that the rule was unconsti-
tutional. The other was a challenge
of the constitutionality of the use
of the rule in a trial, said plaintiff's
attorney Hubert E. Hamilton, a
partner with Bennett & Hamilton
in Rossville, Ga.

-By Colleen Johnson

compared with a majority stake
under the NAIC model law.

Proposed changes to the NAIC
model law would be recommended

by the NAIC's Special Insurance
Issues Committee.

"The National Assn. of Insurance
Brokers is pleased the NAIC task
force has taken this action" calling
for review of the model law, said
Michael J. Muller., executive direc-
tor of the Washington, D.C.-based
broker group.

The model law is vague and un-
fair in how it imposes liability on
brokers, Mr. Mullen said.

Brokers are concerned about a
provision in the NAIC model law
that calls for determining broker
liability for the insolvency of in-
surers they control through an ad-
ministrative proceeding conducted
by the insurance commissioner
rather than through civil court

YEARS Of

proceedings.
North Dakota's Mr. Pomeroy

said in his view, regulators also
could face problems in enforcing a
judgment against a broker found
liable for an insurer insolvency if
the judgment was obtained
through an administrative hearing
rather than through a court pro-
ceeding.

In addition, language in the cur-
rent model law relating to when a
broker controls an insurer is

"foggy," an NAIB spokeswoman
said.

For example, she said, the model
law suggests that regulators can
find that a broker without an ow-
nership stake in an insurance com-
pany still controls the insurer if the
broker produced a large amount of
business for the company.

As states have begun to consider
adopting the producer-controlled

insurer model law along with
other NAIC model laws-"obvious
areas of improvement have been
identified," Mr. Pomeroy said.
State regulators have begun to
push for adoption of the NAIC's
various model laws as a step to-
ward becoming accredited by the
NAIC (BI, March 25).

The North Dakota Legislature,
for example, made several changes
to the NAIC model law.

The North Dakota law, if signed,
will allow a broker's liability for
an insurer's solvency to be deter-
mined through a civil court pro-
ceeding rather than through an ad-
ministrative proceeding, as is
called for in the NAIC model.

However, in a change that is
much stiffer than the NAIC model
law, the North Dakota law states
that a broker that has a 10% ow-

nership interest in an insurance

company "controls" the insurer.
Brokers could contest the finding

of control with the insurance de-
partment, according to Mr. Po-
meroy.

In addition, the North Dakota
law spells out penalties that bro-
kers face for violating other provi-
sions of the law.

If a new NAIC model law on pro-
ducer-controlled insurers is even-
tually adopted, states that already
have been accredited or are seek-
ing accreditation would have two
years from the date of its passage
to adopt the revised model law,
said Nebraska Insurance Director

William H. McCartney, another
member of the financial regulation
standards committee.

After proposed changes are de-
veloped, they will be presented at
the NAIC meeting in June, Mr. Po-
meroy said. I
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Mr Garamendi's revised pro- cies in which the policy covers The rev_sed proposal also states regulations said the amended regulations ap-
posal suggests an alternate mecha- risks in excess of a self-insured re- that insurers could elasSI f./ other Mr Fontara testified at last pear to be "a sensitive approach"
nism for ratemaking for large com- tention or the pollcy of an unaffi- hnes- 'except homeowners multi- week's hearing that the new pro- to ratemaking for commercial
mercial lines o f insurance, liated insurer covering at least the ple per-1, private passenger auto- posals are "an improvement in lines But he warned regulators to
particularly specialty coverages first $500,000 in losses, retrospec- mobile hability and private pas- some areas, but in others tney are make sure no "abuses" result from

The regulations state "In addl- tively rated or loss-sensitive insur- senger automobile physical less productive" than Mr. Gara- the special treatment afforded
tion to the computation of pro- ance where the total standard pre- damage"-either as "commodity" mendi's original proposal commercial lines insurers under

jected losses specified" m the orig- mium for all policies for the or 'specialty" lines ''All it a-.5 ears to do at first the revised proposal
inally proposed regulations, an account of a single insured is Homeowners multiperil and pri- blush is to p€rmit insurers to file Mr Rosenfield, though, was not
insurer may submit "an alternative greater than $250,000 " vate passznger auto lines, in addi- rates fcr sp Ecialty lines aczording pleased with Mr Garamendi's pro-

tion to other lines that inairer: do to any generally accepted method," posed changes In efficiency stan-
not treat as specialty lines. would in add_ticn to filing rates for ' com- dards used to determine insurers'
have to te considered ccmmodity modity" lines according to the rate of return for ratemaking pur-
lines Those lines would be sublect method specified in Mr Gara- poses
to the ra.emaking guide_ines Mr mandi's prezious propisal, Mr "This single issue would cost

Mote16 Garamendl initially propcsei Fontana expla ined consumers billions of dollars in

"While the regulations are still Hov,ever, only "the biggest com- rollbacks," he said at the hearing
under study, they appear to give panies have resources to pit up last week
commercial insurers the flexibility w.th thi. accounting nightmare," The revised proposed regulations

to continue to serve the piblic in Mr Fintana said 'The fact that state "The efficiency standard

was losing sleep special:y lines of insurance ' and in the largest writers can surnve the shall be set separately for each m-
writing _arge commercial risks, chaos" 1. small comfort for other surance line and coverage, and se-
said Sherman A Sitrin, a vp and insurers, he added parately for insurers distributing
associate general counsel-domestic In addriti.r, the amended pro- through Independent agents and

over its benefits companifs for American Interna- posal still is essentially flawed-as brokers, through exclusive agents,
tional Group Inc of New York were Ms G-1 espie's regulat.ons- and through employees of the in-

surer not functioning as agents "
The standard for each category

program
will be based on the Industry aver-
age within that category

... In opting for this efficiency stan-

Tradition dard, Mr Garamendi rejected an
alternative favored by Voter Re-

volt a standard "pegged to the
most efficient companies" instead
of to the Industry average, Mr Ro-

...until QicClaim/Z senfield said

put their problems to rest. - Meets •
The new proposed regulations

also would no longer exclude in-
surers' charitable contributions as

an expense category in ratemak-

ing

However, the AIA and the ACIC
Human resources personnel at Management Systems, Inc (RIMS) still "object to the nature of these

Motel 6 were lodged m a health Higgins quickly discovered
benefits administration nightmare what he calls the major advantage which were not authorized by

"We found ourselves bogged of QicClaim/2 "It works " Technology proceedings for ratemaking,"

Proposition 103, Mr Fontana testi-

down m paperwork and claims Even the installation was easy fied

resolution stuck between our The program came in four small Nearly 80 insurers plan to file

insurance company and our suit in Los Angeles Superior Courtboxes and plugged right m to
on Wednesday ln an effort to haltemployees," said Tom Higgins, Motel 6's existing PC hardware
Mr Garamendi's hearings on the

vice president of human resources When it came to actually paying in Wypen proposed rollback regulations (BI,
claims, the motel chain didn't lose March 25)
any sleep, either That's when

The QicClaim/2
The Insurance Department filed

RIMS top training and support staff a motion last week asking the court

advantage for Motel 6? checked in lotti-fiie Jeai # of ci,nsulting 4 compiclieiiire, PC-babed to dismiss the insurers' planned

"I could almost run the program sult

"It works. eiperience · Hatid>-01 knmiledge solution to meet \0111 pension
Just trom watching the demonstra- In a related development, the de-

01 pelifion admistration · 1 i:dminitittoll, mandeemetit and
tion, so you know it's easy," partment plans to appeal a March

Colitillume lomillitmelit to quallir liartlapimt Colillilinication leeds • \ 21 decision by Los Angeles County
Then they woke up to the fact Higgins said

emd Knice
that they could serve their 6,000 As for QicClaim/2's efficiency, product customtied to meet the Superior Court Judge Dzintra

Janavs upholding a law enacted
covered employees better-and Motel 6 expects a 15-month return >pecific i equitonient of am plmi · \n last year that exempts surety bond

more economically-by self- on their investment TOR/'s tbe 11:ratt fiwdition efficient alterliative to \,oul daih writers from Proposition 103's

insuring and self-administering Now, when Motel 6 employees pe1151[)11 :idl'11111511 111011 rolltilk),5 rollback and prior approval provi-

their group health program have health claims questions, they sions

So they talked to other human call their co-workers And that's
l'ast · Na>\ to le.11 n al d 'lhe · Fie- Mr Garamendi's revised pro-

:
resources executives They con- a dream come true for staff and the - INe enough to 210\\ uith Lou a.5 \0111' That's 111'Pen 11>bere posed regulations would not to-

tally exempt surety businesssuited software experts They sent human resources department ahke 5 compam i ileedh change_ trtklitioti meets teel)hology
: Judge Janavs ruled that legisla-

for information and they reviewed If you have a benefits
. m a software Joilitiou tive analyses in the course of de-

several products Most software administration nightmare E bate on the legislation, A B 3798,
programs left them with f Thtffs Leadino Edoe fech,zoloor tbat s rigbt jor ro,i

of your own, call us toll- 6 6 a revealed "the relative stability of
reservations free at 1-800-950-0099 **z- C

L surety insurance rates, competi-

All but one-(>Clatm/2 soft- for more information or for a free E tiveness of the market and avail-

ware from Resource Information copy of our video ability of the insurance "
i

wn \TT SOFT\V '\RF
Noting that the legislation was

passed by a unanimous vote of

I./1111":I both houses, Judge Janavs ruled
The Leader in Benefits Administration Software "The Legislature's conclusion that

\ 11./11 iII af
Resource Information Management Systems, Inc * 500 Technology Drive 91*tt A B 3798 furthers the purpose of
PO Box 3094 * Naperville, IL 60566 7094 * 708/369-5300 *FAX 708/369-5168 84 #H ge.ldo\\4 Rd • Mute 20(1 • 1.ike 00\\,40 01<34,11 47)45 • 800 --6 10,6 Proposition 103 is supported by the

record before the court " .
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its 1990 results
By ROGER SCOTTON insolvencies among CODA po

I
A

eKulo r uAn#e), Aq ololld
holders last year Two of the fau

HAMILTON, Bermuda-Corporate were financial institutions, one of
Officers & Directors Assurance Ltd which "came out of the blue" when

is considering steps to bolster market an investment-grade corporation en-
confidence m the company after re- tered Chapter 11 bankruptcy, Mr
porting its first underwriting loss Snyder said
ever According to the annual report

The directors and officers habihty "The major claim exposure which
Insurer reported an underwntlng loss CODA has expenenced to date has

A campaign is underway to promote Bermuda's strengths as an insurance and financial center. of $63 2 milhon and a dechne of al- been the msolvency of insured com-
most $40 mlillon m shareholder eq- panles and the resulting hability of
uity for the year ended Oct 31, 1990 those companies to indemnify direc-

Promoting Bermuda CODA provides up to $25 milhon tors and officers for claims made
of either pnmary or excess personal against them"
coverage to directors and officers for "These events partly reflect the ec-
nsks that their corporations are ei- onomic climate we're in," said Mr

Government, industry join forces ther unwilling or unable to mdem- Snyder, who added that he cannot
nify CODA officials say they became divulge details of claims and policy-
aware of producer concerns about its holders' coverages "But our expo-
health after the February release of sure due to bankruplcies is far

By ROGER SCOTTON clude a more coordinated effort to division of Towers, Perrin, Forster ltS 1990 financial report greater than we'd anticipated And,
represent the industry at interna- & Crosby Inc about assuming the The report blames the under- as a result, we're devoting more re-

HAMILTON, Bermuda-Ber- tional Insurance conferences organization and management of the wnting result on a $91 million in- sources to improving our ability to
muda's publlc and pnvate sectors are These meetings include this annual International Captive & Rein- crease in loss reserves to $1166 mil- analyze this exposure," he said
teaming up in an unprecedented month's RIMS conference, the World surance Forum sponsored by the con- hon CODA posted an underwriting Mr Snyder, a former retired trea-
$250,000 campaign to promote the is- Insurance Congress in London in sulting firm, according to Roger Gil- profit of $136 milhon in 1989 (BI, surer of Eastman Kodak Co who
land as an international insurance July, the Captive Insurance Com- lett, vice chairman of the IAC Apnl 30,1990) likes to describe CODA's products as
domicile and busmess center panies Assn Inc meeting held last marketing committee Mr Gillett is = After Investment mcome of $27 1 the ultimate m "sleep insurance for

The prime oblective is to Increase week m Phoenix, the biennial Inter- vp of captive manager Johnson & milhon, the msurer finished the year Fortune 500 executives," said Ber-
direct and Indirect revenues from the national Risk & Insurance Manage- Higgms (Bermuda) Ltd with a net loss of $386 million, com- muda-based ACE Ltd will continue

island's Insurance mdustry, which lS ment Assn conference in Monte The talks, which were initiated by pared with a profit of $35 8 milhon m to provide management and adminis-
facing mcreasingly stiff competition Carlo and the annual meetings of Tillinghast, are at an early stage, and 1989 The report shows earned pre- trative services to CODA But, he
from other domiciles local captive associations in Vermont, it is by no means certam what their miums rose 19% last year to $31 8 said ACE now is focusing on mea-

Intermediate goals of the campaign the Cayman Islands and Luxem- outcome will be, he said However, milhon Shareholder equity dropped sures intended to improve its assess-
call for a net 15% increase in the bourg one way or another, the marketing to $180 6 mlilion in 1990 from $219 2 ment of CODA's exposure to policy-
number of insurance-related com- "We have tended to do things group's objective is that the island's million the previous year holders' bankruptcies
panies incorporated in Bermuda, a rather piecemeal in the past, while insurance and reinsurance industry A financial viability memorandum "It's important to bear in mind
125% gam in the annual volume of our competing domiciles have picked should stage a conference, he said to brokers, poheyholders and share- that we still haven't paid a malor
International buslness-related visits up their marketing efforts All of that Although some of the language holders lS among the measures that loss, though we've paid under a mil-
to Bermuda and much greater use of is going to stop," said, Robin used to describe the new marketing could soon by taken by the insurer to lion dollars for some legal fees and
local banks, law firms and financial Spencer-Arscott, chairman of the campaign sounds familiar to Ber- bolster market confidence, said Don- expenses We're takmg a very conser-
services marketmg committee Mr Arscott lS muda observers, the new effort began ald Snyder, its chairman and chief vative approach and have reserved

The campaign will effectively kick chairman and chief executive officer in earnest m January executive officer $116 6 million for four or five events
off Apnl 28 m New Orleans at the of Anchor Underwriting Managers .We just got to the stage where Meetings have already taken place These events may not lead to a major
Risk & Insurance Management So- Ltd, a unit of Aon Corp we asked ourselves whether we were with CODA's two largest producers claim We hope this wlll all turn out
ciety Inc 's annual conference "From now on, we will fully co- gomg to talk forever or actually do in Bermuda with the aim of increas- to have been an anomaly, but only

Other activities planned this year or·dlnate our efforts with the result something about it," Mr Gillett said 1ng their "comfort level," he said time will tell Certainly, if it were not
include seminars in selected U S that each venue or prolect will be The Bermuda government was According to Mr Snyder, the 1990 for these claims, we'd have a very
cities organized through local RIMS the responsibility of an mdividual on among the first to support the move loss provision reflects the insurer's good book," Mr Snyder said
chapters, aggressive advertising and the marketing committee or in the in- It is allocating $65,000 to cover the highly conservative approach to re- So far, the 4h-year-old company
the educasion of local Industry staff dustry We're no longer going to be travel and related costs of civil ser- serving "Our actuaries gave us a has processed 232 notices of events
to equip tnem to argue the strengths seen as a group which lust organizes vants-primarily Malcolm Butter- range of prolections and CODA's likely to produce claims, 90 of which
and weaknesses of Bermuda cocktail parties and display booths," field, the registrar of companies-to audit committee took the highest end have been closed

The marketing drive, which is he said attend these meetings and has indi- of that range so that we could get the CODA had 162 policyholders on its
being orgamzed under the banner of Organizing an annual Bermuda cated it is prepared to contribute bad news behind us as quickly as books at the end of January, com-
the newly formed marketmg commit- conference is one key prolect of the more m the future possible," he explamed pared with 148 m January 1990
tee of the government's statutory In- IAC marketing team In fact, talks "I think government accepts that The bad news Involved one share- "We are aware of some of the stone

surance Advisory Committee, wlll m- are under way with the Tillinghast Continued on page 63 holder derivative action and several Continued on page 63

Outhwaite tries to bar arbitration appeal
By STACY SHAPIRO a remsurer must pay all claims set- Bntam's highest court The pohey covers losses on under- England, court papers say

tled by the Asbestos Claims Facility In allowmg Mr Hiscox's case to wnting years pnor to 1974 m excess _ On June 30, 1989, Mr MacCrin-
LONDON-The British Court of lS argued in open court (BI, March proceed, the Court of Appeal also of $7 5 milhon Paid losses and out- dle rejected Mr Outhwaite's argu-

Appeal has asked Britain's highest 25) ruled last week that Justice Hirst- standing liabilities likely to fall ment and ruled that the unlimited
court to expedite a ruling on whether However, the decision will be the High Court ludge who first ruled under the policy total at least $20 runoff reinsurance policy was en-
Lloyd's of London underwriter Ri- sealed until a separate issue raised against Mr Outhwaite's appeal- million (BI, July 3, 1989) forceable Although Mr MacCrindle
chard Outhwaite can bar another by Mr Outhwaite in the case is de- should not also hear the Hiscox ap- But, accordmg to court documents, practiced law in England and had of-
Lloyd's underwnter from appealing cided If Mr Outhwaite wins his ar- peal It also ruled that the High Court underwriter Richard Outhwaite con- fices in London, he signed the order
an arbitration decision that would gument, then the Hhscox appeal will decision should be sealed until the tends he wrote a letter to syndicate in Pans, where he also worked, court
limit asbestos-related losses to Mr be quashed and the decision never outcome of Mr Outhwaite's appeal is 33 in September 1987 that voided or papers show
Outhwaite's syndicates heard known rescinded the syndicate's runoff rein- Messrs Hiscox and Outhwaite also

The underwnter, Robert Hlscox, iS The separate issue mvolves efforts The Court of Appeal last week also surance pohcy Mr Outhwaite tned had asked Mr MacCrindle to decide
appealing in London's High Court an by Mr Outhwaite to derail the Hi- asked the House of Lords to "expe- to void the pohcy claiming non-dis- on the amount that Outhwaite should
arbitrator's decision that runoff rem- scox appeal by argumg that British dite" Mr Outhwaite's case and hear closure or alternatively misrepresen- pay syndicate 33 under the runoff
surance pollcies Mr Outhwaite wrote courts have no jurisdiction over the it as soon as possible, noted attorney tation on the part of syndicate 33, policy
for his synchcate 33 do not have to arbitration decision, which was Clive Boxer, a partner of Fishburn court papers show Mr MacCrindle last August made
pay some asbestos-related claims set- signed in France Boxer, who lS representing Mr Hi- Messrs Hiscox and Outhwaite an award in the form of a declaration
tled by the now-defunct Asbestos A London High Court disagreed, so scox agreed to settle the dispute through and later wrote his decision, which
Claims Facihty under the Wellington Mr Outhwaite appealed the pomt to Syndicate 317/661, managed by arbitration, as provided for in a he signed m November in Paris, court
Agreement the Bntish Court of Appeal The ap- RHM Outhwaite (Underwriting clause m the runoff remsurance pol- papers show

When Mr Hiscox's appeal of the pellate court also disagreed with him Agencies) Ltd, in 1982 wrote 100% icy They chose one ark)itrator, quah- The details of how much Outh-

arbitration is heard April 9 In Lon- and said Mr Hiscox's appeal could of an unlimited runoff remsurance fied British trial lawyer R A Mac- waite was to pay syndicate 33 are
don's High Court, it Will mark the proceed, resulting m Mr Outhwaite's pollcy for syndicate 33, managed by Crindle, to decide the case Mr confidential, said Mr Boxer, who
first time that a dispute over whether current appeal to the House of Lords, Roberts & Hiscox Ltd MacCnndle heard the arbitration in Continued on nert page
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Jail Facilities Coverage
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Occurrence and Claims Made Forms Available
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Outhwaite dispute
Continued from previous page
represents Hiscox.

But the syndicate is concerned that
Mr. Outhwaite's syndicates will not
pay some asbestos claims because Mr.
MacCrindle "disallowed Wellington
as a loss contract," Mr. Boxer said.

Under Mr. MacCrindle's decision,

only part of the claims settled under
the Wellington Agreement are recov-
erable, Mr. Boxer said.

Mr. MacCrindle's decision incorpo-
rates an arbitration decision made by
Lord Wilberforce in 1989 in a dispute
between syndicate 317/661 and syn-
dicate 347/570, which was managed
by M.H. Cockell & Partners, an

Outhwaite spokesman said.
Lord Wilberforce had ruled shat

the Outhwaite syndicate need not
reimburse the Cockell syndicate for
"gaps and surcharges" or the share of
the costs the Cockell syndicate in-
curred in setting up the Asbestos
Claims Facility and the claims the
syndicate paid for facility members
on behalf of insurers that were not

facility members (BI, July 3, 1989).
The Wilberforce decision, if un-

challenged, should save Outhwaite
millions of dollars in losses from var-

ious runoff reinsurance policies, the
Outhwaite spokesman said.

Because Mr. MacCrindle's decision

limited asbestos claims paid under
Wellington, Mr. Hiscox in December
sought leave to appeal the arbitratic,n
in London's High Court under the
British Arbitration Act of 1979. Mr.

Hiscox asked for a court order di-

recting Mr. MacCrindle ''to state fur-
ther reasons for his award" and for

the court to "seek remission of the

award," court papers say.
Mr. Outhwaite objected to Mr Hi-

scox's appeal and found a loophcle in
arbitration law on which to hang his
objection, according to court papers.

Mr. Outhwaite alleges that because
Mr. MacCrindle signed his decisions
in Paris, the arbitration award was
"made" in France and not In London

where the arbitration was heard.

As a result, Mr. Outhwaite con-

tends, the arbitration is governed
under the New York Convention-an

international treaty among 50 coun-
tries that spells out the jurisdictions
of arbitrations between people of dif-
ferent nations-and not British arbi-

tration law.

Therefore, the English court has
no jurisdiction over the award. Mr.
Outhwaite argues.

What do you get when you subscribe to the news and communications
network of the Risk and Insurance Management Society?

The Latest News! The RIMSNET Daily News is online
every weekday morning by 10:30 a.m. EST, bringing you
concise summaries of important news scanned from more
than a dozen national dailies and hundreds of

general-interest and risk management periodicals.
RIMSNET also allows you full access to the United Press
International wire service for up-to-the-minute local:
national, and international news throughout the day.

Washington Updates for Risk Managers! RIMSNET's
unique link with LEGI-SLATE® gives you the most current
information available 6n what's happening in Congress, via
a customized legislative and regulatory tracking service.

An Unparalleled Communications System: Designed
exclusively for risk managers and benefits professionals,
RIMSNET's electronic mail and bulletin board give you
direct access to insurance professionals and your

colleagues across the street or around the world, easily and
inexpensively from your personal or office computer.

Insurance

Management
Society, Inc.

and morel

• The Standard & Poors Insurance Rating
Service.

• A searchable database of more than

10,000 risk management news summaries.

• Current updates on the Annual

Conference and other RIMS-sponsored
activities.

• Risk management newsletters.

• The Official Airline Guides.

• RIMSLINK-Tap the expertise of insurance

and risk management companies. sich as
Allendale Insurance.

Come to the RIMSNET demo mom at the Risk Management and Employee
Benits Conference in New Orleans (Convention Center, Rm. 23). For more

information call Nancy Douglass at RIMS, (212) 286„9292
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"He is leaving no stone unturned"
to protect the Hiscox arbitration-
and, hence, the Wilberforce decision

-from being challenged, the Outh-
waite spokesman said.

"Going to a French court is proba-
bly not an option, though that is not
clarified. But if the court finds in

favor of Outhwaite, it will block (Hi-
scox's) appeal," the spokesman said.

Under the New York Convention,

signed by France and the United
Kingdom, the English court only can
enforce the decisions of a French

court in an arbitration award that

was "made" in France, Mr. Outh-
waite argues. A British court cannot
rule on the merits of the award or

change it in any why, he says.
Mr. Hiscox, though, argues the ar-

bitration was made in England and is
therefore governed under British ar-
bitration laws, which allow him leave

to appeal to London's High Court.
And even if the arbitration were

decided in France, Mr. Outhwaite

was prevented from using the ar-
gument that the award was not go-
verned under British arbitration laws

because he originally agreed to the
arbitration under British law, Mr.
Hiscox argues in court papers.

Earlier this year, Justice Hirst in

London's High Court concluded that
the arbitration decision was not

made in France but in London and

was governed under the British Arbi-
tration Act of 1975, which incorpo-
rates the New York Convention into

British law. Justice Hirst also ac-

cepted Mr. Hiscox's contention that
even if it were a French award and

governed under the New York Con-
vention, Mr. Hiscox could appeal in
British courts because the arbitration

was initiated in England.
However, on March 11 the Brit-

ish Court of Appeal said that be-
cause Mr. MacCrindle signed the ar-
bitration decisions in France, the
arbitration was "made" in France

and was governed by the New York
Convention.

Nevertheless, the appellate court
ruled 2-1 that this did not stop Mr.
Hiseox from appealing the arbitra-
tion in a British court and gave him
leave to proceed with his appeal in
London's High Court.

The majority of the Court of Ap-
peals also said the issue of France's
jurisdiction was made academic be-
cause Mr. Outhwaite had earlier

agreed to abide by English law.
Master of the Rolls Lord Donald-

son of Lymington, one of the three
Court of Appeal judges, wrote that
under the convention, enforcing
courts-in this case London's High
Court-can set aside or suspend
awards that are made in another

Country governed by the convention.
"I do not accept that the authors of
the convention or Parliament could

or did intend to achieve the result

which flows from (Mr. Outhwaite's
attorney's) submission," he wrote.

Lord Donaldson also concluded

that Messrs. Outhwaite and Hiscox

already had "quite clearly" agreed
that the arbitration would be in Lon-

don and therefore governed by Brit-
ish arbitration law.

Letters from lawyers on both sides
show "that both parties assumed that
the fact that an award was dated at

Paris was no obstacle to the exercise

by the English courts of their super-
viSOIy jurisdiction under the Arbitra-
tion Acts (of) 1950 and 1979," Lord

Donaldson said. "The only cause for
surprise is that it has been thought of
at all."

He dismissed Mr. Outhwaite's ap-
peal saying: "In my judgment, it
would be unconscionable now to

allow Mr. Outhwaite to renege from
the common assumption" that the ar-
bitration would be governed by Brit-
ish courts.

Another Court of Appeal judge,
Lord Justice McCowan, concluded
that under the New York Convention,

the English Court would not be able
to hear the arbitration appeal. Quot-
ing clauses from the convention, he
noted that the arbitration

Continued on nert page



Continued from previous page
is "enforceable" and "shall be treated
as binding for all purposes."

However, Lord McCowan agreed
with Lord Donaldson that this ar-

gument is made academic by the fact
that both parties agreed to an arbi-
tration under English law. "On this
ground, therefore, I would dismiss
the appeal."

Among the three judges, only Lord
Justice Leggatt agreed with Mr.
Outhwaite on both points. "The re-
sult of the rival arguments is either
that the English court cannot do any-
thing to a convention award except
enforce it or that the English court
retains all its powers to interfere with

Bermuda

Continued from page 61
it will have to do rnore to prornote
the island generically. We have a
partnership with the insurance in-
dustry, and we need to work together
in a proactive way, rather than just
react to changes," said Walwyn
Hughes, 3ermuda's financial secre-
tary.

The marketing project has a budget
of $250,000, about half of which has
already been raised. Pledges have
been secured from all sectors of the

industry-aptive managers, brokers
and underwriters-as well as from

support businesses like banks, law
firms, auditors and actuaries.

Some industry groups are levying a
surcharge on members to contribute
to the campaign. Others are handling
it differently, but each sector is pro-
viding various degrees of support.

"The support has been just tre-
mendous," Mr. Spencer-Arscott said.
"People are not only encouraging us
with verbal expressions but with
written checks, too."

However, there are still some miss-

mg pieces in the marketing drive.
"We need to look a little more

closely at our intermediate goals. For
example, we're looking to increase
the industry's gross premium income
by 10%, and we'll measure increased
use of local service providers by
watching to see if their work force
expands by monitoring the govern-
ment's manpower reports. But mea-
suring the number of international
business v.sits here may be more dif-
ficult," Mr. Gillett said.

A market analysis will be another
key part of the campaign. Mr. Gillett
said this analysis will be completed
soon and will identify product niches,
target countries, target U.S. cities
and target industries for Bermuda.
This, together with a proposed new
data base of all Bermuda company
owners, contacts and prospective
owners, will provide the campaign
with an information foundation.

"It's not as easy as .t used to be,"
Mr. Spencer-Arscott said. "We're no
longer jus- a captive domicile. We
now have a financial reinsurance

market and one of the world's most

important excess liability markets
with ACE Ltd. and X.L. Insurance

Co. Ltd. Things have changed."
But with the property/casualty in-

surance market still mostly soft, is
the campaign's timing right?

"Yes, no question of it," said Mr.
Gillett. "This is the perfect time so
that when the market does turn, we'll
be ready and waiting."

"We want to promote ourselves
from a position of strength, not when
we're declining," said Mr. Spencer-
Arscott.

Bermuda had 1,312 captives as of
year-end 1990, up 4% from 1,261 in
1989, government figures show. And,
in January and February the island
added 15 new captives, compared
with only 12 new captives in the en-

tire first quarter of 1990.
But Bermuda's share of the cap-

tive pie has been slowly shrinking.
In 1990, Bermuda had 40.2% of all
captives incorporated in Barbados,
Bermuda, the Cayman Islands and
Vermont, according to the govern-
ment. That share is down from a

high of just more than 50% of all
captives in these domiciles in 1986. I

such an award before considering en-
forcement," he said.

"Having anxiously considered this
dilemma, I do not feel able to con-
strue the (Arbitration) Act so as to
preserve a locus for the English court
when acting in its supervisory capac-
ity. . .The act does not envisage that
the award will be subject to the su-
pervisory jurisdiction of the English
court."

Justice Leggatt said he could only
conclude that the convention award
was "outside the realm of enforce-

ment" of English courts.
Justice Leggatt also concluded that

although originally it was common
ground by both parties that the

INTERNATIONAL

award was subject to English Arbi-
tration Acts, the situation changed
after the award was signed in Paris.

"In short, there was here no com-

mon assumption about the effect of
the award having been made in
France," Justice Leggatt said.

"There was a mutual failure to ap-
preciate that that fact was material
and why it was. I therefore do not,
consider that Mr. Hiscox can, by
raising an estoppel, prevent the
award from having effect as a con-
vention award. I would allow the ap-
peal."

Mr. Outhwaite is appealing this
Court of Appeal's majority decision
to the House of Lords. I

CODA loss
Continued from page 61
throwing that's been going on since
our 1990 financials came out and

we're going to be looking at the pos-
sibility of putting out a financial via-
bility memorandum," Mr. Snyder
said. "We're also hoping that our
conservative approach to reserving
will serve to provide some added as-
surance to our insureds. But it has to

be pointed out that, so far, we have
had only three years of commercial
underwriting activity beyond our
original sponsors' risks, so our book
is still in the process of seasoning."

CODA, which was launched by 53

The IRI Difference:- burl?ropertles

AeeAiri24ours
"We insure more than 50,000properties in over 70 countries,"said Ron Berler, IRI Vice President-"AndInternational. ,

should it be

necessary, we can service thesefacilities in 24 hours from ourthe Cadbbean,
offices in Europe,the Pacific Basin and the United
States."Multi-national corporationsare building and maintaining manufacturing, assembly and distributionilities all over the world," BerlermT's intention tofac

provide underwntment and loss prevention serviceswhenever and wherever needed.s an international perspectiveThat' IRI Difference.
ordhe asand culture shock are

"letlagtalked about less and less,
beingmore and more business people jointhe million-mile club," Ron said.

in terms of air miles, it is
shdnldngenlarging as more and more coun-tries produce goods and services forinternational consumption. IRI pro-des insurance for well protectedmanufacturing and marketing prop-

Industrial Risk Insurers, Hartford, Connecticut
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Ron Berier,Industrial Risk Insurers
erties and services them with localpeople in local offices. Thus, newand estabiished businesses insuredby IRI are free to innovate and

think boldly"The ron*se drat *e candeliver as part of The IRI Differenceis this-we can provide assistancein helping to keep plants productiveand people employed. We startedout doing it in the United Statesover a century ago. Now, wedo it around the world."

sponsor corporations in October
1986, offers coverage in $5 million
increments, protecting directors and
officers on a primary basis or excess
of other insurance on a difference-in-

conditions basis. Up to $10 million in
fiduciary liability coverage also is
available.

Though Mr. Snyder concedes that
CODA faces more competition now
than it did at the outset, he pointed
out "there's still no form as broad as

ours."

"Our insureds represent a cross-
section of corporate America. Our
market is still the Fortune 500 cor-

porations and we have plenty of room
to grow," he said. .
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P/C results itiatives," mcluding enhancing com- The uninspiring performance Investors Serace in New York Rates Shulman said, Insurers lose ground
puter systems and staff training turned m by property/casualty in- are not in a downward spiral, but Rates generally have stopped de-

Contznued from page 1 While insurers' profits slad last surers last year is becoming too fa- they are still lower than loss costs clining and most insurers are able
sales of portions of its extensive eq- year, their combined ratios did not millar, complam mdustry observers "In this case, no news is bad news " to raise some rates, though these in-
uity and junk bond portfolio (BI, The insurers surveyed by Business "It really wasn't a good year and "We continue to see results pretty creases are not enough to make up
March 4) Insurance posted a 110 7% zombined yet, in some ways, it was too good a much moving along-not getting very for the cumulative deficiencies of the

The Home, which had a $218 3 ratiofor 1990, thesame asin 1989 year," commented Glona Vogel, asso- much worse or much better," said past two to three years, said the
million loss, also posted significant But, when 1989 catastrophes like clate director at Bear Stearns & Co Barbara Stewart, president of Royal's Mr Riley
losses last year stemming from rea- Hurricane Hugo and the Northern Inc m New York Stewart Economics in Chapel Hill, Observers note that insurers' re-

hzed capital losses on its junk bond California earthquake are accounted It was not good ln the sense that N C sults were also affected by costs tied
portfolio The company was sold ear- for, insurers' 1990 underwntmg per- price cutting and underwriting de- "The results that I've seen ob- to the withdrawal from certain mar-
her this year to a group led by Swed- formance actually deteriora:ed tenoration continued, she said But viously leave room for improvement," kets and corporate restructurmgs
ish insurer Trygg Hansa SPP Holding "You have to adlust 19E9 for the the year was too good m the sense said Marvin Shulman, an analyst CIGNA Corp , for instance, has re-
(BI, Feb 18) catastrophes You'd see that 1990 that the results "were not ugly with Mood>'s Investors Service in duced its regional offices to four from

And C Ronald Riley, chief finan- shows substantial deterioration be- enough to cause a turn 1 the cycle New York "I think that pricing, 22, and changed its mix of business,
cial officer for Royal, blamed a $46 3 cause there wasn't the safe level of They were ugly They lust weren't while not deterlorating significantly, including reducing its workers com-
milhon loss on a combination of in- catastrophes," said Ed Sar tos, chief ugly enough " is not recovering, so I think it's tend- pensation business and withdrawing
adequate rates, reserve increases for financial officer for Transamenca In- "It's pretty sleepy out there," said mg to remain flat" from the personal automobile insur-
pnor-year business and "strategic m- surance Co in Woodland H-lls, Cahf David Wells, an analyst with Fitch But as long as loss costs rise, Mr Contmued on nert page
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NOTICES HELP WANTED
.

CAROLYM DAVIS TRUCK AGENTS IN THE CIRCUIT COURT OF COOK

f.pe." 'n,
MANAGER ASSOCIATES, INC. Stop Wasting Your Time COUNTY, ILLINOIS

LOSS CONTROL MANAGER
COUNTY DEPARTMENT,

STAFFING CONSULTANTS Improve Your Hit Ratio CHANCERY DIVISION Experienced individual to manage the
Large independent Prop- TO THE INSURANCE INDUSTRY Increase Your Market Share loss control operations of a workers

compensation pool with over 50 mem-erty Casualty Agency is 701 Westchester Avenue We Sell Truckers X-Dates IN THE MATTER OF

THE LIQUIDATION bers and premiums in excess of $4 mil-
seeking a Commercial Lines Suite 3171 "NATIONWIDE" hon, demonstrated knowledge and ex-

4 OF PROVIDENT
White Plains, NY 10604

'*aCT 00 914-682-7040•Fax. 914-682-8361
800-288-XDATES (9328) INSURANCE perience with loss control required,Manager Responsibilihes in-

COMPANY F/K/A NO 91 CH 00227 Pool experience and public sector expe-
clude managing the com- Not Available In All States

The School District of ILLINOIS LIFE nence helpful, position is based in
downstate New York and travel withinmercial lines support staff & ACCIDENT

Philadelphia the state ts required, valid drivers 11-
and market coordination I E&5 UNDERWRITER I INSURANCE

COMPANY tense required Send resume and salary
requirements toinvites applications for Experience in management j Specialty Insurer in Chi- NOTICE OF CLAIMS

PERMA

and maket place knowl- 119 Washington Avenue
LOSS CONTROL

edge is required cago area seeks ener- Looking for a
DATE AND PROCEDURES

Albany, New York 12210
Attn Loss Control ManagerADMINISTRATOR qetic, aggressive un- i PLEASE TAKE NOTICE, that on Jan-

Send resume to candidate to uary 9, 1991 an Agreed Order of Liqui-
Deadline - 4/19/91

Starting Salary $46,645 derwriter. Good pay dation With a Finding of Insolvency

Applicatton Deadhne May 3, 1991
Dell Van Glider, Jr. I and Benifits - Great fill the Job? was entered against Provident Insur-

ance Company ("Provident")") by the BUSINESS OPPORTUNITIES
For complete job descnption Van Glider Insurance Corp.  Profit Commissions. Must Honorable Arthur L Dunne, Judge of

and application information contact 700 Broadway, Ste.1035 have underwriting expe- the Circuit Court of Cook County, ntt-

Denver, CO. 80203 Advertise in nois James W Schacht, Acting Direc- SENIOR PROGRAM ADMINISTRATORS
tor of Insurance of the State of Illinois, TPAs, hospitals, PPOs, senior associa-Office of Human Resources . rience in professional, is the statutory and court affirmed Liq- tions, retirement/nursing homes and55 North 22nd Street products or general lia- The uidator of Provident other programs offering products/ser-

Philadelphia, PA 19103 vices to seniors, including medical
(215) 299-8842 bility. Fax your resume Professional TAKE FURTHER NOTICE, that pursu- claims advocacy service, we have deve-

and salary history to: ant to the Order of the said Court, all loped a state of the art automated mar-
An Equal Opportunity Employer Marketplace rights and habilittes of Privident and keting and healthcare claims sobmis-

Theresa Mikosz of its creditors, policyholders and all sion and tracking system New
I FAX 708-541 -0755 I and reach other persons interested in its assets efficiencies and products will increase

are fixed as of January 9, 1991, unless your market share and product offer-
149,442 Top otherwise provided by such other Order ings We will supply hardware, soft-

of the Court ware, software support and training

MACLEAN, ODDY & Professionals! For more information call
TAKE FURTHER NOTICE, that pursu- Glen Davis or George J Bregante
ant to the Order of the said Court, all

ASSOCIATES, INC. AccuCIalms, a division of
direct pollcies or contracts of Insurance AccuPIan Corp

Employee Benefits Leading independent wholesale m- previously issued by Prondent (for- (805) 683-3663
merly Illinois Life & Accident 1nsur-

surance intermediary with an esti- ance Company) are cancelled as of Jan-

Consulting mated annual premium volume in uary 9, 1991, except those policies or
excess of $120 million seeks En- contracts of insurance which are ' co- THIRD PARTY ADMINISTRATORS
ergy brokers with strong sales and vered policies within the meaning of Once in a lifetime opportunity We own

the Illinois Life and Health Insurance a state of the art automated healthcare

New York and New Jersey technical skills The successful
j Guaranty Association Law (Ill Rev claims administration and PPO systemcandidates will obtain AVP or

Stat 1989, Ch 73, par 1065 80-1, et By license we cannot sell it, but we canV P positions and will work seq ), or any similar law of any other do a joint venture We will supply
' Coopers & Lybrand's commitment to quality closely with the Chief Operating state, or the obligations, or any part hardware, software, software support

thereof, of which the Illinois Life and and training For more informationI has earned the Firm a lead position m the Officer of our rapidly growing En-
ergy Trading Company Health Guaranty Association, or any call Glen Davis or George J Bregante

field of Employee Benefits Consulting For similar organization m anb other state, AccuPIan Corp
Salary commensurate with expe- Call is obligated to assure payment of, (805) 683-3663more than twenty-five years, the ABC nence Send resumes m confidence which shall remain in full force and ef-

Consulting Group has provided innovative or telephone 312/649-5340 fed until cancelled, or until they ex-

support to a growing list of Fortune 100 and pire, m accordance with their terms
Roy B Oddy or Robert N Crawford for details.

TPAs & INS CO FOR SALE!

other nationally recognized clients To Maclean, Oddy & Associates TAKE FURTHER NOTICE, that the TPAs In ALL Regions of US Ranging

maintain our competitive edge in this 1445 Ross Avenue, Suite 3900 form of and required content of all From 2,000 to 150,000 Admin Lives,
Proofs of Claim are described in illinois Plus a 49 Stale Life-A&H Ins Co, Call

dynamic marketplace we are seeking Dallas, Texas 75202 Revised Statutes 1989, Chapter 73, TPA Network (602) 887-7379

talented professionals to fill key positions on (214) 855-7700 Paragraph 821 Proofs of Claim, to-
EOE M/F gether with supporting documents, ifour metropolitan New York and Parsippany, I .....I any, are to be filed with, and may be Business insuranceNJ consulting staffs secured from, the Special Deputy Liq-

uidator, Provident Insurance Company,.
In Liquidation, 446 East Ontario Circulation

Several positions will involve the analysts, Public Relations Street, Suite 700, Chicago, Illinois
design, and implementation of Health and 60611 Filing shall occur upon the re-

Breakdown*

Welfare programs including Flexible Benefits DIRECTOR, PUBLIC REIATIONS ceipt of Proof of Claim by the Liquida-
tor The Liquidator reser.,es the ri¢ht Commercial Consumers

Plans, Flexible Spending Account Systems, to require such additional Information Administrative
Healthcare Cost Containment, or Managed HORIDA

with respect to any claims as he may CEO s Presidents and Owners 2566

deem necessary The Liquidator further Vice Presidents, General Managers and OtherCare Options as well as traditional Group reserves all rights to any and all de_ Administrative Personnel 4 489

Life Disability and Health Other positions fenses of Provident concerning such Financial
will focus on Healthcare Data Analysts, NCCI, the nation's largest statistical research and ratemaking claim All Proofs of Claim must be duly Chief Financial Officers and Vice presidents of Fi

sworn to before an Officer authorized nance 2 581Medical Records Evaluation, and Alternative organization serving the workers compensation insurance to take oaths Secretanes Treasurers contollers and other Fi

Delivery Systems All positions involve signifi- industry, currently has an opportunity for a Director of Public nancial Personnel 4,349
THE LAST DATE FOR THE FILING OFcant client contact and require a Bachelor's Relations at its Boca Raton headquarters PROOFS OF CLAIM WITH THE LIQUI- Risk Employee Benefits

Vice presidents directors managers and otherdegree and 5-10 years of experience in the DATOR AT HIS ABOVE-MENTIONED
OFFICE IS SEPTEMBER 9, 1991 AT 4 30 related department personnel of insurance risk

Benefits Consulting or Insurance Industry The selected candidate should possess 5+ years experience in PM, CHICAGO TIME NO PERSON employee benefits personnel compensation

Public Relations indudir* a broad knowledge of the field A HAVING OR CLAIMING TO HAVE ANY pension safety security, industrial relations

Ours is a highly supportive environment that CLAIMS, CONTINGENT OR OTHER-
human resources and employee/tabor relations

strong and proven porttolio of published material in the 10 606
rewards Innovation and ambition Explore the WISE, AGAINST PROVIDENT INSUR-

Sub-total 24,591
insurance or financial field is required, as well as a BS degree ANCE COMPANY SHALL PARTICIPATE

career potential that these positions offer by IN ANY DISTRIBUTION OF THE ASSETS Associations 488

sending a letter or resume, detailing educa- in Journalism, Public Relations, English or related major OF THE COMPANY UNLESS SUCH Government Unions and Educational Institutions

tion, employment history, and salary expecta- Knowledge of AV production techniques is preferred CLAIMS ARE FILED WITH AND RE- 1275

CEIVED BY THE LIQUIOATOR ON OR Commercial Consumers
tions, to Robert McNamara, Director-Staffing, BEFORE SEPTEMBER 9, 1991 AT 4 30 Sub-total 26,354

NCCI offers a competttive salary with regular reviews and a PM CDT, AND IF ANY SUCH
Insurance Agents and Brokers 9 651CLAIMS ARE CONTINGENT CLAIMS,

superior benefits package For immediate consideration, Insurance Companies 8 074
THEY MUST BE LIQUIDATED PURSU-

Actuanal Benems ANT TO SECTION 209 OF THE ILLI- Accountants Actuaries Attorneys & Consultants
and Compensation send your resume with salary history/requirements to Rick 3438

NOIS INSURANCE CODE (ILL REV
CooDers Solutions Adjusters Appraisers TPA'S Captive ManagersConsulting Group Webb, Manager-Employment, 750 Park of Commerce Drive, STAT 1989 CH 73, PAR 821) ON OR & Health Care Providers 1294

&Lybrand for Business"
1251 Avenue of the Americas

Boca Raton, FL 33487 We are an equal opportunity BEFORE SEPTEMBER 9, 1991 AT 4 30 Others Allied to the Field 1365New York NY 10020 PM CDT

An Equal Opponundy, employer m/f TOTAL 50,176

AN,Imative Action Employer MEF James W Schacht, Special Deputy Liq- * Source Business/Occupational breakdown of
//J-LOLUUCCouncil on wdator, Office of the Special Deputy, qualified circulation November 26 1990 issue

446 East Ontario Street, Suite 700, as submitted to BPA for December 1990 BPA
Chicago, Illinois 60611, (312) 915-4700 Publisher s Statement



Continued from Previous page
ance market in Massachusetts.

The insurer is no longer "all things
to all people," said a spokesman.

CIGNA posted aftertax charges of
$98 million last year related to its
field office consolidation and the
Massachusetts withdrawal, as well as
the integration of its EQUICOR
health insurance operation.

"I think property/casualty com-
panies have come to the conclusion
that in order to improve their prof-
itability, they need to take a very
hard look at their expenses," said
Mr. Shulman.

"More or less, the companies are
adjusting their operations to the rea-
lities of the marketplace" rather than
just focusing on undercutting the
competition, said Ms. Stewart.

Observers note that insurers' re-
sults also hinge on their mix of busi-
ness. Chubb Corp., for instance,
which is known as a specialty niche
underwriter, posted a 24.1% increase
in its net income to $522.1 million. It
also reported a 99.7% combined ratio,
compared with 101.5% for 1989.

"It's really more or less a func-
tion of the company's long-run strat-
egy, which has certainly paid off, in
its emphasis on specialty lines," said
James Guenther, assistant vp for rat-
ing agency Duff & Phelps in Chicago.

f On the other hand, Continental
Corp., whose business observers de-
scribe as more commodity-oriented:
reported a 7.8% decline in net income
to $141.1 million. It posted a 114.3%
combined ratio in 1990, compared
with 115% in 1989.

Analysts describe Continental as
more vulnerable to market forces,
though they say the company should
be well-positioned to take advantage
of an eventual hard market.

A Continental spokeswoman re-
sponded that observers "overstate the
case" when they label Continental's
commercial package business as a
commodity. "I think they're missing
the value in our very strong market
position in the package business"
that enables the company to write the
"cream" of that business, she said.

She said, however, that she agrees
Continental is well-positioned to take

Property/casualty
industry's profit
declines by 9.4%

NEW YORK-The U.S. property/
casualty insurance industry's net
income fell 9.4% last year to $11.1
billion from $12.2 billion in 1989,
according to the Insurance Ser-
vices Office Inc. and the National
Assn. of Independent Insurers.

This compares with a 27.4% drop
in the net income reported by 26
major commercial property/ca-
sualty insurers surveyed by Busi-
ness Insurance (see story, page 1).

The insurers ISO and the NAII
surveyed, which account for 96% of
the country's property/casualty
premium volume, posted a 109.4%
combined ratio for the year, up
slightly from 109.2% in 1989. This
compares with the 110.7% com-
bined ratio reported in both 1989
and 1990 by the major commercial
insurers surveyed by BI.

The overall property/casualty in-
dustry reported an 11.3% increase
in pretax operating income during
1990 to $11.5 billion from $10.4
billion. However, pretax under-
writing losses increased 6.4% last
year to $20.9 billion from $19.6
billion.

Net written premiums for the in-
dustry grew 4.7% to $218.6 billion
in 1990 from $208.8 billion. This
compares with a 3.2% growth rate
in 1989 compared with 1988.

Net investment income, exclud-
ing capital gains, increased 5.4%
last year to $32.9 billion from $31.2
billion.

The U.S. property/casualty in-
surance industry's policyholder
surplus increased 3.4% to $138.6
billion at year-end 1990 from $134
billion at year-end 1989.

-By Judy Greenwald

advantage of a hard market. "We de-
finitely feel we can get some wind in
our sails from prices firming."

The insurer that showed the big-
gest increase in profits last year-Re-
liance Group Holdings Inc.-bene-
fited from a $245.5 million aftertax
gain from the sale of its General Ca-
sualty Insurance Co. subsidiary to
Winterthur Swiss Insurance Co., a
Reliance spokesman noted.

Partly offsetting the gain were
$173 million in pretax losses on in-
vestments, including a fourth-quarter
pretax provision of $75 million to
cover probable future losses on bond
holdings.

Even though Reliance's net income
increased more than 513% in 1990, its
combined ratio jumped to 109.9%
from 107.7%.

Besides the industrywide decline
in net income, other year-end results
among the insurers surveyed by Busi-
ness Insurance include:

• Underwriting losses remained
relatively flat, growing 2.7% to $9.7
billion in 1990 from $9.4 billion in
1989. This compares with a 3% de-
cline for the first nine months of 1990
and a 22.6% decline for the first half
of the year.

Year-to-year underwriting results

• COMPANY FORMATIONS • MGMT
• ACCT'ING • POLICY ISSUE
• CLAIM SVC • REINSURANCE

• CONSULTING • CAPT'L ENHANCEMENT

TURKS INSURANCE MGR, LTD
LICENCESED INSURANCE MANAGER

(809) 946-2219 • FAX (809} 946-2427

At some point,
insurers will

'probably have to pay
the piper,' says
Gloria Vogel.

did not deteriorate as quickly as in
the past in the second half of 1990
because of the huge catastrophe
losses in the second half of 1989.

• Net written premiums grew a
modest 1.8% to $93 billion in 1990
from $91.5 billion in 1989. This com-
pares with a 1.3% increase in premi-
ums for the nine months and a 1.8%
rise in the finst half.

• With slower premium growth
and relatively low interest rates, in-
vestment income grew by 4.8% to
$15.2 million from $14.5 billion. That
was a slide from a 5.2% rise in the
first nine months of 1990 and a 5.8%
increase in the first half.

• Policyholder surplus for the 29
insurers providing the data rose 4.1%
to $45.6 billion from $43.8 billion.
This compares with a 5.4% decline
for the nme-month period, when 26

insurers reported their surplus.
Unlike some years, there were no

significant reserve increases among
the surveyed insurers during the final
quarter of 1990, observers noted.
However, insurers typically underre-
serve in a soft market in the expecta-
tion of making up for it when rates
begin to rise, they say.

Some observers believe insurers'
results would have been worse had

insurers posted more adequate re-
serves.

"I think the results represented
were better than the results pro-
duced," said Robert A. Anker, presi-
dent and chief executive officer of
American States Insurance Co., a
Lincoln National Corp. unit in India-
napohs.

He said the industry's loss reserve
deficiency deepened in 1990, and this
will become apparent in 1991.

"I think we're feeling better than
we ought to feel from an industry
standpoint," he said.

Insurers' results are "dirty. They're
not real numbers. They're compro-
mised. The real numbers would be a

lot less," said Myron M. Picoult, se-
nior vp at Oppenheimer & Co. in
New York. "It'11 all come home to
roost, hopefully."
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"There's no question that the in-
dustry is putting aside a lot lower
level of reserves as a percentage of
premium," said Charles Ronson, an
analyst with Baird, Patrick & Co.
in Chicago.

"I think at some point they'll prob-
ably have to pay the piper," said Ms.
Vogel. "How long they can delay the
day of reckoning, I don't know."

Duff & Phelps' Mr. Guenther noted
that results were slightly better than
he expected. Though catastrophes
played a role in this, "I was expecting
a little bit more on reserves and it
wasn't there."

"I think (insurers) will probably
get worse in terms of their under-
reserving" because the market is still
in a downward cycle, said Mr. Wells.

Most observers now say the down-
ward cycle will contmue until at least
1992.

And some, like Ms. Vogel, "haven't
a clue" as to when the market will

turn. Next year "would be my best
guess," she said, though "it is pos-
sible it could go on for a long time."

Mr. Guenther also has ' reasonable

expectations" that rates finally will
rise in 1992. "You look at cash-flow
constraints, you look at what's occur-

Continued on next page
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Summary of major property/casualty insurers' 1990 results
Ranked by change,n net income All amounts in thousands of dollars

Corporate Property/casualty operations
-

Percent Net Percent Pretax Percent Retax Percent Percent

Consolidated Net increase Combined Combined' premiums increase underwriting increase investment increase Policyholders increase
Rank revenues income (decline) ratio ratio written (decrease) income (loss) (decline) income (decrease) surplus (decrease)
1990 1990 1990 1989-1990 1990 1989 1990 19894990 1990 1989-1990 1990 1989-1990 1990 1989-1990

1 Reliance Ins. Co. & subs. 3,683,794 133,423 513.7 109.92 10772 1,694,706 (5.5) (133,700) 10.5 216,290 (5.6)1 846,440 26.6

2 Fireman's Fund Ins. Cos. 275,220 152,591 108.3 117.22 123 62 2,727,7652 2.6 (424,136)2 28.4 485,2842 3.6 1,420,474 (0.4)

3 Fremont General Corp. 573»0-26»C 52.9 102.1 1004 409,822 36.5 (8,530) (526.7) 75,744 45.7 207,447 3.0

4 Berkshire Hathaway Group 918,587 267,677 32.9 104.5 106.2 574,290 93.9 (26,647) (9.2) 327,047 34.3 N/A N/A

5 Chubb Corp. 4,247,600 522,100 24.1 101 9 2,919,700 6.8 (1,400) 96.7 494,800 11.3 1,410,700 9.1

6 Argolatiniumnce Co. --- 340,624 82,130 15.7 104.92 103.52 419,0372 13.4 (22,95# - (49.6) 133,3882 18.5 397,574 3.7

7 Hartford Insurance Group 8,836,000 291,000 7.4 109.7 107 7 6,082,000 (0.4) (662,000) (26.3) 938,000 6.1 2,739,000_ -_ 6.7
8 Sentry Insurance Cos.2 1,438,593 59,619 7.0 106.6 1084 1,135,193 10.0 (71,240) 5.7 152,322 2.6 663,987 8.2

9 Old Republic Int'I 1,242,717 104,683 5.8 105.72 109.32 684,229 9.3 (65,206) 22.3 158,345 6.7 776,693 19.1

10 American International Group 15,702,067 1,442,294 5.5 99.62 100.02 9,267,201 3.7 75,184 31.7 1,059,161 10.9 5,192,388 14.1

11 General Re Corp. 2,993,200 613,600 2.5 99.02 99 62 2,149,600 13.3 (9,900) (135.0) 706,100 4 9 2,901,500 7.1

12 Hartford Steam Boiler 562,373 78,748 1.5 88.0 839 306,642 6.9 35,876 (22.4) 42,403 1.7 355,251 5.9

13 The St. Paul Cos. Inc. 4,005,237 391,270 (1.7) 104.2 106 6 3,052,032 8.7 (120,730) 38.5 629,242 2.5 1,466,736 (4.4)

14 SAFECO Corp. 3,178,490 278,409 9.3) 107.2 1033 1,688,032 5.8 (119,173) (128.1) 283,248 7.5 1,026,468 1.4

GIS Continental Corp. 5,705,200 141,100 --i*5r---fi*3r--fi3*---*5**r---*3F6*m---*----Y46*6---6r--£*46*---*iF
16 Royal Group (U.S. subs.Y N/A (46,300) (7.9) 127.2 121.5 1,835,100 (17.7)--- (489,600) (4.2) 341,600 8.5 823,000 (6.1)

17 Aetna Life & Casualty Co. 19,020,500 614,100 (9.2) 113.4 1149 6,290,800 (3.9) (845,100) 13.1 1,084,200 5 8 2,706,600 (05)

18 Ohio Casualty Corp. 1,637,535 84,100 (17.2) 105.32 103 72 1,468,4042 6.6 (79,353) (26.8) 176,686 (5.9) 465,821 (12.4)

19 Transamerica Ins. Group 2,129,894 61,137 (18.4) 111.8 1104 1,818,825 9.6 (221,335) (25.2) 252,702 14.2 1,046,140 3.5 ]
20 Lincoln National Corp. 8,489,560- i91,400 (28.8) 109.22 106.72 2,354,800 (0.3) (207,866) (23.8) 286,600 (9.9) 1,245,300 (15.3)

21 CNA Financial Corp. 9,940,000 366,500 (40.7) 115.02 116 02 6,580,0002 16.7 (1,015,000)2 (9.9) 1,160,0002 12.6 3,150,000 1.0 1 
22 CIGNA Corp. 18,164,000- -- 330,000 (41.3) 115.9 1158 -5,932,000 -- 1.f --(959,000)-- =(3.2) - 858,000 0.6 1,860,000 (7.6)

23 Cmm&Forster Inc. 4,342,600 157,100 (49.0) 114.2 117 6 3,166,800 (5.4) (465,100) 20.9 597,300 (1.6) 1,271,800 (16.9)

24 Travelers Corp. 11,313,400 (178,400) (139.2) 115.9 1161 4,256,300 (7.3) (680,600) 1.2 766,200 3.4 1,904,800 (13.9)
25 Home Insurance Co. 2,340,000 (200,000) (218.3) 109.72 10902 1,957,000 (4.3) (215,000) (8.6) 321,000 (10.8) 786,000 (6.4)

26 USF&6 Corp. 4,605,000 (569,000) (578.2) 115.32 109 92 3,631,0002 (1.8) (522,000) (59.1) 576,000 (7.5) 1A#&,gR_ _ _1*®_
- Commercial Union Ins. (U.S.)' N/A N/A N/A 110.73 112 03 1,289,400 3.8 (146,700) 5.5 168,900 3.9 584,500 _ (2.3)

---1

- Nationwide Mutual Ins. Co.2 N/A N/A N/A 111.6 1082 5,595,629 (3.4) (488,863) (32.5) 739,241 6.2 3,083,778 3.6

- Liberty Mutual Ins. Co.2 N/A N/A N/A 114.1 115 5 6,267,529 0.1 (678,281) 14.3 1,070,139 5.7 2,570,287 5.3

- Kemper National P/C Cos.2 N/A N/A N/A 115.9 1105 2,997,562 16.2 (484,74*-- - (67.8) 320,648 6.9 1,432,568 (14.3)

Cumulative 135,885,521 5,396,109 (27.4) 110.7 110.7 93,074,298 1.8 (9,689,028) (2.7) 15,160,590 4.8 45,628,152

' After dividends 2 Statutory 3 Before dividends N/A-Company did not provide data

P/C results this as being a real good year" Picoult pomted out likely to come m early 1992, he said "Why would it change'?"
"I guess I continue to look at the The market could harden "some- Others, however, perhaps wary of "I really don't have the faintest

Continued from previous page results of all the malor players and time next year" though a turn could earher predictions that have not ma- idea" of when the market w111 turn,
rlng in the remsurance market, you they're really not that bad, which come sooner if there are malor stock terialized, refuse to predict when said Lincoln National's Mr Anker
look at what's occumng in London leads me to belleve we're not going market losses or catastrophes, Mr rates will harden "It's clear it is a long way from want-
and one has to beheve that's gomg to to see a turn that quick," commented Wells said "Frankly, I can't think of one thmg ing to turn right now
play a future role eventually," said George Yonker, assistant controller With insurers' combined ratios, now that would make any change m "There are too many players in
Mr Guenther, who added he expects at SAFECO Corp in Seattle He cash flow and return on equity all the market," said Ms Stewart the market who are deciding they
a U-shaped rather than a sharp turn added that 1992 "looks hke the year suffenng, "you would have to think" It conceivably could be years be- can make money doing things they

If the market does turn this year we have to look to now We don't see the market would turn "by the end of fore the market turns, she said have not done before or have not

it wlll be at 11 59 pm on Dec 31, it happening before then " the year" said Dennis Busti, presi- "I don't know because I don't see done for years," he said, noting there
quipped Joanne Mornssey, a prin- Rates wlll not harden until 1992, dent of Rehance National Insurance what's going to turn lt," said Ro- are Insurers wilhng to wnte Ameri-
cipal with Ammark Inc m Morris- said Oppenheimer's Mr Picoult Co in New York bert Branche of Branche Research can State's business sight unseen for
town, N J "Nobody's got their hands wrapped But, with capital still strong and Group in Momsvdle, Pa 10% less premium "That's dumb It

"I don't think it's gomg to be much around lt, nobody-least of all msur- market share still an important part The market could continue to drift was dumb yesterday and it Wlll be
before then," she said "I don't see ance companies' managements," Mr of msurens' strategy, the turn is more as it has been mdefinitely, he said dumb tomorrow"

Group health profits may not hit'90 levels
By JUDY GREENWALD BC/BS Assn in Chicago "I think that reflect the realities of the life in stretch," Mr Caulheld said ers' profits primarily are based on

margins have peaked and you're at a that busmess and that will sustain Paul Glover, senior vp for man- how well they estimate health care
Group health Insurers are looking point where I think companies are margins," said a CIGNA Corp aged care and employee benefits op- cost inflation m the coming year

forward to another profitable year in loolang to grow their customer base spokesman erations for Travelers Corp m Hart- "This year, there's probably more
1991, even though their performance -their insured hves-to cover the The Philadelphia-based insurer's ford, Conn, said operating profits on rlsk that we've underestimated than
this year may not be able to top a cost of mvestments m managed care group life and health benefits seg- ltS group business rose 35% to $1042 overestimated," he said, since insur-
banner 1990 and make it efficient," said James ment reported $291 million in milhon from $75 9 milhon in 1989 At ersare not Increasing employers' pre-

"The group health market appears Guenther, assistant vp of rating operating mcome in 1990, a 24 9% the same time, revenues from group miums as much as they have the past
to be a market that was showing re- agency Duff & Phelps in Chicago mcrease from $233 milhon m 1989 operations rose 10% to $9 54 bltlion several years
latively good numbers and seems to There lS pressure, for Instance, on William Caulfield, senior vp of Travelers "really turned around" Aetna's health and life Insurance

be topping out," says Michael A managed care firms hke health mam- group benefit services at John Han- its small group book of health in- and services business, which reflects
Lewis, first vp with Dean Witter tenance organizations to expand the cock Mutual Life Insurance Co in surance busmess, m particular its as- both group and mdividual busmess,
Reynolds in New York number of participants to take ad- Boston, noted that Hancock's group sociation business, in 1990, he said reported $302 milhon in earnings m

"I think the margins m the busi- vantage of economies of scale business-which includes group Group profits also rose in 1990 be- 1990, a 24 8% mcrease over $242 mil-
ness are pretty close to full at this "I think the formula is there for health, disability and life msurance- cause heavy mvestments m managed hon m 1989
polnt," agrees Glona Vogel, associ- pnce pressure," said Mr Guenther generated $15 million m operatmg care operations during the prenous While most group health msurers
ate director at Bear, Stearns & Co "It's going to be difficult, I think, mcome m 1990, up from $10 milhon several years depressed profits in expect 1991 results to be slightly
m New York "My Impression 15 we to maintain strong earnings" m 1989 those years, Mr Glover explained As down from last year, Prudential In-
sort of level off here a httle bit and Competition ls heatmg up m some "Things are going well for us," he the company's managed care net- surance Co of Amenca in Newark,
then turn downward," she adds markets, he noted With existing said, noting that Hancock acquired a works grew, operatmg margins im- NJ,is expecting margins to be a lit-

"I think they'll make less money players fighting for market share and utilization review firm, Cost Care Inc proved And these profits "offset the tle higher than they were in 1990,
m '91," commented Paul Flels- employers trymg to cut costs, pricing of Huntmgton Beach, Callf, June to pressure on the margins in the said Joe Maginnis, vp-group indem-
thacker, a vp m New York with the pressures will hold down premium meet nsmg demand for managed care guaranteed-cost, small group indem- mty
Tillinghast unit of Towers, Pemn, mcreases-and health msurers' prof- services (BI, June 11, 1990) nity market" Profit margins m Prudential's tra-
Forster & Crosby Inc its-this year, he said "There'll prob- A slowdown lS expected m 1991 In 1991, "we expect to increase ditional group health business are

The Blue Cross/Blue Shield Assn ably be reduced margms m'91 " "You can't keep up 50%," said Mr both revenues and operatmg Income expected to remain the same, but
reported that the non-profit plans While employers faced group Caulheld, but "we'11 continue to grow about 10%," Mr Glover said margins for managed care business

around the nation together reported a health msurance premium mcreases very nicely" Sixty percent of Travelers' group should nse, he said Prudential does

$1 9 bilhon gain m 1990, up from a m the 20% to 30% range m 1990, "I Mr Caulfield said he expects group profits are generated by health in- not break out results for individual
$1 1 bilhon gain in 1989 would expect rate mcreases more m health premiums to become less vola- surance and 40% by group hfe bum- lines of business, he noted

"If history repeats itself, it would the 15% to 20% range this year, and tile "because I think we're begmning ness, said Mr Glover Because of competitive pressures,

be reasonable to conclude" that the maybe even lower in some cases," to understand how to control health Charles T Bell, a vp in the em- however, "nobody, I don't think, is
gain in 1991 will be in the vicinity of said Mr Fleischacker of Allmghast care costs " ployee benefits department of Aetna gomg to make a lot of money m this

$1 bilhon, said Leonard E Wood, se- (Bl, Dec 17,1990) "Some of us have figured it out, Life & Casualty Co in Hartford, business in 1991 It's lund of a way of
mor vp for national marketmg for the "We're stll getting pnce mcreases but not the entire industry by a Conn, noted that group health insur- hfe with us," Mr Magnms said I
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Pan Am damages (BI, March 25) sue under the Warsaw Convention to accomplish establishing a uni- Survivors of the victims are at-

Having previously ruled on the "is the Convention itself-a treaty form carrier liability regime, limit- tempting to prove that Pan Am ex-
Continued from page 1 Warsaw Convention, the Supreme that only the federal government ing carrier liability to ensure a vi- hibited willful misconduct m fail-
award of punitive damages," the Court may decide to hear the Pan has the power to make Conse- able industry, ensuring the ing to detect a suitcase packed
appellate court said "Thus, we Am cases, Mr Tompkins said The quently, the source of the right is carrier's ability to insure against with Semtex explosive that was
hold that these plaintiffs may not court ruled in April 1989 that federal law " losses and adequately compensat- loaded onto a Pan Am jetliner in
recover such damages " KAL's protection from unlimited Under this body of law, punitive ing injured passengers quickly and Frankfurt, Germany, and later

The 2nd Circuit's decision marks claims should not be volded be- damages can only be assessed to with the minimum of litigation " transferred to Flight 103 at

the first time that an appellate cause it printed notification of the punish or deter certain kinds of "The decision is correct because Heathrow Airport in London If
court has ruled specifically on liability limit in smaller type than conduct, the ruling said Therefore, the parties who drafted the con- the plaintiffs can prove willful
whether punitive damages can be the treaty required (BI, April 24, the court only had to consider vention did not contemplate puni- misconduct, they can recover more
recovered from airlines under the 1989) whether the Warsaw Convention tive damages in their discussions," than the $75,000 per person dam-
Warsaw Convention, said George In its 52-page decision on the intended to permit punitive dam- said David Berg, senior attorney age cap set by the Warsaw Con-
S Tompkins Jr, a partner at Con- Pan Am cases, the three-ludge ages "to punish a defendant and for the Air Transport Assn of vention
don & Forsyth in New York and an panel of the 2nd Circuit unani- deter certain kinds of conduct," America in Washington, DC, Pan Am's leading aviation un-

attorney for Pan Am mously agreed that the Warsaw said Judge Cardamone which represents airlines derwriter, United States Aircraft

The decision could affect the Convention does not allow plain- Article 17 of the Warsaw Con- "It would have been antithetical Insurance Group, has offered to
outcome of a pending case, now on tiffs in international aviation di- vention, which establishes an air to allow punitive damages," he pay $100,000 per victim to settle
appeal The survivors of 137 pas- sasters to recover punitive dam- carrier's liability, only refers to li- said "The purpose of the conven- the cases Only a handful of survi-
sengers killed aboard Korean Air ages ability for "damage sustained," he tion was to limit liability at a time vors have accepted the offer, said
Lines Flight 007 were awarded $50 The decision, written by U S noted, interpreting this to mean when the industry was in its in- Mr Kreindler
million in punitive damages after a Circuit Judge Richard J Carda- "monetary or compensatory dam- fancy " The families of the Lockerbie

KAL Boeing 747 was shot down mone, rejects plaintiffs' assertion ages only " "The Warsaw Convention is very victims altogether are seeking $350
by Soviet fighters when it strayed that the Warsaw Convention Looking at the origins of the clear on what the damages are," million in compensatory damages,
into Soviet air space, said Mr allows state law to govern lawsuits convention, Judge Cardamone agreed John Martin, an aviation plus "$350 million or more in puni-
Tompkins, who also represents stemming from international noted that "nothing in the conven- attorney with Bigham, Englar, tive damages if the 2nd Circuit's
that airline (BI, Aug 7, 1989) flights Rather, the Warsaw Con- tion's drafting history points to the Jones & Houston in New York "If decision is reversed "

The U S Court of Appeals for vention pre-empts causes of action drafters contemplating that the the people who framed the Warsaw Mr Kreindler said the plaintiffs
the District of Columbia currently brought under state laws, Judge convention would be used to pun- Convention intended there to be will use as evidence the recently
is considering the appeal in the Cardamone said ish or deter tortious behavior on punitive damages, they would have published public inquiry report on
KAL case following oral argu- The 57-year-old convention does the part of airlines Rather, all of said so - the disaster by Scottish Sheriff

ments in January not consider the legal subdivisions the drafters' actions point to the However, a plaintiffs' attorney Principal John Mowat, which
Meanwhile, the plaintiffs in both of the countries that signed the conclusion that they sought to attacked the ruling states that inadequate security

Pan Am cases are "hopeful" that agreement, he noted "We there- limit recovery simply to compensa- "The decision adds a further measures contributed to the explo-
the entire 2nd Circuit will rehear fore decline to read into the con- tion " layer of protection to airlines at sion of Flight 103
the case, said Mr Kreindler If they vention any attempt to preserve a Even if willful misconduct is the expense of passengers," said The 99-page report says that Pan

are unable to secure that hearing, right to a state law cause of action proven and the convention's liabil- Marc S Moller, another Kreindler Am's security was far below the
however, they say they will seek in addition to the action provided ity limit is lifted, the plaintiff can & Kreindler attorney representing standard the airline had claimed
Supreme Court review under the convention itself " recover only unlimited compensa- plaintiffs in the case Pan Am will argue, however,

The Supreme Court may or may The existence of state causes of tory damages, not punitive dam- "It has the potential to under- there was no willful misconduct

not hear it," said Mr Tompkins actions "would not only result in ages mine air safety," said Mr Moller, because it had "no proximate
"The Supreme Court is touchy now the inconsistent application of law "We think lifting the monetary who also lS chairman of an Ameri- cause" to allow a bomb on board
on punitive damages " to the same accident, but also limit on compensatory damages lS can Bar Assn panel on aviation an aircraft, Mr Tompkins said

In early March, the high court would cause enormous confusion the convention's sole response to and space law "This completely "There is no evidence developed
refused to set specific limits on the for airlines in predicting the law willful misconduct, and that it insulates airlines from ]udicial so far which proves how the bag
ability of juries to award punitive upon which they would be called to stems not from the wish to punish punishment - got on the airplane," he said And

damages, but did rule that the respond," Judge Cardamone said the defendant but from the idea A trial on damage claims stem- no airline to date lS able to detect
Constitution requires proper in- Paraphrasing John Milton's poem that a party cannot rely on exclu- ming from the Lockerbie disaster Semtex in a suitcase, he said, so
struction of juries and significant "Paradise Lost," he added that sions to escape from his wrongdo- will begin June 18 in the U S Dis- "there lS no evidence of willful
judicial review of juries' punitive "would sink federal courts into a ing," said Judge Cardamone trict Court of the Eastern District misconduct "

damage awards (BI, March 11) Syrtis bog where they would not Interpreting the convention to of New York regardless of whether .

Later last month, the justices re- know whether they were at sea or allow punitive damages to be reco- the full 2nd Circuit or the Supreme Assoczate Editor Stacy Adler in
manded for lower court review on good, dry land " vered would -severely hobble most Court agrees to review the appel- New York contributed to thzs
seven cases challenging punitive Rather, the source of the right to of the aims the convention sought late ruling, said Mr Kreindler story

Multipiece tire rims
Continued from page 2 all such rims to explode " and was aware of the dangers sur- An example of the type of case in stances exist to use it

pain and suffering The appellate court also ruled rounding its use under at least one which courts apply the theory However, Mr Schwartz said it is

Akron, Ohio-based Goodyear that the plaintiff's allegations that of the invited conditions In such would be when two people are drag not clear whether the judge in the
and Troy, Mich -based Budd ar- multipiece tire rim manufacturers circumstances, the manufacturer racing cars and one car strikes a New York case will do so
gued in a motion to dismiss them may have acted together to block has a duty to brlng to the knowl- pedestrian, Mr Kaplan said Using "If this judge does not apply
from the suit that marketwide governmental action that might edge of those who are to use the the concerted-action theory, both those standards in a meaningful
product liability IS applicable only have resulted in a recall of all chattel such directions as would drivers would be liable for dam- way during the trial, the court has
when the actual maker of a widel> "RH5-degree multipiece tire rims" make it reasonably safe for the use ages, because both drivers were changed the law and changed lt for
manufactured product cannot be warrant further investigation for which lt was declared suit- acting together in breaking the the worst," he said
determined Goodyear also argued that, as a able " law, he said Neil A Goldberg, a defense at-

However, the appellate court manufacturer of a tire for the rim, Goodyear attorney Alan D Ka- Victor E Schwartz, a partner torney with Saperston & Day in
ruled that the two companies must lt has no duty to warn consumers plan of Gallagher & Gosseen in with Crowell & Moring m Wash- Buffalo, NY, said he sees the po-
remain in the discovery process of about the rim, because its own Mineola, NY, acknowledged that ington, DC, said "there lS nothing tential for significant abuse if the
the case to determine whether product was not dangerously de- the concerted action theory is well wrong" with applying the con- theory is applied similarly in other
there iss enough evidence to prove fective established in the state certed-action theory as long as the cases as it has been in the multi-
the plaintiffs allegations of an in- But, the court said "The manu- However, "we have never seen lt }udge hearing the case properly piece tire rim case
dustrywide conspiracy facturer knew the purpose for applied to a product liability case applies the standards under the "The trouble m a situation such

The appellate court said lt which the chattel might be used before," he said law to ensure that the circum- as this lS that the court allows the

agreed with Goodyear and Budd's discovery process to continue just

definition of marketwide product because there lS an allegation that

liability

But-applying a "concerted ac- Tire rims produce many lawsuits a company conspired with someone
else" to commit a crime, said Mr

tion theory of recovery"-the court Goldberg, who also is president of

ruled that the possibility raised by WASHINGTON-More than 70 product liability ern District of Kentucky in Lexington awarded the Defense Research Institute

the plaintiff that a collective suits alleging inluries have been filed against one Mr Webb $104 million in compensatory damages In allowing this, the court im-

agreement by multipiece tire rim manufacturer of multipiece tire rims, a plaintiffs and $8 million in punitive damages poses upon the defendant o'p-
manufacturers "to aid and abet attorney says The three defendants named in the case-Fire-  pressive pre-trial discovery cost
each other" in breaching their duty And lt'S likely there are even more suits pending, stone. General Motors Corp of Detroit, and Kel- when they didn't even manufac-

to provide a safe product "could he adds sey-Hayes Co of Romulus, Mich -were each as- ture the product in question," Mr

similarly give rise to joint habil- In a product liability trial in a federal court in sessed a percentage of the compensatory damages Goldberg said

1ty " Kentucky, it was revealed during discovery that GM, which was assessed 25%, was sued because the However, Susan Corcoran, an at-

Under the concerted-action the- Akron, Ohio-based Firestone Tire & Rubber Co has tire rim was assembled on a GM truck, while Kel- torney with Birbrower, Montal-

ory, one person may be held liable had more that 70 suits filed against it involving sey-Hayes, which was assessed 10%, and Firestone, bano, Condon & Frank in New

for the conduct of another if both "substantially similar" incidents with its multi- which was assessed 65%, were the designers of the York who represents Ms Rastelli,

are engaged in a "tortious act in piece tire product, says plaintiff's attorney W Carl tire rim, a "RH5-degree multipiece rim - said, "product manufacturers can-

concert or pursuant to a common Reynolds of Reynolds & McArthur Trial Lawyers in However, Firestone, as the product manufacturer, not continue to market products

design with the other person, or Macon, Ga was ordered to pay the entire punitive damage that they know are unsafe "

giving substantial assistance or en- Discovery for the case was limited, though, to the award She said she strongly believes a

couragennent to the other person type of multipiece tire rim failure that the plaintiff Firestone is appealing the verdict, said a company conspiracy exists among multi-

with the knowledge that the in the Kentucky case experienced-in which the rim spokesman, who could not comment on Firestone's piece tire rim manufacturers to

other's conduct constitutes a exploded on a mounted wheel while being inflated, insurance "keep silent" about the dangers of

breach of duty " he said Mr Reynolds says that the injuries involved m the product

The appellate court found that Product liability cases involving other types of these multipiece rim cases are very serious and
d

Goodyear and Budd "are being

the plaintiff made a strong enough multipiece tire rim failures, like those on moving often fatal held accountable for their own

case in opposing Goodyear's and vehicles or on the assembly line, were not included According to expert testimony for the plaintiff, a wrongful act of allowing these

Budd's summary ludgment motion in that count, according to Mr Reynolds tire rim explosion creates 85 pounds per square products to remain on the market,"

to dismiss the company from the In the Kentucky case, Danny Webb of Mount inch of pressure "That much force can lift a 3,000- she said

litigation "that further discovery Sterling, Ky, suffered brain damage and was para- pound car 20 feet in the air,- he said Attorneys for Budd were not

may disclose an express agreement lyzed and disfigured in a 1985 accident in which the The RHS-degree tire rim was last manufactured available for comment

or tacit understanding" among the tire rim exploded while he was putting air in a de- in 1974, but it is estimated that more than 3 million Ms Corcoran said discovery in

manufacturers of the multipiece flated truck tire are still in use, Mr Reynolds said the case is expected to continue for

tire rim "to prevent public aware- Last month, the U S District Court for the East- -By Adnenne C Locke another eight months No trial date

ness of the extreme propensity of
has been set
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Antitrust suit maior changes Co, said the amount paid to settle Update
A spokeswoman for Hartford In- the litigation was "purely an eco-

Continued from page 2 surance Group in Hartford, Conn, nomic decision based solely on the
visory rates on behalf of insurers to one of the defendants that settled enormous waste of resources in- Alliance seeks McCarran option
providing estimates of future last week, said that except for the curred by all parties, including the
claims as a way to help insurers changes m the insurer's relation- state of Texas, in the ongoing liti- Cont:nued from page 2
determine and justify independent ship with ISO, "we will essentially gation " While opposed to the overhaul bill proposed by Rep Jack Brooks,
rate filings continue to do business and com- Mr Mansfield said that insurers D-Texas, chairman of the House Judiciary Committee (BI, Jan 7), "the

However, state law must be pete the way we always have in and regulators in Texas "can now Alhance recognizes that it must protect the interests of member com-
amended to allow for this change Texas " focus on working together toward panies m a time of potential change for the McCarran Act," the trade
since the law currently calls for all A spokesman for defendant a positive resolution of the various group said
insurers operating in Texas to use Aetna Life & Casualty Co, also in insurance problems facing the citi- Alhance staffers will meet with "all mterested parties" to discuss

advisory rates submitted by ISO Hartford, Conn, agreed that the zens of Texas today " McCarran-Ferguson changes, a spokesman said
and approved by the Texas State only change will be in the insurer's "It was time to put this confron- The Amencan Insurance Assn 15 draftmg an alternative to Rep
Board of Insurance relationship with ISO, along with a tation behind us," agreed Zoe Brooks' proposal (BI, March 11), and the Amencan Council of Life

The rate reform called for in the more positive relationship with Baird, Aetna's general counsel Insurance proposed an alternative to the Brooks bill (see story, page 57)
Texas settlement already is being state regulators now that the liti- "We believe that this settlement
implemented in other states gation has been settled represents a constructive effort by High court to hear cigarette suit

ISO in 1989 decided to stop pro- Of the $4 1 million to be paid by all parties in the suit to redirect
viding insurers with fully deve- insurance industry defendants their attention to the future insur- WASHINGTON-The U S Supreme Court wall decide whether health
loped rates and instead furnish under last week's settlement, $3 ance marketplace m Texas " warnings on cigarette packages protect manufacturers from certam
only advisory loss costs ISO iS million will fund a non-profit cor- Along with Aetna, Hartford, product hability claims
currently phasing in the loss cost poration that will educate and Liberty Mutual and ISO, defen- The high court last week agreed to review a 3rd U S Circuit
recommendations in all states that train state employees responsible dants participating in last week's Court of Appeals rulmg m a case brought by the estate of Antonio
do not require it to file advisory for insurance regulation and over- settlement included Insurance Co Cipollone, whose wife, Rose, died of lung cancer m 1984 The 3rd Circuit
rates (BI, April 10, 1989) sight in Texas of North America, a unit of CIGNA ruled that failure-to-warn claims brought under state law are barred for

The ISO spokesman confirmed "We want to develop the intel- Corp , the Reinsurance Assn of injunes occurrmg after Jan 1, 1966, when federal law first required
that the organization will continue lectual and technical capacity to America, Lloyd's of London un- cigarette packages to mclude health warnings
to provide advisory rates in Texas competently regulate this 1ndus- derwriter Robin A G Jackson, and The review was sought both by Mr Cipollone's estate and by the
until the law is changed to permit try," said Mr Morales "We will set then-Lloyd's non-marine Syndi- tobacco companies sued Phihp Moms Inc and Lonllard Inc, both
it to provide only loss costs a new standard in this country for cate No 799 managed by Merrett of New York, and Durham, N C -based Liggett Group (BI, Jan 14)

The spokesman noted that if the effective and responsible oversight Underwriting Agencies Manage- A Supreme Court ruling will resolve conflicts between five federal
law is amended to allow ISO to of the insurance industry " ment Ltd appeals courts as well as between state courts in New Jersey and
provide future claims costs to in- The remaining $1 1 million will In 1989, defendants Travelers In- state courts m Texas, which have ruled that the federal labellng law
surers instead of setting advisory repay the state for attorneys' fees surance Co and St Paul Fire & does not pre-empt such claims Oral arguments are expected to be held
rates, greater price competition and Investigative costs in pursuing Marine Insurance Co cited ex- this fall, and a rulmg is expected next year
could result the suit penses in agreeing to pay $1 mil-

In addition, insurance buyers Defendants refused to say how lion to settle the litigation (BI, Oct
would have more options if the much of the $4 1 million each 16,1989) USF&G drops Louisiana lines
state allows insurers to use more would pay Fireman's Fund Insurance Co BALTIMORE-USF&G Corp will stop writing most commercial
than one version of the general lia- In settling the suit, defendants and USF&G Corp paid $1 5 mil- hnes of msurance m Louisiana after suffenng heavy losses in the state
bility policy form, he said denied any wrongdoing and inch- lion earlier this year to settle the for 10 years

Mr Morales heralded the settle- cated the agreement was reached litigation They also said they set- A $325 milhon statutory loss m the state over the past 10 years led to
ment as one that will produce sig- as a way to avoid mounting defense tled to avoid the continuing de- the withdrawal, USF&G said USF&G last month announced a similar

nificant change in the way insurers costs fense costs (BI, Jan 7) pullout from Texas, where its statutory losses smce 1980 were $300
do business in Texas "We know that we've done noth- Similar antitrust litigation filed milhon (BI, March 18)

"We have obtained major con- ing wrong or illegal," said Michael in U S District Court in San Fran- The Baltimore-based insurer w111 no longer write new busmess m
cessions from the insurance 1ndus- S Wilder, Hartford's senior vp and cisco by attorneys general in 19 Louisiana, although it is renewmg most business for one more year The
try that will lead to broad reforms general counsel "We've won our states against insurance industry company also wlll continue to write fidelity, surety and hfe business
in the way the Industry does busi- arguments at every step of the lili- defendants was dismissed in 1989 and wlll remam an admitted reinsurer of all lines in Louisiana, the same

ness in the state," said Mr Mo- gation process " (BI, Sept 25, 1989) However, the as m Texas

rales "This is an historic settle- Christopher C Mansfield, senior attorneys general are appealing the USF&G reported a net loss of $569 milhon in 1990, and the insurer
ment " vp and general counsel at Boston- dismissal in the 9th U S Circuit has slashed its dividend twice m four months Standard & Poor's Corp

However, insurers do not foresee based Liberty Mutual Insurance Court of Appeals (BI, March 25) I now rates its debt as below investment grade (BI, March 4)

Brokers form space venture U.K. may probe runoff policies
LONDON-The British government's Serious Fraud Office may in-

vestigate charges of fraud surroundmg the placement of runoff reinsur-
Three brokerages are launchingl Moss Adams Certified Public Ac- ance pollcies with Lloyd's of London underwnter Richard Outhwaite

a new Joint venture in the United Markets countants, a San-Francisco-based Members of syndicates managed by RHM Outhwalte (Underwntmg
States to provide comprehensive I accounting firm, has established Agencies) Ltd allege that several Lloyd's underwnters that ceded past
brokerage services to the space and The Moss Adams Risk Management hablhties to the Outhwaite synchcates withheld mformation on asbestos
space-related industry tional Space Brokers Inc , 1616 N Group The consulting practice losses that they had gained from their membership m the Asbestos

Based in Rosslyn, Va, Interna- Fort Meyer Drive, Rosslyn, Va will be managed by Robert L Wil- Working Party That group was formed by the London insurance mar-
tional Space Brokers Inc is equally 22209, 703-841-1334 kinson, formerly a senior vp and ket to coordmate information about asbestos habilities

owned by Crawley Warren Group manager in the San Francisco offi- The Council of Lloyd's refused last year to investigate the allegations,
P L C of London, Le Blanc de Ni- Willis Corroon unit ce of risk management consultant citing Insufficient grounds for pursuing the matter (BI, Apnl 23, 1990)
colay Reassurance of Paris and Warren, McVeigh & Griffin Inc Lloyd's Chief Executive Alan Lord last week said Lloyd's had an "im-
New York-based Frank Crystal & Willis Corroon PLC has The new risk management group peccable record of mvestigatmg misconduct by members "
Co Inc launched a new aerospace division, will be based m Moss Adams' San Nevertheless, m a debate about Lloyd's last week in the House of

Aside from placing coverage, the Willis Corroon Aerospace of New Francisco office and will offer ser- Commons, John Redwood, the Bntish minister for corporate affairs,
new brokerage will "provide the York Inc vices to Moss Adams' clients as said the Serious Fraud Office is "examining one such set of problems (at
optimum space risk management The New York-based division, well as to risk managers nation- Lloyd's) to see whether there is a case that it should take on "

service, combining a unique blend part of London-based Willis Faber wide Initially the practice will Although Mr Redwood did not name the Outhwaite debacle, the

of financial, contract, legal, engi- & Dumas Aerospace Group, was focus on risk management but may original title for the debate referred to Outhwaite syndicate 317/661,
neering and insurance expertise," formed to attract more North expand to include employee bene- which faces massive asbestos habilities from runoff pollcies written in
according to a statement announc- American aerospace business, ex- fit consulting, Mr Wilkinson said the early 1980s The title later was changed by John Bowis, the member
ing the venture plained Rick Loughlin, chairman For more information, contact of Parliament who called for the debate, after he learned that the

The new brokerage is headed by of Willis Corroon Aerospace of Robert L Wilkinson, Director, The Serious Fraud Office was looking into the matter
John Vinter, formerly a vp with In- New York and executive vp of Cor- Moss Adams Risk Management Mr Bowis told Business Insurance he has several constituents "who

ternational Technology Un- roon& Black Co of New York Inc Group, 601 Montgomery St, Suite may lose the roof over their heads" because of Outhwaite losses
derwriters Inc, a specialty un- Corroon & Black Inspace Inc, 1000, San Francisco, Calif 94111- During the debate, Mr Bowis called on Mr Redwood to consider
derwriter in Bethesda, Md based in Bethesda, Md, will con- 2684, 415-956-1500 new government regulations if the Lloyd's self-regulatory system can-

A staff lS Stlll being assembled, tinue to operate separately as a di- not clear up disputes with members Mr Redwood "should make it clear
SO lt lS nOt known how many peo- vision of the Willis Faber & Dumas New offices
ple will be employed, said Michael Aerospace Group, he said

that if that iS not done to the satisfaction of his department and of the
House, he will consider bringing forward a system of regulation by his

Hemmings, director in the aero- J Bransford Wallace, a director The Halland COS., an indepen- department," Mr Bowis said

space department of Crawley War- of Wlills Corroon, will be president dent insurance agency, moved to However, Mr Redwood said he did not believe that "there are
ren of Willis Corroon Aerospace Key 61 Jericho Turnpike, Jericho, N Y grounds for a further major review of self-regulation at Lloyds "

Crawley Warren worked closely hires include Senior Vp Kenneth 11753, 516-333-3000
for years with Bethesda, Md -based MacClelland, formerly a senior vp Genesis Underwriting Man- Briefly notedCorroon & Black Inspace Inc, a at Johnson & Higgins, Senior Vp agement Co., moved ltS offices to
subsidiary of Corroon & Black Charles Laible, formerly a vp at 75 Wall St , 25th Floor, New York, President Bush has signed a law, H R 555, that requires employers to

Corp , in placing space-related J&H, Vp George Delgado, formerly N Y 10005, 212-908-2525 remstate health care coverage for employees returning from military

risks worldwide The two firms a vp at Frank B Hall & Co Inc, Sorema North America Rein- service The measure also will allow doctors and other professionals in
also formed Inspace International and Assistant Vp Melissa Harder, surance Co. opened an office m the milltary to suspend premium payments for malpractice msurance
in Bermuda to place these risks, formerly an assistant vp at J&H Dallas at 2 Lincoln Center, Suite until they return to employment without endangenng their coverage
Mr Hemmings said (BI, Aug 28, The new company can be con- 1324 5420 LBJ Freeway, Dallas, (BI, Feb 4) Legislation, H R 1645, introduced in the House by Rep
1989) tacted at 7 Hanover Square, New Texas 75240, 214-387-3942 Nancy Pelosi, D-Callf, would require employers to extend COBRA

Inspace International, however, York, N Y 10004-2594, 212-344- The Montreal office of General health care continuation coverage for up to 15 years to dependents
was dissolved after the Corroon & 8888 Reinsurance Corp. moved to 1002 of former employees who were at least 50 years old when they became
Black Corp /Willis Faber PLC Sherbrooke St W , Suite 2000, ellglble for COBRA coverage The same language also is mcluded as
merger in 1990 New risk consultant Montreal, Quebec H3A 3L6 Can- part of the broader Women's Health Equity Act, H R 1161, S 514,

The new venture again allows ada, 514-288-9667 introduced earher in Congress (BI, March 4) The receivership trial
Crawley Warren to offer space-re- A new risk management consult- Environmental Management for Bel-Aire Insurance Co. is set to resume, at the request of the
lated service worldwide, Mr Hem- ing practice will provide clients Services Inc. moved to 1827 insurer's attorney The tnal was delayed m January, when both sides
mings said with expertise in the areas of prop- Powers Ferry Road, Building 24, agreed to wait for the completion of a study by Missouri regulators on

For more information, contact erty, liability, crime and workers Marietta, Ga 30067, 404-916- the feasibility of rehabilitating the msurer
John Vinter, President, Interna- compensation risks 1908,800-388-3647
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111 withdrawals an unprecedented three- to-five-year na- 1992 to decide if we would like to reloin in
tional image-building campaign (BI, Jan 23, 1993," he said B# Insurance Index

Cont:nued from page 1 1989) "We have informed III of our decision to
700business," commented Gerald F Isom, who is The image-building campaign, which was withdraw from the organization at the end of

chairman of the III's board of directors and financed separately from the III's operating the second quarter," said a spokesman for
also president and chief executive officer of budget, drew lukewarm support at best The The Home in New York 680

Transamerica Insurance Co in Woodland campaign was scaled back dramatically in "Over the past several months, we have
Hills, Calif 1990 with funding falling to about $4 million been reviewing our participation m a variety

660
Mr Isom added, however, that the New last year from 1989's $12 9 million (BI, Jan of insurance organizations and trade asso-

York-based III "will make whatever cut- 15, 1990) ciations and decided we can't be involved in
4-5 f-

backs" are necessary in the face of defec- "I do not see us playing a strong lead role" everything," the spokesman said 640 - , Tri, J , = 5
tions in large-scale public advocacy campaigns,"

In addition to the three withdrawals that said Mr Moore 620
took place between October and January, The III has allowed some lob vacancies to 'As important as the 1%1.=:=-- - 1.r -*JIT.

#-1 -B L-, :f' liew
t- , 1

= re- 1The Home Insurance Co recently informed remain unfilled in its regional offices, Mr
the institute that it would drop ltS member- Moore said For example, a senior spokesman

communications efforts

IZitAllestantde Insurance Co, is "reconsid-
position in the Chicago office has been va- of the 111 are, they

Another ma]or insurer, Northbrook, Ill - cant for more than a year 580 ti,-4 ,-1 21&.#F "-r-**1
Although no one contacted by Bus:ness In- came in second,'

ering" its membership, a spokesman con- surance would be quoted criticizing the III, Mr. Johanns says. # *4,4 0 4' * 4* 404 0

firmed several insurance industry public relations
Mr Stewart said that the institute's 1991 professionals commented that they felt that

It

11

Base = 100 on Dec 29, 1978

Source Nordby International Inc.
budget already reflects the Kemper and Tra- the organization had strayed from its pri-
velers withdrawals mary purpose of acting as a resource for the "We think very highly of III, but at this

Some contributions pledged by CIGNA media time, it doesn't have as high a priority for us Insurance industry stocks surged ahead last
will be made during 1991, he said Representatives of insurers that recently as some of the other organizations," the week as the Business Insurance Index climbed

Neither Mr Moore, Mr Stewart nor Mr have dropped their III membership cited fi- spokesman said 25.3 points to 680.0 on March 28, from 654.7 on

Isom would say exactly what formula is used nancial, rather than philosophical reasons, The spokesman for The Home declined to March 22. Advancing issues for the week were
to assess III member insurers, but lt lS based for their withdrawals identify the other organizations led by FHP International, up 25.396; United Fire

on premium volume and is capped so that no "It was a matter of resources," said A spokesman for Philadelphia-based & Casualty, up 23.396; and Nobel Insurance
one member company will bear an unusually Charles F. Johanns, senior vp-public affairs CIGNA Corp would say only that "the decl- Ltd., up 23.1%. Declining issues for the week
large portion of the organization's operating and communications at Kemper in Long mon to withdraw from III resulted from an followed Tokio Marine & Fire, down 8.4%; Dur-
costs Grove, Ill ongoing analysis of our funding for trade ham Corp., down 6.696; and NWNL Companies,

"In balancing our priorities for 1991, given organizations " down 2.1%. The most active issue for the week

1 difficult market conditions and a resulting Meanwhile, -Allstate is reconsidering its was Sears Roebuck & Co., (Allstate) wah 4.2

The 111 has always seen tough year in expenses, we had to put our Insurance Information Institute membership million shares traded. The Bl Index was up
main priority on maintaining our ability to This re-examination is part of an ongoing ef- 3.9%; The Standard & Poor's 500 increased

members come and go, Mr. deliver services to our customers So, as im- fort to study alt of our expenditures to make 2.1%; the Dow Jones 30 Industrials were up

Isom says. '1 don't think we portant as the communications efforts of the sure that the money we spend provides cus- 1.996; and the New York Stock Exchange Com-
III are, they came in second," said Mr Jo- tomer value," said a spokesman for the posite rose 2.1%.

should be surprised' by hanns Northbrook, Ill -based insurer

withdrawals in tough times. A spokesman for Hartford, Conn -based Mr Isom played down the impact of the British Issues
Travelers stressed that the company's deci- companies' withdrawals
sion to leave the III did not reflect dis- "As long as I have been associated with the 1 Week

satisfaction with the organization's work III, we've had companies come and go I don't March 27 P,lce P/E DIv Yield High--Low

"We are thinking about maybe lowering "Travelers has had a long and rewarding think we should be surprised- by withdraw- Companies pence pence % pence penoe

the cap to entice other companies to come association with III, and our decision not to als during tough economic times, Mr Isom Commt Union 513 NM 307 6.0 514-511

in," Mr Isom said And all three III officials retain our membership is not based on any said Gent Accident 548 14/M 35 7 65 559-648

said that the organization was discussing the programmatic or philosophical differences The III had 299 membe-rs at the end of GdnRoyal Exch 219 N/M 159 73 219-218

Royal 452 1*M 34 7 77 455-452

possibility of membership with several in- It is based on a management decision to 1990, down just slightly from 301 a year ear- Sun Alliance 382 NU 187 49 382-372

surers focus our leadership and dollar resources on her
Mr Moore said that the revenues lost from a limited number of associations," the In fact, the organization's membership has

Brokers

Bradstock 157 178 60 38 157-155

the recent defections "can be accommodated spokesman said dropped slightly during each of the past five
CE Heath 531 157 345 65 531-524

through focusing our efforts and resources The spokesman noted that Travelers is a years The III had 307 members in 1988, 317 Hogg Group 200 122 10 7 54 200-195

on a few ma]or priorities-press relations, member of the American Insurance Assn, the in 1987 and 318 in 1986 Uoyd Thor,mson 369 24 6 10 0 27 370-369

background papers and things that are basi- American Council of Life Insurance and the However, the organization's annual budget PWS Hokinga 95 116 82 86 95-95

cally Information-oriented " Health Insurance Assn of America, all based has grown consistently since 1986, when lt Sedgwick Grp 274 26 3 104 38 275-266

"One thing that we're clearly not doing in Washington, D C And he stressed that the totaled $8 7 million Stael Brrl Jones 328 171 16.3 50 328-328

now is national advertising," Mr Moore decision does not necessarily signal a perma- The organization's budget grew to a total Wilistorroon 308 163 176 57 309-305

said nent break in ties between Travelers and the of $9 4 million in 1987, $10 8 million in 1988, Source Philip Olsen, Insurance Industry Analyst
London

The III in 1989 had sought tens of millions III $11 3 million in 1989 and $12 million in
of dollars in insurer contributions to launch "We are going to reassess our decision in 1990 .

Bi Industry Stock Report
MARCH 25, 1991 THROUGH MARCH 28, 1991

BROKERS
Weekly Year to Date Annual Mkt/Bk Weekly Year to Date Annual Mkt/Bk

Price 5 change % change High Low Vol (000) $ Div % Yield P/E Book value value Pnce 96 change % change High Low Vol (000) $ Div 96 Yield P/E Book value value

Alexander & Alexander NYS 2625 294 1351 2888 16.13 385 1 00 381 19 9.18 2 86 Liberty Corp NYS 4400 5.71 699 50 25 3900 19 092 209 14 3182 1.38

Gallagher Arthur J & Co NYS 2800 000 2043 28.38 19 75 39 064 229 20 533 5 25 Uncoln National NYS 51.13 1.24 1890 56.50 30.75 122 272 532 12 4919 104

Frank 8 Hall NYS 375 714 345 425 200 212 000 000 -8 280 1 34 NAC Re Corp OTC 3775 0.67 1439 3900 2550 362 020 053 16 2281 1.65

Hilb Rogal & Hamilton OTC 15 25 167 339 1650 11 25 204 0.36 2 36 21 460 332 Navigators Group OTC 4600 166 4046 4600 2475 12 000 000 17 1522 302

Marsh & Mctennan NYS 8588 853 10.10 8525 5975 522 260 303 21 1056 8.13 Nobel Insurance LTO OTC 400 2308 3333 3.75 238 113 000 000 776 052

Poe & Associates OTC 1000 390 2500 1300 775 0 040 400 10 240 417 NWNL Companies NYS 2963 207 7556 34 50 1175 259 132 446 6 3750 079

BROKERS AVERAGE 35 108 22 12 Ohio Casualty Corp OTC 4400 115 732 4650 2675 86 248 564 10 3330 132

Old Republic Intl NYS 2913 264 2732 2900 1900 73 0 76 261 7 3070 095

CONGLOMERATES & HOLDING COMPANIES Oren Capital Corp NYS 2313 000 32.14 23.13 1300 55 092 398 8 19 72 117

Phoen. RE Corp OTC 8.75 000 1290 11.25 500 4 020 229 109 1299 067

Prolect,ve Ute Corp OTC 1750 294 1765 1800 1025 70 076 434 8 1454 120

Berkley W R Corp OTC 4400 414 1733 4650 2850 103 048 1 09 14 2506 176
Proviclent life OTC 2338 331 3357 2625 1200 654 092 394 6 2324 101

Berkshire Hathaway Inc NYS 802500

1.26 20 22 8900 00 567500
Re Capital Corp ASE 16.13 078 2524 1700 1175 49 000 000 11 14 43 112

1 000 000 26 286900 280
RLI Insurance Corp NYS 16.13 403 1121 1638 950 11 044 273 8 1242 1.30

ITT (Hartford Group) NYS , 56.63 438 1797 6088 4025 793 1 72 3 04 8 5633 101

St Paul Companies OTC 6963 2.77 1096 7025 4700 836 260 373 8 4347 1.60

Sears (Allstate) NYS 3500 728 3793 3938 2200 4241 200 571 13 3775 093
SAFECO Corp OTC 4063 7.26 23.57 4050 25.13 848 1 36 3.35 9 24.87 163

CONGLOMERATES AVERAGE 43 234 25 2
SCOR U S Corp NYS 1438 268 16.16 1525 838 13 024 1.67 10 1061 1.35

Se,bets Bruce Group OTC 6.75 189 5882 1175 425 45 036 533 21 1375 049

INSURERS/REINSURERS Selective Ins Group OTC 1700 1.49 2830 1825 1250 47 104 612 7 1572 108

Statesman Group Inc OTC 263 767 6795 300 125 94 000 000 15 4.19 063

Aetna L,le & Casualty NYS 4700 562 2051 Sdi 38 2900 1045 276 587 9 5811 081 Toloo lianne & Fire OTC 4650 -837 159 5650 3450 11 026 056 28 7093 066

American General NYS 3850 165 2520 5063 2350 696 200 5.19 8 3468 1 11 Torchmark Corp NYS 5663 535 1586 5625 3800 171 140 247 13 1323 428

American Hentage NYS 2338 054 11.31 24.38 1963 5 100 428 11 2260 103 Transamenca NYS 3625 247 1111 41.00 23 25 1614 196 541 11 3463 1 05

Amencan Indemnity/Fin I OTC 650 000 10000 700 275 5 008 123 20 1738 037 Travelers Corp NYS 23.63 328 4211 33.50 1150 754 1 60 6.77 13 4485 053

American International NYS 9638 634 2537 9625 5700 986 044 046 14 4192 230 Trenwick Group Inc OTC 2675 700 1568 2750 1625 49 060 224 11 1691 158

Aon Corp NYS 3688 351 612 41 38 26 75 176 160 434 10 1962 188 United FIre & Casualty OTC 5025 2331 4306 4750 2875 14 1.32 263 8 2256 223

Argonaut Group OTC 8100 000 2656 81 00 5300 77 1.60 198 8 3683 220 USF&G Corp NYS 950 000 2667 2950 700 1235 020 211 2 22.87 042

AVEMCO Corp NYS 2950 042 1683 30.13 2113 10 044 1 49 18 952 310 UNUM Corp NYS 6300 678 35.12 6300 32.13 617 080 127 12 31.20 202

Baldwin & Lyons Inc OTC 2425 1.02 2933 2450 1700 2 028 115 9 2080 1 17 USLIFE Corp NYS 4063 797 4509 41.75 2325 116 1.64 404 10 5434 075

Belvedere Corp ASEE 2.75 000 1000 463 175 2 004 145 69 803 0 34 Unitnn OTC 3850 199 2520 4025 2450 149 080 208 16 3399 113

Chandler Insurance OTC 413 000 -4000 925 275 24 000 000 5 953 0 43 Washngton NattonaJ NYS 1350 000 24.14 22.63 938 13 108 800 15 3290 041

Chubb Corp NYS 7188 628 3249 7263 3463 1016 1 48 206 12 5549 1 30 USLICO Corp NYS 18 R 068 1654 2250 14 75 32 100 541 8 2773 067

CIGNA Corp NYS 5325 1360 3028 5550 3325 776 304 5 71 11 6664 080 Zenith National Ins NYS 1775 5.19 3028 1825 988 79 100 5.63 -35 1381 129

CNA Financial Corp NYS 8650 344 2605 92.50 49 50 60 000 000 15 5487 158 INSURERS/REINSURERS AVERAGE 32 249 32 130

Continental Corp NYS 2925 783 1759 31.38 15 75 632 260 889 12

Oumam Corp OTC 2475 -660 11.61 3400 2300 18 092 372 12
mz on HEALTH MAINTENANCE ORGANIZATIONS

Fund American Corp NYS 6150 123 1855 61.75 2950 35 068 111 25 3274 1 88 FHP International OTC 28.50 25 27 8689 2825 888 1615 0 00 0 00 25 354 805

Fremont General Corp OTC 1938 197 3362 2000 10.13 192 080 4.13 6 1909 1 01 HMO Amenca Inc OTC 1288 2262 9808 1338 425 1359 000 000 18 112 1150

Frontier Insurance Group NYS 2300 408 21 05 3300 1538 10 000 000 10 729 3.16 Pacificare Health Sys OTC 26.00 000 6000 2650 1200 338 000 000 18 635 4.09

General RE Corp NYS 9888 733 632 9988 6900 627 168 170 14 2904 3 40 Safeguard Health Enter OTC 488 263 263 763 400 7 0.00 000 15 299 163

Hanover Insurance Co OTC 2975 -0 83 1226 3050 21 00 49 0 44 148 12 3203 093 Sierra Health Se,vices ASE 2800 616 10364 2738 550 411 000 000 82 062 45.16

Harteysville Group OTC 2825 089 2350 3000 1350 9 064 2.27 9 1894 1 49 United Healthcare Corp OTC 3925 1.29 6882 4088 938 2304 006 0.15 3t 034 11544

Hartford Steam Boiler NYS 59.13 238 21 28 62.13 4350 68 1 80 304 1894 3.12 United Medical Corp ASE 1075 1316 3438 1138 663 9 020 186 14 570 1.89

Kansas City Life Ins OTC 3350 000 850 3650 3000 0 120 358 9 3922 085 U S Healthcare OTC 5250 526 7872 5350 11.13 2511 048 091 32 3.07 17.10

Kemper Corp NYS 3350 469 41 05 4313 1713 267 092 275 129 2997 112 HMOs AVERAGE 95 666 04 30

Lawrence Insurance Group ASE 813 000 1607 900 638 1 048 591 13 440 1.85 ALL COMPANIES AVERAGE 38 272 27 14

System des,gn Nordbyemat,onal Inc



Performance Without Consistency Isn't Enough. Any group insurance company

can promise fast claims service, but we guarantee it. 0 We're confident enough about the quality of

our claims service to put our high standards in writing, guaranteeing to meet our promised

turnaround time. We're comfortable offering this guarantee because we routinely exceed industry

standards in turnaround time of claims processing. Our resources include an advanced cost-management

technology in processing systems -- a Personalized Claims Administration system which provides

flexible, adaptable administration of any benefits program. * Clients who depend on your advice want

to know what group insurance companies promise. Now you can tell them what we guarantee. For more

information, call Tom McKellar at 1-800-877-1052.
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