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Water hoses and electrical equipment litter Chicago's
Loop in an effort to pump out flooded basements.

Update

Lloyd's to draw member funds
after High Court lifts injunction

LONDON-Lloyd's of London can im-
mediately draw down on disgruntled mem-
bers' deposits to pay policyholders' claims
following a crucial High Court ruling last
week.

After a week-long hearing, Justice Saville
lifted injunctions barring Lloyd's members'
agencies from drawing down on the mem-
bers' deposits to pay claims (BI, April 13;
March 9). But, the judge denied Lloyd's re-
quest that members pay its legal costs.

The 828 members affected by the ruling
Continued on nezt page

A flood of questions
Liability, coverage for Ch

By SARA J. HARTY and GAVIN SOUTER

CHICAGO-Determining who will pay for damage
caused by last week's Chicago flood is as murky as the
Chicago River water that inundated basements in the
city's Loop, causing businesses to grind to a halt.

The bizarre flood-and a resulting power blackout-
shut down the city's entire business district last Monday
and left many buildings, including its largest department
stores, shuttered all week with no power and no firm idea
when they would reopen.

Chicago Mayor Richard M. Daley admitted that city of-
ficials knew that a tunnel running under the Chicago
River was leaking and that city officials earlier this month
had determined that the problem could have been re-
paired for about $10,000. Yet no action-beyond soliciting
bids for the work-ever was taken.

Losses-both from property damage and loss of busi-
ness-now could run into the billions.

While many businesses have property insurance to cover
, their losses, policy disputes could arise over whether the
 catastrophe should be classified as a "flood" or as "water
2 damage" (see story, page 38).
2 In addition, some businesses in downtown skyscrapers
8 lacked flood coverage, because the risk of flood appeared
B to be so remote. And, many businesses-especially those
S that did not suffer actual property damage-may not have
E business interruption coverage.

However, businesses with uninsured losses as well as
property insurers will sue those blamed for the flood, in-

Continued on page 37

Dingell bill reaction mixed
Measure to be debated

at hearings this summer

By DOUGLAS McLEOD

WASHINGTON-Several insurer

and policyholder groups are praising
Rep. John D. Dingell's insurance sol-

**ncy regulation bill as a good first
step, while expressing reservations
about some of its provisions.

Other groups that have long op-
posed a federal solvency regulatory

role-including some insurer groups
and state regulators-remain op-
posed to the bill introduced this
month by Rep. Dingell, D-Mich.,
chairman of the House Energy and
Commerce Committee.

Most of those involved in the de-

bate were trying to digest the 234-
page bill last week and offered only
preliminary reactions.

More detailed responses are ex-
pected by early summer, when the
House Subcommittee on Commerce,
Consumer Protection and Competi-
tiveness is expected to hold hearings

on the proposal.
The hearings likely will serve as a

forum to debate the measure, but leg-
islative action is not expected this
year. Instead, the hearings are ex-
pected to collect comments and sug-
gestions from interested parties on
how to modify the legislation when it
is reintroduced next year.

"This bill is an opening gambit,"
said Andrew Wright, vp-federal af-
fairs for the American Insurance

Assn. in Washington, D.C. "It's a
really good start. I was pleasantly

Continued on page 4

Employers unsure of savings, but expanding efforts

Wellness impact uncertain
By JERRY GEISEL

Only a small percentage of employ-
ers say health promotion-or well-
ness-programs have reduced medi-
cal plan costs, but the overwhelming
majority of employers plan to expand
promotion activities, according to a
new survey.

Just 16% of employers said their
health promotion efforts have re-
duced medical plan costs, while most
-73%-weren't sure and 11% said

the efforts have not reduced plan

costs, according to Hewitt Associates
in Lincolnshire, Ill.

Similarly, only 14% of employers
said health promotion programs re-
duced the number of medical claims,
while 75% weren't sure and 11% said

the programs didn't reduce the num-
ber of claims.

Of the 8% of employers that could
provide specific dollar figures on
medical plan cost savings from health
promotion programs, 15% reported
per-employee savings of at least $100
in 1990; 10% reported savings of $26

to $50; and 13% estimated savings at
$5 to $25. Sixty-two percent of em-
ployers didn't report any savings.

Even though most employers aren't
sure of the impact of health care pro-
motion activities, a whopping 89%
plan to expand activities in the next
five years, such as by offering em-
ployees more incentives to partici-
pate in the programs.

Health promotion programs en-
compass a broad spectrum of activi-
ties intended to improve the overall

Continued on page 29

icago disaster unclear
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A bomb was detonated near the Commercial Union

building, blowing out windows on three sides.

London bombs

cause damage
topping $1 billion

By STACY SHAPIRO

LONDON-The worst bomb blasts on the British

mainland since World War II could cost insurers

more than 1 billion pounds ($1.76 billion).
However, while one of the explosions ripped

through the heart of the London insurance market, it
did not disrupt the operation of most insurers and
brokers.

Two terrorist bombs exploded on Friday night,
April 10, including a huge car bomb that was deton-
ated at about 9:20 p.m. just outside the Commercial
Union building opposite Lloyd's of London, killing
three people and injuring 91. The Lloyd's building
might have been the intended target.

The other car bomb ignited three hours later at a
major highway intersection on the outskirts of Lon-
don, injuring no one but creating massive damage to
the highway and surrounding buildings.

The Irish Republican Army claimed responsibility
for the explosions, which occurred as some were ce-

Continued on page 35



Update

Lloyd's wins injunction ruling
Continued from previous page
will not appeal, said Michael Freeman, senior partner of Michael
Freeman & Co. He initiated the action on behalf of members on
syndicates once managed by Gooda Walker Ltd., Feltrim Under-
writing Agencies Ltd., Devonshire Underwriting Agencies Ltd. and
Rose Thomson Young Underwriting Ltd. But, litigation by these
members to recover damages for the losses they have suffered will
continue, he said.

Members of these syndicates face 200 million pounds ($351
million) in unpaid cash calls, he said, though he did not know how
much of that was apportioned among the plaintiffs.

Lloyd's Chairman David Coleridge said the ruling was a vic-
tory for the principles under which Lloyd's works. "We have
every sympathy with those who have made substantial under-
writing losses in recent years, but Lloyd's owes its first duty to
policyholders with valid claims, which must be met," he said.

GAO projects guaranty strain
WASHINGTON-The collapse of just one of the nation's 10 lar-

gest property/casualty insurers could overwhelm state guaranty
funds, reports the General Accounting Office.

With their limited ability to assess insurers, only about one-third
of guaranty funds would be able to pay one year of claims incurred
by a huge failed insurer before reaching annual assessment limits, a
new GAO study concludes. The GAO assumes the failure of one of
the largest property/casualty insurers could generate as much as $4
billion in claims in a single year.

"Many states would not be able to pay off their state's share
of one year's losses within a year, and some could not do so
within two years," said the GAO in a report requested by Sen.
Howard M. Metzenbaum, D-Ohio.

The GAO also found that the surge of property/casualty insurer
failures in recent years already is straining guaranty funds.

At least eight funds unidentified in the report have either hit or
approached their maximum annual assessments in one or more
lines of business in a given year since year-end 1985. In most
cases, capacity problems were triggered by the failures of Mission
Insurance Co. and American Mutual Insurance Co., the GAO says.

California workers comp rates
LOS ANGELES-California employers could face higher work-

ers compensation insurance costs following a recommended 23.1%
rate hike by the Workers Compensation Insurance Rating Bureau
and a state appellate court ruling.

If the rating bureau's recommendation for the rate hike as of July
1 is approved, employers' premiums will rise by about $2 billion
from $8.7 billion last year.

State workers comp insurers face a $3.5 billion deficit for 1991
and 1992, said Thomas F. Conneely, president of the Assn. of Cali-
fornia Insurance Companies. ACIC members write more than 50%
of the state's private workers comp insurance.

The proposed 23% increase "is a clear signal that this system
is out of control," said Insurance Commissioner John Garamendi.
He supports legislation, A.B. 2380, that would give the Insurance
Department "greater discretion to reduce rates" by no longer al-
lowing workers comp insurers to build a standard expense ratio
into their rates (BI, Feb. 10).

Workers comp c6sts could be exacerbated as a result of a March
20 state appeals court decision that physicians do not have to prove
"extraordinary circumstances" to charge fees that exceed the offi-

, cial medical fee schedule. The court criticized the California Divi-
sion of Workers Compensation for failing to update the fee schedule
since 1987, though state law requires revision at least biennially.

The decision likely will have a significant impact on workers
comp rates since 50% of an employer's workers comp premium is
based on the fee schedule, said Alan Tebb, general manager of the
industry-supported California Workers Compensation Institute.

OSHA probes Phillips charge
BARTLESVILLE, Okla.-The Occupational Health and Safety

Administration is investigating an allegation that Phillips Petro-
leum Co. supervisors ordered a worker to give as little information
as possible to OSHA investigators following the October 1989 ex=
plosion at the company's plant in Pasadena, Texas.

An unidentified worker at the Texas plant made the allegation in
a letter to the company's chairman, Phillips confirmed. Phillips,
which says it began its own investigation earlier this month, vows
to cooperate with OSHA. "If there have been any variances (from
safety rules), we will take appropriate action," a spokesman said.

The explosion killed 23 people and injured more than 100 others.
Estimated damages exceeded $1 billion (BI, Oct. 30, 1989).

Seidman judgment overturned
MIAMI-A Florida appeals court has overturned a $15.7 mil-

lion judgment against New York accounting firm BDO Seidman
arising from its audits of the defunct Universal Casualty & Surety
Co. Ltd. of the Cayman Islands.

A jury awarded the money to Universal Casualty's liquidator in
1990 after finding that Seidman was negligent in its audits in the
five years before Universal collapsed in 1984. The liquidator
charged that Seidman failed to discover that Universal's main
assets-$10 million in certificates of deposit-were fraudulent (BI,
Dec. 17, 1990).

Continued on page 38

41 benefit mandates

added by states in '91
By CHRISTINE WOOLSEY that were passed during 1990 cording to BC/BS.

and is about half the amount that The most common mandate

WASHINGTON-States en- became law during 1989," said last year was mammography
acted 41 new benefit mandates in Susan S. Laudicina, director of screening, Ms. Laudicina noted.
1991, bringing the total facing state services research in BC/BS Eight states-Alabama, Louisi-
insured employers nationwide to Assn.'s government relations of- ana, Maryland, Montana, New
more than 900, according to the fice in Washington, D.C. Jersey, North Carolina, South
Blue Cross & Blue Shield Assn. That slowdown is "not for Dakota and Vermont-began re-

The trend toward requiring want of ideas," she added. Hun- quiring commercially insured
group health insurers to cover dreds of proposals were intro- group health plans to cover
particular types of care, though, duced in state legislatures last mammography screenings, she
is slowing down, a BC/BS Assn. year, "it's just that only 41 were said.

researcher says. enacted," she pointed out. In addition, Indiana now re-

"The total of 41 that were en- Twenty-four states enacted quires all commercial insurers to
acted in 1991 equals the number benefit mandates in 1991, ac- Continued on page 10

Liberty Mutual still fighting $16.8 million judgment

Bad faith award upheld
By LOUISE KERTESZ

LOS ANGELES-Liberty Mu-
tual Insurance Co. will appeal a
federal judge's decision to up-
hold a $16.8 million bad faith
jury award for failing to defend a
policyholder against ho-
meowners' property damage
claims.

U.S. District Judge Harry L.
Hupp last month upheld a Jan-
uary jury award of $2.8 million
in compensatory damages and

Deadline nears
for mental health -

network directory
Business Insurance will pub-
lish its second annual di-

rectory of employee assistance
programs/managed mental
health care networks in the

June 8 issue, which will con-
tain a Spotlight Report on
mental health care.

The directory is published
as an editorial service; there
is no charge to be included.
To be listed, organizations
must complete a question-
naire provided by Business
Insurance.

If your organization pro-
vides EAP or managed mental
health services on a stand-

alone basis and you would
like a questionnaire, contact
Karen Armaganian, Business
Insurance, 740 N. Rush St.,

Chicago, Ill. 60611-2590; 312-
280-3195.

May 4 is the deadline for re-
turning questionnaires.

Inside

$14 million in punitive damages
to Chemstar Inc., a Fort Worth,
Texas-based manufacturer of

lime products for industrial and
construction use.

Boston-based Liberty Mutual
had filed various post-trial mo-
tions to set aside or reduce the

award, court papers show.
The case involves 28 property

damage claims made by Los An-
geles County homeowners alleg-
ing a defect in lime products
produced by Genstar Lime Co.

The defective lime allegedly
caused widespread pitting in
plaster interior walls.

San Francisco-based Genstar,
which Chemstar acquired in
1986, was covered under an oc-
currence-based comprehensive
general liability policy issued by
Liberty Mutual, with limits of $2
million per occurrence/$5 mil-
lion aggregate, said Ronald
Oster, of Paul, Hastings, Jan>·••
ofsky & Walker of Los Angeles,

Continued on paggl

Beleaguered TPA's
depressed earnings
set off stock sale

By DOUGLAS McLEOD

MINNEAPOLIS-Employee
Benefit Plans Inc. announced

lower-than-expected quarterly
earnings last week and said com-
petition and other factors could
depress its profits for up to a
year.

The announcement triggered a
sell-off in EBP stock, which
closed last Tuesday at $15, down
from $19.50 the Friday before
EBP reported its results for its
third fiscal quarter ending Feb.
29. EBP stock closed at $14.38 at
the end of trading last Thursday.

The report was the second sue-
cessive quarterly earnings disap-
pointment for EBP, the nation's
third-largest claims administra-
tor. Lower-than-expected sec-

7 Building bridges with employees may pay off for em- Departments
ployers when health care reform proposals receive seri-
ous scrutiny, this week's editorial says. PAGE 8

V Pine Top Insurance Co. directors and officers may
have made some bad business decisions, but they can't
be held accountable for the insurer's failure because they
are not charged with illegal acts, two Illinois courts have
ruled. PAGE 19

+ The health insurance industry is a perfect target for
fraud and abuse because of its enormous size and lim-
ited safeguards, a government adviser says at a confer-
ence sponsored by the New York Business Group on
Health. PAGE 20

40 Caterpillar Inc. will begin recalling striking United Auto
Workers this week after a six-month labor dispute. Work-
ers will receive higher wages and pension benefits and a
new managed health care plan. PAGE 37

ond-quarter earnings caused
EBP stock to drop to $30 from a
high of $64 in January.

The company has been be-
sieged by a variety of problems,
including lawsuits that challenge
the basic structure of EBP's

business and a flood of negative
rumors that EBP officials label

as a smear campaign by investors
who have sold the stock short

(BI, April 13).
EBP provides claims adminis-

tration and other services for cli-

ents that self-insure health ben-

efit programs. It also reinsures
many clients' specific and aggre-
gate stop-loss risks. ,

Last Monday, EBP report
third-quarter revenues of $57.5
million, up 28.9% from $44.6

Continued on page 38
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Reinsurers' profits improve
* Reinsurers back in  Trends dim hopes Aetna pondersthe doldrums for turn in market
US. reinsurers saw their combined ratio worsen last year,
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GRAPHIC BY JOHN HALL

Despite poorer underwriting results, the
U.S. reinsurance industry posted improved
profits and premium volume in 1991, dashing
any hopes for a hardening of the broad U.S.
reinsurance market this year.

In fact, there is little impetus for the rein-
surance market to tighten before 1993 at the
earliest.

"I think '92 is going to be much of the same.
I see nothing that's going to jog us out of our
lethargy, and maybe '93 will see some im-
provements," said Michael G. Fitt, chairman
and chief executive officer of Employers Re-
insurance Corp. of Overland Park, Kan.

Not even two catastrophes in the past 10
days-the Irish Republican Army's bomb at-
tacks in London and the flooding in down-
town Chicago-will shake the market, Mr.
Fitt said (see stories, page 1).

"I keep on thinking these big losses are
going to hurt, something is going to happen,"
he said. But there is still so much excess capi-
tal that "maybe it won't change anything."

Continued on page 28

HARTFORD, Conn.-A leveraged buyout of Ameri-
can Re-Insurance Co., an Aetna Life & Casualty Co.
unit, by LBO specialist Kohlberg, Kravis & Roberts
would benefit both Aetna ahd American Re, say ob-
servers.

Aetna confirmed last week it is negotiating with
New York-based KKR for the sale of its reinsurance

subsidiary, which is the third-largest U.S. reinsurer.
The LBO, with an estimated $1.4 billion price tag,

could be the largest leveraged buyout ever in the
insurance industry.

That $1.4 billion could help Aetna bolster its bal-
ance sheet, which has been hurt by problem real es-
tate loans. It also would allow Aetna to focus on its

core businesses, freeing up management and capital
for its managed care and financial services opera-

Continued on page 37

Make unions allies in health war: Manager
By MICHAEL SCHACHNER

- WASHINGTON-To avert
strikes by labor unions, com-
panies must convince workers
Ahat health care costs-not man-

9 agement-are the enemy, accord-
ing to a corporate insurance
manager.

"Health care is clearly the
most difficult subject to negoti-
ate. What management calls con-
trolling costs, the union often
calls shifting costs to the em-
ployees. We need to be on the
same side," points out Dennis P.
McCafferty, director-group in-
surance with Detroit Edison Co.

Noting that 78% of today's labor
strikes involve health care dis-

putes, Mr. McCafferty urged
unions and management to come
together in the fight against sky-
rocketing health care costs.

"We need to foster an 'Us vs.

It' mentality rather than 'Us vs.
Them, ,„ he said during a session
at the annual National Managed
Health Care Congress confer-
ence. -Our goal should be to re-
duce the overall health care bill

instead of shifting a percentage
of payments to one side or the
other. You achieve this through
buying smarter and reducing
waste. "

Oregon probes
state comp fund
claims handling

By MEG FLETCHER

SALEM, Ore.-A simmering controversy over the claims han-
dling practices of Oregon's quasi-public workers compensa-
tion fund may boil over by year end.

The state's Department of Insurance and Finance has told the
fund, SAIF Corp., to halt what the state contends are overly ag-
gressive claims handling practices or face departmental exam-
ination and possible sanctions in December.

The department also questions the legality of some claims re-
jections in light of new claims handling laws that became effec-
tive last fall.

SAIF's denial rate for workers comp claims is double that of
commercial workers comp insurers in the state, according to the
department.

However, SAIF officials contend that its claims handling prac-
tices are legal. They say the department's allegations are an
inappropriate, bureaucratic response to SAIF's successful im-
plementation of sweeping 1990 workers comp reforms.

Oregon created SAIF in 1980 after abolishing the state-run
State Accident Insurance Fund. SAIF, which says it is the na-
tion's first "public, non-profit corporation specializing in work-
ers compensation insurance," was created to increase competi-
tion in the state's workers comp insurance market. It operates
today like a mutual insurer.

Although SAIF is not a governmental agency it is not subject
to all regulations. that applyt6 other Drivate W.brkers com*.in-
surers. In addition, the governor appoints memblars of- SAIF's
boatd.

Continued on age 29

Patrick Carolan, president of
the Administrative & Residual

Employees Union Local 4200 in
Hartford, Conn., agreed with Mr.
McCafferty that "labor and man-
agement can no longer work se-
parately."

He called health care costs "an

exploding issue in contract dis-
putes, which both sides have
been willing to war over."

"This issue is long-standing
and leaves people feeling very
bitter when there's a disagree-
ment," Mr. Carolan said. "On the
other hand, if it's settled pro-
perly, it can lead to productivity
and a very happy workforce."

While Messrs. McCafferty and
Carolan agree labor and manage-
ment are beginning to realize
that they must be allies in the
battle against health care costs,
they also acknowledge that the
fight is a hard one to win.

"It's very difficult to reduce
health care costs when the mar-

- ket isn't willing to comply," la-
mented Mr. Carolan.

"I don't have all the answers.

My only warning is for manage-
ment not to bring in a bunch of
consultants to present informa-
tion on union health care costs.

We'11 reject that right away and
the company will have wasted a

Garamendi

lot of money on the consultant,"
he said.

He also urged management to
sit down to discuss health care

costs with union representatives
before official negotiations
begin.

"At the bargaining table we're
all adversaries. Health care

shouldn't be an issue we're at

odds over, because we'll all end
up losing out," Mr. Carolan ex-
plained,

Mr. McCafferty echoed those
sentiments, and explained how
Detroit Edison smoothly nego-
tiated a contract in 1988, only

Continued on page 16

joins Clinton
Commissioner to head statewide presidential campaign

By JOANNE WOJCIK

LOS ANGELES-California's

first elected insurance commis-

sioner is nudging his way into
national politics as California
chairman of Arkansas Gov. Bill

Clinton's presidential campaign.
Los Angeles attorney Mickey

Kantor, Mr. Clinton's national
campaign chairman, made the
appointment last week during a
state Democratic Party central
committee meeting in Los An-
geles during which Insurance
Commissioner John Garamendi

formally endorsed Mr. Clinton.
Mr. Garamendi lauded Mr.

Clinton as a political leader who
has thought long and hard about
the serious economic and social

problems confronting the nation.
Mr. Clinton's platform is "a

tough and honest plan for re-
building America, one that em-
powers the people of this nation
to take responsibility for their
lives and compete successfully in
the world economy," the insur-
ance commissioner said.

Mr. Garamendi said he agreed
to serve as Mr. Clinton's state

campaign chairman after several
meetings with the candidate
during which they discussed Mr.
Garamendi's single-payer health
care proposal for California.

Under the plan, the medical

Mr. Garamendi has met several
times with Gov. Clinton.

components of workers compen-
sation, auto liability insurance
and health insurance would be

combined to provide a 24-hour
coverage program for all Califor-
nians (BI, Feb. 24).

While Mr. Clinton agrees in
principle with the plan, it has
met considerable opposition in
California, most recently from

the Republican governor.
After rejecting Mr. Gara-

mendi's proposal, Gov. Pete Wil-
son unveiled a more modest plan
last week to create a state-run

insurance purchasing pool "to
allow small businesses to band

together and buy health insur-
ance as though they were big bu-
sinesses."

The governor's plan is similar
to legislat:ion introduced last
month by Assemblyman Paul
Horcher, R-Whittier.

A.B. 3657 has been endorsed

by Blue Cross of California, Blue
Shield of California and Pacific

Mutual Life Insurance Co., three
of the state's major health insur-
ers.

The bill, among other things,
would guarantee coverage for
small employers, limit pre-exist-
ing condition exclusions, guar-
antee renewability, establish a
premium rate band for employ-
ers with similar risks and restrict

premium increases.
Gov. Wilson also endorsed

portions of several other health
care bills moving through the
state Legislature that would re-
quire insurers to provide cover-
age to most small businesses that
seek it, limit premium increases,
repeal laws requiring certain
benefits, and prohibit doctors

Continued on page 18
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Solvency bill insurance buyers" with more than fund to cover claims agamst insol- qulrements in areas suk)]ect to regu- In addition, the bill's definition
$10 milhon ir ne: worth These m- vent federally certified insurers lation by NARAB of property/casualty insurance spe-

Continued from page 1 surers would also be exempt from With the exception of surplus Industry groups that had sup- Cifically includes workens compen-
surpnsed by it " state rate, form and market-con- lines insurers, nsk retention groups ported the idea of federal regula- sation coverage, presumably mean-

The bill, H R 4900, would duet regulation and captlves, federally certified m- Lon generally praised the bill as ing that large insurers writing
• Allow property/casualt) and To qual* for certtficatic,n, alien surers would be required to loin the a good start workers comp for large policyhold-

1rfe/health Insurers the opt'.on of ob- msureIs also would have to main- NIPC and would no longer partici- "Overall, it was an excellent ef- ens would be exempt from state rate
talmng a federal certihcate of sol- tam a US trust fund exclusively pate in state guaranty funds fort by Rep Dmgell's staff," said regulation, Mr Brown noted.
vency from a newly estabhshec Fed- for the purpose of paying U S poll- The NIPC would be prefunded Paul Brown, director of governmen- But, even supporters of federal
eral Insurance S ol,ency cyholders'claims through assessments on member tal affairs and general counsel for regulatlon see shortcomings in the
Commission, which would set sol- • Allow all US insurers credit companies It Rould not cover the Risk & Insurance Management bill Several of these asked not to
vency standards for U S and allen for reinsurance only when it :s ceded claims by large commercial pohcy- Society Inc, which recently an- be quoted by name because their
Insurers to federally certlted reinsurers holders but would cover third-party nounced its support for a federal organizations are still developing

Federally certified insurers gen- Professional reinsurers would claims against large policyholders role in regulation (BI, Apr116) official responses to the legis-
erally would be exempt from state need at least $50 milhon of surplus that are bankrupt. Mr Brown said he was pleased lation
solvency regulaton, but woz.ld be to qualify for certlfication • Establlsh a National Assn of with the exemption from rate, form One of the bill's central problems
subject to state rate, form and mar- Insurers that also wnte reinsur- Registered Agents & Brokers, a self- and solvency regulation for large is its creation of dual federal and
ket-conduct regulations and would ance would have to meet higher ca- regulatory organmation mmllar to Insurers writing large commercial state regulation of the same com-
have to participate in residual mar- pitalization requirements than for the National Assn of Securities nsks pames

ket mechamsms They also would be insurance undemvntlng alone Dealers, to set professional quahh- He also noted that the provlsion "It's neither fish nor fowl," one

subject to state corporatton and tax Certified reinsurers would be cations and act as a clearinghouse allowing insurers credit only for re- Washington lawyer said, complain-
laws subject to state corporation anc tax for state license apphcations and re- msurance eeded to certified rein- ing that Rep Dingell's staff "tned to

A partial exception to this would laws but not tc any state regulation newals. surers specifically excludes reinsur- make too many people happy "
be "highly capitalized' insurers of their rersurance activities The states would continue to reg- ance ceded to captives and risk For example, nothing in the bill
with more than $50 million of net • Estabhsh the National Insur- ulate agents and brokers but would retention groups "It wlll be busmess pre-empts state hcensing laws So,
worth wnting coverages for "large ance Protection Corp, a guaranty not be able to impose additional re- as usual for captives," he said even large commercial insurers with

the broadest exemption from state

N 1, b Tr regulatory authority would still
4
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have to malntaln state insurance 11-
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0f While the bill forbids states from

discnminatlng against federally cer-1 " tified companies, its failure to pre-

f
empt state heensing authonty is a
"formula for mischief," an insurance

: /1 trade group official said

i (333 1 "If a state wanted to discourage a
company from becoming federally
certified, it could do it through the
hcensing provisions," he said "I can

1 O]B thmk of a world of things that a de-
termined bureaucracy could do "

- 1 Whtle the division of federal sol-

vency regulation from state rate reg-
ulation may not be a problem for

-
-*ap,-'____ insurers in many hnes of coverage, it

could become a problem m knes 12
, --

,
workers comp, where Inadequate

1+
. rates m many states could affect sol-

4
vency, Mr Brown added

6*. I. 1 Insurance and regulatory groups
that oppose federal regulation

-,U 1, -: - ZE,9 'Ezz,*' J .rE>_-_ broadly cnticized the bill
"I Just don't see the necessity of

t it," said Nebraska Insurance Direc-
tor William H McCartney, president

1,1 r i E of the National Assn of Insurance

16/ Commissioners "If there is any les-
t

.-- Immrh_-1 son from the savings and loan crisis,

I --

}.

.,9, t, it is that when you have two regula-
-- . 11€.IZ-! 1. tons, often nobody is accountable"

Mr McCartney also attacked the
proposed exemptions for large com-/,mmw

11:llft mercial msurers, saying they reflect
f a congressional pattern of granting

-V"Ii""Ii¢'1411*rlinti,tii„inti,Iiwint 43» special favors to large compames
----- i

"We don't thunk there are any
advantages for Insurers or consum-

t ers in the proposal," said David
Farmer, vp of federal affairs for the
Alliance of American Insurers in

3 0.6 + Washington
"It doesn't appear to me that there

is enough pre-emption to Justify the
additional expense and burden of

-- duphcate regulation "
.

Mr Farmer noted that FISC-
4- -

46 _

r 4
- at funded by certified companies

-
- - .2

.

through assessments capped at
- 025% of direct premiums and

-
-

-
0125% of reinsurance prerniums

f I. -

- -- could cost $1 2 billion annually,
- compared with the roughly $500

: ---

i
-

-
million total annual cost of state

-

-
-

- I
- 'Fl. regulation

- "We don't see a need for a fed-

0 0 .-' D .0.-.0 1-4. .MP#.8*Im¥*m*116*i eral system We think the state sys-
tem can be remedied:" commented

4*t
Darrell Coover, semor vp-govern-

0 D Olr i 8 7 ·R, Af •. aff 04 C ment relations for the National
1

a Assn of Independent Insurers in- 4/Ire litilt ·f O 0 Washmgton, D C
Mr Coover and others also wor-

ried that the federal guaranty fund
. 0*IMp 'mkd}%616*.•. 0 ·.

-4 could weaken state guaranty funds
600 0 I .

De - by drawing the largest Insurers out
of that system

Agents' groups are divided on the
..

legislation. The National Assn of
Casualty & Surety Agents last week
endorsed the concept of the bul, but
the National Assn of Professional

Insurance Agents opposes the
NARAB concept .
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WHYACOMPANYKNOWN
FORn-5 STEEL STRUCIURES CHOOSES

V\AUSALT FORSUPPORI

 F The St. Louis Gateway Arch. A 14,000,000 gallon water storage reservoir in California. Roosevelt
Lake Bridge in Arizona. The storage vaults of Fort Knox - a few of the structures fabricated and erected

by Pitt-Des Moines, Inc. What insurer has the service strength to support this company? Wausau

Insurance. "We view our relationship with Wausau as a partnership, and we have a great
The service structure of
Wausau is strong enough

to support the needs of deal of respect for their professionalism and the high quality forpolicyholdes like
Pitt-Des Moines. Pitt-Des Moines, who need

instant and detailed loss

of service they provide," says Richard Byers, PDM Vice President and Treasurer. infoT,nation, "Dial Wausau"
provides direct access
to PDM claims files

A good example of that service is "Dial Wausau," an on-line communications in our conlputen.

4 7* A 4

link between Pitt-Des Moines and Wausau's claims department, providing immediate and detailed information on the

activity of PDM claims. "Our company has realized substantial savings with M. ...,.A
 4WAUSAU

Dial Wausau," concludes Mr. Byers. And that's how Pitt-Des Moines, a 7-- INSURANCEF WMNIt 1.
company known for steel structures, is made stronger with Wausau. A+ (Superior) A.M. Best Rating

Wausau Insurance Companies, 2000 Westwood Drive, Wausau, Wisconsin 54401 Telephone (715) 845-5211 A Member of the Nationwide® Group
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Banc One offers point.of.service plan
Banc One Corp. hopes to save

millions on health care by imple-
menting a poin:-of-service plan in
two states and by offering employ-
ees a choice of:wo levels of health

care benefits.

Banc One's new point-of-service
option became available for about
13,000 employees in Ohio and
Texas on Jan. 1. It allows employ-
ees to seek care from non-network

providers, but at reduced benefit
levels.

Employees with access to Pru-
dential Insurance Co. of America's

Prudential Plus provider network
also can enroll in either a "high" or
"standard" plan, neither of which
requires deduclibles.

Enrollees in the high-level plan
pay lower office visit copayments
and inpatient coinsurance, but also

Beneit be

make proportionally higher
monthly contributions, said Mi-
chael Hager, senior vp-personnel
with Columbus, Ohio-based Banc
One.

For example, the high-1€vel of-
fice visit copayment within the
network is $10, compared Kith $15
under the standard opton. An ad-
mission to a network-affiliated

emergency rc,om requires a $50 co-
payment under the high-level op-
tion, compared with Sl OC under
the standard option.

Under the high4evel option, em-
ployees with individual c )verage
pay 10% of hospital cost: up to
$400 per year. The standard option

f

requires 20% coinsurance up to
$800 per year.

Employees with dependents can
select dmited family ccverage-for
a family of three or fewer members
-or f 111 family cover:ge»for fa-
milies with four or more-under

which coinsurance for inpatient
care remains 10% or 20%, depend-
ing on whether the h.gh-level or
standard option is selected. How-
ever, out-of-pocket maximums are
significantly higher under the
standard plan.

The out-of-pocket maximum for
limited families is $700 under the

high plan or $1,300 under the stan-
dard plan. For full families, the
maximums are $1,000 and $1,800.

Enrollees in the network plan
can opt out of the network at the
point of service, but face higher

11

* INSouree Full Service on (1&ROM
62 *ith INS..rce Full Service,youget the up-to.date
51;nformation you need for every U.S. iurisdiction* -

over 170 printed volumes of authoritative insurance
law information - on a single CD-ROM.

* Using your personal computer, review the text of
impodant laws and regulations - iust like a book. Or,
construct on-target searches - iust like a database.
Once you find the information you're looking for,

 print the text you need. Instantly.

insurance law library

coinsurance and out-of-pocket
maximums than what the com-

pany's indemnity plan requires
employees outside of Ohio and
Texas to pay.

Out-of-network deductibles are

$200 for an individual, $350 for a
limited family and $500 for a full
family. Under the out-of-network
high option, employees must pay
30% of inpatient costs up to $1,400
for an individual, $2,200 for a lim-
ited family or $3,300 for a full fam-
ily.

Under the standard option, em-
ployees using out-of-network pro-
viders must pay 30% of inpatient
costs up to $2,400 for an individ-
ual, $3,700 for a limited family or
$5,000 for a full family.

Banc One's 18,000 employees
outside Ohio and Texas are still of-

f
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fered a traditional indemnity plan,
but with a choice of deductible

levels. Banc One self-insures this

plan, which is administered by
Prudential.

Under the high-level option, in-
dividual employees are subject to a
$200 deductible and 20% copay-
ment of inpatient costs, up to
$1,200 per year. A limited family
pays a $350 deductible and 20%
coinsurance up to $1,800 annually.
The full family pays a $500 deduct-
ible and 20% of costs up to $2,400
per year under the high option.

The standard plan requires a
$400 deductible for single employ-
ees and a 30% copayment up to an
out-of-pocket maximum of $1,900.
Those selecting the limited family
option pay a $700 deductible plus
a 30% copayment up to $3,000 per
year. The full family benefit calls
for a $1,000 deductible plus a 30%
copayment up to $4,100.

There are no lifetime limits

under any of the plans.
Mr. Hager said the changes

would save millions of dollars, but

would not be more specific.
"The only way to ensure that

employees still pay 30% of over-
all plan costs without hitting them
with annual 25% premium in-
creases was to institute these

changes. Within the network, ben-
efit levels are better and the cost is

lower. And for those without the

network choice, the split-level op-
tions should allow them to control

costs in one way or the other."
-By Michael Schachner

Teachers LTC plan
The State Teachers Retirement

System of Ohio is offering a new
long-term care insurance plan to
Ohio teachers and their spouses
and parents.

Approximately 120,000 full- and
part-time teachers are eligible to
enroll.

The plan can be accessed via any
of the state's 750 different school

districts. Since it is offered by the
STRS, participants can move be-
tween school districts without los-

ing benefits, said Lynne Hokanson,
assistant director of health care

services.

Coverage for both nursing home
and home-based care is included,
even when the home care is pro-
vided by a family member.

No prior hospitalizations or
nursing facility confinements are
required for coverage to begin.
Alzheimer's disease and other de-

generative illnesses are covered.
Benefit payments begin after a

90-day waiting period during
which the covered individual must

be dependent in two of five ac-
tivities of daily living: walking,
dressing, eating, using the toilet,
and getting in or out of a bed or
chair.

Benefits are based on an individ-

ual's inability to function without
help and do not require diagnosis
of a specific condition or disease.

The STRS plan offers four bene-
fit options in $20 increments from
$50 to $110 per day with monthly
premiums adjusted according to
the level of coverage.

Home care or adult daycare ben-
efits are 50% of the nursing home
benefit selected.

Coverage is provided for up to
five years in a nursing facility or
10 years of home care.

The enrollment period began on
March 1 and runs through May 31.
The plan, which is underwritten by
Hartford, Conn.-based Aetna Life
& Casualty Co., goes into effect on
June 1.
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Opinions

Be willing to compromise
vvMEN MICK JAGGER sings "You Can't AlwaysGet What You Want," he most likely is not
thinking about the U.S. health care system.

But, if any refrain sums up the health care sys-
tem today, it's probably this Rolling Stones song. The
plain truth is that everyone with a stake in the health
care system-doctors, hospitals, employers, workers,
insurers and politicians-is looking for something dif-
ferent. Until they come to a consensus, most will wind
up empty-handed.

We've often preached about the need for compromise
m the debate over health care reform, something that is
as likely in an election year as winning the lottery in
consecutive weeks. However, employers can engage
now in a bit of consensus-building that may pay off
when the various health care reform proposals receive
serious scrutiny.

The advice is simple: Start building bridges with
your employees.

The average Joe or Josephine is just as concerned-
and dissatisfied-with the future of the health care

system as most employers, according to a recent Harris
poll (BI, April 13). For example, only 2% of the 2,000
Americans surveyed said the health insurance system

. ' should remain in its current form.

Other findings from the survey: 61% worry that
health insurance will become unaffordable. Sound fa-

miliar, benefit managers? And, 50% fear that they will
be stuck with big medical bills that their insurance will
not cover.

Although many health care "experts"-including
doctors, insurers and employers-write off the av-
erage American as being uninformed and unconcerned
about the health care system, that's no longer true.

Employers must link up with a natural ally in the
health care reform process and work alongside their
workers to make sure that the health care system is
truly reformed to hold down costs and increase access
to care.

This kind of understanding is possible. Take the
example of Detroit Edison Co. (see story, page 3).
After a bitter labor dispute over health care costs

O

4

P

in 1984, the utility handed an olive branch to em-
ployees and formed a joint labor/management health
care cost containment committee, through which the
company explained to union members why health care
costs are rising.

Four years later, health care issues-including some
major cost containment initiatives-were resolved five
weeks before the existing contract expired. And, the
new cost containment features helped Detroit Edison
significantly reduce the rate at which its health care
costs are rising.

Compromise will be the key to the debate over
reform of the health care system, something that all
parties-from the committee room to the emergency
room to the board room to the family room-must re-
member. While it's true that employers probably won't
get everything they want in terms of health care re-
form, by actively joining forces with employees they
may find-to again quote Mr. Jagger-they may "get
what they need."
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Rejecting 20/20 hindsight ADVERTISING:

HOULD AN EMPLOYER be expected to have20/20 vision when buying annuities to replace
pension benefits promised to workers and retirees?

We don't think so, and we're glad a federal court
doesn't rely on hindsight, either.

In a single-line decision, U.S. District Court Judge
Terry J. Hatter last month dismissed a suit filed by a
group 6f Blue Cross of California employees and re-
tirees whose pension plan was terminated and replaced
with annuities Blue Cross purchased from Executive
Life Insurance Co. (BI, April 13).

The suit was one of many that have been filed
against employers that terminated overfunded pension
plans in the 1980s, replaced pension benefits with
ELIC-issued annuities and then recovered the surplus
assets in the pension plan.

Under a conservator's order issued last year after
the California Insurance Department took control of
ELIC, annuitants are receiving only 70% of promised
benefits. However, payments should rise substantially,
perhaps to nearly 100%, after ELIC's rehabilitation
plan is put in place.

If there ever was a category kept of suits that
lacked merit, the suit against Blue Cross of Cali-
fornia by the annuitants would qualify.

First, the annuitants have not suffered injury. Al-
though it is not required to do so, Blue Cross is
making up-at a,cost of about $30,000 a month-any

shortfall in their benefits.

Second, Blue Cross of California did all the things it
should have done in selecting an annuity insurer. It
conducted a bidding process, it received multiple bids
and it selected an annuity insurer with the highest rat-
ings.

In their suit, the Blue Cross of California employees
and retirees charge that Blue Cross should have known
that ELIC was not a "proper" insurer, referring, among
other things, to its heavy junk bond holdings. That
charge may have been reasonable in 1990 or 1991,
when ELIC's problems were widely known, but not in
1986, when the annuities were purchased. At that time,
the insurer was very profitable, a fact reflected in the
top ratings it earned from A.M. Best Co. and Standard
& Poor's Corp.

Foreseeing the problems that would envelop a top-
rated insurer five years later would be difficult, if not
impossible.

This isn't to say that all the suits against employ-
ers who terminated pension plans and purchased Exec-
utive Life annuities are without merit. Courts will have

to examine the other suits individually.
And, broader policy issues must be addressed.

Should there be, for example, new tougher standards
that employers must follow in selecting an annuity in-
surer? Current rules do not spell out the financial qual-
ifications an annuity insurer must meet.
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State mandates

Continued from page 2
offer policies that cover mammo-
graphy screenings, but employers
in the state are not required to buy
that coverage, Ms. Laudicina
pointed out.

The next most common new

benefit requirement in 1991 was
requiring commercially insured
employers to cover adopted chil-
dren of parents covered byern-
ployer plans. This requirement was
added by seven states: Connecti-
cut, Hawaii, Maryland, Montana,
North Carolina, Oregon and Vir-
ginia.

R

Ms. Laudicina also pointed out
that three states-Mississippi, Mis-
souri and Texas-now require
commercial insurers to offer poli-
cies covering mental health care.

Several benefit mandates were

adopted by only two states apiece
last year, including:

• Louisiana and North Carolina

began requiring commercially in-
sured employers to cover Pap tests,
which are used to detect cervical

cancer.

• Illinois and Rhode Island

began requiring commercially in-
sured employers to cover in vitro
fertilization procedures.

• California and Rhode Island

began requiring commercially in-
sured employers to cover blood
lead level screening for children.

• California and Maine require
services of nurse midwives to be

covered by commercially insured
employers.

• California and Rhode Island
mandate that the services of nurse

practitioners must be covered by
commercially insured employers.

Also in 1991, insured health
plans were required to cover: the
services of professional counselors

and psychological examiners in
Arkansas; treatment by social
workers in California; breast re-
construction in Maine; treatment

by physician assistants in Michi-
gan; well-child care and acupunc-
ture in Montana; care by psychiat-
ric nurses in Rhode Island; and the

services of dieticians in Wyoming.
In addition, Missouri requires

commercial insurers to offer po-
licies including both alcoholism
and drug abuse treatment cover-
age, and Mississippi requires in-
surers to offer policies covering
temporo-mandibular joint disor-
ders, a condition that requires jaw
restructuring.

Including the requirements en-
acted last year, BC/BS found that
the most common coverage man-
date is alcoholism treatment, re-

If controlling your Claims Handling

Expense is IMPORTANT ...

YOU NEED GAB's TASK

ASSIGNMENT SERVICE

YOU select only the services you need.

YOU control your expense, since
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For further information, call:

GAB Business Services, Inc.

Jim Felix, AVP, National Sales Manager
(201) 993-3607 / (800) 676-0038, ext. 3607
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quired in 42 states. That is fol-
lowed by mammography screening,
which must be covered in 41 states;

mental health care coverage, which
is required in 32 states; and drug
abuse treatment, required in 31
states.

Maryland requires coverage for
the most types of tratement-41-
followed by California with 33.
Connecticut and Minnesota both

have 30 benefit mandates, accord-
ing to the study.

At the opposite end of the spec-
trum are Alabama, Delaware,

Idaho, South Carolina, Vermont
and the District of Columbia, all of

which mandate coverage for fewer
than 10 types of treatment, Ms.
Laudicina said.

Employer groups, for the most
part, oppose state benefit man-
dates.

"From our perspective, 50 state
legislatures making decisions on a
piecemeal basis about what should
or should not be covered is not very
helpful," said Richard Smith,
director of public policy for the
Washington Business Group on
Health, an employer coalition.
Mandating coverage does not solve
the health care access problem and
it wreaks havoc on both small

firms and large, multi-state em-
ployers, he said.

"Obviously cost is the big issue"
associated with benefit mandates,
said a spokesman from the Na-
tional Federation of Independent
Business, a small business lobbying
group in Washington, D.C. The
major reason the majority of small
employers are not offering cover-
age is because they cannot afford
it, he said.

"There is a lot of documented

evidence about how mandates add

to costs," said Ellen Goldstein,

director of health policy for the
Assn. of Private Pension & Welfare

Plans, an employer lobbying group
in Washington, D.C. "Some man-
dates may be well-intentioned, but
I think a lot of it is driven by politi-
cal pressure."

"The cost impact of any single
mandate may not be very large,
but the cumulative cost of many
mandates can be very high," said
Ms. Laudicina of BC/BS.

According to BC/BS economists
and actuaries, 21.3% of all claims
payments made by Blue Cross &
Blue Shield of Virginia, for exam-
ple, are attributable to state benefit
mandates, Ms. Laudicina said.

"I cannot find any evidence of
savings that result from benefit
mandates," she said.

Some health care provider
groups-like psychiatric associa-
tions-maintain that mandating
coverage for outpatient psychiatric
care will save employers money
because it will discourage inpatient
utilization.

"But what happens is utilization
for outpatient services increases'
without a concurrent decrease in

inpatient utilization, Ms. Laudi-
cina explained.

New benefit requirements maf
be slowing down, she said.

Laws in 19 states now require
an objective analysis of the cost
and benefit of any new mandates,
Ms. Laudicina said. "State legisla-
tors are finally listening to what
employers and others have been
saying-that mandates raise costs
and aren't fair."

The passage of these laws "en-
courages an intelligent debate"
about which benefits are worth-

while, she added.
Although these evaluation laws

are "a good sign," states "should
probably be evaluating more than
mandated benefits, though," said
Mr. Smith of the WBGH. "There is

an awful lot in the basic benefits

package-like medical appropri-
ateness-that needs scrutiny." I



tr

fl * I

4-

a

At ITT Hartford, life insurance is living up to its name.
Our new Living Benefits Option provides up to 30% of the face value of a group life policy

if a plan participant is stricken by a terminal illness (with a prognosis of a year or less). This money
is paid out in one lump sum and there are no restrictions on its use.

The sad fact is, a prolonged illness can quicldy wipe out a family's lifetime savings.
Our Living Benefits Option can be used to pay off a mortgage for nursing or health care, to

consolidate household bills or simply as a financial cushion for family members.
ITT Hartford is the seventh largest writer of group life in the nation. We're well re-

cognized as a superior market for basic and supplemental group term policies that protect *9·'
loved ones from the consequences of a death. But it's nice to be remembered in life, too. 

Our Living Benefits Option is available in 38 states. To find out if yours is
one of them , contact your ITT Hartford Life Representative. ITT HARTFORD
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Spencer
proceeds
are tallied

By MICHAEL BRADFORD

ANAHEIM, Calif.-Bids, hockey
pucks and golf balls were flying at
the Risk & Insurance Management
Society conference to raise money
for the Spencer Educational Foun-
dation.

Various special events added
around $17,000 to the foundation's

year-long fund-raising drive.
The foundation's annual silent

auction, which featured 73 items

ranging from Caribbean vacations
to Chicago Cubs tickets, generated
about $13,000. Final figures are not
yet available, said Anita Benedetti,
president of the foundation.

"We had good participation,"
said Jim Smirles, auction co-chair-

man. "Almost every item was bid
on."

The number of RIMS chapters
among donors was higher com-
pared to previous years, said Mr.
Smirles, national brokerage mar-
keting officer at Kemper National
Insurance Cos. in Long Grove, Ill.

The RIMS Hockey "All Stars"
returned to the ice and raised

around $3,000 for the Spencer
Foundation. The game pitted Team
U.S.A. and Team Canada for the

first time in two years. The teams
took a hiatus last year' from the
annual competition, which began
in 1986.

"It was probably the best game
we've played so far," said Peter

Atissue r'ey"ntrolnsauoncost
John 0.

Blevins

Corporate

Safety Director/
Administrator-

Workers Com-

pensation
Thomaston

Mills Inc.

Thomaston, Ga.

We treat the injured employee as a
family member. We explain the ben-
efits immediately, provide light-duty
work, follow up and stay in con-
trol of medical treatment. Finally, we
dispense funds as if checks are
being written on a personal checking
account.

King, an assistant vp with Marsh
& McLennan Inc. in Philadelphia.
"There was stellar goaltending at
both ends."

Team U.S.A. pulled off a 10-6
win at Paramount Iceland in Para-

mount to keep the coveted Golden
Skate trophy on U.S. soil for an-
other year.

"We've started to line up our
ice time" for next year's showdown
in Orlando, Fla., Mr. King said.

In addition, a golf tournament
sponsored by Arthur J. Gallagher
& Co. at Tustin Ranch Golf Club

in Tustin, Calif., raised $1,000 for
the foundation.

"Everything went really well,"
said Lynn Mobley, co-chairwoman
of the tournament. Ms. Mobley, an
account executive with Gallagher,

Mark

Bundy

Risk Manager
Wallace Com-

puter Services
inc.,

HIllside, 111.

We are placing increased account-
ability at the operations level where
loss prevention and control methods
have the greatest impact. Premium
costs are allocated to department
budgets providing managers with the
additional incentive to promote cor-
porate employee safety training and
return-to-work programs.

said about 45 golfers competed.
The Spencer High School Out-

reach Program during this year's
conference awarded three grants
to RIMS chapters to be used to
foster awareness of the risk man-

agement profession.
A $2,500 grant was awarded to

the Central Illinois Chapter to help
fund a two-day career planning
workshop for high school students
held in conjunction with the Illi-
nois State University Katie Center
for Insurance.

At the workshop, 25 to 50 stu-
dents will meet with risk manage-
ment and insurance professionals
who will discuss careers in those

professions.
The Orange Empire Chapter in

California was awarded a $2,000

Olen

Stewart

Risk Manager
Southern

States Coop-

erative Inc.,

Richmond, Va.

We have an extensive safety and
employee awareness program. We
try to get employees back to work as
quickly as possible while Still making
sure they are fairly treated. We are
looking at three new options to see if
they fit our employee needs and will
be cost effective: self-insurance, a
large deductible program with rein-
surance and 24-hour coverage.

grant to fund a risk management
career development program for
high school juniors and seniors.

A $500 grant goes to the New
York Chapter to be used for essay
awards presented to high school
students who submit essays to the
Insurance Education Council.

The foundation also elected new

officers and directors.

Anne M. Zug, corporate diree-
tor of insurance at Main Line

Health in Radnor, Pa., a hospital
holding company, takes over as
chairwoman. She replaces James
C. Newton Jr., director of loss ad-

ministration at Fuqua Industries
Inc. in Atlanta, who is stepping
down as chairman after 12 years.
But, he was named a director
emeritus of the foundation.

Christopher
Johnson

Director of

Safety and Risk
Management
City of
Evanston,

Evanston, 111.

We are addressing this universal
problem in several ways. I perceive
our most important steps to be: im-
plementation of in-house claims ad-
ministration; identification of a supe-
rior medical provider; and establish-
ment of a formal light<luty program.
in an effort to reduce legal fees, we
make every effort to settle claims on
a pro se basis.

M. Michael Zuckerman, associ-
ate vp-university risk management
and insurance at Thomas Jefferson

University in Philadelphia, joins
the board of directors to fill out

Mr. Newton's expiring term.
William E. Drum, vp and direc-

tor of risk management at Ralston-
Purina Co. in St. Louis, will fill the
unexpired term of director Marge
P. Layne, corporate risk manager
at Core Mark International in

South San Francisco, Calif.
Carol N. Childers, assistant

director of risk management at
Metropolitan Transit Authority in
New York, will fill the unexpired
term of director John Robert

James, formerly vp-risk manage-
ment at Chemical Bank in New
York. •

CAN YOU SPOT THE ORIGINAL?
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Leslie & Godwin Insurance Brokers Limited
Suite 2880, Box 79, Commerce Court West,
Toronto, Ontario, Canada MSL 189
Telephone: (416) 361-6378 Fax: (416) 361-6485

Contacts· Michael McDonnoll,
Linda Wells and Anne de Bruyn

There are many attempts to
duplicate works of art especially

as possession of original art is clearly
inaccessible to most. However those of

you in the Utility Risk Management

profession know that there is only one

Stone & Webster Excess Casualty

Program.

It may not be as old as the Mona
Lisa but the difference is that the

unique Stone & Webster programme

is accessible - and you would be

surprised at the price considering the

breadth of coverage and services

provided.

As a discerning buyer searching

for stability in this uncertain market,

give us a call at:

Leslie Lk
Godwin

Leslie & Godwin Insurance Brokers Limited
111 John Street, Suite 230, New York, NY, U.S.A. 10038
Telephone: (212) 406-0808 Fax: (212) 406-4290

Contact: Jay Cox

LESLIE & GODWIN INSURANCE BROKERS LIMITED

The Stone N Webster Programme is accessible through approved focal agents andlor brokers.
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We've increased our environmental liability coverage to
$40 million because black douds come in all sizes.

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

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

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

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

(212) 770-5810.

A -I G World leaders in insurance and financial services.
Commerce & Industry Insurance Company

A member company of American International Group, Inc.



Cost containment effo rts failing
By MICHAEL SCHACHNER

WASHINGTON-None of U.S.

business' current cost containment

efforts alone will prevent health
care from eating up 20% of the na-
tion's gross national product by the
year 2000, a health care attorney
and consultant warns.

If employers stick to their cur-
rent managed health care efforts,

Negotiations
Continued from page 3
a few years after a bitter strike.

"Eight years ago, we had a
seven-week strike over health care.

We wanted to lower our costs by
shifting part of it to the employees.
Eventually we settled, but the real
positive that came out of that
agreement was the creation of a
union/management cost contain-
ment committee," he said.

He explained that the commit-
tee's goal is to understand why
health care costs are escalating.

Through a series of half-day
forums every two or three months,
"we have stressed that health care

dollars are part of overall compen-
sation and that value is related to
costs. I think we have succeeded in

developing a 'We vs. It' attitude as
opposed to 'Us vs. Them.' "

To reach this level of under-

standing, Detroit Edison shared
large amounts of data with its two
unions. That data allows the

unions to compare the utility's ex-
penses with national averages.

The seminars also focused on

identifying waste and abuse.
"Specialty care is probably the

worst area for abuse. We were able

to support this by providing exam-
ples of a lot of real cases," said Mr.
McCafferty.

The health care committee rep-
resentatives also attempted to ex-
pose the profit motives of Detroit-
area providers. "We had to defrock
the medical community. This I
think got us on the same team," he
said.

The committee also identified al-

ternatives for reducing costs with-
out reducing benefits, as well as
ways to reduce waste and abuse.

Lastly, the committee identified
alternatives for improving quality.
"We all agreed that better care
really costs less in the long-run,"
Mr. McCafferty said.

The end result: Detroit Edison

and its two unions reached agree-
ment on health care issues in 1988

five weeks before the existing con-
tract expired.

The contract contained many
cost containment features like

front-end deductibles, out-of-

pocket maximums, copayments,
precertification and mandatory
second opinions for surgery. It also
contained expanded wellness ben-
efits and new prescription drug
benefits.

"It was great to take health care
off the table five weeks before the

contract deadline-what an im-

provement over 1984," Mr. McCaf-
ferty said. "The company's cost per
employee decreased under the new
plan, and it was union leadership
that allowed for its introduction."

Under the new pact, Detroit
Edison's average annual health
care inflation in 1989 and 1990

was about 4.5% as opposed to
nearly 20% before it was heavily
managed, and "union leadership
continues to support the cost con-
tainment strategy of cost reduction
over cost shifting," he said.

F. Bernard Forand, cost contain-
ment adviser for the state of Con-

necticut in Hartford, also spoke at
the session. I

The the portion ofNational
Managed GNP allotted to

Halth Care health care Still
Coneress

NMHCC will increase ini-sists Rick Carl-

son, an independent consultant in
Washington, D.C.

Gains from basic cost contain-

ment programs are being offset by
the program's expense, said Mr.
Carlson, who spoke at a session
of the recent annual National

Managed Health Care Congress.
"The iron law of big numbers

is governing health care today.
Cost containment has become a

$40 billion industry. And, even if
managed care can hold inflation
down to 10% annually, we're at
$800 billion per year and climb-
ing."

Mr. Carlson equated America's

attitude toward health care to the

story of Chicken Little, who told
everyone around him the sky was
falling but nobody believed him.

"I don't think there's anything
we're prepared to do in the ag-
gregate to control costs. You can
only do better in isolated cases.
This decade is the last one we have

to turn the oil tanker. We're at the

point where radical changes must
be undertaken if we agree that 20%
of GNP is too much to pay for
medical care," he said.

But "if you believe 20% is not too
much, then you're fine,'' he
quipped

Health care comprised about
13% of GNP last year.

He identified three reasons why
the U.S. health care delivery sys-
tem is not controlling its growth:

With casualty long tails, you could pay premiums for
a decade before the claims come in. When they do,
you better hope your reinsurer has built up the
reserves to pay them.

At the end of 1990, twenty five companies were
faced with $1.36 billion in overdue authorized
reinsurance. In the next hard market, reinsurers who

• There's too much "gaming, ne-
gotiating and leveraging" going on
between providers and payers.
Health maintenance organizations
are the worst offenders.

"HMOs as we know them should

probably be called health manipu-
lation organizations. They negoti-
ate and bargain like crazy, but
don't provide much care," he said.

• Health care inforrnation is too

often treated as top secret.
"Health care is one of the most

classified bodies of information in

the country. Health care informa-
tion gets unofficially classified by
so-called experts who think no one
will understand the information

but them," he said.

• Employers are not spending
enough time and money on "soft"
health plans.

"There is a lot more we can do

to influence personal behavior.
This isn't just California talk. Re-
search shows that wellness pro-

grams and other lifestyle plans
have had an effect," he said.

One company that has devoted
itself to what Mr. Carlson called

soft health plans is the Coors
Brewing Co. in Golden, Colo.

Max Morton, manager of Coors'
on-site wellness center, said the

brewer views prevention as an in-
vestment in health.

Coors, which launched its well-
ness program in 1981, provides em-
ployees with free health risk ap-
praisals, on-site mammography,
cholesterol testing, smoking cessa-
tion programs including company-
paid nicotine gum and patches, in-
dividual nutrition counseling and
weight loss counseling (BI, May 7,
1990; April 16, 1990).

"The average term of our em-
ployee is 14.6 years. Obviously we
have an investment in them and

would like for them to be as

healthy as possible for their own
sake and ours," said Mr. Morton. m

pay claims late might not last long enough to pay
them at all.

When you work with American Re, you're building
up a bank with a reinsurer that is financially stable.
One with a history of responsible underwriting
and record claims payment. No matter what year
it is, you will always get consistent capacity, at



More candor sought on mental treatment
By MICHAEL SCHACHNER

WASHINGTON-Mental
health and sub-

The
National stance abuse
Manawed
-HE@th Care

treatment faci-

lities need to be

NMHCC more honest

with employers
and less concerned with provid-
ing a country club setting for
treatment, contends a corporate
executive.

Employers have Iost faith in
the mental health and substance

abuse treatment system, because
private providers and managed
care vendors appear more intent
on playing games with savings
figures and offering pristine en-
vironments for treatment than in
truly curing patients, asserts

David Nassef, corporate om-
budsman with Pitney Bowes Inc.
of Stamford, Conn.

Inpatient treatment facilities
should concentrate more on

helping patients beat their dis-
ease than on offering relaxed
"educational sessions'' inter-

mixed with horseback riding and
swimming, Mr. Nassef said.

And what employers really
need in order to control mental
health-related treatment costs is

for providers to be honest about
courses of treatment and the po-
tential for relapse, Mr. Nassef
said at the annual National Man-

aged Health Care Congress held
here recently.

"Employers are paying about
60% of all health care costs in

America today, but we have little

a . 1. 1

a a

predictable prices, with terms and conditions
you can depend on.

Since 1917, we have been known as a stable
market, dedicated to giving our clients the services
they need even as their needs change. Because
history has a way of repeating itself. Thankfully,
so does American Re.

faith in the mental health and
substance abuse treatment sys-
tem. There seems to be a basic
lack of understanding among
providers as to the disease of
substance abuse," he said.

He also criticized the mental

health industry for placing too
much emphasis on credentials.
"Behavioral health providers are
credentializing themselves out of
business. We're at the point
where it's cheaper for an em-
ployer to buy an insurance policy
that covers mental health treat-
ment than to hire all these ex-

pensive credentialized people
who can't help.

"We're paying as much as
$4,000 per week, for what? Cre-
dentials, swimming pools, green
fields and rustic-looking lodg-
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ing? If you think about this, it's
obvious we deserve more," he
said.

Specifically, behavioral health
care providers need to be more
honest with employers about
treatment patterns and success
rates, said Mr. Nassef.

"Providers must let us know

approximately what percentage
of our employees will fall into
relapse. Honest figures won't
scare us away, and it will permit
us to budget better. Getting some
used car salesman's pitch about
95% first-time success rates is
much worse than the truth. Pro-
viders must be more honest up-
front," Mr. Nassef said.

He also urged mental health
and chemical dependency treat-
ment providers to come up with

«AMERICAN
W RE-INSURANCE COMPANY

555 College Road East Princeton, NJ 08543-5241 (609) 243-4200

Atlanta, Bermuda, Bogota, Boston, Brussels, Cairo, Chicago, Columbus, Dallas, Hartford, Kansas City, London,
Los Angeles, Melbourne, Mexico City, Minneapolis, Montreal, New York, Philadelphia, San Francisco, Santiago, Singapore, Sydney, Tokyo, Toronto, Vienna

more courses of treatment than

the standard inpatient or outpa-
tient paths.

"There has to be more avail-

able than simply inpatient vs.
outpatient. If there isn't any-
thing else, we need to know why.
Basically, we need to know more.
Why do some programs last 28
days? Why do others last only six
days? In truth, (neither sounds)
sufficient, because ridding some-
one of a chemical dependency is
a long-term process. Purchasers
should be made more aware of
this," he said.

Managed mental health care
providers also must bring more
to the table than they have so
far, according to Mr. Nassef.

"As a purchaser, I want to
know what value they'll add to
the treatment process other than
taking money away from other
providers. At this point, there
are far too many secrets being
kept from us about what manag-
ing mental health benefits can
accomplish," he concluded.

John J. Mahoney, a consultant
with Hewitt Associates in
Rowayton, Conn., who also spoke
on the subject of what purchas-
ers want from behavioral health
providers, said managed mental
health care providers must avoid
spending too much time nego-
tiating pricing

"It's best that providers simply
put straight contract numbers on
the table. Providers don't need to
play games with numbers, nor
should they insist on putting out
the lowest price. To me, a pro-
vider offering quality service and
20% savings compared with non-
managed services should be con-
sidered," he said.

According to Mr. Mahoney,
other factors to consider when

contracting for managed mental
health care services are:

• Stability.
"A company with eight to 10

years' experience with turnover
below 10% is worth looking at,"
he said.

• Growth.

For younger companies,
growth can signify that a com-
pany is moving in the right di-
rection. However, when com-
panies grow too quickly or make
acquisitions they cannot absorb,
service often drops off.

"When a company grows by
more than 30% in one chunk,
that can signal that a dropoff in
service is impending," he said.

• Guarantees on employee ac-
cess to individual providers and
timeliness of service.

"There should be a provider
within 20 minutes of your em-
ployees, and employees should be
able to have a face-to-face ap-
pointment. .within 48 hours,"
he said.

• An automated administra-
tive systern.

A provider that is capable of
conducting coverage eligibility
checks via computer and can
handle electronic claims submis-
sions is a positive.

Also look into a provider's re-
porting capabilities. "This can be
the Achilles' heel for many man-
aged care companies. Clients
need and want information on

admissions and total costs," said
Mr. Mahoney.

• One-stop shopping.
Companies that can arrange

inpatient, outpatient and other
behavioral health treatment ser-
vices are desirable.

Dr. S. Alan Savitz, head of
clinical policies and programs
with Human Affairs Interna-
tional, the Salt Lake City-based
employee assistance program di-
vision of Aetna Life & Casualty
Co., also spoke at this session. I



EAPs work best with tie
to managed care: Panel

By MICHAEL SCHACHNER

WASHINGTON-Integrating an
The in-house em-
National ployee assis-Managed

Health Care tance program
Congress with a managed
NNIHCC health care plan

improves an em-
ployer's ability to channel em-
ployees to appropriate providers
and increases the program's visi-
bility, EAP managers say.

When an employee assistance
program and a managed health
care firm combine efforts, both the
employer and employee benefit
from improved care, says James M.
Oher, health care manager-benefit
plans with Texaco Inc. in White
Plains, N.Y.

"Being a severe critic of off-the-
shelf managed care programs, I be-
lieve that by interfacing an EAP
with the utilization management
firm, we can reach the singular
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Medical insurance, accident benefits and
assistance for international visitors to the U.S.

A Gateway Premier
Medical insurance, accident benefits and
worldwide assistance for people living,
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country for more than six months. U.S.
coverage now available!

A Gateway International

Medical insurance, baggage
and trip cancellation coverage,
accident benefits and worldwide
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home country up to six months.
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goal of prompt, appropriate and
affordable care," Mr. Oher said.

Mr. Oher and two other corpo-
rate EAP managers spoke at the
annual National Managed Health
Care Congress conference held
here recently.

The major problem with inte-
grating these two programs is get-
ting in-house EAPs and managed
care plans on the sarne page in
terms of goals and responsibilities,
says Janice Dragotta, EAP pro-
gram manager with Pacific Bell, a
unit of San Francisco-based Pa-
cific Telesis Group.

"The EAP's traditional perspec-
tive has been that benefits people
contract with managed care only to
control costs and they end up los-
ing sight of benefits. Meanwhile,
benefits people feel just the oppo-
site about EAPs. They think we
care only about benefits and noth-
ing about cost," Ms. Dragotta ex-
plained.

"This long-standing turf issue
between EAPs and benefits peo-
ple must be resolved before the
two sides can work together po-
sitively," she said.

But if EAPs and managed care
plans can work out this ideological
difference, as well as issues such as
which entity is responsible for pa-
tient referrals and which program
handles pre- and post-care em-
ployee assessments, the two pro-
grams can work extremely well to-
gether, according to Bruce
Davidson, corporate manager-em-
ployee assistance programs with
Digital Equipment Corp. in Mayn-
ard, Mass.

"There are some legitimate ques-
tions to be dnswered when inte-
grating these programs. But if the
EAP and managed care provider
can work in conjunction on treat-
ment plans and on patient follow-
ups, I firmly believe they can posi-
tively influence outcomes," Mr.
Davidson said.

An EAP that is integrated with
a managed care plan can function
as an internal gatekeeper to care
outside the managed care network,
he said.

Texaco's Mr. Oher noted that
EAPs are highly valuable when in-
terfaced with a managed mental
health and substance abuse treat-
ment program. In these cases,
EAPs can assume the role of the
"workplace guardian" by provid-
ing on-site attention and en-
couraging employees to voluntarily
enter treatment programs for
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NMHCC draws another crowd
WASHINGTON-The fourth annual National Managed Health

The Care Congress again drew overflow crowds to
National the nation's capital March 29-April 1.Managed

Approximately 275 speakers were featuredHealth Care

iHCC than 4,000 attendees and 250 exhibitors to the
at this year's conference, which attracted more

Sheraton Washington Hotel.
Included in the conference was an "employer summit" on

strategic planning, which was offered exclusively to senior
human resource, benefits and financial officers of companies
with more than 5,000 employees. The summit featured seminars
on corporate benefit strategies, potential reforms on the'horizon
and the impact these factors will have on employers.

The conference also featured approximately 100 concurrent
workshops covering topics like corporate health planning for
the 1990s, behavioral health care options, pharmaceutical cost
containment and major managed care trends.

The annual spring meeting of the American Assn. of Preferred
Provider Organizations, a managed care trade group, was held
in c6njunction with the conference.

The NMHCC, which has grown steadily since its inception in
1988, is designed to inform consumer, provider and consulting
segments of the health care industry about changes taking place
in the managed care marketplace.

The NMHCC is planning three regional conferences over the
remainder of this year and early next year.

The Northeast regional conference is scheduled for Aug. 27-29
at the New York Hilton. A Midwest conference is slated for Oct.
29-31 at the Chicago Sheraton. The Western conference is sche-
duled for Jan. 21-23, 1993, at the San Francisco Hilton.

The fifth annual NMHCC will be held April 12-15, 1993, at
the Sheraton Washington. For more information call Sara Evan-
gelous, Communications Director, NMHCC Conference Informa-
tion, at 617-487-6700.

chemical dependency.
"EAPs are also valuable in that

they can coordinate and monitor
care for safety-sensitive employees
with substance abuse problems, as
well as protecting the confidentia-
lity of employees who come to the
EAP on their own and comply with
its recommendations," Mr. Oher
said.

Pacific Bell's Ms. Dragotta
pointed out that EAPs can offer
employees an additional access
point to care.

"If the EAP has referral power,
employees aren't bound to an 800
number or their primary physician
to get to a provider. For example,
our EAP has on-line capability
with our managed care vendor and
can check employee eligibility and
can certify initial treatment," she
explained.

Ms. Dragotta also emphasized
that Pacific Bell's EAP functions
only as an authorization point for
treatment. "After referral, we back
off. We don"t want to be considered
a case manager. That's what the
benefits department hired a man-
aged care company for. We're
doing very little follow-up."

Garamendi
Continued from page 3
from referring patients to la-
boratories in which they have a
financial stake.

"The high administrative cost
of insurance purchased by small
businesses and the fact that the
risk is spread among so few peo-
ple often pushes the cost of in-
surance beyond their reach,"
Gov. Wilson said.

"Providing the opportunity for
businesses to join together in a
voluntary, state-administered
pool will help them overcome
these barriers. At the same time,
it will promote competition in
the insurance industry for the
small business market."

Mr. Garamendi criticized the
governor's proposal as "nothing
new."

"The governor's proposal
doesn't provide coverage for the
state's 6.75 million uninsured
and it doesn't even offer a signif-
icant first step in that direction.
Nor does it do anything to re-
verse the devastating increases
in health care costs," Mr. Gara-

As a result of integration be-
tween Pacific Bell's EAP and its
managed care plan, the EAP has
become more visible to employees.

"Our caseload is up 11%, and
25% of all managed care cases are
accessing treatment through the
EAP," said Ms. Dragotta. "This is
just the opposite of what we
thought would happen when man-
aged care was implemented in
1987. At that time, we thought
managed care would drive us into
extinction, but apparently we're a
good source for referrals."

Ms. Dragotta emphasized the
importance of educating employ-
ees and union representatives
about the relationship between the
EAP and managed care.

"As with all benefit and human
resource programs, communica-
tions need to be ongoing and com-
prehensive. It requires printed ma-
terials and 'health expos.'
Employers also need to educate the
individual providers about the
union between EAPs and managed
care, because in most cases, pro-
viders don't like managed care or
they don't understand it," Ms.
Dragotta said. I

mendi said in a press release.
"His proposal offers Band-

Aids when our health care sys-
tem needs major surgery," the
commissioner asserted.

Instead, he urged the governor
to support his 24-hour proposal.
"Creeping incrementalism is not
enough," he said.

Before being inaugurated as
insurance commissioner in Jan-
uary 1990, Mr. Garamendi served
14 years in the state Senate, in-
cluding four years as majority
leader, as well as two years in
the state Assembly.

Department staff declined to
comment on whether Mr. Gara-
mendi would be tapped to serve
in a Clinton administration.

However, rumors are circulat-
ing throughout the state Demo-
cratic Party that the commis-
sioner is being considered as a
possible vice presidential choice
or perhaps the nation's first fed-
eral insurance regulator should
federal solvency regulation be-
come law under a Clinton ad-
ministration. I



Execs not liable for bad judgment: Court
By SARA MARLEY

CHICAGO-Pine Top Insur-
ance Co.'s directors and officers
may have made some bad busi-
ness decisions, but they cannot
be held accountable for the in-
surer's failure because they are
not charged with illegal acts, two
Illinois courts have ruled.

In 1988 litigation, the Illinois
insurance commissioner charged
Pine Top's directors and officers
with misrepresenting the in-
surer's financial condition and

mismanaging underwriting,
pricing and reserving.

But, the insurance commis-
sioner, acting as Pine Top's liqui-
dator, did not charge the defen-
dants with fraud or other illegal
acts. Therefore, Pine Top's direc-
tors are protected by the "busi-
ness judgment rule," a state ap-
peals court ruled last month.
That rule says managers can't be
held liable for the results of
business decisions made with
due care and in good faith.

A Cook County Circuit Court
judge subsequently dismissed the
liquidator's suit against 18 Pine
Top officers on April 6.

Illinois Insurance Director
Stephen F. Selcke is seeking a
rehearing from the appeals court
and is considering asking for a
rehearing from the circuit court.

Schaumburg, Ill.-based Pine
Top, a unit of Greyhound Corp.,
was placed in liquidation in Jan-
uary 1987 (BI, Dec. 29, 1986).
The insurer is insolvent by more
than $300 million, said Ellen Ro-
binson, a partner with Robinson,
Curley & Clayton in Chicago, an
attorney for the liquidator.

In 1988, then-Illinois Insur-
ance Director John E. Washburn

filed suit against Pine Top's
directors and officers; its audi-
tor, Touche Ross & Co.; and Pine
Top's former parent, Whitney Fi-
nancial Group of Phoenix, seek-
ing damages in excess of $100
million (BI, July 4, 1988). The
complaints against each group of
defendants were subsequently
split into separate litigation.

The liquidator accused the
directors and officers of failing
to develop adequate under-
writing procedures and controls,
underpricing insurance and rein-
surance, maintaining inadequate
reserves and failing to cede to fi-
nancially secure reinsurers.

The complaint also alleged
that Pine Top directors and offi-
cers paid excessive commissions
to managing general agents and
then failed to·monitor their per-
formance, to collect balances due
from them and to require MGAs
to maintain adequate records.

A lower court dismissed the

case against the directors, and a
three-judge appeals court panel
affirmed that decision March 13.

The liquidator's lawsuit "is ex-
actly the type of second-guessing
which the business judgment
rule precludes," Judge Joseph
Gordon wrote for the appeals
court panel. "In the absence of
factual allegations to the con-
trary, we must presume that de-
fendants acted in good faith and
with due care."

"This is a business that went
under. It couldn't withstand
market conditions. They made
some wrong decisions," said at-
torney William Henry Barrett
with Fox & Grove in Chicago,
who represents a group of Pine
Top directors and officers.

But, attorneys for Pine Top's
liquidator are asking the appel-
late court for a rehearing to con-

sider remanding the case to a
lower court. There, the liquida-
tor could file an amended case

against the directors and offi-
cers, charging them with inat-
tentiveness and neglect-actions
that are not protected under the
business judgment rule.

The liquidator first learned in
the appellate court ruling that its
case could possibly proceed if it
had been worded differently, ex-
plained attorney Dick O'Brien of

Sidley & Austin, the Chicago law
firm that represented the liqui-
dator in the appeal.

The appellate court justices
"ruled on the law. Now, they
should give us the chance to
amend to meet the factual re-
quirements," he said.

If the appeals court refuses to
rehear the case, the liquidator
may appeal to the Illinois Su-
preme Court.

Pine Top's liquidator also may

M

seek a rehearing from the circuit
court or appeal its ruling to dis-
miss the case against the in-
surer's officers. The liquidator
was seeking to amend the com-
plaint in light of the appellate
court ruling when the circuit
court judge dismissed the case
against the Pine Top officers.

"Insurance insolvency is such a
tremendous burden on the entire
American public. When a liqui-
dator uncovers the misconduct

ost of us who

manage RLI
regional offices came from
highly structured insurance
environments. Rising through
the ranks, we became

increasingly insulated from
the real action. Like going
one-on-one with the risk,
and bringing our talents and
instincts to bear as sleeves-up
underwriters.

It's different at RLI. Our

office managers oversee
processing, collection,
technical staff and clerical

duties, so the underwriters
are available when brokers
call. And that's the whole

idea behind responsive
underwriting.

This entrepreneurial
arrangement works well for
RLI. And for our brokers.
Consider the comments of

Derek J. Repath, of Repath
Associates in Nashville, TN:

 ' _RLI has a unique
expectation of its
underwriters. That

is, to underwrite.

66 I
RLI is there when needed,

always exhibiting firm
professionalism. The

Company's underwriters
understand exposure,

asking the right questions
at the right time and
yielding logical decisions.
With a barometric grasp
of the marketplace,
they know when to be
competitive. This efficiency
translates into binding
business. Above all, RLI's

underwriters are real people
who add that personal

touch to doing business.
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James D. Steeves, CPCU
Vice President

RLI Midwest Regional Office
St. Paul, MN

that caused the insolvency, the
liquidator should be allowed the
opportunity to prove those alle-
gations," said Ms. Robinson, the
liquidator's attorney in that
case.

The liquidator's action against
the other defendants named in
the 1988 suit are pending.

Stephen F. Selcke. Director of
Insurance for the State Of Illinois
as Liquidator of the Pine Top In-
surance Co. vs. Touche Ross &
Co. et at., Appellate Court of Illi-
nois for the ist District, Sth Di-
vision; No. 89-3214.

Our agility lets us provide
essential service at the front of

of the transaction. Typically, a
broker can get right through
to us. We aren't tied up in
meetings or administrative
detail. The decks are cleared

for underwriting.

And the ability of our under-
writing staff is extensive. Hiring
underwriters with 10-15 years
of experience is really RLI's
strong suit. We can evaluate
unique risks by drawing on
our diverse experience.

Exceptional underwriting
experience and the availability
of underwriting resources are
two of the most important
ingredients in customer
service. Anyone using a recipe
without them will find very
few diners at the table.

RLI 9025 N. Lindbergh Drive Peoria, IL 61615
800/445-5468
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GAO official details health insurance fraud
By MICHAEL SCHACHNER

NEW YORK-The health in-

surance industry is a perfect tar-
get for fraud and abuse because
of its enormous size and limited

safeguards, a government ad-
viser says.

Fraud continues to permeate
all facets of the health care en-

vironment and will continue to

do so until state and federal in-

vestigators begin investigating
health insurance fraud with the

same vigor they have dedicated
to drug trafficking and banking
scandals, says Sheila Smythe,
chief health policy advisor with
the U.S. General Accounting Of-
fice in Washington, D.C.

"The only way we'll ever stop
insurance fraud is by under-
standing the underlying causes
rather than pointing fingers after

For more information contact
Elaine Garner

4514 Cole Ave · Suite 700

Dallas. TX 75205

214/522-5204 • FAX 214/520-1664

fraud cases have been disco-

vered," she said during a session
last month at a conference on

health care reform sponsored by
the New York Business Group on
Health.

"Health insurance is a target
for one primary reason, and
that's sheer volume. Health care

is more than a $700 billion in-
dustry that takes up 12% of our
GNP. The system virtually lacks
safeguards and it's very easy to
enter," Ms. Smythe said.

In recent years, insurance
fraud safeguards have decreased,
while claims volume has in-

creased by about 70%, she con-
tends.

"With a system this big that
lacks standards, it's very easy for
unscrupulous providers to over-
charge, extract bribes for refer-
rals, perform totally unnecessary

services and then bill for them.

Lately, Medicare and Medicaid
have become prime targets be-
cause they're centrally regulated.
There's a lot of open space to
get in the back door," she said.

Health care fraud and abuse is

a growing problem, partly be-
cause the cost of detecting fraud
and prosecuting offenders is
nearly equal to the amount such
a campaign might save.

Arthur Lifson, a vp with
CIGNA Corp.'s employee benefit
companies in Bloomfield, Conn.,
agreed with Ms. Smythe that the
cost of pursuing fraud is not al-
ways worth the results.

"My advice for insurers is that
if the fraud you detect is egre-
gious, than by all means go after
it. If it's not, or if it's very small,
you're probably better off simply
paying the claim and moving on

to what you do best," he said.
Mr. Lifson said fraud has run

rampant through the health care
system because state and federal
investigators have generally not
given it their full attention.
However, he noted that recently
federal and local investigators
have begun cracking down on
what he called "white-collar

wilding. '
In order to prevent paying

bogus health claims, he urged
health insurers to pay closer at-
tention to the providers seeking
reimbursement.

"Insurers have to be more

aware of fly-by-night labs that
bill for unperformed and unnec-
essary services," he said.

Advancements in claims pro-
cessing systems should make it
easier to detect fraudulent

claims, Mr. Lifson said.

"Some people may argue that
technology will make insurance
fraud harder to detect because

there are fewer humans in the

system to catch miscoding. This
is absolutely not true. Today's
systems are actually better at
suspending claims for further re-
view," he said.

More importantly, today's
claims processing systems are
geared to identifying unneces-
sary services more than purely
fraudulent claims, he said.

"In truth, the dollars spent on
inappropriate care far outnum-
ber flat-out fraud. This is what

really needs to be caught and
controlled," said Mr. Lifson.

Joseph Brophy, president of
Travelers Corp.'s managed care
and employee benefits opera-
tions in Hartford, Conn., also
spoke at the session. I

No consensus on reform
Panelists hash over ideas to improve health care system

By MICHAEL SCHACHNER

NEW YORK-The U.S. health

care system is in desperate need
of an overhaul, but there is little
agreement as to what features a
new system should have, health
care experts say.

Suggestions range from the
federal government taking an
active role and introducing a
single-payer national health care
plan to creating a national health
care budget that forces providers
to compete within restrictive
guidelines, they note.

Other recommendations in-

clude having federal and state
governments make health care
subsidies available to low-in-

come citizens, and mandating
that employers provide a mini-
mum health benefits package to
all workers.

These proposals and other
theories on how the U.S. health

care system should be structured
were offered last month during a
panel discussion at a conference
on health care reform sponsored
by the New York Business Group
on Health.

"There seems to be support
everywhere for radical reform,
but the methods people are sug-
gesting vary dramatically," said
Bernard Tresnowski, president
of the Blue Cross & Blue Shield

Assn. in Chicago.
"Our system is clearly ineffi-
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cient," added G. Robert O'Brien,
president of CIGNA Corp.'s em-
ployee benefit companies in
Bloomfield, Conn. "I feel we

need fundamental change, and
the federal government needs to
take the leading role. We have
the best medicine in the world.

Let's make it available to every-
one."

Stuart Altman, dean of the
Heller Graduate School for So-

cial Policy at Brandeis Univer-
sity in Waltham, Mass., said
health care coverage could be
more affordable if a national

health care budget was created
that included pricing restrictions
on providers.

"Today there's no market con-
straint short of 100% of gross na-
tional product. We badly need a
federal health care expenditures
board that would control

charges," said Mr. Altman.
However, Dr. Lonnie Bristow,

a Chicago physician and a mem-
ber of the American Medical

Assn.'s Board of Trustees, argued
that budgets restricting physi-
cian charges would violate the
free-market foundation on which

the U.S. economy is based.
"Physicians might accept prac-

tice parameters to ensure that
payers are getting full value. I
think we'd be willing to review
charges with patients, so in case
they feel they're being over-
charged, they can respond. But
placing doctors on a budget isn't
the answer. It's tort reform we

need," asserted Dr. Bristow.

Edward Neuschler, acting
director-policy development and
research with the Health Insur-

ance Assn. of America, an in-

surer trade group in Washington,
D.C., also bristled at the thought
of a federally set budget.

"Who should set this budget?"
he asked. "Not the federal gov-
ernment, given its record with
Medicare."

"Only internal budgets work.
Any budget set by an outside en-

tity is truly scary," added Karen
Wintringham, senior vp-corpo-
rate development with the
Health Insurance Plan of Greater
New York.

"No way can we manage the
health care system through bud-
gets," asserted Mr. Tresnowski of
BC/BS.

Mr. Altman of Brandeis said

another problem with the ongo-
ing debate over health care re-
form is that too many people

want to move forward in small

increments.

"The problem is the tidal wave
may already be onshore. We sim-
ply cannot solve this monumen-
tal problem without presidential
action. It's not enough just to
throw a few crumbs out there,"
he said.

But in response to Mr. Alt-
man's criticism that change is
occurring too slowly, the AMA's
Dr. Bristow said limited reform

could still be of value to certain

segments of the population.
"The value of incrementalism

is in the eye of the beholder. For
some, a small step may be very
important," he said.

Several panelists suggested
that government-sponsored sub-
sidies for the nation's poor and
uninsured could partially cure
the access problem.

But others said subsidies alone

wouldn't be sufficient to dear up
all of the system's problems.

"If the government could free
up $75 million to $100 million
each year, it could easily subsi-
dize low-income workers and

much of the access problem
would be relieved,'' said
CIGNA's Mr. O'Brien. "We have

to develop a partnership between
public and private sectors. A
voucher plan might be a step in
the right direction."

However, BC/BS' Mr. Tres-
nowski said he opposes subsidies
"until the system is fixed. Not
until the group health insurance
market is managing risk instead
of selecting risk will this be ac-
ceptable."

Dr. Bristow of the AMA agreed
with this assessment. "Insurance

unfortunately is no longer risk
sharing, but risk avoidance."

And John Rother, director of
legislation and public policy
with the American Assn. for Re-

tired Persons in Washington,
D.C., said that while subsidies
for low-income workers and re-

tirees may be necessary, "they
would hardly be an efficient
means of improving the system."

Instead, Mr. Rother urged poli-
cymakers to bring the system '
under more central control. "The

biggest problem with our health
care system is that it's too frag-
mented. No one is accountable or

in charge of organization."
Stanley Jones, a private con-

sultant to insurers in Shepard-
st6wn, W.Va., moderated the ses-
sion. I
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Automated underwriting
By LAURA MAZZUCA Computer programs take a byte' out of costs such as a missing vehicle identifi-

Spurred by earlier successes and cation number on an auto pollcy,
a current need to hold down ex- as they expand to small commercial business Mr Stallard said

Transamerlca several years agopenses, several insurers are begin-
ning to expand their automated tned to upgrade its underwntmg
underwriting programs to small automation by using expert sys-
commercial business from tried- tem technology-which uses so-
and-true personal lines 0 *-'  .4 called artificial intelligence-to re-

Uslng lessons learned in the au- place its points system for new
4 business underwntmgtomation of personal lines under-

Wnting, insurance companies are
adding small commercial lines po-

«4
, Expert systems, also known as

J .knowledge-based systems, apply
licies like business owners pack- St knowledge gleaned from human
ages, workers compensation, fidel- ATY. ' experts to specific problems (IT,
ity and crime, and other small :4 May 20,1991)
commercial risks to automated un- 1, 115 '., P

l, Transamerica developed ltS
A

derwriting progranns 11'.1 V , Knowledge Based Management
And insurers that still use au- System in 1987 in a partnership

tomated underwriting solely for
personal lines risks report they are

,2 between Waltham, Mass -based
1. 5 software manufacturer AI Corp

expanding the number of policies
' 1

written with the systems
34* and a coalltion composed of Tran-

t >9,1 Lt samerica and five non-insurance
e

9

companies, including a local powerAdvantages of computer-assisted
underwriting mclude faster trans- ,

actions, less duplication of efforts,
company and at one point, the
U S Army Mr Stallard said

1 But the insurer's attempts tofewer papers to handle, and a
lighter load for msurance company

V 8 +

 apply the expert system to under-
underwriters, allowing them to .

concentrate on more complex
writing new business met with lim-
ited success because of the corn-

$

risks pany s inexperience with the new
technology he saidProponents claim that the m- f J 't

creased efficiency and faster ser- !f I1 However m 1989 Transamenca
4

vice afforded by automated under- 1% 4 1 began using the expert system for
r. 1

writing is a boon for insurers, underwriters to review claims

producers and policyholders alike 11 *r Jil
"The major benefit is it gives

41 1
made on existing pollcies when a
policy is up for renewal, with much

better service at a greatly reduced greater success

cost," said Philhp H McCall, vp of f #**t The system, programmed to
marketing and sales development-
small commercial business group 614ALL

make basic decisions that would
'4 24 normally be handled by an un-

for Philadelphia-based CIGNA derwnting support person, works
Corp 's property/casualty clivision /1 -

'...

The division launched an inter- 8®IRESS :<
%, I

for reviewing claims because thei -1<1. Eqr data on an existing account is al-

9% . .4'74active automated underwriting 41 j % h: ready m the system, he said Tran-
Illl h

system for small business accounts samerica now clears about 40% of

last April ' . 4 1111 Z - 1
11 , 1 the auto claims reviewed by un-

Because the CIGNA system is Kaks,hri derwriters through the automated
system, freeing up staff for otherinteractive, the producer gets"vir- ing the company the equivalent of years ago, but only began using the much of the traditional paper- work

tually instantaneous" quotes or four compensation packages for system for personal auto and ho- shuffling and wasted time asso- Transamerica last September ex-
policy approval on applications, he underwriting support specialists meowners coverages m the last two ciated with policy submissions lS p an d ed the program to 1 tSsaid annually, said Jim Stallard, vp- years, said Peter T Standbridge, eliminated homeowners claims reviews Now

Without automation, by contrast, personal insurance administration executive vp-personal lines group Mr Standbrldge agrees that such more than half of the insurer's ho-policy approval usually takes two for the Woodland Hills, Calif - for the Long Grove, Ill -based in- "template underwriting" is diffi- meowner claims reviewed by un-to three weeks, Mr McCall said based insurer Transamerica put surer
Previously, an agent had to collect the program Into effect in 1989 cult to apply to commercial cover- derwnters are handled by the sys-

Right now, about half ltS bum- ages other than small business tem, he addeddata, submit it to an underwriter, But insurers stress that more ness in these two lines lS under- owners' pollcies And in commercial hnes, Tran-wait for a reply and sometimes had complex coverages still require a written through the system and Also, agents must be sure to sub- samerica is now considering im-to provide additional information human touch, especially for new Kemper hopes to increase that mit complete information, or the plementing a system to processneeded by the underwriter, he ex- risks
plained level to 60% by year end, he said system simply doesn't work, Mr small workers compensation risks

"We feel it's a fit for the smaller "It's been a little disappointing" Standbridge said Automation and track rating guidelines, which
The fact that the information companies, but you can't really use that more business iS not under- forces both agency and msurer to vary by state, usmg the expert sys-

"doesn't go through two or three lt for your IBMs or your General written by the automated system, "get it right the first time," he tem technology, he said
different hands" not only speeds Motors," said Frank Summer, divi- -but irs a cultural change," Mr added Insurers are also finding otherup the process, but also improves sional vp of National Union Fire Standbridge explained
accuracy, Mr McCall added Insurance Co of Pittsburgh, Pa Like the Kemper system, Tran- lines of business to be a good

Kemper producers, whose offices samerica's computer-assisted un- match for automated under-
Because automated underwntlng "You still really have to underwnte are electronically hnked with the derwriting program lS also based writing

programs are typically used for re- those " insurer, enter basic policy 1nfor- on a point system, in which 1nfor- National Union designed an au-latively simple coverages, hke per- The New York-based subsidiary mation, which is then assigned a mation about the nsk is assigned tomated underwntmg system spe-sonal lines or small commercial of American International Group numerical value, he explained numerical values, Mr Stallard cifically for its small business fi-policies, producers or underwriting Inc mtroduced an automated un- "Alarm signals" go off if the said Risks that then fall to gen- dehty and cnme program in ordersupport staff can collect and input derwriting program for fidehty and total number lS too low to qual- erate enough points are electroni- to retain smaller accounts and im-the initial data about a new rlsk crime coverages last year ify for automatic underwritmg, Mr cally referred to an underwriter for prove efficiency, Mr SummerThe underwriter is then free to Some companies, like Zurich- Standbridge said For example, an a personal decision, he noted The pointed out
devote more time to more com- American Insurance Group and automobile insurance application system, which lS used to under- "The whole intent of this sys-plex coverages that are beyond the The Home Insurance Co, do not for a person who drives a high-per- write personal auto and ho- tem is to make it simple and quick
capabilities of the automated pro- use automated underwriting at all formance sports car or who has meowners coverages, never auto- to produce," he said "There aregram That saves underwriters And others, like Transamerica been convicted of dnving while m- matically declines coverage, he thousands of small companies outtime and effort, while saving insur- and Kemper National Insurance toxicated would have to be perso- added there that need fidelity coverage,ers money, proponents say Cos, currently rely on automation nally reviewed by underwnters

For example, Transamenca In- solely for personal lines under- If the system rejects a nsk be- but brokers don't want to go
If the point total meets Kemper cause of incomplete Information m through a big rigamarole to writesurance Co 's automated claims writing standards', the policy is automat- a submission, a letter to the agent them "

underwriting system for personal Kemper began developing its au- ically issued and "it's never seen is automatically drafted and sent National Union first examined
auto and homeowners is now sav- tomated underwriting system six by a human being," he noted And, The letter itemizes any problems, Contmued on next page
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Automation calculates the premium Then, the r business Each screen prompts the additional states are coming on ness grew 70% durmg the same pe-
system prmts an indication letter, producer for additional informa- line, he said mod, Mr McCall pointed out

Continued from previous page stating limits and deductibles tion as he inputs data CIGNA For agents, "it's like opening up By the end of 1992, Mr McCall
which commercial classes of bum- After the broker approves this agents using the company's mter- a whole new sales department," prechets that the automated Inde-
ness had good loss histories and letter, the system issues a quote face system enter the data on because the system enables them to pendence program will be active in
would be good prospects for the letter and standard pohcy which underwriting decisions are handle a larger volume of business 35 states, reaching 90% of its ellgi-
automated program, he said These Any pollcy data reiected by the based directly into the company's with a minimum of administration ble customers Currently, about
businesses Include wholesale tex- system is electronically routed to mainframe system via modem In fact, some have even set up sep- 35% of the insurer's Independence
tile companies, prmters and pub- an underwnter for personalized Starting with a general data arate sales centers to rmne poten- program is automatically under-
lishers, department stores and ad- evaluation screen, the agent or broker can call tial chents for the automated cov- wntten
vertising agencies With more than 100 pohcies now up specific business classes-like erages, said Mr McCall CIGNA 15 now considering m-

After identifying about 65 active in the system, National retailers, apartments, condomin- CIGNA helps by providing pro- creasing the program's eligibility
classes of business, National Union Union is planning to provide bro- lums, funeral directors, general ducers with a team of research and criteria For example, in the of-
developed entena that a risk had kers with a toll-free telephone sennce businesses, restaurants and testing personnel and a toll-free fices class, maximum property
to meet to qualify for the auto- number so they can submit pohcy offices-to classify the risk, Mr telephone number so agents can value limits for eligibility might
mated underwnting program Be- information without a computer to McCall said ask questions be raised to $30 milhon from $15
cause small bumnesses were tar- an employee of the insurer who These "small businesses" are ell- So far, the few problems CIGNA milhon, he said CIGNA may also
geted, these criteria include total 1npUtS the data directly into the gible for inclusion in the auto- has encountered with the system add other classes of business to the
assets of $100 milhon or less, 1,000 system, saving more processing mated underwntmg system based arose from program incompatibil- automated underwriting system, he
or fewer employees, all located m time on property value and sales re- ity between the company's system said
the Umted States or Canada, and CIGNA, too, has targeted small celpts, but Mr McCall stressed that and individual agency systems, and Advances m technology wlll also
verification of no cnme claims m businesses for its automated "In- some of the pollcies are larger than the occasional phone line discre- make automated underwriting
the last three years dependence" program for small traditional small business owners pancies in modem hookups, Mr more attractive to insurers, pre-

If the client meets the criteria business accounts, Mr McCall said policies because some premiums McCall noted dicted Mr Stallard of Transa-

established by National Union, the Tested m late 1990 and launched m are "m the six figures " But overall, "we've very pleased merica
producer enters Information about April 1991, the automated under- When issued, policies are laser with the way the program is work- As insurers begin to use more
the risk as well as the would-be writing program is now active in printed at CIGNA's Colorado ing," Mr McCall said image processing-entering dec-
client's desired fidelity limits 32 states, including California printing center and sent directly The results so far for the "In- tronic images directly into com-
directly into the system via New York and Pennsylvania to agents, he added dependence" program are in the puter systems-companies w111 be
modem The system is based on an au- Agents have been "tremendously numbers Overall written premium able to use expert technology to di-

Like other systems, if the risk tomation program that allows the responsive" to the new system production m the six months end- rect workflow and cut down on
garners enough "points," the un- producer to access several com- There are now 102 agencies on line mg Dec 31, 1991, was 60% above paper volume, Mr Stallard com-
derwriting system automatically puter screens, based on the class of with the program, and agencies m the year-earher period New bum- mented

Outsourcing vendors take on computer chores
By MICHAEL BRADFORD But surveyed information officers aren't convinced of savings Swiss Reinsurance Co

In an early 1992 survey of se-
Insurers are asking for help in A key to an insurer's success is of Lincoln National Corp said mor information officers at insur-

the effort to gam control over the a low expense ratio, said Curtis The knowledge-based Life Un- For example, EDS provides ser- ance compames, banks, manufac-
rising demands and costs of com- B Downer, chief operating offi- derwriting System is designed to vices from basics such as consulta- turers and other companies,
putenzation cer of the CIGNA Corp unit That streamline the underwriting and tions with msurers regarding their Gateway found that respondents

As a result, insurers are increas- makes outsourcing an ideal tool, issuance of new business automation concerns to full-blown were beginning to question the
mgly looking to vendors that offer particularly for personal lines m- The workstation-based system is support like the "process manage- true savings that outsourcing
"outsourcing" services as a way to surers, because it bnngs expenses "designed so that it implements a ment system" that is in place to would provide
keep pace with technological down, he added particular company's underwriting handle a flood Insurance program The problem, Mr Manganelh ex-
changes while holding down ex- While CIS has plans to offer ltS philosophy," explamed Dave Bur- for Omaha Property & Casualty In- plamed, is that while information
penses outsourcing services to some com- goon, sales manager at Lincoln surance Co officers can comfortably predict

Vendors claim that outsourcing mercial lines underwriters and ac- National Risk Management "It's A process management system is their costs related to technology for
can make insurers more competi- cident and health insurers, Mr designed to make decisions in rou- one in which EDS takes on ltS a maximum of three years, vendors
tive by freeing much of the money Downer said the thrust began in tine cases and let the underwriter heaviest outsourcing chores, some- are requiring average outsourcmg
and tune spent on automation and personal lines because that busi- make decisions" in those that are times assuming part of the cus- contracts that range from 88 years
putting it to work m product de- ness is "very transaction driven," tomer's business operation Often, to 93 years, according to the sur-
velopment and marketing Involving lots of computer support it provides a way for insurers to vey

Definitions of outsourcmg valy, Outsourcing offers insurers sev- Outsourcing enter mche markets without taking The survey, which drew 250 re-
but the process generally allows m- eral ways to trim expenses whlle offers insurers on the technological burdens, ac- sponses, was prompted because
surers to contract with other com- remaining competitive, according several ways to cording to Mr Nowicki "people were making long-term
panies to take over chores like to Mr Downer trim expenses Mr Wolf of Wolf Advisory Ser- outsourcing decisions but appeared
claims processing billing and pol- "If a company is Just starting 6·*' / while remaining vices said his firm also takes the uncomfortable in those decisions,"
icy renewals in the insurance business, rather competitive, approach of helping companies Mr Manganelli noted

An outsourcing vendor also may than investing in computers and according to work out their needs before mak- Predicting long-term costs in a
provide in-house systems and may networks, you can rent the capac- Curtis B. Downer ing technological or personnel held as rapidly changing as tech-
assume responsibihty for the oper- ity you need and avoid the capital of CIGNA. changes nology is extremely difficult, he
ation of all or part of an insurer's investment," he pointed out Wolf Advisory Services provides said "How can you possibly un-
information systems There are a Outsourcing also lowers the risk deemed to need human decision- msurers and other companies with derstand the economics of these
variety of off-site and on-site ar- of entermg new or niche markets, malang slalls, he said data processing techmcal support deals? If you can't understand the
rangements Mr Downer said, by providing a Even if an underwriter needs to "We sell no products, only ser- economics, entering into a fixed-

"Outsourcing is a wave of the low-cost alternative to developing participate, the submission is vices," Mr Wolf explained cost deal can be disastrous "

future," said Ted Wolf, president the computer know-how to service "worked up electronically as much His company's aim is to "im- The lure of outsourcing for a )
of Wolf Advisory International the business as possible" before lt reaches plement a total quality environ- Company is an early drop m the 1
Ltd m Lancaster, Pa "In the fu- Without spendmg a lot of money, human eyes, Mr Burgoon said ment," Mr Wolf said, by provid- cost of operating its automated )
ture, organizations will be manag- an Insurer "can get m early and get The system helps make under- ing highly qualified and efficient systems, said Mr Manganelh 1 L
ing networks of subcontractors out if that is the indicated action," wnting operations cost-effective services hke data processing help In the early years of the con-
rather than departments of em- he observed by "Improving staff efficiencies," that some insurers need tract, the low pnce looks good, but
ployees " Likewise, if an insurer is leav- Mr Burgoon noted "We haven't For example, an insurer can con- vendors make up for their generos-

"It's more than a fad," agreed ing a market, giving the computer seen a lot of staff reductions," he tract with Wolf Advisory Services ity with a stream of fees over the j
Jim Nowicki, vice president of functions to an outsourcer can be added, but companies Instead "are to take over its data processing de- later years, he said And at the I
marketing in the commercial in- advantageous, Mr Downer noted able to process more business with partment and train its program- same time, technology costs histor- - -
surance division at Dallas-based "You can shed the infrastruc- the same staffing levels " ming and computer operation ically fall, Mr Manganelli sug- - z
Electronic Data Systems Corp ture you previously had serving Electronic Data Systems, recog- staff gested

Mr Nowicki said the importance that business," he said "As the nized among outsourcing profes- Wolf Advisory Services may put "Who believes that m 2001 they
of outsourcing has grown as tech- volume goes down, you're not sionals as the "grandfather" of some or all of a chent's staffers on will be runnmg the same type of
nology has become "the central overburdened by the expenses you outsourcing, advises insurers to its payroll or provide its own per- business, wlll be in the same prod-
nervous system of the company would have had with that bum- first consider what they want to sonnel when taking over a data U ets)" he asked As businesses

Everybody is touched by it " ness " accomplish and where they need processing Job Mr Wolf pointed change, so do their technological
While outsourcing is touted by An outsource vendor also can help, then decide what outsourcmg out that the chent sometimes uses requirements, which could render

vendors as a smart move for m- provide data on losses "m an un- services are needed talent that lS freed up by the the contracted services obsolete,
surers, some questions have been derstandable form" that can allow Mr Nowicki pointed out that change to beef up other areas Mr Manganelli added
raised about ltS viabillty One sur- the insurer to pinpomt and attempt EDS, which has been servmg the Even with the efficiencies mdi- He said companies that feel
vey, for example, has indicated to correct problem areas, Mr insurance industry since 1963, de- cated by vendors, not everyone is comfortable prolectmg technology
that some users are uncertain Downer added fines outsourcing broadly, with convinced that outsouremg makes costs for three years should ask for
about how much the service will Another insurance company sub- services ranging from short-term sense a contract that covers that time pe-
actually save over the course of sidiary lS offering services to life consulting contracts to arrange- In fact, some insurers and other nod Mr Manganelli urged insur-
long-term contracts msurers Those msurers are look- ments that can last from five to 10 companies are uncomfortable with ers and others to take a long look

Among the vendors that promote ing for efficiencies and a competi- years and call for EDS to actually their outsourcing decisions, ac- at outsourcing contracts and con-
outsourcing, CIGNA Information tive edge by installing an "mtelli- run part of a chent's business cording to Ray Manganelli, presi- sider how they can improve their
Services Inc says outsourcing ser- gent" system patented last year by "You try not to start from a sys- dent of Gateway Information- Ser- operations internally before hand-
vices are helping insurers become Lincoln National Risk Manage- tems perspective and make it fit a vices Inc, a New York manage- ing over the operation for several
more efficient ment Inc , a Fort Wayne, Ind, unit particular situation," Mr Nowicki ment consulting subsidiary of years at a fixed cost
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Insurer Topics

Spreading the gospel on insurance issues
Ex-preacher uses agency experience

By LAURA MAZZUCA

INDIANAPOLIS-As a young
Protestant preacher in southern
Ohio and Indiana, Dan Burton
learned through experience the
best way to preach the Word of
the Lord.

Later, as an independent insur-
ance agent, he discovered "the
beauty of the free enterprise sys-
tem" and brought the same zeal to
pitching policies and running his
own agency.

MAY

Reinsurance Issues;
Relations with

Intermediaries

Today, that energy is put to work
in a slightly larger arena: the U.S.
House of Representatives.

"When you look in the Bible,

they talk about not hiding your
light under a basket," says the
five-term Republican from his of-
fice in his hometown of Indianapo-
lis. "If I see something wrong, I try
to point it out and make it right."

And Dan Burton sees plenty
wrong in government today. In
more than 10 years as head of his
own insurance agency, he learned

What do insurers want from their

intermediaries? Are the ties that

bind becoming tighter, or are
accounts being shifted rapidly in the
face of rising catastrophe
reinsurance rates? B/'s /nsurer

Topics section will look at ceding
companies ... what services are
they seeking, or are they turning
their backs on intermediaries and

Issue:May 18
Ad Closing: May 5

Business
Insurince
a publication of Crain Communications Inc

JUNE

firsthand the plight of the small-
business owner struggling with
government red tape.

"The federal government is lit-
erally strangling the free enterprise
system," Rep. Burton said. Regula-
tions on workplace safety, em-
ployee benefits and other areas are
killing the small-business owner,
he said.

While legislation like the re-
cently enacted Americans with
Disabilities Act-as well as paren-
tal leave and clean-air bills-seems

like a good idea, it ultimately costs
the taxpayer dearly, he said. "We
go overboard with regulations and
demands on business."

He's not afraid to speak his mind

Government Relations/

Coalitions

It's an election year and the PAC
money is flowing. What are insurers
looking for when they meet the
candidates and why? 8/'s Insurer

Topics section will look at how much

influence the many trade groups of
the insurance business actually
have on Capitol Hill. Meet the
people who represent the industry
and play a key role in how the
insurance industry fares once the
ballots'are cast.

Issue: June 15

Ad Closing: June 3

Insurer Topics

on other issues, either. When So-
viet leader Mikhail Gorbachev ad-

dressed Congress in 1987, the out-
spoken ex-preacher said it was
"analogous to having Adolf Hitler
come before the British Parlia-

ment." Rep. Burton warned against
cutting military budgets during the
Cold War, vehemently opposes
abortion and supports the death
penalty.

Fighting banks' interests
And he's equally committed to

proselytizing the word of the in-
surance industry on Capitol Hill.

An ultimately unsuccessful push
for a banking reform bill last year
gave him a chance to do just that.

JULY

Marketing/Advertising
& Sales Promotion

Today's property/casualty insurance
market is soft and shows few signs
of hardening. What new tactics are
insurers using to promote their
products in a marketplace where
price is king? 8/3 /nsurer Topics
section will examine this and other

important trends in advertising,
marketing and sales promotion, and
will cover the Insurance Marketing
Communications Association

meeting this summer.

Issue: July 20
Ad Closing: July 8

Insurer Topics \s a monthly demographic section published within the pages of
Business Insurance and sent exclusively to 8/'s insurance and reinsurance
company subscribers.

Advertisers in Insurer Topics are positioned within an unparalleled editorial
enviroment and reach an undiluted audience representing a wealth of
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influential executives who read Insurer Topics take action as a direct result of

the articles or advertisements they see in Business Insurance.

* An Audience Profile of the Business /nsurance'Insurance & Reinsurance Company' Subscriber, 1990.
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Several proposed bills in the
House and Senate would have

taken away some of the exemp-
tions from antitrust law that in-

surers now enjoy under the McCar-
ran-Ferguson Act and would have
broadened the authority of banks
to sell insurance.

This did not sit well with Rep.
Burton, to put it mildly. He says
he "fought that hammer and
tongs," because as an agent, he
had seen firsthand how some mort-

gage lenders could pressure insur-
ance customers.

When banking interests argue
that safeguards exist to prevent
conflicts of interest, Rep. Burton
gets personal. He recounts how he
lost several clients in the 1970s

when the banks they applied to for
loans hinted that the loans would
be easier to secure if the clients

transferred their insurance cover-

age to the bank.
"I go to the floor and tell them

what happens, give specific cases
that happened to me," Rep. Bur-
ton said. "I try to inform con-
gressmen of the problems raised
by such legislation."

As chairman of a caucus of

members with insurance back-

grounds, he is tapped by Congress
for his expertise during debates on
insurance-related bills. The caucus

also stays close to proposed legisla-
tion and other insurance-related

issues by working with trade asso-
ciations.

Insurance industry lobbyists do a
good job of educating members in
how the business really works, he
said. But because many in Con-
gress don't understand the esoteric
business of insurance, the atmo-

sphere on the Hill is "mixed" on
insurance issues, he said.

Although he retains his broker's
license, House ethics rules prevent
Rep. Burton from having any di-
rect dealing with the insurance
agency he established in Indianap-
olis in 1968. His wife, Barbara, still
runs the bond division of The Bur-

ton Agency; another local agency
handles the casualty and life insur-
ance business for a commission

split
Rep. Burton is not the only erst-

while agent in the halls of Con-
gress. There's also Sen. Jake Garn,
R-Utah, the ranking Republican on
the Senate Banking, Housing and
Urban Affairs Committee. In the

House, former agents include Rep.
John Tanner, D-Tenn.; Rep. Gerald
Solomon, R-N.Y., the ranking Re-
publican on the House Rules Com-
mittee; and freshman Rep. Bill
Barrett, R-Neb.

It is Rep. Burton's outspoken-
ness that has given him a relati-
vely high profile in Congress.

From his seat on the very visi-
ble House Foreign Affairs Com-
mittee, he has championed-with
varying degrees of success-issues
dear to the hearts of those on the

right. For years, he backed aid to
the Contra rebels in Nicaragua,
opposed sanctions against South
Africa and urged active opposition
to Soviet expansion.

He's also known for his golfing
prowess, having taken a few con-
gressional championships from
Rep. Marty Russo, D-Illinois, the
Democrats' best.

And he's a crowd pleaser at
home in suburban Indianapolis.
His district, the sixth, is so Re-

publican that Rep. Burton has been
re-elected three times with com-

fortable margins of victory-63%
to 37% in 1990.

Continued on next page



Insurer Topics

Continued from previous page
In both insurance and politics,

Rep. Burton worked his way up
from the bottom.

While in high school, he landed
a j ob as a file clerk at State Au-
tomobile Mutual Insurance Co. in

Indianapolis. After a year at Indi-
ana University, then working as a
preacher and serving a year in the
Army, Rep. Burton worked at Con-
tinental Casualty Co. in Cincinnati
as an underwriter.

He later worked as a special
agent for Phoenix Mutual Life In-
surance Co. and in the same capac-
ity for New Amsterdam Insurance
Co. in Indianapolis.

Rep. Burton went on to work
four years as a junior partner with
Cleveland Smith Agency in India-
napolis before leaving to start his
own agency in 1968.

For years, his dual careers in
insurance and politics overlapped.

In the early days of his agency,
his wife, Barbara, worked days as
a secretary, then at night did the
agency billing and paperwork that
Rep. Burton's political schedule as
an Indiana legislator didn't allow
him the time to handle. She later

obtained her agent's license and
worked full time for the agency.

Political training ground

"A hearty, bluff backslapper, he
made his way up selling insur-
ance," The Almanac of American

Politics has written of Rep. Bur-
ton. In fact, those years spent sell-
ing insurance and real estate were
the perfect training ground for pol-
itics, he said.

"I had to go out and sell indi-
vidual policies," Rep. Burton re-
called. "The more I worked, the
more I sold. So the insurance busi-

ness as an agent is the perfect ex-
ample of how the free enterprise
system works."

For Rep. Burton, as for many
others of his political stripe, 1964
proved a watershed year.

That was the year he saw Nor-
man Thomas, former head of the
American Socialist Party, inter-
viewed on television. Americans

would never accept socialism from
the Socialist Party, but they would
support the same ideologies under
the guise of liberalism, said Mr.
Thomas, who went on to predict a
"socialist victory" by 1970.

"I was an independent thinker
at the time," recalls Rep. Burton,
"and I thought, my gosh, if that
guy's right, I don't want anything
to do with it."

After poring over the Congres-
sional Record at his local library,
he became convinced that the

United States was, in fact, headed
toward a social-welfare state. "I

became concerned with govern-
ment intrusion in the private sec-
tor," especially on issues like taxes,
insurance regulation and other
government mandates, he said. "I
wanted to get involved to change
things."

Thus galvanized, he joined the
Young Republicans and worked to
support Barry Goldwater's presi-
dential campaign in 1964. Two
years later, he was running his own
campaign for state legislator.

He ran for the Indiana House

of Representatives and won, serv-
ing from 1967-1968. He then
served in the Indiana Senate from

1969-1970. In both 1970 and 1972,
he unsuccessfully sought the U.S.
House seat he now holds.

Rep. Burton finally won a U.S.
House seat on his third try in 1982,
and was re-elected to three consec-
utive terms.

It's been an eventful 10 years.
During that time, the Berlin Wall
fell and the Soviet Union, Ronald
Reagan's one-time "Evil Empire,"

crumbled into a collection of states

struggling for democracy.
Rep. Burton feels he played a

small part in such world events.
"Those of us who were outspoken
on the floor played a role, too,"
he said. "You don't win battles by
being a wallflower."

Some of his positions have pro-
voked charges of extremism. Rep.
Burton, for instance, is on record
as supporting mandatory, univer-
sal AIDS testing.

Even his opponents, however,
give him high marks for integrity.
He's never taken a position that he
didn't personally believe in, said
Rep. Andrew Jacobs Jr., the Demo-
crat whose district abuts the sixth.

"When he says something, he really
means it."

Their relationship got off to an
inauspicious start: Rep. Jacobs de-

.
.

feated Rep. Burton in the 1970
race. But today they're friends,
"even though his place on the
spectrum is a little different from
mine," Rep. Jacobs said. "We're the
kind of friends who can disagree
very strongly on things, but go the
other way by kidding each other
about it."

Rep. Burton faces re-election
this year, and although the strong
Republican alliances in his district
seem to indicate that he's a shoo-

in, he's still gearing up for a hard
race. "In politics, you never take
anything for granted," he said.

If by some fluke he does lose
his seat, Rep. Burton will proba-
bly go back to being an insurance
agent. But he'll continue to stay
active in government, "because I
feel so strongly that government is
out of control." I
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Rep. Dan Burton, R-Ind., says he entered politics because he 'be-
came concerned with governmental intrusion in the private sector.'
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One of Murphy's followers Focus was on redeftnition
SAN FRANCISCO-"The Insurance Industry Redefining It-

decides to reject his law self" was the theme of the fourth annual Russell

Miller Inc National Insurance Symposium Leader-
ship Conference, held March 1-3

A record crowd of about 160 heard speeches by

There'll always be insurance, enthuses Home's Meenaghan the heads of major property/casualty, life/health
and surplus lines insurance companies

By CHRISTINE WOOLSEy to avoid, or at least to spread, and adequacy of loss reserves-will Speakers at the conference included one insurer executive
nsk " be any less important than they are who offered an optimistic view of the property/casualty indus-

SAN FRANCISCO-While the And, he said, "I'm optimistic be- today," he said try's future, several life/health insurance executives discussing
lingering recession cause I know rates are going to A successful company must also ways to boost the weakened life/health industry, and a panel of

«s«»: and the soft property/ increase I don't know when but have a well-defined market focus, surplus lines insurer executives who said the continuing soft
:3@1*i casualty insurance it is going to happen " Mr Meenaghan said -Unlike the market does not necessarily spell doom and gloom for the sur-

market are keeping When the market does turn, situation five years ago, today plus lines industry

*/418* the corners of most however, lt won't be characterized many companies and producers Russell Miller Inc is a specialty investment banking and
insurance executives' by the "same kind of sharp, dra- recognize they can no longer be all consulting firm with a focus on insurance industry clients The

mouths turned down, there are a matic price increases we saw at the things to all people " Today, com- firm will host its fifth annual symposium next April in San
few optimists m the crowd end of the last cycle," Mr Meen- panies must Increasingly focus on Francisco

One is James J Meenaghan, aghan said As a result, "a price specific market segments where For more information, contact Alice Berreyesa, Director of

chairman, president and chlef ex- correction, when it does occur, will they have special skills or can Marketing, Russell Miller Inc, 300 Montgomery St, San Fran-
ecutive officer of The Home Insur- not solve the current problems of bnng added value cisco, Calif 94104, 415-956-7474

ance Co m New York, who says every company or every producer " Everyone says he or she is "look- -By Christine Wootsey

that despite being Irish-and "I believe the days of industry- ing for market niches and everyone
therefore a true believer in wide solutions to Individual com- claims to be a specialist," Mr
Murphy's Law-he lS optimistic pany problems are over, gone, a Meenaghan noted But, "let's not creasingly promote the sale of 19905 wlll be those with the best
that things will improve thing of the past From here on-in kid each other, Just saying your multi-country Insurance products trained, best paid and most highly

But, optimism alone is not fact, it is happening already-it's company has market focus doesn't and services to msureds with loca- motivated people, he noted And,
enough, he said, adding that suc- every man for himself and every make it so " tions in more than one country If I those employees should not be dis-
cessful insurers m the 1990s wlll company for itself Period " A truly specialized company is were a producer and I had an m- proportionately placed m head-
have at least four things going for Mr Meenaghan pomted out that one that has invested significantly sured with locations in several quarters locations, but instead
them a strong balance sheet, a "in a competitive world, there are over time in people, technology and countries, I would certainly begin should be m each office across the
well-defined marketplace focus, going to be winners as well as its producers and has well-deve- to think about which of my msur- country, Mr Meenaghan stressed
quality people and internal cost losers," noting that many of the loped technical slall in its under- ance companies has true multina- "There is no great secret to hav-

controls winners become winners by ex- wntmg staff and in its Claims, loss tional capability," he said Ing supenor people," he said "You
"Surprising as it may seem, I ploitmg the problems of the losers control and marketing functions, The third ingredient for success hire the brighter people, you pay

am optimistic," Mr Meenaghan "Like it or not, this is a fundamen- he explained is a "tough approach to internal them more than your competitors,
said last month at a conference tal fact of life-in business and Like specialization, "globaliza- costs," Mr Meenaghan said "In you train them in a technical way
sponsored by Russell Miller Inc everywhere else," he said tlon"is another concept that often the competitive world of the '9Os, on a continuing basis, you bonus
in San Francisco To be among the "winners" in carries little weight at some com- the game will be a game of mar- them if they beat specific business

"This country has been in re- the next decade, companies must panies, Mr Meenaghan said gins," he explained objectives, you truly reward those

cessions far deeper than the one establish econornic staying power, "Merely saying you have a multin- And, he noted, a company's m- that make money for you and you
we're in now-and has fully re- Mr Meenaghan suggested ational capability doesn't make lt ternal costs also should be impor- dismiss those that can't or won't
covered " In fact, economists say "Today financial strength, and so There are companies today that tant to ltS producers "If a com- perform at a superior level "
that the worst of the recession al- Just as importantly the perception think they have international or pany doesn't have ltS costs under One more vital ingredient-per-
ready is behind us, he said of financial strength, is entical I global ability and you and I both control, it won't be able to pnce haps more important than the

Also, Mr Meenaghan said, "I'm cannot foresee any circumstances know the only thing they really competitively, and over the long others-is leadership, Mr Meen-
optimistic because there will al- during the next five years (in have is a guy m New York named term, a producer won't be competi- aghan noted "A firm can have the
ways be a need for what we sell- which) financial strength and fi- Pierre, who speaks with a heavy tive if his companies are not com- money, the focus, the people and
insurance and other risk-sharing nancial issues-like quality of French accent " petitive " the tight control on costs, but lt lS

mechanisms Individuals and bu- assets, A M Best Co and Standard But globalization is imperative, The fourth ingredient for success golng nowhere unless it has leader-
sinesses will always want and need & Poor's Corp ratings, leverage he said "Market forces will in- is people The best insurers in the ship at the top " .

Groggy from the 1980s, life insurers need checkup
By CHRISTINE WOOLSEy the top companies," he said took over Mutual Benefit's corpo-

"These customers are more chal- rate life book of busmess and also r
.

SAN FRANCISCO-It may be lenging to us It's more difficult to took over a small book of group 1

time for the life insur- sell products to them " business from Lincoln National,"

ance industry to get a Regulators, too, are responding he said

checkup, as hfe insur- to life insurers' problems, Mr Mutual Benefit Life Insurance C 1 M ers' financial health Smith observed, by pressing for Co was placed in rehabilitation
comes under increas- solvency guarantees and other reg- last year (BI, July 22, 1991) Lin-
ing scrutmy ulations coln National Corp sold most of its

Solvency pains now being felt "Nonetheless, I think we have group life and health operations L. &-I. 1.

by the life insurance industry are to stop apologizing to pohcyhold- earher this year (BI, Jan 13)
akin to a "hangover that resulted ers, the media and rating agen- And Hartford may buy addi- ¥

from 198Os' bingeing on nsky m- cies," Mr Smith said "For the tional books of business, he said
vestments," says Lowndes A most part, the mdustry lS m good Life insurers also can guaran-

Smith, president and chief operat- shape " tee growth by Increasing their in- f

ing officer of Hartford Life Insur- The industry probably will never vestment m the group health seg-
ance Co m Simsbury, Conn regain the level of customer trust it ment, said Graham B Blanton,

"The 1980s was an aggressive once enjoyed, he said But, by president of Mid-South Insurance Giving their prognoses for an ailing industry were, from left to
time," Mr Smith said -There was being more proactive, some of that CO in Fayetteville, N C right: Graham B. Blanton, William E. Sagan, and Lowndes A. Smith.
a move from traditional life msur- trust can be regamed The small group life/health in-
ance products to universal life "We need to improve ratings and surer wants to merease its invol- "We have been proactive m re- to handle extensive administrative
Profit margins were lower than ex- display more honesty to customers vement in health msurance reform forming the small-group market," tasks
pected, and companies had thinner if we are to regain their confi- efforts, because the health issue is Mr Blanton said But, he noted, • Concentrated marketing
capital bases The mdustry went on dence," Mr Smith "And, we need at the forefront of the 1992 election "we must do more to communicate In addition, to succeed within

an investment binge-moving Into to manage our growth and be care- campaign, and life Insurers should our involvement in small-group re- the managed care market for small
real estate, risky securities and ful about what we do We have to have a voice m health reform dls- form to our customers " employers, Mr Blanton said insur-

junk bonds " be pragmatic instead of expound- cussions, he said Insurance companies that will ers must have professionally

As a result of this binge, many ing on the history of our com- Mid-South was involved in get- succeed m the group health mar- staffed utilization review panels,
life insurers are now suffering rat- panies ting the Small Employer Group ket for companies with fewer than quality case management services
ing downgrades and takeovers, Mr "Life insurers that did properly Health Coverage Reform Act 100 hves will have several common performed on a local level, a care-
Smith said dunng a panel discus- invest durmg the 19805 and that passed in North Carolina, Mr characteristics, Mr Blanton said fully chosen preferred hospital net-
mon at the Russell Miller Inc Na- have pristine balance sheets now Blanton said The measure bars m- Those charactenstics are work, a transplant network and

tional Insurance Symposium Lead- have the freedom to develop and surers from denying coverage to • Standardized plans and un- preferred provider arrangements

ership Conference last month expand and get the prices they small employers-those with three derwnting guidelmes with doctors and other health care

"Right now there are 100,000 want Companies that were conser- to 25 employees-because of pre- • Expert knowledge of the local practitioners
policyholders whose life msurance vative in the past now have the op- existing medical conditions or be- market and its providers William E Sagan, chairman,

is in danger somehow," he warned portunity to grow cause of the employer's industry, • Separate managed care opera- president and CEO of Employee
This situation does not do much "Frankly, we were uncompeti- among other things tions Benefit Plans Inc m Minneapolis,

to improve the industry's image tive years ago because of our con- Insurers must comply with the • Elaborate, but standardized, also participated in the panel
with consumers, he noted servatism," Mr Smith said, refer- guaranteed access provisions by administration systems Mark S Lefenfeld, managing

Consumers "are frightened, and ring to Hartford Life But now the Aug 14, other provisions became • Speciallzed packages to assist director at Russell Miller, mo-

they are moving their business to company is ready to expand "We effective Jan 1 small employers that are not set up derated the session
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Pressure hits surplus lines
Hungry admitted market vies for share of alternative market

By CHRISTINE WOOLSEY

SAN FRANCISCO-The void
created when the ad-

4"V,· mitted market refuses
:, to write difficult cov-

'j11 erages is a boon forsurplus lines insurers.
\ Unfortunately for
surplus lines insurers, that void has
ceased to exist as the soft market

continues to whet admitted insur-

ers' appetites for just about any
risk.

That doesn't necessarily spell di-
saster for surplus lines insurers,
though, say three surplus lines ex-
ecutives.

"There's no question" that the
surplus lines market "is here to

stay, because it provides stability
and predictability in volatile mar-
ket conditions," said Michael J.
Snead, chairman of Admiral Insur-
ance Co., a W.R. Berkley Corp. unit
in Cherry Hill, N.J.

However, Mr. Snead added, "this
intense competitive environment
will demand that companies and
producers improve their effi-
ciency."

Mr. Snead participated in a
panel discussion titled "The Other
Markets: Permanent or Fleeting?"
during a recent conference spon-
sored by Russell Miller Inc. in San
Francisco.

"The present mood in the ex-
cess and surplus field is gloomy,
and...as an E&S professional, I
believe the situation can get
worse," Mr. Snead said.

"With the standard markets of-

fering producer incentives and
higher commission in an effort to
maintain market share, it should

come as no surprise that large
blocks of premium are leaving the
wholesale/surplus lines market-
place," he said. That outflow of
business will continue "as long as
prices are cheap, capacity abun-
dant and investment income man-

ages to balance the underwriting
losses and facilitate sufficient re-

turn on equity."
Others agree that the non-ad-

mitted market is hurting: "The
surplus lines insurance market is
suffering as more standard insur-
ers move in and offer lower de-

ductibles for the same coverage,"
said John M. Griffin, chairman,
president and chief executive offi-
cer of The London Agency Inc., a
Crum & Forster Inc. underwriting
management unit in Atlanta.

Both Messrs. Snead and Grif-

fin predicted that the soft market
will continue.

"It is evident that the soft side

of the insurance cycle is getting
onger and the hard side of the
ycle is becoming shorter," Mr.
nead explained. And it is possi-
3 that the current market con-

;ons will endure, he said.
If this trend continues, my com-

iny and others will have no
-hoice but to substantially change
their method of operation," he
said.

Mr. Griffin agreed, advising sur-
plus lines insurers and brokers to
improve their operations.

Surplus lines companies need to
become much more responsive to
customer needs, Mr. Griffin said.
"We have to be the first, fast and

best: the first to respond to cover-
age gaps faster than any other
company and in the best way.

"After the hard market, there

were many new competitors to deal
with in the surplus lines market-

place. We write about $300 million
in premium volume, but that vol-
unne is eroding because of in-
creased competition."

To combat that erosion, The
London Agency is committing it-
self to quality, according to Mr.
Griffin. "Just like in the manu-

facturing process, we want to im-
prove our operations with an em-
phasis on quality," he said.

In its attempt to improve qual-
ity, The London Agency will fol-
low a process that includes iden-
tifying policyholder needs;
enhancing product flexibility "be-
cause not every customer needs the
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same products"; and responding
quickly and before any other com-
pany, because "if we do that we'll
get the sale," said Mr. Griffin.

The advent of the fax machine

has been a blessing to many bu-
sinesses, including insurers, be-
cause it speeds up the transfer of
information. However, Mr. Griffin
acknowledged, "getting the fax
through the first 3,500 miles is
easy; it's the last 20 feet that are

important, and we are going to try
to focus on that."

In addition, Mr. Griffin said his

company will try to respond more
positively to submissions. "We

Business
Insurance®
a publication of Crain Communications Inc
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need to learn how to write them,
not avoid them," he said. And, he
wants his agency to become more
accessible to buyers-in some cases
encouraging risk managers to visit
the agency's office.

Mr. Griffin also wants to hire

the best talent available. "We want

to have confidence in all our un-

derwriters," he said. And, those
underwriters must be motivated,
because "customers like un-

derwriters who want to make

money and have good results."
The London Agency also will

dedicate itself to competitive pric-
ing. "We want to price our prod-
ucts so that they sell; they don't al-
ways have to be on the low end,
and they don't always have to be
on the high end."

The wholesaler introduced its

quality message to its employees

Mergers/Acquisitions/Divestitures

on Jan. 9, Mr. Griffin said. "There
is 100% dedication on our part to
becoming a quality operation. We
want to know, understand, meet
and exceed customer needs. That is

how we'll remain a permanent
market," he said.

Wholesale brokers face the same

challenges, noted Kieran P. Burke,
president and chief executive offi-
cer of Tri-City Insurance Brokers
Inc. in New York.

"The key for survival for the
wholesale broker is to be able to

market business in today's climate.
Today is probably the 'normal'
market. If it turns, fine, but you
can't pay your bills on that 'if,"'
Mr. Burke said.

Frederick E. Dopfel, executive
vp and managing director of Rus-
sell Miller Inc., moderated the ses-
sion. I

Reality: there are fewer agencies today than 5 years ago; smaller agencies had
trouble surviving as larger competitors gobbled them up, and in the throes of a
recession the numbers are dwindling still. B/'s Agent/Broker Topics section
will look at what small to medium-sized agencies can do to hang on ... merge
with similar sized agencies, buy books of business handled by smaller firms,
groom themselves for acquisition by a bigger operation. Editors will examine
how agencies can improve their financial management in a sluggish market.

Legislative Issues; NAIB Report

The role of lobbyists and political action committees takes on new importance
during an election year. 81's AgenVBroker Topics section will look at the role

insurance lobbyists and PACs will be playing in this yeafs campaign. Are
legislators shunning insurance PAC money for fear of being branded as a tool
of big business? In addition, editors will report on developments from the
National Association of Insurance Brokers meeting in Pebble Beach, California.

Compensation & Incentives

Can employee compensation at independent agencies continue to increase
faster than revenues during the current recession and soft market?
Bl's AgenVBroker Topics section will focus on this critical issue, reporting on
how agencies can attract and keep qualified personnel without going overboard
on compensation. What perks and benefits are being offered as an alternative
to big raises?

Agent/Broker Topics
AgenVBroker Topics \s a monthly demographic section published within the
pages of Business Insurance and sent exclusively to B/'s agentkroker
subscribers. Advertisers in Agent/Broker Topics are positioned within an
unparalleled editorial environment and reach an undiluted audience
representing a wealth of purchasing power for insurance products and services.
With an average premium volume of $14.91* million, 94%* of these influential
readers take action as a direct result of the articles or advertisements they
read \n Business Insurance.

* An Audience Profile of the Business Insurance 'AgenUBroker' Subscriber, 1990.

New York: 220 East 42nd Street, NY 10017 · 212/210-0228 · Fax: 212/210-0704
Chicago: 740 Rush Street, IL 60611 · 312/649-5276 · Fax: 312/280-3189
Los Angeles: 6500 Wilshire Blvd., CA 90048 · 213/651-3710 · Fax: 213/655-8157
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Effort aimed at its best and brightest
honored by women's advocacy group

By MARK A. HOFMANN

NEW YORK-A program de-
signed to encourage the best and
the brightest employees tc climb
the management ladder recently
brought recognition to Continen-
tal Corp. for the initiative's im-
pact on women, even though the
program is gender-blind.

Continental received the an-

nual Catalyst Award March 3 for
its Advanced Development Pro-
gram, which was begun in 1987
to cultivate talent from within
its own ranks.

The award is made by Catalyst,
a non-profit organization in New
York that works with prir·ate in-
dustry to promote change for
women.

Continental's program is nei-
ther specifically geared toward
women nor filled by quota,
pointed out Ann Pauker, an as-
sistant vp-employee relations in
Cranbury, N.J Yet each year

more than half of the employees
participating are women.

The program aims to create a
cadre of management leaders
from within Continental's ranks,
an objective spelled out by John
Mascotte, the insurer's chairman
and chief executive officer,
shortly after joining the com-
pany in the mid-1980s.

Both headquarters and branch
office employees are eligible to
participate in the Advanced De-
velopment Program.

Workers, who can be nomin-
ated or enroll on their own, un-
dergo a rigorous screening pro-
cess.

Their supervisors complete de-
tailed questionnaires and the
candidates themselves write sev-

eralessays and a biographical
resume.

Finally, interviews are held at
Continental headquarters with
employee development depart-
ment personnel.

Finalists are selected after the
interviews and are then inter-
viewed by two of the corpora-
tion's top four officers, who
make the final decision.

Ms. Pauker said that the size of

each ADP class ranges from six
to 12. About 40 people have par-
ticipated or are participating in
the program,
which can last

anywhere from
three to seven

years. L 41 -¥
"Each per- I /

son's career de- 
velopment pro- p-
gram is very
personal," she
said. For exam-

ple, someone
who did not have any supervi-
sory experience might take
longer to complete the program
than a colleague who did.

After a three-month stint in
the home office, ADP partici-
pants take on a variety of one- to
two-year assignments in a career
area they choose.

These assignments are ex-
pected to give the candidate a

mix of staff and line experience,
as well as home office and

branch exposures. Employees
will also have to move at least
once.

The ADP candidates "take

charge of their own careers,"
said Ms. Pauker. The program is
very self-directed despite its re-

liance on three

Continental's people-an advi-
program is sor, program
neither manager and su-
specifically pervisor-as-
geared toward signed to each
women nor filled candidate to pro-
by quota, vide coaching
pointed out Ann and help in the
Pauker. development of

career plans for
the participants.

Other insurers also try to culti-
vate in-house talent. But Ms.

Pauker said she believes Conti-

nental's program is "unique in
the way it is executed." The pro-
gram is aimed at developing the
"whole person," rather than just
managerial skills, she said.

Ms. Pauker also said that while

most companies want to attract
and keep qualified women man-

agers, many do nothing to groom
them. -We actually follo*
through," she said.

Catalyst agreed. In announcing
this year's awards, its president,
Felice Schwartz, said: "As we
enter our fourth decade of work-

ing to assimilate women at every
level of management, we applaud
the progress that has been
achieved over the last 30 years,
and we celebrate the promise of
women's achievements in the fu-

ture. The companies that we're
honoring in our 30th anniversary
year are all exceptional because
they've recognized the immense
talent and value that women can

bring to business, and they've
taken steps to ensure that
women's talent is fully used."

Ms. Schwartz, who is well-
known for a 1989 Harvard Busi-

ness Review review article on
what came to be called the

"mommy track," is author of
"Breaking with Tradition:
Women in Work, The New Facts
of Life."

The other Catalyst awards
went to American Airlines and
Hewlett-Packard Co. I

45 people are charged in New York arson scam
NEW YORK-The Manhattan

District Attorney is charging 45
individuals-including a broker
and insurance company claims
adjusters-with conspiracy in an
arson-for-profi: ring that netted
more than $3 million in claims
payments from numerous insur-
ers.

An indictment, unsealed this
month by District Attorney Ro-
bert M. Morgenthau, alleges the
ring set more shan 20 fires and
submitted more than 100 fraudu-

lent claims to:aling more than
$12 million to more than 20 in-
surers.

The indictment alleges that
Anthony Trapani, an indepen-
dent insurance broker, and Mi-
chael Volpe, an adjuster for the
New York Property Insurance
Underwriters Assn., an insurer-
sponsored high-risk pool, estab-
lished a multilevel conspiracy
ring. Marvin Barry, an insurance
adjuster, also is charged for his
alleged role in finding other ad-
justers to participate in the ring.

Ring members opened small
leather goods shops in Manhat-

IT briefs

tan and set minor fires in the

shops, according to the indict-
ment. Inflated property claims
then were approved by adjusters
participating in the scheme, the
indictment says.

The scheme hit the high-risk
pool the hardest. The pool made
about 59 damage settlements re-
lated to the scheme, according to
the indictment. A spokesman
said the pool had not seen the in-
dictment and could not estimate

its payments.
One participant in the investi-

gation was the National Insur-
ance Crime Bureau of Palos

Hills, Ill. The non-profit group,
designed to combat crime and
vehicle theft, is funded by prop-
erty/casualty insurance com-
panies.

New Alliance chief

NEWARK, N.J.-Stephen R.
Braswell, president of Prudential

HELP PROMOTE A
VERY GOOD CAUSE.

a YOURSELF. .
Whoyou know can sometimesbe ashelpful aswhatyouknow

Andjoiningthe IMCAcan helpyou with both.For more inbrmation,
just cal[Bill Hadleyat(617) 266-8400.

IMCA
Insurance Marketing Communications Association

Property & Casualty Insurance
Co., was elected chairman of the
Alliance of American Insurers at

the trade group's annual meeting
last month. He succeeds W. Craig
Heston, chairman and chief ex-
ecutive officer of the Utica Na-

tional Insurance Group.
Mr. Braswell had been chair-

man-elect and was previously a
director of the Schaumburg, Ill.-
based trade group.

F. David Rolwing, president of
Montgomery Mutual Insurance
Co. in Sandy Spring, Md., was
elected chairman-elect at the

meeting.

SAFECO settlements

ST. LOUIS-A regional office
of SAFECO Insurance Co. spon-
sored its first "Carrier Settle-

ment Day" last month.
Nine other companies joined in

the event to settle a total of 90

files, amounting to an estimated
$60,000.

The day was designed "to
allow insurance companies to re-
solve subrogation claims more
quickly, thus saving time and
money and getting deductibles
returned to their policyholders,"
said Clifford Duever, a SAFECO
regional vp.

SAFECO, which is based in
Seattle, plans to hold another
settlement day this fall.

Fireman's Fund gripes
SCOTTSDALE, Ariz.-Inde-

pendent insurance agents had a
chance to air their concerns to
officials of Fireman's Fund In-

surance Co. during a recent
three-day -President's Circle"
conference here.

The issues discussed included

pricing, marketing, agency com-
pensation, field office communi-
cation, automation and under-
writing issues.

The Allianz A.G. Holding unit
will "use the feedback to become

more responsive to producers
and insureds," said Herbert
Hansmeyer, chairman, president
and chief executive officer. This

meeting strengthens our partner-
ship with agents, which is espe-
cially crucial in the current soft
market."

An "Issues and Answers" pub-
lication based on the meeting
will be distributed later this year
to all of the insurer's agents.

Travelers wins award
HARTFORD, Conn.-Travelers

Corp.'s CARENET computer sys-
tem received a first-place Man-
agement Information Systems
Summit Award for Information

Technology Excellence. The
CARENET system won in the
Overall Systems Design and Im-
plementation category.

The Summit Award, intro-
duced this year, is sponsored by
the Waltham, Mass.-based Na-
tional Managed Health Care
Congress. The award, which will
be presented annually, is also
given in two other categories-
technological innovation and
clinical applications. It is the
only one of its kind in the man-
aged care industry.

CARENET's functions include

provider contracting, sales sup-
port, billing, enrollment pro-
cessing and printing identifica-
tion cards for employees and
dependents. The system also
holds a data base of more than

50,000 providers.
-BY Mark Hofmann
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Liberty Mutual
Continued from page 2
Chemstar's attorney.

Judge Hupp observed in his
order that Liberty Mutual had
canceled the policy in December
1986, when Genstar was ac-

quired by Chemstar, "but, of
course, still owed the obligations
to defend claims of damage re-
sulting from occurrences taking
place before the sale."

Liberty Mutual "began han-
dling the claims in July 1986 and
continued to do so until October

1989, when it abruptly withdrew
the defense of all claims on the

supposed ground that Chemstar
was not its insured," according
to court documents.

"After defending the claims for
three years without a reservation
of rights, Liberty, without notice
to Chemstar, abandoned the de-

fense of the claims, taking the
position that Chemstar is not an
insured.

"The conclusion that Chemstar

was not an insured is inexplic-
able, even astounding, since

Health care
conference

addresses
reform issues

NEW YORK-A conference
on the nation's health insur-

ance system and reform issues
sponsored by the New York
Business Group on Health at-
tracted 188 registrants.

The first-time conference,
held here March 25-26, fea-
tured 40 speakers and moder-
ators representing all facets of
the health insurance industry.

Topics covered during the
conference's concurrent ses-

sions included forming a con-
sensus for health care reform,
health insurance fraud, tech-
nological advancements in
health care claims processing,
health care rationing and the
debate over quality, among
other things.

"The conference was very
successful in terms of quality,
interest and the responses it
created. It was only a first
step in developing a dialogue
for reform," said Dr. Leon
Warshaw, director of the
NYBGH. "We avoided discus-

sing specific proposals, but
tried to crystallize issues that
must be addressed for reform

to be possible."
NYBGH is currently pub-

lishing a journalistic account
of the two-day conference
that is expected to be avail-
able to the public by summer.
Although no price has been
set, information about the ac-
count can be obtained by con-
tacting Dr. Warshaw at the
NYBGH, 622 Third Ave., 34th
Floor, New York, N.Y. 10017-
6763; 212-808-0550.

Co-sponsors of the confer-
ence included U.S. Healthcare

Inc.; Travelers Corp.; The Ro-
bert Wood Johnson Founda-

tion; Prudential Insurance Co.
of America; TPF&C, a unit of
Towers, Perrin, Forster &
Crosby Inc.; Health Insurance
Plan of Greater New York;
Marion Merrell Dow Inc.;
Guardian Life Insurance Co.

of America; CIGNA Corp.;
and Aetna Life & Casualty
CO.

.f

Chemstar is the same corporate
entity as Genstar Lime Co.,
which Liberty admits is an in-
sured," Judge Hupp wrote in the
order.

Liberty Mutual had estimated
that it would cost $500,000 per
home to remove the damaged
plaster, or a total of $14 million,
said Mr. Oster, Chemstar's attor-
ney.

While Liberty Mutual de-
fended and paid some claims,
"when the magnitude of the loss
became clear, Liberty Mutual
looked for ways to get out of it,"
he charged.

"To find in Liberty's motion
(to dismiss) the line that Chem-
star is not an insured stirs the

blood," Judge Hupp wrote in the
order.

"The punitive damage finding
is supported by evidence of op-
pression and malice as it is de-
fined under California law (reck-

'To find in Liberty's motion (to dismiss) the line
that Chemstar is not an insured stirs the blood,'

says Judge Hupp. 'The factors in the case were as
egregious as the court has ever seen in an

insurance bad faith case in 20 years as a judge.'

less disregard of the rights of
others)," according to Judge
Hupp.

"The factors in the case were

as egregious as the court has ever
seen in an insurance bad faith

case in 20 years as a judge," he
added.

Following the judge's dis-
missal of Liberty Mutual's mo-
tions, the insurance company an-
nounced that it intends to appeal
the award.

" Liberty Mutual does not
agree with a number of rulings
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made by the court in this case,
which focuses on a series of com-

plex corporate transactions in-
volving the plaintiff," the insur-
ance company said in a
statement.

Liberty Mutual said it will ap-
peal the compensatory and puni-
tive awards. The insurer also in-

tends to appeal how the court
divided the issues to be decided
at trial.

While the court has already
ruled on the allegations that Lib-
erty Mutual breached its duty to
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Directory includes information on more
than 13.000 executives from over 2,100
companies of all sizes located throughout
the U.S. Plus. vilol statistics on all
companies listed include:

. primary type of business
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• number of employees
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defend and the covenant of good
faith and fair dealing, a trial to
determine whether coverage ac-
tually exists for the plaster dam-
age claims will not be held until
later this year.

Liberty Mutual declined to
connnnent further.

However, in his order, Judge
Hupp went on to say, "Liberty
claims that the court committed

error when it excluded evidence

of policy limits, retrospective
premiums and excess coverage.
None of these were relevant to

the duty to defend, and pursuing
them would have taken time out

of all proportion to any tangen-
tial relevancy to the case being
tried."

Chemstar Inc. vs. Liberty Mutual
Insurance Co., et al, U.S. District

Court for the Central District of
California, March 16, 1992; No.
90-2904.
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ECS Underwriting ami Reliance National announce new $10 million limits
on Environmental Lialillity Coverage.

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

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

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

1986

1987

1988

1989

1992

Environmental program expanded to include Contractors Pollution
Liability coverage.

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

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

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

Increased limits on all Pollution Policies.

Property coverage introduced as part of Environmental Insurance
Program.

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

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

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

ECS THECHOICE

Underwritirig, Reliance National
Inc.

An ECS Company

Environmental insurance protection for American industry.

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

One East Uwchlan Avenue, Suite 300, Exton, PA 19341. Or call(800) ECS-1414 (In PA (215) 269-6731), FAX (215) 524-5354
These programs are unde,written by PlanetinsuranceCompany, Philadephia, PA, a member of the Reliance Insurance Group. 0 1992 92-11-C[S-4120



Shopping for health care
If employees are payers, doctors will charge reasonable rates

By Ron Jones

HOW CAN HEALTH PLAN sponsors getoverpriced doctors to accept reasonable and
customary charges?

Don't pay them anything. Instead, pay the plan
member.

Without recognition of assignment and direct
payment by health care plans, most overpriced
doctors cannot survive. It is too difficult for doctors

to get their money when large payments are made to
the employee. When paid directly, employees often
use the money for other purposes, string out their
payments to the doctor, or not pay the doctor at all.

Other factors come into play when assignment is
not recognized. For example, when you allow $1,700
as reasonable payment on a $2,400 charge and pay
the employee directly, the employee has an incentive
to negotiate with the doctor before paying the
doctor anything. Moreover, this approach creates a
discussion of fees between the patient and the
doctor, a much needed and revolutionary direction
for our health care system.

Proper use of the assignment lever by employers
and health plans can cure the overpriced physician
component of the health care cost problem without
the need for government assistance. Widespread use
of this simple but dynamic concept would unleash

the equivalent of a hydrogen bomb on those who
overcharge in American medicine.

The physician's defense may be to require the
patient to pay cash in advance. However, such
action by the doctor drives patients away to other
doctors who are willing to provide the same service
at a reasonable price.

Insured plans generally reserve the right to
recognize (or not recognize) an assignment of
benefits.

Self-funded health care plans, of course, are
controlled by the plan document or plan
description. If your plan is subject to the Employee
Retirement Income Security Act of 1974, the state
does not have any jurisdiction for regulating it. And
since ERISA only established welfare plan rules for
disclosure, reporting and party-in-interest
transactions, the benefits and administrative details

of your plan are left solely up to the plan sponsor
on the issue of assignment. If your health care plan
does not already have the right to reject assignment,
you can establish this right with an amendment.
Medical Mutual Plans Inc., a third-party
administrator, has used the following sample plan
language:

"The Plan may elect to pay benefits directly to the
health care provider unless the bill has already been
paid. However, where the party rendering services
does not have an agreement with the Plan, the Plan
may elect to pay benefits directly to you (the
employee). In the event you are deceased, benefits
may be paid at the Plan's option to your spouse
or closest relative as determined by the Plan."

We discovered the incredible power of the
assignment lever when we received a $10,500 bill
from a Chicago doctor for inpatient hospital visits
on a liver failure case. We calculated a generous
reasonable and customary allowance to be $4,700.
Rather than paying $4,700 to the doctor, we offered
the doctor a choice between accepting $4,700 as full
payment, or not receiving any payment from us. Our
offer was to pay the patient rather than the doctor,
unless the doctor agreed to accept the $4,700 as
payment in full and write off the balance. The
doctor readily agreed to our proposition.

On another case, a major national vendor of home
intravenous services sent us a bill for-$54,600. When
we compared their charges to those of our local
hospital-based home health care program, we
discovered that a reasonable charge would have
been slightly under $25,000. We reasoned that just
cutting this bill off at reasonable and customary,

Continued on next page

1992 RIMS conference
NOTHER RISK & InsuranceManagement Society conference
has come and gone. The attendees can
relax-as they face a desk full of
unreturned messages and mail, while
trying to digest the information they
just picked up at the conference.

First, some impressions. The tone of
the conference was somewhat muted,
perhaps reflective of the current
recession, squeezed budgets and the
continued soft market for brokers and

insurers. The exhibit hall was well laid

out and quite impressive; RIMS did an
outstanding job. As in previous years,
the overwhelming focus of attention
was on cost containment, especially
related to workers compensation.

One of the sessions I coordinated

and spoke at, "Managing in the
Maze-Selecting Workers
Compensation Services," emphasized
the explosion of full-service and
niche-service-oriented providers
targeting a $75 billion workers comp
industry. In fact, the majority of
exhibitors had something to do with
workers comp. The bottom line is that
many firms are defining very
specialty-oriented niches, like carpal
tunnel screening services, managed
care for health plans and substance
abuse programs, loss reserving systems
and psychometric testing, which is
stress testing related to workers comp
claims.

Now, to the risk management
information system vendors.

As the old saying goes, "there is
nothing new under the sun." With very
few exceptions, this statement
describes the RMIS industry
represented at the conference. Many of

Use of artificial intelligence
to calculate workers comp

case reserves makes its debut
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Commentary
ll By David A. Tweedy

the old timers were present. In some
cases, the difficult part was in picking
them out. Almost every exhibitor had
some form of personal computer or
system tie-in at its exhibit booth,
whether it was an insurance company,
brokerage, third-party administrator
or specialty firm.

There were two major categories of
system vendors: full-service

risk/claims management information
system providers and specialists. I
counted 17 full-service providers, most

of which are veterans of past RIMS
conferences. The notable exception
was Electronic Data Systems Corp. of
Dallas, the largest insurance

industry-related software vendor
according to Information and
Technology magazine. (Corporate
Systems Ltd. of Amarillo, Texas, is the
largest RMIS vendor, according to the
same publication.) Most of these
vendors followed up on past
conference themes: workers comp, cost
control techniques and risk financing
analysis. Further, they emphasized
technological improvements, like a
more graphic user interface to increase
user friendliness.

In the other group were the
"specialists" that centered their
attention on one specific area. I
counted 13 such businesses, but there

were more, depending on the
definition. There were three major
groups of functional specialties:

• Medical cost management/cost
containnnent.

• Litigation analysis and
management.

• Financial analysis.
Some of the full-service vendors

have specific capabilities in each of
these areas. However, these specialist
firms either subcontract with

third-party administrators or other
risk management information system
vendors, or their products are
purchased or leased by the end user on
a specific case-by-case basis.

I counted eight specialized systems
for medical cost management, and the
emphasis comes as no surprise. This
continues a trend of the recent RIMS

conferences and emphasizes the
concern with the rising cost of the
medical component of the workers
comp system. There were other
vendors that specialized completely on
the group health side. Obviously,
many of these specialists on both sides
are working toward unifying the
system completely for a "24-hour
coverage" capability.

There was the continued presence of
systems focusing on litigation
management. Most of these systems
track the details following a litigated
liability or workers comp case. Again,
traditional RMIS vendors, like

Corporate Systems and Crawford &
Co.'s Risk Sciences Group unit, have
devoted separate modules to this very
important area. Others focus more on
the details of litigation analysis, like

Continued on next page



Dealing with providers
Continued from previous page
and paying $25,000 to the IV firm would have
created three problems.

First, it would have left our plan member with a
balance of $29,600. Second, our plan member would
have complained to the employer, thus creating an
employee relations problem for the employer, and
requiring further involvement for our claim office.
And third, we would have been eliminating much of
the plan member's bargaining power with the IV
firm.

Instead, we gave the IV firm the choice between a
payment from us of $25,000 or nothing. We told
them that if the patient were forced to file
bankruptcy over the $29,600, then we would be
better off to pay nothing and let the patient declare

bankruptcy against the entire $54,600. And for good
measure, we would pay the bankruptcy filing fee.
The result was immediate acceptance of our $25,000
offer, and agreement by the IV firm to write off the
balance.

The individual case negotiation with the doctor is
starting to work well in bills exceeding $1,500 and
smaller bills if the doctor's charge is too far out of
line. This is particularly true when thd patient does
not have sizable assets. We feel that it does not

make much sense to cut a doctor off substantially
for reasonable and customary (but still pay the
doctor), and then expect the patient to deal with the
doctor on the account balance after the health care

plan has given away all of the patient's bargaining
chips.

Why do providers such as the home IV firm bill
inflated charges up to 200% or 300% of prevailing
reasonable and customary rates? It is because
employers everywhere are paying the drastically
higher charges with no questions asked.

We see many claim offices that pay billed charges
without determining the reasonable and customary
amounts. Other claim offices have chosen to avoid

disputes with providers and plan members by

Systems vendors
Continued from previous page
Allan Camp & Associates of Lafayette,
La., and Jury Verdict Research Inc. of
Solon, Ohio.

These specialty systems are much
more closely tied with the vendor's
consulting abilities. Their goal is to
help risk managers, TPAs and insurers
make informed decisions on the

impact of potential jury verdicts or
litigation results.

Finally, there was the usual separate
emphasis on risk financing analysis,
which in years past was one of the
chief attractions of a RMIS.

Today, with the emphasis on cost
containment, loss management and
loss prevention, the risk financing
modules have taken second place.
Nevertheless, they remain very
important.

Perhaps the most interesting
specialty differentiation that I saw at
the conference was in the area of using
artificial intelligence to set case
reserves for workers comp. A
first-time exhibitor in this area is

Micro Insurance Reserve Analysis, or

MIRA, from Risk Data Corp. of Irvine,
Calif. It is an on-line/mainframe/

timeshare system, utilizing a
statistical model based on a data base

containing more than $10 million in
workers comp claims collected from
many insurers nationwide.

Essentially, the MIRA system can
take the data from this historical data

base and predict reserves based on
information taken from the first report
of injury. This capability is quite
intriguing, and I have wondered why
the insurance industry has not

turning up the reasonable and customary formula to
maximize allowances. Employer laxity in allowing
this to happen is a significant contributor to rising
health care costs.

Health care plans are seen by many providers as
an oversized, unguarded Fort Knox. Employers have
more of a "spending" problem than a "cost"
problem. Suggested remedies for this problem
include the following:

• Evaluate your claim office practices to ensure
that your adjusters are not giving away the store.
Ask specifically for the amount of billed physician
charges and the amount disallowed over reasonable
and customary during recent months. Between 2%

Even the most conservative doctors

envy the ease with which some of their

colleagues milk the system. Each year,
more doctors join the ranks of those

who are gouging the public.

and 4% of all billed doctor charges should be
disallowed above reasonable and customary, if you
are clipping the excessive doctor charges properly.

• Amend your health care plan to provide
authority to not pay doctors who are significantly
overpriced. If your plan identification cards refer to
assignment, you may need to revise the language
and issue new cards. In addition, if you have
previously instructed doctor offices on your plan's
acceptance of assignment, you should communicate
revised procedures.

• Ask other payers in your area to take a unified
position on the policy of not recognizing assignment
from physicians who are overpriced. Keep it simple
because complicated coalitions have difficulty in
getting action.

If you do not address this pervasive issue, you will
contribute to the growing health care spending

invested in this area. With the

introduction of MIRA, it appears that
we will be moving toward this

capability.
Both existing and specialty vendors

also are differentiating their services
based on ease of use. One attendee

remarked: "All these vendors are

going GUI." This is an -acrohym for

problem. Even the most conservative doctors envy
the ease with which some of their colleagues are
milking the system. Each year more and more
doctors are unable to resist joining the ranks of
those who are succeeding in gouging the public. The
abuse is having a snowball effect, helped by
employer inaction.

One should note that U.S. group health care plans
were created by hospitals and doctors, for the
benefit of hospitals and doctors. The idea has been a
fabulous success. During our half-century
experiment with these provider revenue
enhancement programs, employers have played a
minor role within the system, other than to pay
most of the bill. Runaway spending has caused
payers to wake up, resulting in the concepts of
managed care, pretreatment approval, preadmission
certification and broader exclusions.

However, the non-recognition of assignment lever
contains more "payer power" than all of the other
available tools combined. With this lever, payers
can lower the fees to those doctors who are

overpriced. Eventually, employers may use this
lever to bargain and contract with providers over
payer approval of facility expansion, unnecessary
equipment duplication, or even to shut down an
unneeded facility.

In short, widespread use of the non-recognition of
assignment lever can bring the payer to center stage
in this country's health care system, as in most other
fields where the party with the purse strings is in
control. And this will happen when payers feel
enough financial pressure to act. m

any improvement that makes a system
more accessible to senior management
or line and staff managers, and GUI
greatly augments this accessibility.
But, when the GUI is just a coverup
for an inadequate system, the

deception should be exposed.
Fortunately, my impression of those
vendors that I review in Betterley's

Perhaps the most interesting specialty differentiation at the
conference was in the area of using artificial intelligence to set
case reserves for workers comp. A first4ime exhibitor showed
an on-line/mainframe/timeshare system, based on a data base

containing more than $10 million in workers comp claims.

graphical user interface that describes
software which is icon-driven and

mouse-compatible with the ultimate

objective of making novices into
confident users with a minimum of

instruction.

Mainframe vendors, in particular,
have been criticized for being

non-user friendly and have made an
effort to develop a "Windows" or
"Macintosh" look. Both Risk Data

Corp. and Corporate Systems are well
along into this technology.

One unnamed competitor

complained that if the focus on GUI is
just "window dressing" and is not

based on a solid system foundation, it
is deceptixe.

I agree with this observation to a
point. I am a strong proponent of a
system being accessible to any level
person at a client company. I support

survey and those attending the RIMS
conference is that they do not fall into
that category.

Joint ventures continue. The last

observation is that this mature RMIS

marketplace is causing more and more
joint ventures or associations between
vendors or specialties.

It is a given that entering the RMIS
industry, as with any mature industry,
represents a tremendous cost barrier.
Even developing a specific niche area
represents a considerable investment
to obtain the capability. Vendors like
Electronic Data Systems and Data
General Corp. of Westboro, Mass., are
using their reputations gained in other
fields to secure a market niche in this

industry. Data General is doing it
through joint ventures with software
firms in the employee benefit, workers
comp and property/casualty fields,

Ron Jones is president Of Mutual
Medical Plans Inc., a third-party
administrator in Peoria, Ill.

giving those firms entrance into their
booth to market their services.

Also, some of the larger vendors
continue to look for joint ventures
with specialty firms, such as in the
medical cost management and
litigation management areas, or even
using the PC-based vendors to make
usage easier for large mainframe

systems, which are anything but user
friendly.

There were predictably few major
changes at this year's conference.
RMIS is a mature industry, and
vendors are seeking to differentiate
themselves through increased
functions, joint venture relationships,
improved user friendliness and new
technology, like multi-platform
abilities to gain or maintain market

share. Artificial intelligence for case
reserving made its entrance at this
conference, and I plan to address this
in a future column.

David A. Tweedy is a senior
consultant for Betterley Risk
Consultants Inc. in Worcester, Mass.

He is the editor of Betterley Risk
Management Commentary and the
author of RMIS Update, a yearly

publication analyzing
major risk

, management

information systems
. , and vendors. Mr.

Tweedy's column on

risk management
information systems

appears the third
Monday Of the month.



Health care survival strategies
System cannot continue
as is, authors of book say

"The Crisis in Health Care: Costs, Choices
and Strategies"

By Richard L. Clarke, Dean C. Coddington,
David J. Keen and Keith D. Moore

Published by Jossey Bass Publishers, 350
Sansome St., San Francisco, Calif. 94104

$32.95

By Christine D. Woolsey

UST AS THE MILITARY relies on strategic andtactical planning and modeling in its efforts to
anticipate the kinds of battlefield situations U.S.
forces might face, employers also should attempt to
identify and select strategies that will be successful
in battling skyrocketing health care costs under
various health care system reforms, say the authors
of a new book.

While it is difficult to predict what type of health
care system will evolve in the 1990s, one thing is
certain: The current system is no longer sustainable.
The authors warn that any notion the future of
health care "will be a continuation of past trends
is erroneous-a dangerous basis for strategic
planning."

In "The Crisis in Health Care: Costs, Choices

and Strategies," the authors-executives of an
economic research consulting firm and the president
of an association of hospital financial
professionals-argue that the health care industry
has lost its ability to control costs and that the
present payment system will inevitably change in
the next several years.

Among the factors the authors identify as key
contributors to rising health care costs are increased
demand for health care services due to the aging
population, technology, the trend toward diagnosing
and treating more patients on an outpatient basis
and the availability of third-party payments. Also,
the authors say, "health care marketing efforts are
designed to stimulate demand, and they have had an
impact, particularly in areas such as mental health
and substance abuse."

Higher operating expenses, including increasing

expenses incurred by physicians and hospitals;
expenses related to excess capacity; and duplication
of services also contribute to health care cost

increases, the authors say. And, they note, "high
physician earnings and the health plan industry
playing catch-up for previous losses" have fueled
cost increases as well.

Like many other researchers, the authors found
that "costs for both physician and hospital services
have been increasing at rates greater than the rate
of inflation, but not nearly as rapidly as health plan
premiums. The move toward managed care was
supposed to lead to cost control, but the results have
been disappointing to both health plan executives
and payers."

The authors argue that "one of the most important
reasons for the big difference between the rates of
growth in physician and hospital costs and in
insurance premiums is cost shifting-passing on the
losses experienced from serving patients who do
not pay anything or whose health coverage pays
only a portion of the normal price of providing
services."

But, the authors go further than simply
identifying the crisis and naming the culprits that
have led the nation to the brink. They devote several
chapters to discussing how hospitals, physicians and
health plans should respond to the health care crisis
and how their long-term strategies and initiatives
should change depending on what type of reform is
adopted. Fouf-scenarios are discussed.

"Several considerations are important in

developing scenarios of what the future payment
system may hold," the authors write. For example,
any reform proposal should address: who will be

covered by health plans, who will pay, what will be
the level of payment and how will providers be
selected.

The authors contend that any reform proposal
must define who is covered. "In our view, without

broadening the base of those covered by health
insurance, and thus reducing the amount of cost

shifting to those with insurance, there can be no
meaningful reform," they say.

And, the authors say, it is also important for
health plans, doctors and hospitals to ask who will

pay, because "the ultimate payer drives the system,
and the payer's preferences dictate the shape of the
delivery system."

While noting that the "political reluctance to
reform the health care system is real," the authors
put forth three possible payment systems:

• Employer-based universal access model. This
would entail an employer-based payment system
with universal access for the currently uninsured,
coupled with a consolidation within the health plan
industry.

• Consumer choice plan. Responsibility for
selecting health plans would shift to individuals and
households, through their own funds or
government-paid vouchers. Universal coverage
would be available for the medically indigent.

• Single-payer system. Implementation of a
Canadian-type health care system at either the state
or national level.

The authors also point out that there is one other
possible reform, called the incremental change
scenario. Under such a reform, "the key change in
the structure of the health care delivery system is a.
decline in the use of fee-for-service and growth in
the contract and capitated sectors," the authors
explain. "This world of cost containment and
managed care favors payers-business, government
and consumers-but has less palatable effects on
providers, the disadvantaged working poor and the
medically indigent."

Under this scenario, "we do not anticipate a
solution to the problem of the uninsured," the
authors note. "We fully expect that the number of
persons in this group will exceed 40 million" in the
early 1990s. "Because of continuing double-digit
health plan rate increases, smaller firms will drop
their health plans, or they will drastically cut back
on coverage. Some firms will find that even if they
want coverage, their prior loss experience will make
it difficult to buy health plan coverage for all their
employees," the authors say.

The authors complete the book by analyzing
various reform proposals and discussing how they
would affect various players, including employers,
providers, the government and consumers.

While it offers no definitive solution, "The Crisis

in Health Care" offers health care policy specialists
another tool for building a solution to the nation's
health care crisis.

Conversion policy must equal prior benefits
The District Court of Appeal of

Florida held that an employee insured
under a group health policy was
entitled to a conversion policy
providing benefits equal to those
which the group coverage provided.

Mary Elizabeth Clark was employed
as an attorney by Gulfcoast Legal
Services Inc. She was insured under a

group health insurance plan
underwritten by Northbrook Life
Insurance Co.

In December 1988, while the policy
was in effect, Ms. Clark was diagnosed
as having cancer. She had surgery in
January 1989 but was unable to return
to work and was totally disabled from
December 1988. Ms. Clark received

full medical benefits under the group
plan through June 30, 1989, the
effective date of her resignation. From
July 1, 1989, through June 30, 1990,
she received an extension of her

benefits pursuant to Florida law.
In March 1989, Ms. Clark's employer

received notice from the insurer that it

intended to terminate the group
coverage effective July 1, 1989. Ms.
Clark exercised her right of conversion

pursuant to the group policy and
requested a policy of equal benefits.
However, the policy issued did not
provide the same level of benefits as
her former group contract.

A lawsuit was filed seeking a
declaration of what benefits she was

entitled to receive. The trial court

granted her benefits equal to those she
had under the group contract.

On appeal, the insurer argued that,
on conversion, it only had to provide
minimum benefits as required by state
law. However, the court said that even

though the policy did not define
conversion, the conversion policy must
provide coverage equal to the benefits
provided in the group plan.

According to the court, the state law
merely established the minimum
criteria a conversion policy had to
nneet.

Northbrook Life Insurance Co. us.
Clark, District Court of Appeal of
Florida, June 12, 1991, Rehearing
denied Aug. 5, 1991 (BI/02/My.-$10)

Injury en route from work

The Supreme Court of Mississippi
held that an employee was entitled to
workers compensation benefits for
injuries occurring en route to and from
work where the employer provides
travel expenses to the employee.

Gwendolyn A. Favre was employee
for two dental services as of

September 1983. She and all other
employees were paid in part for their
automobile and gasoline expenses to
and from work. For such

reimbursement purposes, each
employee was told to clock in 45

minutes before arriving at the office
and to clock out 45 minutes after

leaving the office. This system
compensated Ms. Favre at about $2.73
per day for travel.

On Jan. 26, 1984, at about 6:45 p.m.,
Ms. Favre was injured in an
automobile accident while en route

home. There was evidence that she had

still been at work between 6: 15 p.m.
and 6:30 p.m. that day. Ms. Favre
applied for and was awarded workers
compensation.benefits.

On appeal, the employer argued, in
part, that the case was controlled by
the general rule than an employee is

not within the course and scope of his
or her employment while driving to
and from work. However, the court

pointed out that many exceptions to

this rule have been recognized,
including one where the employer
provides travel expenses to the
employee. The court rejected the
employer's argument that this

exception did not apply here because
the gas money paid to Ms. Favre had
no relation at all to the expense per
mile. The court said payment on a per
diem basis met the exception.

Matheson vs. Favre, Supreme Court

of Mississippi, Sept. 25, 1991
(BI/01/My.-$10)

These abstracts were prepared by
Mayo H. Stiegler. Copies of these
decisions are available by sending a
$10 check payable to Mayo H. Stiegler
to Business Insurance, 740 N. Rush St.,
Chicago, Ill. 60611-2590. List the
number for each opinion.
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Self.insurers must clear legal hurdles
By LOUISE KERTESZ tempt to self-insure all of its ex- • Audited financial statements to cover 75% of the unpaid por- surance program, Mr McEvily

posures "Quite the contrary, for the previous year tion of expected ultimate losses said
ANAHEIM, Calif -Varying Hertz' insurance program in the • A loss-experience record, to be incurred during the self-in- For example, an airport au-

state laws and U S iS a mix of insured and self- showing personal injury and surance period," he said thority typically requires a bid

/[K contractual re- insured exposures," Mr McEvily property damage claims This As a result, an applicant in Ha- bond as part of a company's re-
quirements said record itemizes the number of wall is required to submit a self- sponse to a request for propos-
make self-in- Hertz self-insures its general accidents in which Hertz vehi- insurance bond, "which can run als

suring automobile liability risks liability exposures at the pri- cles were involved in the previ- into some large numbers since "The real magic that is re-
a challenge for large companies, mary level where permitted by ous year, the number of claims the evaluation includes open quired" for a self-insurer in this
although the marketplace con- state statute and purchases vari- settled with and without pay- claims for all years of self-insur- situation "involves the establish-
tinues to make self-insurance a ous levels of excess insurance ment, the number of open claims, ance," Mr McEvily said, noting ment of a relationship with an
necessity, a risk management ex- from commercial insurers, Mr payments on claims and reserves that Hertz recently submitted a insurance broker and with a
ecutive says McEvily explained on pending claims self-insurance bond of more than surety company who understand

"The Hertz Corp is now self- The company purchases work- The state of New York has re- $3 million to Hawaii officials the scope of your operations and
insured because traditional au- ers compensation insurance from cently made self-insuring auto The state of Maine does not the demands of your business, as
tomobile liability insurance lS commercial insurers It also pur- liability "more burdensome," permit "owners of vehicles for both are essential" to respond to
not available or affordable for a chases primary and excess prop- Mr MeEvily said In addition to hire" to self-insure their auto 11- the request for proposal in a
risk of Hertz' size and exposure/' erty coverages in the commercial reporting requirements similar ability, so Hertz has entered into timely manner, Mr McEvily ex-
according to Richard P MeEvily, market to those of California, New York a fronting arrangement with an plained
staff vp-risk management and To illustrate the demands put requires that a self-insurer admitted insurer in Maine, Mr And lt 15 sometimes necess,ary
casualty claims for the Park on self-insurers by various state maintain $5 million of excess lia- MeEvily said for Hertz as a vendor to enter

Ridge, N J -based rental car statutes, Mr McEvily noted that bility coverage and to provide a Because lt needs a fronting in- into a fronting arrangement to
company California requires extensive list of all vehicle identification surer in Maine, Hertz lS hoping satisfy certain parties to a con-

But self-insuring ltS auto lia- documentation to self-insure numbers, Mr MeEvily said that the final version of the Na- tract, Mr McEvily said
bilities in some states means auto liability risks Hawaii has similar statutes for tional Assn of Insurance Com- Self-insurance is not for the

clearing "several hurdles," and An owner of more than 25 ve- automobile liability self-insur- missioners' model act limiting faint-hearted, Mr McEvily said
fulfilling the insurance require- hicles may self-insure its auto 11- ance fronting activities will not be in a question-and-answer period
ments of many of Hertz' contrac- ability risk in California by first "However, the application pro- "too restrictive," he pointed out following his presentation
tual arrangements is complicated making a cash deposit of $35,000 cess for becoming self-insured- Compliance issues also arise He recalled one case in which

by self-insurance, he said with the Department of Motor and for maintaining that status for Hertz as a self-insurer be- Hertz was sued after a driver fell
Mr McEvily spoke at a session Vehicles -in Hawaii has the additional cause it "has entered into a large asleep at the wheel and the vehi-

titled "How To Satisfy Insurance The self-insurer must also kicker of requiring an annual number of contractual agree- cle rolled over, seriously injuring
Requirements Statutory and show that lt can pay judgments evaluation by an independent ments-most notably airport- the driver's wife "On one rental
Contractual" at the American of "not less than $15,000 because actuary to establish the funding concession agreements"-whose we lost $3 4 million" in damages,
Bar Assn 's National Institute, of bodily iniury to or death of requirements for the self-insurer provisions affect Hertz' self-in- Mr McEvily said
which was held last month in one person in any one accident,
Anaheim, Calif, prior to the 30th and not less than $30,000 be-
annual Risk & Insurance Man- cause of bodily injury to or death
agement Society annual confer- of two or more persons in any Bringing in the experts
ence one accident, and not less than

Hertz' rental fleet of approxi- $5,000 because of injury to or de- Self-insurers must make effective use of outside counsel
mately 230,000 vehicles in the struction of property of others in
United States-94% of which are any one accident," he said By LOUISE KERTESZ • Selection of the highest- sel in product liability cases, the
owned by the company-repre- To qualify as a self-insurer in quality local counsel consistent self-insured company must first
sents an annual investment of California, an application must ANAHEIM, Calif -A self-in- with the company's fiscal con- decide which litigation philoso-
about $2 8 billion, Mr McEvily be completed and accompanied sured company straints phy it will follow
said by an audited financial state- /'A needs to make • Prompt and thorough inves- One option is the "brick wall"

Purchasing traditional insur- ment for the three-year period effective use of tigation of claims philosophy, which involves try-
ance would require an auto lia- immediately preceding the date outside counsel • Selection of the highest- ing most or all cases "Few or no
bility policy or policies with of application The statement to be successful in litigation de- quality outside experts consis- cases will be settled prior to trial
limits of $1 million per occur- must reflect a net worth of not fense, says an attorney who spe- tent with the company's fiscal in order to discourage the bring-
renee and deductibles of $10,000 less than $575,000 on the date of cializes in product liability liti- constraints ing of thin liability cases against
to $25,000 for each car, he ex- application gation "You're not going to win the the company," he said
plained The department may also re- An ineffective relationship Super Bowl if you have the "This philosophy lS probably

But such coverage is not avail- quire various other documents with the company may result in Tampa Bay Buccaneers' person- best suited to a very large and
able in the commercial insurance Mr MeEvily said Hertz submits outside counsel being "blind- nel," Mr Rubenstein quipped prosperous corporation, because
market to the state, on an annual basis, sided" by plaintiffs' counsel, • Education of local counsel the cost of defense will be sub-

Hertz, though, does not at- the following who may be more informed and outside experts as to the spe- stantial," he said And the com-
about the case, said Richard H cific product and recurring tech- pany must be prepared to lose "a
Rubenstein, a partner with Wil- fair percentage of cases "
son, Elser, Moskowitz, Edelman Another option is the "soft
& Dickerin New York

A poor relationship touch" philosophy, in which "no
Mr Rubenstein spoke at a ses- cases will be tried, because the

mon titled "Going Bare--The Use may cause outside company cannot live with an ad-
of Outside Counsel" at the verse finding regarding its prod-MarketSearch counsel to be
American Bar Assn 's National uct or cannot afford the cost of
Institute, held here last month 'blindsided,' says defense through trial," he said
before the Risk & Insurance Mr. Rubenstein. Very small self-insurers or
Management Society conference companies that do not have a sig-is pleased to announce the

Mr Rubenstein defined outside nificant number of serious cases
completion of an counsel as ' ' local counsel re- might choose this option, Mr

tained to defend individual suits nical concerns the company has Rubenstem said
A.M. Best's B + Rated and supervisory counsel re- encountered Under a third option, the

tained to manage claims on a This is an area in which "a lot "hard -nosed" philosophy, "most
facility for nationwide basis " of companies go wrong," Mr Ru- cases will be settled, but the

Outside counsel is distin- benstein asserted It's better for most defensible cases and those

R. J. Salisbury & Associates, Inc. guished from in-house counsel, the company to educate local cases which are important from a
which includes "corporate coun- counsel in product and technical philosophical standpoint will be

Bountiful, Utah sel, as well as risk managers and concerns rather than having an tried," he said
other personnel responsible for outside expert do so, he added "This is a reasonable middle

claims management within the • Thorough preparation of in- ground which lS probably suit-
Recreational Industry self-insured corporation," Mr house witnesses for depositions able for medium-sized to large

General Liability Rubenstein said and trial companies, in that the defense
Mr Rubenstein used the exam- "This seems obvious, but many costs should fall m between" the

ple of product liability litigation companies don't do this," he other two options, he said
against a self-insured manufac- said, and instead allow ln-house The philosophy that the com-The undersigned acted as insurance marketing consultant
turer to illustrate the proper use witnesses "to go about their reg- pany espouses should be com-
of outside counsel ular duties The results can be municated to and followed by

MarketSearch Manufacturers that sell their catastrophic " any outside counsel it retains,
products nationwide "have the • Close supervision of outside Mr Rubenstein said

136 President Road Wash,ngton Township, N.J. 07675 potential to be sued in many dif- experts in the conducting of tests The company should evaluate
Telephone (201) 358-1705 ferent Jurisdictions," Mr Ruben- and experiments and in the prep- its ln-house capabilities to de-

Fax (201) 666-2642 stein said They must therefore aration of reports and demon- termine whether lt needs to em-
have a "game plan" for suc- strative evidence, like videotapes ploy outside supervisory counsel
cessful defense of product habil- and charts After deciding to employ out-
ity cases • Coordination of the testi- side counsel, the company should

According to Mr Rubenstem, a mony of in-house witnesses and then properly communicate with
successful product liability de- outside experts to eliminate in- that counsel Such communica-
fense includes-but lS not lim- consistencies and overlap tion involves providing informa-
ited to. To properly use outside coun- Continued on next page



Outside counsel
Continued from previous page
tion on "reporting requirements
and other guidelines fpr case
handling."

"A self-insured company that
is involved in technical litiga-
tion, such as product liability in
multiple jurisdictions, has the
best chance of obtaining favor-
able results and controlling de-
fense costs by not letting local
counsel proceed without close
direction," which involves "a
smooth flow of communication

in both directions," Mr. Ruben-
steinasserted.

"Overall supervision of the
program should be conducted by
an experienced product liability
attorney with hands-on experi-
ence, whether in-house or out-
side the company," he said.

Once it has decided to use out-

side supervisory counsel, the
company should defer in mat-
ters of strategy to that counsel,
which is the "head coach" in liti-

gation against the company, Mr.
Rubenstein said.

"The outside supervisory
counsel's primary role is to en-
sure that the local counsel is per-
forming in accordance with the
company's expectations and is
adopting consistent positions
with local counsel in similar

cases against the company in
other jurisdictions," Mr. Ruben-
stein added.

Outside supervisory counsel
oversees the background investi-
gation of the claim if a suit has
not yet been filed; selects local
counsel and national and local

experts and, "with the assistance
of in-house staff," educates local

counsel as to the product itself
and recurring technical con-
cerns; ensures nationwide coor-
dination and uniformity of re-
sponses to discovery demands;
and supports local counsel in its
various responsibilities, Mr. Ru-
benstein said.

Outside supervisory counsel
also provides analysis and rec-
ommendations for settlement

strategy or trial "based upon
broad experience and cons»1-
ering global factors in addition
to the opinions of local counsel."

Outside supervisory counsel
also provides guidance to the
corporation "regarding (product)
design or warnings changes, re-
trofits (and) reporting require-
ments," he said.

The outside local counsel is the

"quarterback" in the company's
defense game plan, Mr. Ruben-
stein said. Outside local counsel

prepares the case for trial, keeps
the corporation advised as the
case progresses and participates
in the trial, he said.

This involves working with
outside experts and supervising
their work and reporting the
progress of the case to outside or
inside supervisory counsel, Mr.
Rubenstein said.

Outside local counsel also is

responsible for "specifying
available courses of action for

strategy decisions" and making
strategy recommendations, as
well as providing analyses of lia-
bility, damages and legal issues,
he said.

Outside local counsel also

should provide background in-
formation on opposing counsel,
the trial judge and local juries,
Mr. Rubenstein said.

Dennis L. Fetzer, corporate
claims manager for Albertson's
Inc., a nationwide self-insured
supermarket chain headquar-
tered in Boise, Idaho, also spoke
at the session about his com-

pany's experience with selecting
outside counsel. I

By LOUISE KERTESZ

ANAHEIM, Calif.-A company that insures
its exposures through non-

/IK traditional means may be
"ambushed by problems it
never anticipated," warns a

lawyer.
But the key to sidestepping those prob-

lems is to try to avoid having a self-insur-
ance program "characterized as insurance,"
said Jill B. Berkeley of Cassiday, Schade &
Gloor of Chicago.

Ms. Berkeley-who specializes in insurance
law and coverage litigation-gave an overview
of recent case law on self-insurance at a ses-

sion during the American Bar Assn. National
Institute, which was held in Anaheim, Calif.,
last month before the annual Risk & Insurance

Management Society conference.
She noted that "there is no body of law that

addresses the problems of self-insurance," so
self-insured firms must rely on guidance from
developing case law. The issue is complicated

Business Insurance, April 20, 1992 / 27

Beware self-insurance that car and leasing companies
If a court views a self-insurer as engaging

looks like coverage: Lawyer in insurance, several problems may arise
by the fact that firms may be self-insured for
some risks and not others, she said.

Cases often turn on whether a company
that is using non-traditional means to in-
sure its exposures is a "self-insurer" or a
"self-insured," Ms. Berkeley said.

She explained: "If the business is perform-
ing a function related to assuming risk where
no traditional insurance is provided, it will be
referred to as a self-insurer. If it has main-

tained a portion of the risk in relationship
with an insurance company (as in the form of
a self-insured retention), then the company
will be referred to as a self-insured."

Some cases have viewed a self-insurer as

engagmg in "insurance-like behavior," she
said. An example of such behavior would be
filing a certificate of self-insurance with a
state agency to comply, for example, with the
"insurance minimum requirements" for rental

Editorial
Index
Serviee
1992 r

%11

For example, case law is struggling with
the "thorny problem" of whether a self-in-
sured governmental body has waived its sov-
ereign immunity under the general rule that a
governmental body may waive such immunity
by the purchase of insurance coverage.

"Several cases have addressed questions of
whether the form of self-insurance is equiva-
lent to a waiver; does a deductible or SIR re-
move the waiver; does a denial of coverage (by
an insurer) affect the waiver?" she asked.

Another problem, she said, is that if a firm's
self-insured retention "looks too much like an

insurance policy" deductible, the firm may
lose the right to dictate settlement terms.

In several recent cases involving companies
with large self-insured retentions, the courts
upheld the decisions of insurance companies
in the settlements of those cases, even though
the policyholders had objected to the terms,
she explained.

.
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Reinsurers

Net

reinsurance

premiums
written

1991

Largest U.S. reinsurers' 1991 results
Ranked by net reinsurance premiums written. All amounts in thousands of dollars.

1. General Re $2,122,317

2. Employers Re 1,238,283

3. American Re £461,A 893,916
4. North American/Swiss Re 798,677

5. Prudential Re 692,582

6. Berkshire Hathaway 667,035

7. Munich Re 561,048

8. Kemper Re 526,035

9. Transatlantic/Putnam 483,859

10. The St. Paul Cos. 445,504

11. Skandia America Group 404,383

12. Transamerica Re 346,024

13. CIGNA Re 335,825

14. National Re 259,530

15. Constitution Re 256,832

16. NAC Re 233,044

17. F&G Re 211,138

18. Winterthur Re 205,420

19. Scor Re/Unity 172,710

20. Re Capital Re 140,533

Totals for Top 20 10,994,695

Total for all companies 12,282,732

Source: Reinsurance Assn. of America and Business /nsurance

Reinsurer results

Continued from page 3
Mr. Fitt said 1991 "was a dis-

appointing year for most people,
including ourselves."

There was little change in the
U.S. reinsurance market in 1991,
agreed Craig Eisenacher, senior
vp and controller for Prudential
Reinsurance Co. in Newark, N.J.

"There was plenty of sweat, but
no forward movement."

And this year is unlikely to
look much different, he said.

"There's a lot of surplus in the
industry," said Mr. Eisenacher,
noting that the U.S. reinsurance
industry's premium-to-surplus
ratio is less than 1-to-1.

"Things are still muddling
along,'' commented Shaun
Flynn, vp with Standard &
Poor's Corp. in New York. "It
doesn't look like any turn is in
sight, period."

The 65 reinsurers surveyed by
the Reinsurance Assn. of

America reported a combined
ratio of 107.1% for 1991, a one-

point deterioration from the
106.1% combined ratio posted by
a comparable group of reinsurers
in 1990 (BI, April 22, 1991).

Net premium volume for the

1

Net

reinsurance

premiums
written

1990

$2,065,003

1,135,568

875,515

676,082

562,556

435,205

527,421

355,640

483,623

404,904

414,122

313,546

302,574

268,953

318,405

217,106

460,299

172,727

179,502

106,615

10,275,366

11,668,096

group of 65 reinsurers increased
5.3% to $12.28 billion from
$11.67 billion.

The 20 largest reinsurers based
on net premiums written re-
ported a 106.8% combined ratio,
compared with 105.9% in 1990.
This includes reinsurance opera-
tions of Berkshire Hathaway Inc.
and Kemper Corp., which do not
participate in the RAA survey.

Net premium volume for the
Top 20 rose 7% to $11 billion
from $10.28 billion.

While many reinsurers bemoan
the state of the market, one exec-

utive points out that conditions
are not as bad as they could be.

Steven Bensinger, president
and chief operating officer of
Skandia America Reinsurance

Corp. in New York, said the rein-
surance market is not as undisci-

plined as it was in the early
1980s, before the last hard mar-
ket. "It's much more realistic

pricing today than it was then."
The large rate deficiencies of

the early '8Os have not reap-
peared, he said.

Still, Mr. Bensinger said, the
overall market continues to stag-
nate, while claims costs continue
to rise with inflation. This means
that even if terms and conditions

HealthChicago, Inc.

has been acquired by

=Humana

Health Plan, Inc.

The unders,>ined represented //calthChicago, Inc.
in this transaction.
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Polkyholders
surplus

(reinsurers

only)

$3,363,071
1,453,185

735,708

723,561

590,284
N/A

669,584

N/A

414,463
N/A

353,011

229,645

242,011

253,657

246,844

230,040

N/A

178,208

224,327

102,609

10,010,208

13,686,362

Net

income

1991

$612,767

307,408

157,763

59,898

62,568

N/A

46,950

N/A

64,804

N/A

27,534

37,721

26,990

55,150

32,240

32,317

N/A

14,903

30,719

7,177

1,576,909

1,866,644

Losses

& loss

adjustment
expenses

$1,535,714

905,077

673,411

508,696

534,938

731,917

418,775

426,080

404,764

442,434

304,926

271,736

279,070

194,740

183,930

164,773

124,714

144,925

113,184

82,448

8,446,252

9,148,011

remain stable, reinsurers' costs

continue to grow as claims costs
increase, he said.

"You're losing ground by
standing still" and, as a result,
reinsurers "may be lulled into a
false sense of security and ease,"
he warned.

Mr. Bensinger said that while
he is disappointed with the rein-
surance industry's underwriting
results, "I think margins will not
really have the pressure on them
(for reinsurers) to make the
really tough underwriting deci-
sions" until investment returns

worsen.

Mr. Bensinger noted that
Skandia America has tried to in-

troduce higher rates, "and in al-
most all cases, the business
moved somewhere else for better

terms."

Paul Ingrey, president of F&G
Re, a unit of USF&G Corp., also
pointed to investment returns as
a factor in reinsurers' higher
profits. "I think that the results
are coming from the wrong
place. They're not coming from
underwriting returns."

The RAA reported that U.S.
reinsurers' net income was up
21.8% to $1.58 billion in 1991,
compared with $1.29 billion in
1990.

Reserves could also be a con-

cern, Mr. Ingrey added, noting
that the property/casualty insur-
ance industry's reserve increases
last year were the lowest they
have been in at least 20 years
(BI, April 6). "If you look at the
numbers, they appear adequate,"
but problems could emerge in fu-
ture years, he said.

"I'd say there's some signifi-
cant underreserving going on,"
agreed James Roberts, president
and chief executive officer of Re

Capital Reinsurance Corp. in
Stamford, Conn. Published re-
sults, he said, are "unrealis-

tic. . . .True results are probably
appreciably worse."

"Combined ratios, I think,
have yet to reflect anything close
to the full effect of the last five

to six years of softening rates,"
said Mark Mosca, vp and man-
ager of the treaty department at
NAC Re Corp. in Greenwich,
Conn.

In addition, he said, the ca-

sualty exposures the industry
has assumed over the last few

years have not yet been reflected

Loss

ratio

72.5%

76.5

73.0

69.7

78.1

115.2

77.4

84.2

81.4

100.4

76.8

76.8

83.8

72.2

74.4

71.8

56.9

74.9

65.5

61.1

78.1

76.1

Underwriting

expenses

$630,343

343,223

264,915

289,222

233,981

20,577

180,177

112,315

125,817

137,401

137,365

97,335

74,515

78,987

83,734

85,012

64,436

67,211

63,629

57,407

3,147,602

3,805,355

in its reserves.

"I think it's only a matter of
time" before loss experience
from long-tail exposures devel-
ops and has "a real impact on fi-
nancial statements," he said.

The question, said Mr. Mosca,
is whether this happens before or
after the market hardens.

U.S. reinsurers' losses and loss

adjustment expenses jumped
15.6% to $9.15 billion in 1991, up
from $7.92 billion in 1990, ac-
cording to the RAA.

Underwriting expenses rose
16.2% to $3.81 billion last year
from $3.27 billion in 1990, the
RAA reported.

Mr. MoseE£ also said he believes

the U.S. reinsurance industry's
5.3% premium growth primarily
reflects financial reinsurance
transactions.

If financial reinsurance was

excluded, he said, "you would
not see much, if any, growth in
actual premium writing."

Mr. Mosca said he does not

know when the market will turn.

"The continued accumulation of

capital is really a strong deter-
rent against a general turn in the
market," he said.

The market appears to recog-
nize its problems in narrowly de-
fined areas like catastrophe,
directors and officers, and petro-
chemical risks, but it has not
spilled over into other areas, he
said.

Furthermore, in addition to an

apparent abundance of capital,
reinsurers' reported results are
not particularly bad, which
means "there's no impetus for a
change," said Mr. Mosca.

"I think we're going to see
some deterioration this year,"
said Bard E. Bunaes, chairman
and CEO of Constitution Rein-

surance Corp. in New York.
"It's going to get worse before

it gets better. It has to. The re-
sults are not bad enough to force
a turnaround," he said.

"I don't see significant price

strengthening before the end of
the year," agreed Michael Smith,
an analyst with Lehman Bros. in
New York. The fact that the

pricing cycle has not turned on
the primary level "is certainly
going to work itself up to the re-
insurance market in terms of

price adequacy, given the fact
that reinsurance premiums are
driven by premiums written by

Expense
ratio

29.7%

27.7

29.6

36.2

33.8

3.2

32.1

21.4

26.0

30.8

34.0

28.1

22.2

30.4

32.6

36.5

30.5

32.7

36.8

40.8

28.7

31.0

Combined

ratio

1991

102.2%

104.3

102.7

105.9

111.9

118.4

109.5

105.6

107.4

131.2

110.8

105.0

106.0

102.7

107.0

108.3

87.4

107.6

102.3

102.0

106.8

107.1

Combined

ratio

1990

99.0%

102.9

103.7

108.7

119.1

106.2

107.4

113.2

107.0

130.8

110.2

105.6

107.4

102.0

107.7

108.2

95.9

105.4

101.6

99.0

105.9

106.1

the primary companies," he said.
But the shift away : -om pro-

portional business has msulated

most reinsurers, partil larly the
big ones, from the wog t aspects
of the cycle, Mr. Smith: kid.

As a result, he predi ted that
while the combined r4tio may
deteriorate a small amolint over

the next year, the reinsurance in-
dustry will throughout the soft
market see "results that are, in
actuality, not bad."

Mr. Smith observed also that

the top 10 to 15 players are "in
the catbird seat" as business

moves toward the larger rein-
surers. For the other companies,
particularly small reinsurers
having difficulty obtaining ade-
quate retrocessional coverage, it
will be "tough going," he said.

Jerome Karter, president of
Scor Reinsurance Co. in New

York, a unit of SCOR U.S. Corp.,
said the reinsurance industry's
"de-coupling" from the primary
industry's fortunes has led to im-
proved reinsurer results. That
has occurred as the proportion of
excess-of-loss business has in-

creased and primary insurers
have increased their retentions.

But, he added, "generally, the
market as a whole is not exactly
in great shape, and risks are still
being underpriced in most
areas. . . and, unfortunately, I
don't see any change in that
yet."

He added that as long as rein-
surers reserve properly, make the
right kind of investments and
maintain a careful underwriting
policy, they will be in a strong
position when the market does
change, "which it will."

"I don't see any real change
until 1993 and beyond," said
Mark Hinkley, senior vp of Tran-
samerica Reinsurance Co. in

Stamford, Conn. Mr. Hinkley
said he believes 1992 is similar to

1982, when people were also pre-
dicting that the market might
never turn, though he does not
believe that the next turn will be

as severe as in the mid-'8Os.

The market could turn at the

end of 1993, said F&G Re's Mr.
Ingrey, noting the likely triggers
will be inadequate reserves,
lower investment gains and in-
creasingly negative cash flows.
"To the extent these come to-

gether, it will tend to hasten the
process," he said. I
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Health promotion Ms Wilhams added sure the results may cost as much Some 41% of employers said they leal plan
And, while Imlang contnbution as the program offer an on-site exercise facility, Only 15% of employers offenng

Continued from page 1 rates and coverage levels to an m- Other employers, Ms Williams, while 38% provide exercise classes health appraisals impose penalties
health of employees and ultimately dividual employee's health is con- said, have read of other employ- In addition, 32% obtam corporate or provide incentives to encourage
help control health care costs troversial, employers are carefully ers' success with health promotion discounts on health club dues and participation Incentives or penal-

At one end of the spectrum, this communicating those programs to programs and are convinced the 32% provide fitness education ties include different employee
could mean simply distributing win over employees, she said programs will work Those em- classes And, 22% of employers contributions to the medical plan,
newsletters with tips for better Employers may explain that ployers say it isn't necessary to try subsidize the cost of off-site exer- different flexible benefit plan
health, subsidizing health club benefits are part of a total com- to measure results cise classes or health club member- credit allocation, prizes or,.in the
dues and offenng smokmg cessa- pensation package and that com- Employers cite a variety of ob- ships case of 2% of employers that re-
tion classes At the other end of the pensation should be the same for lectives in health promotion The While corporate exercise facili- sponded, requiring a health ap-
spectrum, employers amend their employees with identical work ex- two most popular were improving ties may be popular with work- praisal as a condition of employ-
health care plans to tie employee penence doing the same Job employee health, cited by 86% m ers, Ms Williams questions how ment
premium contnbutions and cover- A company may say that if it is the survey, and contammg health good an investment they are for Other employers offer health risk

age levels to health factors like to keep compensation costs equal costs, cited by 84% Improved em- employers assessments-physical and bio-
cholesterol levels or tobacco use for employees with identical work ployee morale was cited by 40% They provide a convenience for medical tests that screen for spe-

The Hewitt survey found that experience and shll, it has to raise Most-88%--of employers said employees who probably would be cific health conditions, like high
more than a handful of employ- deductibles for employees whose they designed their own health exercising anyway Meanwhile, the blood pressure or diabetes
ers have redesigned their medical health decisions, hke smoking, re- promotion program, while 19% 250-pound employee who is afraid Fifty-nine percent of employers

plans to base coverage levels on sult in higher absenteeism and used an outside vendor and 10% of how he or she would look in a offer assessments, Including 56%
employee health (BI, Feb 17) higher company compensation used an association, like the leotard probably won't go," Ms on a voluntary basis and 3% on a

Nine percent of surveyed em- costs American Heart Assn Some 7% Wilhams said mandatory basis Thirty percent of
ployers tie contribution rates or "That is a message we are see- used a local hospital and 10% Other employers take a more di- employers do not provide assess-
coverage levels to employee health mg a lot of," Ms Wilhams said tapped other sources, hke a local rect role m health promotion For ments, while 11% say they may
or hfestyle decisions, while 10% are Steps employers are taking to health club or a health mainte- example, 51% of employers said offer assessments within the next
considering doing so within the improve employee health are de- nance organization they offer health rlsk appraisals, a two years

next two years tailed in the Hewitt survey, "Man- While employers typically design written questionnaire m which em- Eighty-three percent of employ-

"Employers have taken a lot of aged Health Employer Health health promotion programs mter- ployees are asked about certain ers do not impose penalties or give
steps to try to control medical Promotion Initiatives " Some 618 nally, they often bnng in outside health habits, like smoking or ex- Incentives to employees to partici-
plans costs, but costs continue to employers, most with more than experts, like consultants, to discuss ercising Feedback from the ap- pate in health assessments, while
go up," notes Leigh Williams, a 1,000 employees, were surveyed, ideas praisals can help employees detect 2% make participation a condition
Hewitt consultant in Lincolnshire 76% offer at least one health pro- "Employers want to hear about certam health conditions they may of employment Other employers

"Now, employers are moving to motion activity the experiences of other com- not be aware of, and may identify base either employee contributions
the next frontier, a move to a more For various reasons, employers panies Some companies will ask unhealthy aspects of their lifestyle to the medical plan or coverage
targeted approach, by trying to aren't sure whether health promo- us 'Take a look at what we are that can be changed levels on participation in a health
manage nsks, like cholesterol, that tion programs are actually savmg domg and tell us what we can do Among employers offering assessment program
dnve up costs It is a more active, money, Ms Wilhams said better or differently ' They will health appraisals, 38% provide Fifty-four percent of respon-

targeted approach, unlike wellness For employers that take only want to know whether they are them at all corporate locations, dents said they use a local hospi-
programs, which often are used by small steps-like publishing a uslng their resources wisely," Ms 27% provide them at corporate tal, clinic or specialized firm, like a
employees who already are well," health newsletter-trymg to mea- Wilhams said headquarters and certam other 10- mobile testing service, to conduct

cations, 15% offer them only at health risk assessments, while 33%

Oregon controversy corporate headquarters, 13% with conduct the tests in house and 13%
one location offer at that location, use other methods, like a combina-

Continued from page 3 The department contends that SAIF Executive Vp Katherine while 3% offer them only at certain tion of providers
In a report released m Febru- SAIF takes too narrow a view of Keene says nothing in the new non-headquarters locations Four Employers also are trying to im-

ary, the Insurance Department said what constitutes "medical evidence claims settlement act--or any other percent offer appraisals at other prove the health of their employees
that SAIF's denial rate for disa- supported by objective findings," state law-will make SAIF change locations, like an HMO by paying a higher percentage of

bling claims was substantially which is the legal standard for a ltS current claims handhng proce- Of those employers offenng ap- expenses for certain preventive
higher than the denial rate by pri- compensable claim dures, because they comply with praisals, 69% provide them only to services ln thelr Indemnity plans
vate and self-insured employers in That issue is bemg htigated by existmg law employees, while 13% provide For example, 21% of respondents
each of the past four years A disa- a SAIF workers comp claimant be- SAIF lS challenging the regula- them to employees and spouses re- provided higher levels of coverage
bling claim typically involves more fore the Oregon Court of Appeals tors' motives and conclusions gardless of whether they are co- -compared to other medical ser-
than three lost days of work or a The department followed its "This process has not been objec- vered under the medical plan Four vices-for mammograms, while
permanent disability study by warning SAIF to better tive," Ms Keene asserted percent only provide them if the 19% offered a higher level of cover-

For example, dunng the first 10 adhere to state requirements in ad- She also complained about "ex- employee and spouse are covered age for both Pap smears and well-
months of 1991, SAIF demed 29% mmistering claims cessive" regulation, which she said by the medical plan child care

of all disabhng claims, according Department Director Gary K favors less efficient Insurers In addition, 11% of employers

to the department Originally, the Weeks later told SAIF that the de- "The notion of the regulator that say they offer health appraisals to Coples of "Managed Health Em-
msurer's denial rate was reported partment would conduct "a com- all msurance companies must play employees, spouses and dependents plot/er Health Promotzon Inttia-
at 44 9%, but that was reduced phance examination" 11 December by the same rules is fme To expect regardless of whether they are co- tives," are available from Diane
after a SAIF reporting error was "to assure that (its) claims manage- all companies to conform to an in- vered by the medical plan, while Schuett, Hewitt Associates, 100
corrected ment practices are in compliance correct interpretation of those 3% offer appraisals only to em- Half Day Road, Lincotnsh:re, Nt

Still, the corrected figure is with the law " rules rewards mediocrity," SAIF ployees, spouses and dependents 60609-708-295-5000 The cost is
nearly double that reported by prl- Immediate sanctions were not said in its response to the depart- covered under the company's med- $75
vate insurers and self-insured em- sought for several reasons, melud- ment's report
ployers m the state, the department mg the fact that the state's conclu- The regulator's approach is

charges sions were based on a survey of "fundamentally flawed" because it
The department also compared 1991 claims, most of which SAIF fails to recognize SAIF's historic ..

SAIF's claims handlmg to that of processed before lt was sublect to mission to improve the system
the state's largest private work- Oregon's Unfair Claims Settlement through effective competition, 75**When 1-
ers comp insurer, Liberty North- Practices Act, a department SAIF said
west Insurance Corp, a Portland- spokesman said The act became Despite SAIF's recalcitrance, Mr
based unit of Liberty Mutual In- effective Sept 29,1991 Weeks said that recent conversa- 4 t- Common Problems I
surance Co The state Senate's Labor Com- tions with SAIF personnel Indicate

That companson led the depart- mittee held a hearing last month that the insurer is making some
ment to identify "several issues of on the controversy that has deve- changes in its practices Require Speciallt
concern" with SAIF's practices loped since the department re- For example, Mr Weeks has
These included SAIF's leased its a report and raised ad- heard that SAIF claims handlers Z 11  Solutions. . \-»-»• Investigation of claims ditional concerns are making more of an effort to \

"While SAIF's clauns phllosophy For example, the Senate com- investigate individual claims be-
requires Investigation m determin- mittee questioned why SAIF co- fore deciding whether to accept or
ing compensability, in practice, vered the cost of medical payments reject them
claims are denied prior to the com- for inlured workers whose claims SAIF demed that it has altered

STAR
pletion of an investigation," the were denied, according to Annette ltS procedures for the handhng of

INSURANCE

department's report said This oc- Talbott, committee counsel claims COMPANY*

curred in 153% of the files exa- The department's Mr Weeks The controversy has sparked "a
mlned, the report said says the department's position is lot of concern" by legislators and 5 dedicated exclusively to

• Proof-of-injury requirements also supported by a Feb 12 opin- groups interested in workers comp, * ASSOCIATION PROGRAMS
"SAIF places the burden of proof ion letter from the state's Depart- said the Labor Committee's Ms * RISK RETENTION GROUPS

on the worker at the time the claim ment of Justice to SAIF Talbott
7

is filed," the report said However, The opinion stated that many of
* CAPTIVE INSURANCE COMPANIESSAIF's proponents include two

the law requires that the burden of the claims-handling investigations business groups that offer their * INSURED PROGRAMS

proof not fall on the worker unless by SAIF that the Department of member companies an option of Y * PROGRAM MANAGEMENT
the claim ends up m htigation Justice studied were "clearly ade- participating in group workers * REINSURANCE

In addition, SAIF routinely quate" under the old standard but comp insurance programs under-
denies claims when it has any rea- "may well have been ludged de- wntten by SAIF
son to doubt whether a claim is batable or clearly inadequate" "Let the system work and quit 'The Right Track"
valid, according to the report under the newer standard bothering SAIF, which iS doing a

For intorrncitior and our . i.leu
SAIF "does not differentiate be- However, Chris Davie, SAIF's magnificent job," said Karl Fre-
tween 'doubt,' 'any doubt' and 'le- manager of governmental affairs, derick, vp and director of legis- (011[act Dick Marshall or Joe D,Pasquale

Btlmate doubt' m their compensa- emphasized the "may" in that lation for Associated Oregon In- 26600 Telegraph Ra • Southtie,d Mi 48034
bility determinations," the statement and said that "the new dustnesm Salem 1800) 482-2726 (3131 358-4020
department said standard wasn't applied" in the "SAIF appears to be the only

VU"irwo n most Ng.

• Analysis of medical evidence Justice Department's study Continued on next page
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NAIC, industry square off over dividend limits
By MEG FLETCHER Insurers fear model law will cause insurer capital to dry up the high level of interest in the

risk-based capital topic at thisSEATTLE-State insurance reg- dividends annually, though the have laws that are identical to the without prior regulatory approval, tune
ulators are squanng off against m- regulatory group's staff is trying to 1986 model act, while others-in- he said
surers, bankers and state legisla- develop such data However, nearly all regulatorycluding some accredited states- "The most objectionable aspect discussion of the issue had beentors over the appropriate definition The NAIC committed itself to the have adopted what appears to be of the current extraordinary divi- behind closed doors until now, 1-of "extraordinazy dividends" paid tougher standard late last year unacceptable wording based on the dend provision is the NAIC's con- surer spokesmen counteredby insurers after reviewing the issue at the re- pre-1986 model law dition that a single test must be In other action at the NAIC'sAt issue is the size of dividends quest of accreditation review Mr Pomeroy, who chairs the ac- apphed to all companies regardless Seattle meetingan insurer can pay to individual teams, which evaluate whether an creditation committee, declined to of their financial situation," said • David B Simmons, the NAIC'sand corporate shareholders with- Individual state has enacted stan- categorize the states except to say Lenore S Marema, vp-legal and general counsel, was promoted toout approval from state regulators dards that are similar to certain that a state's dividend scheme must regulatory affairs for the Alhance executive vp, the organization'sThe National Assn of Insurance NAIC model laws
Commissioners says that extraordi- be evaluated and, if not in comph- of American Insurers in Schaum- highest admmistrative position, ef-The teams sought NAIC guid- ance, must be changed or the state burg, Ill fective last weeknary dividends that exceed the ance last year because they were unll rlsk decertification by as early The new, tougher standard for He wtll succeed Sandra L Gil-lesser of 10% of surplus or net m- uneasy about whether states as Oct 1, 1993 extraordinary dividends should fillan, who is resigning to own andcome should be subject to regula- should be allowed to use the old The NAIC accreditation program apply only to financially troubled manage a country inn with hertory approval That language lS dividend standard and receive ac- generally gives accredited states insurers, she said
contained in the NAIC's 1986 creditation husband in Estes Park, Colo Ms

two years to comply with changes
model act for insurance holding In addition, the NAIC's "strong" Gilfillan had been executive vp for"The Financial Regulation Stan- in accreditation standards focus on extraordmary dividends nearly five yearscompanies dards and Accreditation Commit- New Hampshire state Sen Leo seems "unwarranted" at this time Mr Simmons, 42, has been theRequinng prior approval for div- tee extensively debated this W Fraser, speaking as chairman because of significant improve- NAIC's general counsel since Mayiden(is exceeding that benchmark issue and determined that the of the National Conference of In- ments in state solvency regulation, 1988 Before joining the NAIC, heallows state Insurance departments 'lesser of' language must be present surance Legislators' Task Force on Ms Marema added served as assistant commissionerto prevent excessive dividend pay- in order for a state to be accre- Insurer Solvency, said that while The rigid requirement of a and chlef counsel to the Arkansasments that could jeopardize the dited The Executive Committee NCOIL generally supports the "lesser of" standard should be re- Insurance Department
solvency of an Insurer, regulators adopted the Accreditation Com- NAIC's accreditation process, state laxed, because it is "a meehan- The NAIC honored Ms Gilfil-contend

mittee's position and it was then insurance regulators need to be leal, artificial rule" that creates a lan by renammg the Robert Din-However, insurers, bankers and endorsed" by the full NAIC m De- wary of "overly restrictive barners roadblock to an insurer's abihty to een Award, its most prestigiousstate legislators generally want a cember, Mr McCartney said
higher threshold, like the one in to upstream dividending from in- reward investors with dividends, award for state insurance regula-"After legislative sessions began, surers to affihates and parents " said James M Jackson, vp and tors, the Dineen-Gilfillan Awardthe old model act, which was "the opposition to the 1986 language "Indeed, the record shows that deputy general counsel of Transa- • The NAIC announced a newgreater of 10% of surplus or net in- began to mount m several states insurer solvency can be best served merica Occidental Life Insurance operational plan for quarterlycome "

Lobbyists and others advocating when dividend channels within Co m Los Angeles meetings beginning in June thatIn addition, they would like to against the stncter standard have holding company systems are kept Had the rule been in place m will delay plenary sessions, whereconsider other ways to limit reg- conveyed misinformation--some of open," he said "In the first half of California during the past eight members take final votes on rec-ulators' ability to intervene m m- which has been attnbuted to me» 1991 alone, capital mfusions from years, Transamerica Occidental ommendationssurers' dividend payments to in- which has been effective in block- would have had to seek pnor no-crease investors' comfort level ing legislation in several states," he Under the new plan, the NAIC
tification m four of those years be- will take final votes on issues dis-Critics of the new model act said 'There is no going fore paymg dividends, he saidwarn that if the benchmark is not cussed during a quarterly meetingThe misinformation included

raised, insurers will find it more statements that the NAIC never back to the old Such a rule is "puzzling" to in- on the opening day of the next
vestors and lenders who greatly meeting Under the old format,difficult-and more expensive-to voted on the new standard, that

attract capital, which in turn could it now is considering reversing its standard,' says NAIC prize predictability and who be- final votes on issues discussed dur-
reduce capacity decision to adopt the standard or President William come "nervous" at the prospect of ing a quarterly meeting could have

However, "there is no gomg back plans to do so in the future H. McCartney. regulatory approvals for dividend been taken on the flnal day of that
payouts, Mr Jackson said The re- meetingto the old standard," NAIC Presi- It is "simply unacceptable" to sult is to discourage lending anddent William H McCartney, the think that the NAIC would reverse The new schedule wlll allow reg-

Nebraska insurance commissioner, its position and go back to a investment in the insurance mdus- ulators to consider issues for sev-
try, he said eral months before taking a finalvowed at the start of a pubhc hear- "greater than" standard, Mr parent companies improved the fi-

ing held during the NAIC's spring McCartney said at the hearing Meanwhile, B Shelby Baetz, se- vote
zone meeting in Seattle nancial positions of 10 large hfe in- nior attorney with American Gen- • Eight consumer representa-However, NAIC leaders now say surers " eral Corp in Houston, suggested tives attended their first NAICThe difference between the two they would consider as acceptable Sen Fraser urged state insur- that "the best way" to ensure an meeting as part of an NAIC ef-standards is significant, he empha- a state law that lS substantially ance regulators to give state leg- Insurer's capital adequacy is to use fort to broaden Input into the de-sized

similar to the "lesser of" language islators three options in drafting a dividend-approval requirement velopment of regulationsAn NAIC study of stock insur- "Verbatim comphance is not re- state legislation containing a pnor based on an insurer's risk-based The NAIC allocated $50,000 thisers' dividend payout capabilities m quired," said Earl R Pomeroy, in- approval standard for dividends or capital (BI, Dec 9,1991) year to help pay those representa-1990 showed that property/ca- surance director of North Dakota risk being criticized for usurping For example, a company with tives' expensessualty insurers' collective dividend and chairman of the Accreditation legislators' prerogatives Those op- a nsk-based capital (to surplus) • The NAIC released for com-payment ability, without regula- Committee While the "greater tions include the NAIC-preferred ratio of 100 would be sublect to ment several model laws, includ-tory approval, was nearly $8 5 than" language alone is not al- "lesser of" language, the "greater the 'lesser of' restriction A com- ing one designed to protect thebillion if the standard was set at lowed, a law incorporating the of' language or establlshment of a pany with nsk-based capital ratio rights of policyholders when theirthe "lesser" of 10% of surplus or "greater than" standard with other uniform standard of 10% of pollcy- of 150 or greater would be sublect pollcies are transferred from onenet income, compared with nearly restrictions "may not be deal kill- holder surplus to the 'greater of' restriction A insurer to another through as-$206 billion if approval was not ers," he said NCOIL's recommendation "sup- company with a risk based capital sumption of reinsurance contractsrequired unless dividends exceeded The NAIC held the hearing at ports prior approval by commis- ratio of 125 would be subject to a The model, which primarily af-10% of net income or Surplus, ltS Seattle meeting to receive tes- sioners of dividends or accumula- limit equaling the sum of the fects individuals who purchase an-whichever is greater For life/ timony from about a dozen peo- tions of dividends that impair 'lesser of restriction, plus 50% of nuity-type products from life in-health Insurers, the "lesser" stan- ple on what other "dividend re- solvency But, at the same time, it the difference between,the 'greater surers, states that a policyholder'sdard would have permitted $5 7 striction schemes" could be would leave room for state enact- of' restriction and the 'lesser of' re- consent is implied after two noticesbillion in dividends without regu- "substantially similar" to the 1986 ments which respond to state needs striction," she said m a statement are sent during a three-year pe-latory approval, compared with standards, Mr McCartney said and the financial condition of do- However, Vincent Laurenzano, I'tod$13 1 billion under the "greater" The regulators' mtroductory re- mestic insurers within national chief of the New York Insurancedefinition However, Joseph M Belth, anmarks have gone a long way in minimum standards," Sen Fraser Department's Property Companies Indiana University Insurance pro-"The difference iS dramatic and clanfying the situation, said Phil- said
completely illustrative of the rea- hp Schwartz, vp-financial report- Bureau, is concerned about pro- fessor and editor of an Industry

"The old rule is too permissive posals that attempt to use the newsletter, is urging consumers toson that the now-replaced 'greater ing and associate general counsel and the new rule lS too restric- NAIC's nsk-based capital thresh- contact the NAIC to demand that aof' standard cannot be viewed by with the American Insurance Assn tive," said David J Brummond, as- olds for purposes other than the policyholder's affirmative consent any reasonable stretch to be 'sub- in Washington, D C But, "we still sistant vp and assistant general hmited ones for which they were be necessary before a transfer andstantially similar' to the 1986 lan- need to get a clearer understanding counsel of the National Assn of designed
guage," Mr McCartney said that insurers give policyholders theof what will be acceptable as 'sub- Independent Insurers in Des NAIC Vp Steven T Foster, the Information necessary to make aThe NAIC does not know how stantially similar,1 " he said
much Insurers actually pay out in Plaines, Ill Insurers need greater Virginia insurance commissioner, sound decision on whether to agreeAmong the states, only a few lat*ude in their dividend practices said he was "lust astonished" at to the transfer .

Oregon controversy
Continued from prevlous page However, SAIF's refusal to fol- Liberty Northwest Out

despite upcoming personnelinsurer taking full advantage of low the Insurance Department's SAIF's assertions that lt lS Labor also lS critical of SAIF changesthe tighter claims standards in request to examine its claims doing things correctly is "ludi- "We are concerned SAIF iS SAIF President Stanton Fthe (workers comp) law, which handling process causes us great crous," said Steve Beckham, Lib- denying disability claims at two Long is leaving to become presi-benefits employers," said 3eff concern," says NFIB State erty Northwest's government af- times the rate of private carriers dent of the cost containment di-Davidson, an official of the Ore- Director Joe Gilliam in Salem fairs manager "I don't think and self-insured employers," vision of American Internationalgon-Columbia Chapter of Asso- "By SAIF not wanting to re- SAIF is complying with the letter said Brad Witt, secretary-trea- Group Inc m New York aroundciated General Contractors view their practices, it appears of the law or the spirit of the surer of the Oregon AFL-CIO He May 1 His replacement will beHowever, the Oregon office of to the public that SAIF is taking law "
the National Federation of Inde- unfair advantage of injured said the union "fully supports" named by the SAIF board

SAIF's claims handling prac- the department's oversight and Oregon's governor also will bependent Business has a different workers, which could lead to tices have not put Liberty regulatory activities
view appointing two members ofsupport to undo the reforms," he Northwest at a competitive dis-

"We support the idea of ag- said Meanwhile, SAIF's orientation SAIF's five-member board of
gressive claims management advantage, but its tax-exempt and operations are expected to directors when terms expire in

SAIF's opponents also include status has, Mr Beckham pointed continue essentially unchanged June
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Battle for Skandia has no clear winner
By MARIA KIELMAS to suffer from its involvement in mental in the short term," said tion," says Jonathan Lawlor of company's shareholding in Bal-
and GAVIN SOUTER the deal, S&P said Paul Galpin, a vp with S&P in London-based Kleinwort Benson tica and Skandia had a "negative

Under an agreement reached London Securities "Reading between the effect on the investment result,
LONDON-The resolution of April 9, Skandia will buy 100% If the purchase goes through, lines, no continental white and also the direct return de-

attempts by Denmark's Hafnia of Hainia through a stock swap, Skandia will significantly in- knight was going to come along teriorated as a consequence of
Insurance Co Ltd and Norway's merging it into its Danish opera- crease its debt due to the debt and rescue UNI Storebrand and interest expenses connected with
UNI Storebrand A/S to take over tions And, m return for surren- owed by Hafnia, he said Hafnia, SO lt had to be an inter- capital tied up in the invest-Skandia Insurance Co Ltd of dering its Skandia stake, UNI Prior to the move on Skandia, nal solution It does leave a few ments "
Sweden may hurt the credit rat- Storebrand will obtain all of Hafnia had acquired a 33 7% ends untied and it was an igno- Tim Dawson, stock analyst atings of the companies involved Skandia's international reinsur- stake in Denmark's largest ln- minious exit for UNI Store- Merrill Lynch Capital Markets in

Standard & Poor's Corp last ance operations, with the excep- surer, Baltica Insurance Co Ltd brand " London, said "Hafnia manage-week placed several Skandia tion of its U S reinsurance arm, Other analysts, many of whom One outcome of the tussle is ment have gotten their just des-
units on CreditWatch with nega- Skandia America Reinsurance have been very critical of the ex- that Hafnia Chief Executive Per serts To quote Oscar Wilde, to
tive implications S&P cited the Corp (BI, April 13) ercise from the outset, believe Villum Hansen and Deputy Chief do it once with Baltica may bedebt Skandia will incur to extri- "In the long term, it's quite a the deal lS untidy but the best Executive Henrik Klaebel have unfortunate, to do lt twice with
cate itself from the tussle, as well fundable deal for Skandia but lt that could be arranged resigned Skandia smacks of carelessness "
as poor 1991 results will take lt quite a long time to "It's the best of a bad Job It Hafnia's annual statement, Mr Dawson adds, "UNI Store-

UNI Storebrand also is likely digest it and that could be detri- wasn't an incredibly neat solu- published April 9, noted that the Continued on next page

Current Lloyd's bailout idea
NORTH SEA had frightened off task force

ENGL D
....

By STACY SHAPIRO ered by Lloyd's executives to bail-\, GERMANY and GAVIN SOUTER LONDON out members facing billions of
dollars in losses from 1988 toAmstyi5581\f LONDON-An idea that 1990 (BI, April 13)

Lloyd's of London senior execu- ommendation was left out of the Such a central solution "willb /4 = -E f tives currently are considering to task force's report, said Mr, Hi- be a very hard sell" to members
alleviate members' loss burden scox, chairman of managing who have not been seriously af-
was considered earlier this year agency Roberts & Hiscox Ltd fected by the 1988-1990 losses,
by the task force examining the Instead, the scheme proposed by Mr Hiscox said last week

. i vt market but was not included in the task force would cap mem- Another possible solution
. russ*\,!<0*EMBOURG its report bers losses at an amount equal to would be for Lloyd's to indem-\

The task force favored making 100% of their overall premium nify banks for loans to membersELG
a compulsory stop-loss scheme to limit in any underwriting year, to pay the losses over a 10-year
cap members' heavy losses retro- but would not take effect until period, suggested Mr Hiscox

n active to 1988, Robert Hiscox, the 1993 underwriting year (BI, This could be done through
one of the task force members, Jan 20) Lloyd's runoff insurer Cen-
said last week Now, however, making the treWrite Ltd, he said

FRANCE But losses from syndicates stop-loss fund retroactive may Speaking at a conference last
managed by Gooda Walker Ltd be reconsidered, Mr Hiscox said week in London, sponsored by
"looked so horrific" that the rec- That move is one being consid- Continued on next page

With Home under belt, European partner sought
GRAPHIC BY JOHN HALL

European quake- Trygg.Hansa eyes growth
damage confined By JUDY GREENWALD companies' and is now searching Home Holdings, which is about

for a partner with that in mind, 60% owned by Trygg-Hansa, ac-

to personal lines NEW YORK-Trygg-Hansa said Mr Nilsson quired The Home Insurance Co
SPP Holdings AB, which ac- Only 10 to 15 companies in Eu- from troubled AmBase Corp in
quired a majority interest in The rope would fit the bill "You just February 1991 for $541 million

By DON LEWIS KIRK falling debris Home Insurance Co last year, have to eliminate" and go down in cash (BI, Feb 18, 1991)
and GAVIN SOUTER Insurance industry officials now wants to find a European the list to find a partner, he said "The fit between (Home and

point out that earthquake dam- partner, says a top official James J Meenaghan, chair- Trygg-Hansa) is fine," said Mr
BONN, Germany-Western age is excluded from European "The present plan lS to find a man, president and chief execu- Meenaghan, noting that The

European companies escaped property insurance policies And, strong strategic operation in Eu- tive officer of The Home, noted Home has been attracting addi-
largely unharmed from a freak while the coverage is available rope with cross ownership," said that acquiring The Home put tional international clients since
earthquake last week that was separately, few companies or ho- Lars-Goran Nilsson, the Trygg- Trygg-Hansa on a short list of the acquisition
centered in southeastern Nether- meowners purchased the cover- Hansa executive vp who is ex- insurers that have strong posi- The acquisition has workedlands age ecutive vice chairman of Home tions in both Europe and the well particularly in light of The

While damage in the region af- The epicenter of the quake, Holdings Inc , Home's immediate United States Home's decision to focus on in-
fected by the quake is estimated which measured 5 8 on the parent. Others include Allianz A G surance for mid-sized to ldrge
at about $60 million, it was con- Richter scale, was near Roer- Stockholm, Sweden-based Holding, which owns Fireman's businesses, as well as on spe-
fined almost exclusively to mond, Netherlands More than Trygg-Hansa would hke to team Fund Insurance Co , Skandia - cialty lines like errors and omis-
homes, which suffered toppled 200 homes were reportedly des- up with another European ln- Group, Zurich Insurance Co sions and directors and officers
chimneys, damaged roofs and troyed ln the town, which is near surer whose capacity could eas- American International Group liability, he said
walls, and to automobiles hit by Continued on page 33 ily compete with the largest Inc and CIGNA Corp Cont:nued on nezt page

Filipino ban on new insurer formations lifted
By REYNALDO A. de DIOS insurance industry, although the ownership and capital and sur- Various capital and surplus re- million) and surplus of 75 million

market's immediate reaction was plus requirements, among other quirements for new insurance pesos
MANILA, Philippines-Presi- cautious things and reinsurance companies are • New reinsurers, which willdent Corazon C Aquino has Ms Aquino in January issued a Specifically, the rules say "an promulgated by the new rules require paid-up capital of 120

lifted a more than 25-year-old directive to Insurance Commis- existing domestic life or non-life These include million pesos ($5 million) and
ban on new insurance company sioner Adelita A, Vergel de Dios insurance company or profes- • New life or non-life insurers, surplus of 30 million pesos ($1 3
formations imposed by former to resume issuing licenses to new sional reinsurance company, or which will require paid-up capi- million)
President Ferdinand Marcos insurance companies that meet one which may be organized tal equal to at least 75 million Reactions to the new regula-The ban was imposed in 1966 regulatory requirements. hereafter, lS allowed to do bum- pesos ($3 2 million) and surplus tions have been mixedby an executive order because Subsequently, the Department ness in the Philippines with non- of at least 25 million pesos ($1 1 The Filipino market lS Stlll
the domestic market was per- of Finance last month issued new Philippine national stockholders million) considered overcrowded, and theceived as being too crowded regulations for insurance com- provided the equity of the latter • New composite insurers, entry of new insurance com-

The move ultimately is ex- panies in the Philippines These does not exceed 40% percent of which will require paid-up capi- panies at the required capital
pected to strengthen the Filipino include rules governing foreign the outstanding capital " tal of 150 million pesos ($6 3 Continued on page 33
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INTERNATIONAL

Home prospects You've got to have the cash Skandia battle Christiania International Insur- other things, on two-thirds of
Market focus is also needed to ance Hafnia shareholders giving their

Continued from prev:ous page be successful, he said, including Continued from previous page The Skandia reinsurance oper- assent, as well as the approval of
Policyholder interest in The a knowledge of "what is it you're brand got off pretty lightly, ations it will assume represent a regulatory authorities in Den-

Home has increased dramati- going to do" The Home has es- while Skandia quite unlustifi- net premium volume of 3 8 mark, Norway and Sweden
tally, particularly since a $125 tablished this focus, he said ably got off very well since, from billion Norwegian kroner ($584 1 Although the Nordic press has
million capital infusion last fall, Expenses are a third important a corporate governance point of million at current excha nge heralded Skandia as the winner
said Mr Meenaghan, adding that element, said Mr Meenaghan view, Skandia's underwriting rates) and involve 450 employees in the affair, Mr Dawson says
"a good part of lt lS this interna- "You've got to have your costs record, especially in Sweden, lS spread throughout 15 offices in that Skandia management also
tional dimension" (BI, Oct 21, down" or else you cannot be not very good " Europe, Asia and Latin America deserves some criticism
1991) price-competitive Skandia has reported a 645 The Skandia shares lt holds are The performance of the group

Outside of Sweden, Trygg- Fourth, you need people, he million Swedish krona ($116 6 valued at 4 billion Norwegian over time has not been good
Hansa also targets commercial said "You've got to have really million at year-end 1991 ex- kroner ($614 8 million) Skandia has not had a happy ex-
business, which "fits very well good people in your offices " change rate) aftertax loss in Merrill Lynch's Mr Dawson perlence with its international
with what The Home iS doing,- "We're working in these areas 1991, compared with a 228 mil- says that both sides have a rela- expansion I hope this affair has
said Mr Nilsson lion Swedish krona ($40 5 mil- tively good deal here "If Skan- shaken them up a bit "

He noted most European in- lion at year-end 1990 exchange dia were to go out and sell its re- S&P put several Skandia oper-
surance companies are multiline,

'You've got to have rate) profit in 1990, says S&P insurance operations, it would ations on CreditWatch with neg-
rather than specialized, insurers The messy affair started when get slightly less than that If UNI ative implications Skandia In-
This means Trygg-Hansa can go your costs down' or UNI Storebrand and Hafnia Storebrand were to go out and ternational Insurance Corp 's AA
forward and invest, not divest,

else you cannot behe said
jointly acquired 42 9% of Skan- buy it, it would probably pay claims-paying ability, its AA-
dia last November (BI, Dec 2, less " rated senior debt, and its A-1 + -

The Home's future looks price-competitive, 1991) and announced that they Mr Dawson added that the rated commercial paper, Skan-
bright, Mr Meenaghan said, and says Mr. Meenaghan. planned to form a pan-Nordic deal appears to have been struc- dia America Reinsurance Corp
its relationship with Trygg- insurance alliance tured so that UNI Storebrand and American Skandia Life As-
Hansa is certainly helping Large Their ambitions were stalled, would not end up with a loss on surance Corp 's AA claims pay-
companies are trying to develop however, because Skandia's vot- its accounts after the whole ing ability, the A-1 + debt rat-
on the multinational level, and and many others at the same ing structure allows for each transaction "And it'S probably ings of Skan(lia International
they want insurers that can oper- time," he said, adding, "our shareholder to have only one not a bad time to buy into rein- Capital Corp, Skandia Capital
ate the same way, he explained prospects are very good " vote, irrespective of the size of surance," he said A B and Skandia International

Interest in The Home's inter- He noted, for instance, that its holding In addition, Norwe- The merger of Hafnia and Holding AB, and the AA senior
national capabilities is coming over the past five years, The gian insurance authorities ear- Skandia would produce an entity debt rating of Skandia Capital
from cities like Jackson, Miss, Home has shaved ltS staff by a her this year instructed UNI with gross premium volume of and Skandia International Hold-
and Milwaukee "It just isn't third to 4,300 from 6,600 em- Storebrand to either resolve the approximately 40 billion Swed- ing
New York and L A and Chi- ployees Yet skilled positions takeover or reduce the size of ish kronor ($6 66 billion) an- S&P also put UNI Store-
cago," he said "It came at us at a have not been cut, and The Home ltS Skandia stake by June (BI nually and total group assets of brand's A-1 eurocommercial
rate I hadn't anticipated, to be is paying employees over the Feb 10) 250 billion Swedish kronor paper rating on CreditWatch
honest with you " market rate Instead, lt has cut At the time of the April 9 ($41 63 billion) with negative implications

Insurers that want to be sue- staff by eliminating clerical help agreement, UNI Storebrand held Skandia's acquisition of Haf- Merrill Lynch's Mr Dawson
cessful need money, strength and The company's philosophy is to 28% of Skandia stock, while nia has drawn fierce criticism in says that the entire experience
the perception that they have have as many talented people in Hafnia held 14 9% Denmark, particularly from pen- will be a salutary lesson for all
staying power, Mr Meenaghan as many places as it is prudent, UNI Storebrand said that lt sion funds that are large share- European insurers not to expand
noted With its new ownership, said Mr Meenaghan, noting that will combine the Skandia rein- holders of Hafnia for the sake of expansion
The Home now has a financially this is different from the trend at surance operations with its ex- Hafnia last week stressed in a "Hopefully, they have all
secure position that it has not other insurers that are consoli- isting international operations statement to stock analysts that learned a lesson I do detect a
had in the past 25 years, he said dating operations • into a new company to be named the deal is contingent, among distinct change ln the attitude of

other European insurance

LONDON groups They have all had such a
While the market considers Lloyd's contends the money White-Thomson lousy year that you hear a lot

whether to aid members stuck should be paid into the members' more about premium rates and
with enormous losses, the leaders premium trust fund held by their LUI creditors rebuffed cutting expenses rather than

Continued from previous page of 13 legal action groups com- members' agencies going for expansion I think the
Westminster Management Con- prising 6,000 members have Because the Outhwaite mem- The assets of the four insolvent events of last year and the spec-
sultants, Mr Hiscox noted that formed a "super action group" to bers' law firm, Richards Butler, in surers ow ned by London tacle of what's happening m the
the market "urgently needs a see if there is a single solution and the Outhwaite 1982 Action United Investments PLC are UK has focused people's atten-
new Lloyd's act" to implement that would be acceptable to all Group are the current trustees of now protected from claims from tion,- he said
some of the radical reforms sug- the members, said Tom Benyon, the settlement money, they could creditors in the United States
gested by the task force, includ- chairman of the Society of be in breach of trust if the funds under a temporary court injunc-
ing allowing corporations to Join Names The members in the are disbursed to the members, tion APAAM.

Lloyd's as limited liability mem- group together face around 1 Lloyd's contends The provisional liquidators of
bers billion pounds ($1 76 billion) in Richards Butler is challenging the companies, Chris Hughes and

That sense of urgency was not losses Lloyd's assertions in High Court, Ian Bond of Cork Gully, say the
shared by Conservative member said partner John White Thorn- inJunction gives them "breathing
of Parliament Ian Taylor, who Outhwaite delay son, who represents the mem- space" to determine how to dis-
urged Lloyd's not to propose a bers The members, meanwhile, tribute the funds available to
new bill to the government until There is a delay in the payment are challenging Lloyd's claim to creditors

Index
Lloyd's house is in order of a 116 million pounds ($203 6 the funds The four companies are King-

"If you want Lloyd's to con- million) settlement to Lloyd's of Outhwaite members' stop-loss scroft Insurance Co Ltd, El Issue of April 20
tinue, but you want to make it a London members belonging to underwriters are also laying Paso Insurance Co Ltd, Lime Advertiser Page #
place that's proud to work in, underwriter Richard Outhwaite's claim to some of the settlement Street Insurance Co Ltd and

Amencan Re-insurance Co 16-17
there is a great deal that you syndicate as Lloyd's threatens to money, since some of the mem- Mutual Remsurance Co Ltd

Business Insurance 21,27,33must do," said Mr Taylor "In- hold the members' representa- bers have made recoveries under The injunction was granted ln
tervention by Parliament should tives liable for breach of trust if their stop-loss policies for some the U S District Court in Man- Chicago Corporation 28

be the last resort " the funds are paid out of the Outhwaite losses, said Mr hattan under Section 304 of the Chubb 4

Federal Bankruptcy Act Commerce & Industry/AIG 15

APRIL A full hearing to permanently Employers Remsurance Corp 12-13
CLOSINGS SET YOUR DATES protect the assets will be held on

Environmental Science & Eng 22
May 12

More than 150 suits are pend- Equipment Insurance Mgrs 20

issue: April 20 mg in the United States against Express Senpts 18

the KELM companies, according GAB Business Services 10
closing: April 8

to Cork Gully General Reinsurance 7
demographic section: Insurer Topics Automation Underwriting

The companies have gross lia- Industnal Risk Insurers 36

issue April 27 - Reader Service bilities of between $2 billion and IT['/Hartford 11

closing: April 14 $23 billion As of August 1990,
Lesbe & Godwm 14

editorial feature: Benefits. Plan Design & Administration the companies had total assets of
281 9 million pounds ($544 1 Marketsearch 26

Directory Employee Benefits Information Systems
million at year-end 1990 ex- NILS Pubhshing Company 6

issue May 4 - Bonus Distnbution NAIB change rates) and liabilities net Reliance National 9

closing: April 22 of reinsurance of 351 1 million RLI Corp 19

demographic section: AgenVBroker Topics Mergers/Acquisitions/Financial Management ($677 6 million) Royal Insurance 40

"It has been difficult for us to
issue: May 11 Seabury & Smith 18

get the full picture of the U Sclosing: April 29 Star Insurance Company 29
litigation in the short period
since we were appointed Many Wausau Insurance Company 5

of the actions involve substantial
'234 pollution and environmental

5 6 7 0 3 10 11
New York Chicago Los Angeles Iizikaa claims The Section 304 relief

12 13 14 15 16 17 18
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the interests of all KELM credi-

tors," Mr Hughes said .



European quake
Continued from page 31
the Dutch border with Belgium,
Germany and Luxembourg.

The last severe earthquake to
hit the Rhine region was in 1765.

In 1985, a major earthquake
struck neighboring Belgium,
causing about $75 million in
damage.

Few homes in Germany da-
maged by the quake are insured,
said a spokesman for the Assn. of
German Property Insurers. "The
same applies to businesses and
industry. There was just no de-
mand."

Dutch insurers also do not ex
pect to be troubled with property
damage claims from the earth
quake.

"The earthquake will not af
feet Dutch insurers because
earthquake cover is excluded
from most policies," said Rolf
van der Wal, deputy chairman of
broker Hudig-Langeveldt Group
b.v. in Rotterdam.

The only policies that give cov
erage for earthquake damage are
some manuscripted all-risk poli-
cies for large industrial clients
and no large plants are located
near the epicenter of the earth-
quake at Roermond, he said.

However, some claims may be
paid under auto policies for cars
damaged by falling masonry, Mr
van der Wal added. Dutch insur-
ance policies cover damage
caused by events related to--but
not directly caused by-an
earthquake, he said.

"But there were only maybe
300 or 400 cars damaged so the
loss will not be large," Mr. van
der Wal said.

Building owners will be stuck
with property losses, confirmed a
spokesman for insurer Nation-
ale-Nederlanden N.V. in The
Hague.

The earthquake has not been
classified as a national disaster
so state funds will not be used to

meet rebuilding costs, he said.

Filipino insurers
Continued from page 31
and surplus levels is viewed as a
threat to smaller existing com
panies.

The minimum capital and sur
plus levels for existing direct in
surers are 10 million pesos
($420,000) and 500,000 pesos
($21,000), respectively.

The Insurance Commission says
there are no plans to increase the
capital requirements of the exist
ing companies.

It is expected, however, that
market forces will spur the do-
mestic Filipino insurers, most of
which are family-owned, to
strengthen their capital base so
that they can effectively meet the
competition.

Mergers are also expected, al-
though none has yet occurred.

Meanwhile, the entry of new in-
vestors in the domestic insurance

industry is expected to increase the
capacity of non-life insurers and
lessen the market's dependency on
overseas reinsurance.

In the life sector, new foreign
investors will help improve the
competitiveness in the market by
introducing new technology and
products to provide more benefits
to the average buyer of life insur-
ance policies.

The private insurance industry
in the Philippines currently com-
prises 128 insurance companies,
which include: 23 life insurance
companies, 100 non-life insurers,
two composite companies and
three professional reinsurers. I

"There have been some com-
ments in Parliament about set-

ting up a fund for the earthquake
but it doesn't seem likely," the
spokesman said.

German insurers note that in-

terest in earthquake coverage
has jumped since the quake.

However, a spokesman for Co-
lonia Insurance Co. believes that

the heightened interest will soon
abate. "It's a short-term phe-
nomenon," he said, adding that
German insurers -do not as a

rule offer insurance coverage for
flood, earthquake, mountain

INTERNATIONAL

slides, avalanches or snow dam-
age."

"Insurance coverage for earth-
quakes is new to most regions of
Germany," noted a spokesman
for Munich Reinsurance Co.

The first policies were avail-
able three years ago but few in-
surers actually offer the cover-
age. Until the quake, "most
people would have laughed if an
insurance agent offered them
earthquake insurance," the
spokesman said.

In 1990, Deutsche Lloyd Versi-
cherungs A.G., a unit of Assi-

curazioni Generali S.p.A., began
offering property insurance poli-
cies with optional endorsements
for coverage of damage from
floods, earthquakes, mountain
slides and avalanches. A spokes-
man for the insurer in Munich

said only three claims have filed
from the quake.

Although the Rhine region in
Germany contains most of the
country's coal and chemical pro-
duction facilities, there were no
reports of industrial damage.

A spokesman for chemical
manufacturer Bayer A.G. said

JO

to set off a plant's alarm system.
And steel producer Thyssen

A.G. has inspected facilities and
found no damage, a spokesman
said.

enough to withstand the quake,
he said, although the possibility
of a quake was not considered
when the facility was built.

Nuclear power plants in the re-
gion also were unaffected by the
quake, even though some were
shut down temporarily as a pre-
caution. .

Faith isn't always enough.
To prevent tragedies like this today, corporate executives need
to know about asset conservation, fire protection and other
property loss control techniques, as well as the products and
services available to help them prevent a lot of dreams from
going up in smoke.

The place they'll turn to for the information they need is B/'s
May 18 spotlight report on Property Loss Control.
But don't take it on faith, take it on fact. Because
Business /nsurance gets the attention of important executives
like no other publication.

Over 60%* of corporate insurance buyers surveyed are
especially interested in B/'s loss prevention articles.
more than half* of those surveyed have loss prevention
responsibilities. . and more than half* are buying influentials
for safety/security/loss prevention products and services.
Our readers turn to Business Insunnce because of its

PROPERTY LOSS CONTROL
Publishing: May 18
Ad Closing: May 5

0

E
9

unsurpassed editorial excellence. W always delivers timely,
comprehensive reporting on the topics that matter
most. .What are risk managers, their insurers and loss control
consultants doing to reduce property losses?. . Do high-tech
loss control devices promise great improvements in property
safety?. . Are risk managers ensuring that more of their
buildings are classified as highly protected risks? Along with
this powerful reporting will be Brs Sixth Annual Directory Of
Propeny Loss Control Consultants putung hundreds of property
loss control specialists at our readers' fingertips.

With reader response, definitive repoiting, and important
spotlight reports like this, it's easy to see why the
decision-makers you want to reach will be reaching for a
copy of B/'s May 18 Property Loss Control issue.

So don't wait, reserve your ad space today. Because this week
and every week, Business /nsurance delivers the faithful.
*Audience Profile of the Business/nsurance Subscriber, 1990.

Business
Insurance®
a publicalion of Crain Communications Inc

New York: 212/210-0228
Fax: 212/210-0704

Chicago: 312/649.5276
Fax: 312/280-3189

Los Angeles: 213/651-3710
Fax: 213/655-8157
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NCCI proposes residual market changes
By MEG FLETCHER either act as a pool member or risks through direct assignment like the proper classification of NCCI is making progress toward

accept direct assignments of re- However, the NCCI would con- employees improving residual market oper-
BOCA RATON, Fla -The na- sidual market risks tinue to make the assignments The organization wants regu- ations, but want the organization

tion's largest workers compensa- In a direct assignment ar- and collect financial informa- lators in each state to establish a to continue to improve efficiency
tion statistical and ratemaking rangement, an insurer assumes tion five-person appeals board con- and cost-effectiveness (BI, April
organization is developing sev- total responsibility, Including In addition, the NCCI is devel- sisting of three members from 29, 1991)
eral new initiatives aimed at im- underwriting and claims pay- oping more economic incentives the general public, one from the The NCCI also announced re-
proving the efficiency of residual ments, for certain policies writ- to strengthen servicing insurer state insurance department and cently that it is in the midst of "a
market servicing insurers ten in the residual market with- performance and cost manage- one from the NCCI In addition, major structural change" that

The National Council on Com- out rec eiving re insurance ment, which lt hopes regulators an insurer representative would delegates to staff members much
pensation Insurance, based in support from the pool will approve in concept by Jan participate as a non-voting mem- of the authority previously exer-
Boca Raton, Fla , plans to file re- Under the NCCI proposal, in- 1 ber cised by the council's member in-
guests in July with state insur- surers could decide whether to The program may include dis- The proposed board would re- surance companies
ance regulators seeking approval participate as a pool member or incentives, like a reduced allow- place a committee of insurers The NCCI also plans at its an-
of the changes accept direct assignments on a ance, for servicing insurers that The NCCI's proposals are part nual meeting later this month to

Under the proposal, regulators state-by-state basis, according to provide inadequate service, Mr of ltS continuing effort to answer name its second board member
could increase their oversight of Chapin Clark, the NCCI's senior Chapin said regulators' concerns about ways from outside the insurance in-
the residual market in their vp of rates and external affairs The NCCI points out, though, to improve the efficiency and ef- dustry John Sarpy, deputy
state, replacing oversight pro- Currently, some states do not that servicing insurers already fectiveness residual market op- director of the federal Occupa-
vided since 1970 by the National require all workers comp insur- have incentives to provide good erations tional Safety and Health Admin-
Workers' Compensation Reinsur- ers to act as residual market ser- service at a reasonable cost be- The issue arose because "ex- istration, was named to the
ance Pool vicing insurers or to assume di- cause servicing insurers share plosive growth" in residual mar- board last year

The pool, which the NCCI ad- rect assignments, he said the residual market burden, ket risks put "tremendous A third outsider will be ap-
ministers, is a voluntary, non- All states, though, make work- must meet safety engineering pressure" on workers compensa- pointed in 1993, said President
profit agreement among workers ers comp insurers share the cost and claims standards or face dis- tion systems and insurers' ability William D Hager
comp insurers that provides re- of residual market plan losses in ciplinary action by the national to respond, Mr Clark said In addition, the NCCI also
insurance to insurers that partic- proportion to the amount of their pool's board, want to maintain a Between 1984 and 1990, the re- plans to move toward charging
ipate in residual market plans in voluntary market writings good corporate image, and want sidual market grew from 6% of insurers a fee for the NCCI ser-
many states The pool's board of If a regulator chooses to in- to maintain the monetary allow- the total workers compensation vices they receive, rather than
governors consists primarily of crease his or her oversight of the ance they receive for acting as insurace market to more than charging a flat assessment to
insurer and residual market plan residual market, the plan admin- servicing insurers 24% support the council's activities
representatives istrator-which is the NCCI in The NCCI also is recom- Regulators-including mem- This change should allow the

The NCCI also is proposing most states-also would transfer mending that state regulators bers of the National Assn of In- NCCI to create and market ser-
that state regulators require all to the regulator much of the au- adopt a more open appeals pro- surance Commissioners' Residual vices individually tailored to
insurers licensed to write work- thority for overseeing insurers cess to resolve disputes with em- Market Working Group-gen- member insurers' needs, Mr
ers comp in their jurisdictions to that assume residual market ployers over workers comp issues erally acknowledge that the Hager said .
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ERNST & YOUNG AND Casualty Broker
53 mCHARD MEYERS & ASSOCIATES c=-. BLOOD BORNE PATHOGENS

. Leading wholesale agency 10-
cated m Pasadena, California, We have a policy written especially for

WHIRLPOOL CORPORATION, the world's largest appliance are pleased to announce that the results of your company to comply with the
the 1992 National Compensation Survey are now available seeks seasoned casualty broker OSHA standardmanufacturer, has an opening for a Risk Manager for their with excellent production and Lectures on the Standard, or HIV aloneThis surveyincludes data on all of the following positionsNorth American operations. Responsibilities indude manag- brokering skills Good salary, also available

Senior Risk Manager...Assistant Risk Managering the full spedrum of property/casualty risk. benefits and incentive program Call or write for information
...Risk Analyst...Claims Manager... C-A-8 CONSULTANTS, INCResumes should be directed

Duties will include: Safety Manager...Benefits Manager to P O. Boic 19539, Atlanta, Occupational Health & Safety
4921 Butterfield Road

• Identify property/casualty loss exposures and implement To find out how you can purchase your copy, Georgia 30325 Hillside, IL 60162
the most effedive combination of,isk transfer and risk contact RICHARD CARRIS at (708) 449-2221

financing techniques; ERNST & YOUNG
• Recommend and appoint brokers, insurance companies 277 Park Avenue, 30th Floor

HELP WANTEDand service providers to meet the needs of the North New York, New York 10172 Business Insurance

American operations and monitor provider performance (212) 773-1215
EMPLOYEE BENEFITS Producer/Exec Circulation

to ensure high quality services; utive with minimum of 10 years proven Breakdown*
sales and administrative capabilities• Design of all insurance contracts and assure terms and
Entails producink and servicing Commercial Consumersconditions of coverage are tailored to specific needs; accounts m U S ana abroad Spanish
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London bombs government officials whether ing, "no business is being lost to Lloyd's underwriting agency Ro- operating normally by the end of
such a compensation fund should the London market" as a result berts & Hiscox Ltd, a tenant of next week "In a perfect world lt

Continued from page 1 also cover IRA attacks on the of the bombing, he said the CU building The agency lS takes months to move offices,"
lebrating the Conservative British mainland Coverage for the Chamber of temporarily housed at managing not days, he noted
Party's victory in the British In the City, the buildings most Shipping, a trade association for agency Beazley Furlonge & Hi- "It is amazing how marvelous
election the previous day Three heavily damaged were the Baltic ship management companies, scox Ltd people have been," he said, echo-
police last week questioned sus- Exchange Chambers, the Baltic also was placed by SBJ Stephen- One agency employee went in ing others' sentiments "We have
pects, two of whom have been Mercantile & Shipping Exchange son and led by Royal, which on Saturday to move the agency's had loads of offices offered to us
charged in connection with a and the Chamber of Shipping, in wrote 90% of the coverage valuable art collection to safety and we're borrowing desks "
small bomb blast ln London sev- front of which the van carrying The coverage is thought to and remove computer data and Other tenants in the CU build-
eral weeks earlier the bomb was parked when lt have limits of up to 20 million files ing tell of similar generosity

An estimated 200 buildings went off on St Mary's Axe pounds ($35 2 million) for prop- By Monday, there was twice as "Everything's sailing
were damaged in the explosions, Among those killed was a secu- erty damage and 2 5 million ($4 4 much damage to contents be- smoothly," said Geoffrey John-
ranging from some-including rity guard for the Baltic Ex- million) for business interrup- cause wind blew papers out the son, managing director of
the CU building-that may have change tion shattered windows, Mr Hiscox Lloyd's underwriting agency
to be demolished to many with It is likely that the actual tar- Also severely damaged is the said M J Marchant Underwriting
shattered windows get was the new Lloyd's building 23-story Commercial Union "It's a nightmare," Andrew Agency Ltd The agency, with

The center of the City, Lon- -a well-known site m London- building, which lost all of ltS Fleming-Williams, managing about 38 staff, has new offices
don's financial district, was in which is only 200 yards away windows on three sides and has director of Winterthur Insurance in Asia House on Lime Street
chaos after the explosion, but However, road work was in been closed since the blast Ten- Co (U K ) Ltd, said last week near Lloyd's where the staff and
"life will go on," summed up progress in front of Lloyd's the ants say there also is extensive from temporary accommodations computers were installed by the
Lloyd's of London Chairman night of the explosion, and Mr damage to elevators and stair- at Leslie & Godwin Ltd Winter- middle of last week
David Coleridge last Monday, Coleridge speculated the terror- wells thur's London office, which em- "We had an emergency plan
the first business day after the 1StS were forced to park the van Two CU employees and a ploys 35 people, was located on and mercifully it worked," said
bombing "It's been going on in around the corner outside the guard were injured in the explo- the fourth floor of the CU build- Mr Johnson from his temporary
Northern Ireland for the last few Baltic Exchange sion ing and is now in ruins, he said home in the agency's under-
hundred years We will simply The new Lloyd's building- Commercial Union leads the "Anything that was sitting on writing box at Lloyd's This plan
work as usual . Of course, we which was built to withstand property coverage for the build- someone's desk is now on the included storing computer data
won't be intimidated " hurricane winds-lost six win- ing The insurer owns 20% and ground " off-site While the agency

There had been a threat that dows and had a few outside pipes occupies less than 50% of the Mr Fleming-Williams has thought it might have lost a day's
Lloyd's would not open last week pierced by debris, but was other- building A consortium-includ- found new space for the company computer data, five employees
because the building had no wise unscathed Lloyd's 1958 ing Goodwill Nominees and in Guild House and hopes to be Continued on next page
power or telephones But crews building across the street lost Prostel, a pension fund for em-
worked through the weekend to about 40 windows, Mr Coleridge ployees of the British post office
restore all utilities in time for said and British Telecom PLC

normal opening Monday Lloyd's had a bomb scare a owned the remainder
"We're up and running and week earlier, though that threat Commercial Union also has insurance Services Guide

working as normal," said a was probably a hoax unrelated business interruption and loss of
spokesman for Commercial to the subsequent explosion, said rental income coverage
Union Assurance Co PLC, a Lloyd's spokesman Early last week it wasn't
which had to move 650 employ- Rebuilding the historic Baltic known whether the building FRONTING InPhoto Surveillance
ees to 15 alternative sites after Exchange building will cost would have to be demolished or We re specialists in fmting amngements I.-milj Long Range Video

and mergers/acquisitions  Surveillance of Claim-the explosion caused heavy dam- about 150 million pounds ($264 could be restored, said Chief Ex- In the Industly slnce 1960
p- Frl ants Agents within 3age to CU's headquarters "Our million), said Peter Tudball, ecutive Anthony Brend at the CU Corporate Intermedmnes

W F "Bill" Vestcustomers should be largely un- chairman of the Baltic Exchange, annual general meeting last '--fl,-'0'-'-- the U S PopulationBox 816124, Dallas, TX 75381
affected " a ship charterers' organization week The meeting had to be res- PHONE 214620-2581 800-822-8220 FAX 800-752·0720

FAX 214418·7195"It's business as usual and the with 600 members cheduled for later in the week

tower has been working nor- The coverage for the Baltic Ex- because it originally was to be
mally," said a spokesman for change building has a limit of held at the Baltic Exchange CLAIM AUDIT CONSULTANTS
National Westminster Bank 115 million pounds ($2024 mil- Tenants of the building say re- Auditor for the Pool/Risk presley & associates, inc
PLC, one of the nation's largest lion),said Howard Fryer, a placing the windows alone could MGR or Self Insurer  ACTUARIAL CONSULTANTS
banks Nat West's office tower director at SBJ Stephenson, a cost from 10 million pounds to 2333 Hillcrest Drive

headquarters-one of London's division of broker Steel Burrill 100 million pounds ($17 6 mil- Bloomfield Hills, MI 48302 Seg-Insurance, Captives & Risk
(313) 333-2213tallest buildings-lost 170 win- Jones Group PLC that placed lion to $176 million) (Responding to RFPs Nabonwide) Retention Group Feasibility Studies

dows the coverage Commercial Union also writes

Most employees in the City The exchange also has 30 8 coverage for some of the other • Loss Retention & Reinsurance Need

trudged into work last Monday million pounds ($54 2 million) in buildings damaged by the explo- Advertise in Evaluations

crunching glass under their feet, business interruption coverage sion, though it is not the lead in- The Insurance Services Guide! • Claim Reserve Studies & Opinions
even though another bomb threat and 65 million pounds ($ 114 surer on any of these buildings, FAX your ad • Rate & Loss Cost Analyses, & Filings
disrupted train travel into Lon- million) of coverage for loss of Mr Brend said for the next issue
don contents, he said While CU has not calculated

FAX: 312/280-3189 603-880-6501
Last week, as blocks around The property policy was led by how much it will have to pay be-

Lloyd's were cordoned off by po- Royal Insurance (Global) Ltd, he cause of the explosion, "it will be PHONE: 312/649-5340
hee, loss adjusters assessed dam- said Royal wrote 50% of the cov- as bad" as the 120 million pound
age to buildings No official erage ($211 2 million) fire at the Lon-
damage estimates were released Initial damage estimates to the don Underwriting Centre last
as of midweek, but media reports Baltic Exchange have been put year, Mr Baring said Commer- X37Rzter
suggest insured and uninsured at 50 million pounds ($88 mil- cial Union will pay 11 million
property damage could total 1 lion) by loss adjuster Ellis & pounds ($19 4 million) in claims

State of the art PC Software for rating excess of loss. Ideal forbillion pounds ($1 76 million) to Buckle, Mr Fryer said from that fire, he told sharehold-
1 5 billion pounds ($2 64 billion) The exchange has the option to ers insurers, reinsurers, brokers, captives. groups, associations, RPG's,

Mr Coleridge said while he build a new building, but rede- In line with the company's self-insureds and risk managers.
thought that figure may be too velopment costs would not be emergency planning, all key ex-
high, "the loss will be huge " Quickly calculate and graph by layer "burning cost; ultimate loss rates.met by insurers, he said ecutives met less than 24 hours

A total loss of 1 5 billion equivalent flat rate. current rate level loss ratios risks attaching andThe Baltic Exchange also pur- after the explosion to decide on a
losses occurring ALAE inside and outside of limits . and morepounds is probably exaggerated, chased personal accident insur- plan of action

said a spokesman for the Assn of ance that will provide payments By Monday morning, 650 Com- For more information call {415) 898-1229, fax (415) 898-2377, or write

British Insurers But the estimate to the family of the security mercial Union employees had VAUGHAN Company, 2532 Laguna Vista Drive, Novato, CA 94945
may not be too far off if the cost guard killed in the blast and to been moved to 15 new locations
of the estimated 12-month repair another security guard who was Those needed in London were
to the highway on the outskirts injured The policy is led by a transferred to Plantation House
of London lS included, he said Lloyd's syndicate managed by or the Broadgate development a
Highway repairs will be paid for R J Kiln & Co few blocks away, while others Reach For The Stars
by the British government Lloyd's has offered temporary were moved to offices elsewhere,

Investigate this new generation of quality software solutions for healthBuilding owners' and tenants' office space on its fourth floor to mainly in Croydon
benefits management, workers' compensation clain=, general liability,property and business interrup- Baltic Exchange executives That All computer operations were

medical cost containment, and Snt injury reporting, includingtion policies will cover the cost space will probably house 30 to set up over the weekend so that
of damage, loss of rent, moving 40 of the 100 to 150 full-time em- Commercial Union was "up and

ISP HealthStar • ISP CompStar • ISP MultiStarexpenses and loss of business ployees of the exchange and will running" by Monday, said a
under the "explosion" portion of be used for member meetings, spokesman, quoting the com- ISP MediStar • ISP FirstStar

property policies, the spokesman said Mr Tudball pany's motto, "we won't make a
said The bomb blasts will not be "Lloyd's has been magnificent drama out of a crisis " For mominfomationabout themqw

considered war risks, which are and I personally thank Lloyd's However, CU, like other ten- youcan benefit from
Insuranoe Sonware Packages. Inc

excluded from coverage for all their help," he said last ants, has not been able to remove
..../

write to us at

Property damage caused by week "This shows the City at its much of the equipment and files 3625 Queen Palm Drive

IRA attacks is excluded from best 'Our word lS our bond' lS Still in the building Police only Thmpa. FL 33619

property policies in Northern the motto of the Baltic Ex- allowed 100 representatives of or call (800) 2374133 in the U.1,
(813) 621-6069 in Florida NOW AVAILABLE FOR UNIX®

Ireland Damage from bomb change, and I give my word to the tenants two hours of access A r.8...d..&.I# OSAT&T

blasts in Northern Ireland lS CO- our members that that building to the building on Monday, after
vered under a government com- will be rebuilt and we will re- which they barred access to the
pensation fund turn " building because of the threat of

For advertising information in the INSURANCE SERVICES GUIDECommercial Union Chairman Although it may be two to falling glass
Contact Margaret Hikido, 740 Rush Street, Chicago, Illinois 60611N H Baring told shareholders three years before the Baltic Ex- "It's horrific inside our office,"

Telephone (312) 649-5340
last week he would discuss with change returns to its own build- said Robert Hiscox, chairman of
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London bomb
Continued from previous page
were allowed to enter the da-

maged building and carry away
"hand luggage" including the
data, he said.

Fortunately, a lot of empty of-
fice space is available to accom-
modate those ousted from their

offices, Mr. Johnson said. "We

could have taken half the City so
many offers poured in. But that's
the way the Lloyd's community
works."

Ironically, Lloyd's leading ter-
rorist-related underwriters, Cas-
sidy Davis Holdings Ltd., were

forced from their offices on the

18th floor in the CU building.
Just under 80 people were moved
to a pre-arranged site on Brush-
field Street.

"The IRA bomb is an incon-

venience and our office is

wrecked," said Beryl Hobson,
marketing manager for Cassidy
Davis. A "sophisticated crisis
management plan" was imple-
mented over the weekend with

team members working around
the clock, the agency stated. By
Monday, underwriting and
claims employees were back to
work.

Cassidy Davis decided which

data it wanted from the old of-

fices-mainly records to close its
syndicates' 1989 underwriting
accounts, which are being au-
dited, Ms. Hobson said.

In the meantime, other busin-
esses around the City are picking
up the debris and repairing win-
dows and ceilings. Among them
are the Institute of London Un-

derwriters, the British Insurance
Intermediaries Brokers Assn.

and underwriting agency Merrett
Holdings PLC., where a couple
of people received minor injuries
from the blast.

Some market officials, like
Winterthur's Mr. Fleming-Wil-

liams are miffed that some

Americans are canceling meet-
ings in London in the aftermath
of the explosion. "I feel much
safer here than ever in New

York," he said. "We've been
struggling with this (problem)
for 25 years."

Americans won't journey to
London "and yet they risk death
walking through New York every
day," he said.

"People see this as a fact of
life," added Merrett Managing
Director Dennis Purkiss.

Associate Editor Gavin Souter in

London contributed to this story.
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IRI Senior
Our centennial celebration gave us

When Harry Coor, pay; Vice President-Operations, reflects a unique opportunity to visit withi back on a career that spans more
honor to 185 customers who

f great satisfaction the long-standing, continuously for fifty years or more1 than three decades, he recalls with
have chosen to do business with us

s with -ercepnted relationship ..
one, in fact, for ninety-eight years.

s insureds.

I imagine that each of these cus-
Mr. Coor observes, "1990 was tomers has a personal p

tion of

·i· . IRI's one hundredth year in business. what The IRI Difference has meant ' uninterrur
 many of TRY
h He continued, "In these days 1to them decade after decade.

4

'  of instability, changing values, r
how many

of these relationships
planned obsolescence and financial <

.r.r

turmoil, it is comforting to know /
have not only survived but have

, jgrown and been strengthened over <
the years. IRI's dedication to the 

and quality prod-
fajrness,honesty,
highest standards of business ethics

- renewed intensity as we move intoucts and services continues with
" MIRL

our second century.
term relationships is not a hol--  our commitment tolong- -iCs an

it'saway of life:
i low promise

inherent char-

acteristic of The IRI Difference,

Harry Coor,
Industrial Risk Insurers

© 1992 Industrial Risk Insurers, Hartford, Connecticut
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PRIMA sets

'92 meeting
for May 17-20

Public entity risk managers are
being invited to a treasure hunt.

From May 17-20, they will be
seeking out "The Hidden Treasures
of Risk Management" at the 13th
annual Public Risk Management
Assn. conference in Anaheim,
Calif.

On Sunday, May 17, PRIMA is
offering two day-long programs.
The Basic Insurance Primer is

aimed at new risk managers and
will focus on coverage issues and
policy questions they face in a
day's work.

The second pre-conference pro-
gram, Risk Management Informa-
tion Systems for Pools, is designed
for risk managers who are faced
with buying a hew information
system and those who are not sure
they are using their current system
to its fullest potential.

In addition, a special one-hour
briefing Sunday night will help
new PRIMA members and first-

time conference attendees get off
on the right track. PRIMA staff
members will be available to an-

swer questions.

Regional meetings will be held
on the morning of Monday, May
18, to allow participants to meet
local PRIMA representatives and
other risk managers in their area.

More than 70 risk management
and employee benefit sessions will
be offered on Monday, Tuesday
and Wednesday, May 18-20. Spe-
cialized sessions are oriented to-

ward new or advanced risk manag-
ers, employee benefit managers,
school risk managers and risk
managers whose governments are
members of risk sharing pools.

Basic session topics include
claims administration, contractual
risk transfer and risk management
techniques.

Employee benefit issues that will
be covered include controlling
costs in mental health and sub-

stance abuse treatment programs,
funding wellness programs, inte-
grating disability programs and
coordinating retiree health bene-
fits.

School risk management sessions
will cover compliance with Occu-
pational Safety and Health Ad-
ministration regulations, new play-
ground safety standards, lab safety
for schools and how to communi-

cate errors and omission exposures
to a school board.

The annual business meeting for
PRIMA's pooling section will be
held during breakfast on Tuesday
morning, May 19.

Poo' ing sessions will look at
pooling medical benefits, pooling
environmental risk management
and a session for pools considering
construction of a waterslide.

Participants also will be able to
network with other risk managers
and chat with vendors while tour-

ing the conference exhibit hall.
Registration fees for PRIMA

members are $450; additional reg-
istrants from the same member or-

ganization pay $395. The fee for a
non-members from the government
sector is $575, which includes a
PRIMA membership. Fees for non-
members from the private sector
are $695.

The registration fee includes
conference lunches on May 18 and
May 19 and tickets to the PRIMA
"Shipwreck Party" on Wednesday
night.

For more information, contact
PRIMA at 1117 N. 19th St., Suite

900, Arlington, Va. 22209; 703-
528-7966. I



Flood damages hon m economic activity last week pilings into the riverbed using also pointed their fmger at Great covered from the city, he said
apart from property losses, accord- barge-mounted hammers Lakes for not instalhng the pllings The governmental tort immunity

Continued *om page 1 Ing to an analysis by the Regional The first $2 million of claims m the precise location requested act specifically precludes any claims

cluding the city of Chicago and a Economics Applications Labora- against Great Lakes would be paid A Great Lakes offlcial refused to for punitive damages
mai-ine engmeering firm, to recover tory, a lomt project of the University by Steamship Mutual Claims be- comment The company issued a Under mlnois comparative faultof Illinois and the Federal Reserve tween $2 milhon and $15 milhon pubhc statement that the work had law, any party found to be more
dannages

At least two such suits were Med Bank of Chicago would be paid by the international been accepted by the city as satis- than 25% at fault for an madent can
last week Chicago River water began pour- pool operated by various P&I clubs, factory wmd up paying 100% of any claims

Precise estimates of damage, lost mg through a maze of tunnels once while claims between $15 million H the city is held at least partially If a party is found to be less than

business and extra expenses taken used to deliver coal and mto base- and $105 bilhon would be paid by hable for flood losses, the mmois 25% at fault, it can only be forced toto stem the tide of river water ments m the city's downtown Loop international reinsurers led by Governmental Tort Immunity Act pay a percentage of damages equal
washing through the city's antique last Monday The cause an automo- Lloyd's of London syndicates Any could come into play

to its habillty, Mr Palmer said

underground tunnels were unavail- bile-sized hole m the bottom of the claims exceeding $1 05 billion The act is broken mto two parts, Attorneys were divided overable last week as 11 bulldmgs, m- nver that sent countless milhons of would revert to the international according to Dwight Palmer, a part- whether Mayor Daley erred last
cluding department stores Marshall gallons of water gushing Into a tun- pool

ner with Keck, Mahin & Cate in week m candidly admitting that city

Field & Co and Carson Plne Scott nel below According to a chronology of the Chicago
officials knew the tunnel was da-

& Co, were left without power The initial damage may have oc- disaster outhned by Mayor Richard • A governmental entity can be maged before the flood occurred and
In addition, Commonwealth curred between July and September M Daley last week, the tunnel dam- held liable for damages caused for smglmg out Mr LaPlanteEdison Co cut power to seven other when a pnvate contractor working age was Initially discovered m Jan- while the inlured party was using its "Strateglcally it is a bad move tobuildings on Friday m an attempt to under a city contract drove a set of uary by employees of a cable televi- property-a city playground, for m- point fingers pubhcly and admitrestore power to some flooded pihngs into the bed of the Chicago mon company whose cables run stance-only if the entity showed a fault publicly," suggested Mr

buildings Other planned outages River near the spot where the tunnel through the tunnel network "willful and wanton disregard of a Palmer "It might have been better

are likely, the utihty said collapsed, city officials suggest A video taken by the cable TV known danger," a standard com- to say that 'We have a problem, we
"At this point we can make no as- Bumnesses and insurers seeking to company in January and presented monly termed gross negllgence are sorting it out and wlll report to

sessment of damage until the water recover their losses w111 probably by Mayor Daley at a press confer- • The entity can be held hable for the pubhc at a later date' "is out," said Jim Oskandy, vp of cor- sue the city of Chicago, Great Lakes ence last week showed that portions damages caused by a failure to pro- However, "it's never a mistake forporate affairs at Protection Mutual Dredge & Dock Co, the firm that of the tunnel wall had caved in and perly care for and maintain city a polltician to be honest," Mr Cn-
Insurance Co m Park Ridge, Ill, mstalled the pllings, and various that sludge had nsen knee-high property-a city sidewalk m disre- sham commented, noting that law-

whose pollcyholders were hard hit other agencies and consultants While the cable TV company re- pair, for example--if it failed to use suits were inevitable and that the
It's a dynamic situabon It's chang- The city of Chicago self-insures its portedly attempted to inform city "ordmary care " In other words, if videotape, memo and other docu-

Ing from day to day" habihty exposures City nsk man- officials of the damage, a city spe- the entity is found negligent-not mentation would have eventually
The flood has been labeled a ca- agement officials could not be cialist first viewed the damage m grossly negligent-in its mainte- become pubhctastrophe by the Property Claims reached for comment City Hall was mid-March A senes of inspections nance, it loses its immunity for fail- Kelly Welsh, the city s corporation

Services division of the American one of the buildings that remained and meetings followed Finally, on ure to maintain property
counsel, insists that neither Mr La-

Insurance Sennces Group Inc closed last week due to flooding Apnl 2, a memo was sent to acting "The tunnels appear to be like Plante's firing nor pubhc admissions
Damage estimates won't be avail- Great Lakes Dredge & Dock pur- Transportation Commissioner John a sidewalk," Mr Palmer said by the mayor that city workers "had

able for a week to 10 days, Gary chases unhmited marine liability LaPlante advising him of the extent Besides property damages, the dropped the ball" constitutes a con-
Kemey, director of catastrophe ser- coverage from Steamship Mutual of the damage and the need for im- city may be held liable for busm- clusion as to who is hable
vices for the division, said Frtday Underwriting Assn Ltd, a London- mediate repairs to prevent flooding esses' consequential losses, hke loss The first lawsuit m connection

"A lot of information is not avail- based protection and indemnity An internal estimate placed the of Income, Mr Palmer said with the flood was filed Tuesday,

able We are trying to identify the club, sources m London say cost of the repairs at $10,000 and Liability for consequential dam- Just a day after the flooding was
number of firms and Individuals af- Steamship Mutual officials could suggested the work would take two ages is not clearly addressed by the discovered
fected not only by the water, but by not be reached for comment weeks But contractors' estimates on tort immunity act or, for that mat- The suit-which seeks class-ac-

the subsequent interruption Of Chicago-based Rollins Burdick the work exceeded the mtemal esti- ter, by general tort law, said James hon status-was filed on behalf of
power and services," he said "Our Hunter Co lS Great Lakes' broker mates, Mr Daley said, and rather R Schirott, an attorney with G P Antons Restaurant & Lounge
secondary concern is to establish the Steamship Mutual unll pay flood- than authonzing the work, city offl- Schirott & Hervas in Itasca, Ill and Ment Insurance Co, a Chicago-

role of insurance m providing relm- related claims only if the activities cials sought additional estimates Under general law, businesses based property/casualty insurer

bursement for the losses " that damaged the tunnel were con- This was a senous problem lt cannot regain any lost prohts that Both were affected by the Monday
Llanie O'Connor, president of the ducted from a waterborne vessel, should've been expedited," said Mr are "speculative" m nature, noted blackoutBulldlng Owners & Managers Assn like a barge, and if the operation Daley, who hred Mr LaPlante the Thomas M Crlsham, a senior part- Both businesses were forced to

of Chicago, said that "from every- was not specifically excluded, the day after moodlng began ner with Hmshaw & Culbertson m evacuate their buildmgs on the first

thing we know" property damage sources said
Whlle the city conceded it did not Chicago However, there is a pOSSl- day of flooding, resulting in an m-

would likely exceed $1 bllhon Chicago newspapers reported last quickly react to reports of damage bility that clearly documented bum- terruption of business and "enor-
The flood cost the city $484 mil- week that Great Lakes drove the m the tunnel, city officials last week ness mterruption losses could be re-

Continued on nert page

American Re
Continued from page 3 bert Riegel, assistant vp at Moody's An LBO also wall benefit Amen- The success of an LBO from However, "KKR recognizes that

tions, according to a spokesman for Investors Service Inc "It's pretty can Re, observers say Amencan Re's perspective, however, an insurance company has nothing
the company Aetna had $14 bilhon unusual for a company to be a malor American Re's management wlll could hinge on the amount of debt but ltS fmancial strength to sell,"
in problem real estate loans at year- player in both of these markets " be "more free to make ltS own de- assumed by the remsurer "Clearly, Mr Levm acknowledged
end 1991, and $975 milhon m fore- But Alan Levin, senior vp at cisions in the marketplace," said there's going to be some require- The core issue wlll be the amount
closed properties Standard & Poor's Corp m New David Wells, an analyst with Fitch ment to pay debt and service debt of of debt and how easily it can be ser-

The deal also could free Amen- York, noted that American Re ae- Investors Service m New York the parent company," said S&P's viced, agreed Mr Wells The rem-
can Re's management-which is ex- counted for a significant portion of It could be good for the industry Mr Levin Right now, he said, there surance market is not as soft as thepected to remain m place-to obtain Aetna's earnings last year Ameri- to have entrepreneunally oriented is virtually no debt on American pnmary market, but that is not to

"

a greater stake in the company and can Re's 1991 net Income of $132 9 managers, said Mark Hmkley, senior Re's balance sheet say it's an area that couldn't be vul-

act m a more entrepreneurial man- million accounted for 263% of vp at Transamenca Reinsurance Co S&P has put Amencan Re, which nerable," he said

ner
Aetna's $505 2 milhon total m Stamford, Conn now has a AA + claims-paying But, "smce KKR is very compe-

Observers say, however, that the This contribution was also cited He noted that American Re's ability rating, on Credit- tent in the area of restructuring
success of an LBO from Amencan by Joyce Culbert, an analyst with management is likely to have some Watch with negative imphcations companies, one would expect theyRe's perspective will hinge on the mvestment bankChicago Corp "My ownership participation in the LBO Any buyout "will likely involve a would know what problems wouldfinancial structure of the deal A own present vlew is American Re is "I think management involvement more aggressive fmancial structure anse," said Russell R Miller, chair-traditional leveraged buyout typi- a wonderful property, and it'S a in the ownership is de facto a good and an Increased call upon Am Re's man of Russell Mliler Inc, an m-
cally involves the assumption of shame Aetna has to sell it" thing" future earnings stream " vestment bank m San Francisco i

large amounts of debt, which could Aetna also is selling the reinsurer
hinder American Re m the market in a soft market, even though lt

But many observers beheve that might fetch a better price in a Caterpillar workers face health care changes
this factor is highly likely to be harder market
taken mto consideration by KKR My impression is that Aetna PEORIA, Ill -Caterpillar Inc Under their previous contract, benefits, depending on the number

and Aetna in structunng the deal really needs the money Why else workers for the first time wlll face UAW members and retirees had un- of dependents
The estimated $14 billion sale would lt sell American Re at this limits on the health care providers hmited health care coverage at no Also under the Interim plan, there

would be a significant gain on said Joanne Morrissey, a they can use at no cost when they cost Under the mtenrn agreement, is a $2 copayment for prescnptionPoint?"
Aetna's ongmal mvestment Aetna pnncipal with Firemark Consul- begm returnmg to work thts week Caterpillar, which self-funds its in- drugs That nses to $5 if a genenc
bought American Re m 1979 for tants Inc m Mornstown, N J However, the workers also will demnity health plan, w111 implement drug is available and is not used
$389 nrlhon Charles Ronson, an analyst with receive improved pension benefits health care cost-containment pro- UAW workers' pension benefits

The Aetna spokesman said that Balestra Capital in New York, a and higher wages grams nse under the interim agreement to

along with bolstenng the insurer's money management firm, was ent- Caterpillar will begin recalling Beginning July 1, UAW members $31.45 per month per year of ser-vice, up from $30 45 On Jan 1core business, funds from the LBO leal of the deal's structure, contend- 12,600 stnking United Auto Work- and retirees m the Peona area wlllalso could strengthen Aetna's bal- ing Aetna should sell part of Amen- ers this week after a 51/2-month receive full coverage only if they ob- 1993, benefits rise to $33 per monthance sheet and allow it to repur- can Re m an Initial pubhc offering labor dispute over health care bene- tam care through a managed care per year of service
chase some of its common stock "This is a big, very profitable suc- hts, pensions and wages network There wall be no deduct- The company also wlll offer vol-

"I view it as a positive develop- cessful franchise, and Aetna is not Caterpillar and the union have ibles or copayments for network untary early retirement options to
ment," said Michael A Lewis, first going to let its shareholders partici- been unable to reach an agreement care

workers in certain jobs and loca-

vp with Dean Witter Reynolds Inc pate m the full manmization of its since Oct 1, when the previous con- Caterpillar already had planned tions, based on age and years of ser-
m New York The estimated $14 worth," he complained tract expired Caterpillar earher this to implement the network for sala- vice, among other factors
bilhon sale pnce "appears reason- Aetna said it had considered an month began advertising for re- ned employees and management Caterpillar said it determined

able," he said, and the sale "wlll go IPO, but rejected that option Sell- placement workers Nearly 8,000 Employees who opt out of the dunng the strike that it needs about
a long way" toward alleviating con- ing American Re all at once, the people applied for those jobs network wll be required to pay 30% 1,350 fewer workers If every stnk-
cems about Aetna's capital spokesman said, means "more cap- The striking workers agreed to of the cost ing worker returns and few choose

Furthermore, the deal would end ital more quickly " Furthermore, return to work under Caterpillar's Workers and retirees who do not early retirement, the company w111potential conflcts caused by Amen- Aetna did not want to have a large latest offer, but only as an interim live within the network area will eliminate the positions through nor-can Re doing business with Insurers stake in a company with many other agreement A federal mediator wall pay towards the cost of their cover- mal attrition
that are Aetna competitors, said Ro- shareholders, he said help negotiate a final contract age up to 1% of wages or pension -Bl/ Chnsttne Wootsey
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Update Flood damages practice was disrupted leak for weeks, either the city or the
Additional suits are expected contractors will be held liable"

Continued from previous page from businesses whose losses were when msurers subrogate, one Lon-

Seidman judgment overturned mous damages," the suit says not covered by insurance and by m- don broker pointed out
The suit names as defendants the surers seeking to recover their Mr Branch noted that besides

Cont:nued from page 2 city of Chicago, the Metropohtan claims costs from the parties re- property damage and lost business
However, a three-Judge panel of Florida's 3rd District Court Water Reclamation District of sponsible for the flood costs, the disaster also wall spawn

of Appeals ruled unanimously April 14 that Seidman could not Greater Chicago and Great Lakes As soon as insurers pay those substantial legal costs
be held liable Because former Universal Casualty official In addition to damages, court claims that are covered, "they wall "How much added cost is there

Vishwa Shah committed the alleged fraud to benefit the insurer costs and attorneys' fees, the suit be m a position to turn around and as the initial claims reverberate
rather than to harm lt, Universal Casualty and ltS liquidator seeks to protect the subrogation in- subrogate" against those responsible throughout the system" as property
cannot claim that Seidman damaged the company by failing to terests of the insurance industry, for the damages, noted Joseph damage claims lead to subrogation
discover the fraud, the court ruled noted Robert A Holstein, an attor- Branch, a partner at Foley & claims? he asked

The liquidator, Allan Gee, a senior manager with Ernst & ney with Holstem, Mack & Klem m Lardner m Milwaukee The "npple effect" will be evident,
Young in Cayman, will ask for a review by the full appeals Chicago who filed the suit "The insurers in the U S are be- said David W Eryou, chairman of
court and will petition for a review by the Florida Supreme Another suit was filed later in the coming more and more confident the Defense Research Institute's
Court, said Thomas M Sherouse, a partner with the law firm of week by a doctor who alleged his that as thecity had known about the construction law committee .

Anderson, Moss, Parks, Meyers & Sherouse in Miami

Briefly noted Coverage questions abound
Negotiations over SCOR U S Corp 's bid to purchase Crum &

Forster Inc unit Constitution Reinsurance Corp. broke off By SARA MARLEY linghast unit of Towers, Pemn, For- However, some pollcies may stip-
last week Crum & Forster in 1991 postponed a planned public and SARA J. HARTY ster & Crosby Inc ulate that the power outage be
offering of Constitution Re's holding company, citing market "A flood is generally deftned as a caused by a utility breakdown as
conditions Raytheon Co estimates its accumulated retiree CHICAGO-While water-weary 'rising natural body of water ' It's opposed to an imposed shutdown
health care liability under Financial Accounting Standard Chicago businesses are expected to going to be hard to say that this case Failure to tell clients about the

106 is about $500 million It is considering amortizing the obli- deluge property insurers with was caused by a flood," agreed Mi- availability of power Interruption
gation over several years Gillette Co says its aftertax charge claims, questions remain over the chael Segal, president and chief ex- coverage could cause some pohcy-
for FAS 106 obligations will be about $125 million Gillette has mterpretation of coverage for last ecutive offlcer of Near North Insur- holders to sue agents, brokers and
not decided how to recognize the liability PMA Reinsur- week's disaster ance Brokerage Inc m Chicago consultants, Mr Van Zuiden said
ance Corp. has increased its capital 48% to $185 million from While one property insurer said Although flood damage lS specifi- With all the confusion over what

$125 million through a stock purchase by parent company that the disaster would be classified cally excluded from standard ISO is and is not covered, coverage dis-
Pennsylvania Manufacturers Corp District of Columbia as a "flood," other insurers had not property pollcies, it's "quite com- putes are hkely
Mayor Sharon Pratt Kelly has signed legislation to extend yet decided whether losses were mon" for large busmesses to have Poheyholders who believe that
health care benefits to domestic partners of unmarried city caused by a "flood" or "water dam- flood coverage under all-risk or they have coverage "should
employees who register with the city (BI, March 16) Congress age," a distinction that could affect manusenpt property pollcies, noted promptly involve their insurers, bro-
still must review the measure Former asbestos manufactur- coverage William D O'Connell, national kers, public adlusters and attor-
ers Keene Corp and Robert A Keasbey Co must pay $30 "We consider it a flood If the pol- director of business insurance con- neys," said Dwight Palmer, a part-
million in compensatory damages to seven construction work- icyholder had purchased flood cov- sulting for Deloitte & Touche ner in the Chicago law firm of Keck,
ers exposed to asbestos, a New York state Jury has erage, we intend to respond," said However, Bill Lemheiser, senior Mahin & Cate
ruled Only women seeking reconstructive surgery after a Jun Oskandy, vp of corporate affaus consultant with Corporate Policy- Meanwhile, some insurers last
mastectomy or those who need a ruptured implant replaced will at Protection Mutual Insurance Co holder Counsel Inc m Park Ridge, week noted they had received claims
be permitted to receive silicone breast implants, the U S of Park Ridge, Ill Ill, estimated that only half of the from policyholders, though many
Food and Drug Administration said All women who receive the However, "it is definitely water affected companies in Chicago's major property underwriters hadn':
implants will be subject to scientific studies to answer unre- damage, not flood," said a spokes- Loop have flood coverage received any claims notices
solved questions regarding the implants' safety About 3,000 man for Allstate Insurance Co in The apphcabillty of business m- Few insurers could provide any
former pension plan participants covered by Executive Life Northbrook, Ill terruption and extra-expense cover- estimate of potential losses
Insurance Co. annuities purchased by units of Halliburton "We can't say if it is or im't a age also is being questioned, because Protection Mutual msures more

Co would receive full benefits under a proposed U S Labor flood It's some type of water dam- business owners usually must be in- than 100 properties in the affected
Department settlement The payments, which Halliburton age," said Tom Kaye, national catas- sured for the underlying peril in business district, and msurer offi-
would guarantee, would make up the difference between annui- trophe coordinator at Kemper Na- order to collect on these types of cials had visited more than 50 as of
tants' reduced benefit payments after regulators seized Execu- tional Insurance Cos m Long Grove, coverage, consultants said Thursday, Mr Oskandy said
tive Life and what the annuitants were promised Com- Ill However, Kemper had not re- "Most standard policies require About 12 buildings insured b>
panies that manufactured the anti-miscarriage drug DES but ceived any claims for the disaster physical damage to insured property Protection Mutual suffered some
did not sell it m New York can be held liable to New York last week before busmess Interruption or extra property damage, from a few mches
plaintiffs,aUS District Court has ruled Under New York CNA Insurance Cos in Chicago expense is tnggered," said Paul Van of water m the Sears Tower to de-
law, manufacturers of diethylstilbestrol can be held liable for also had not yet determined how it Zuiden, a nsk management consul- vastatmg water damage at the Mar-
women's injuries based on their share of the market when the would classify claims, a spokeswo- tant with The Wyatt Co in Chicago shall Field & Co department store
drug was prescribed (BI, April 10, 1989) man said And, a spokeswoman said Thus, a tenant on a high floor of a The lowest level of the depart-

I'IT Hartford Group Inc "is still ex- building that suffered no property ment store, which contains bollers
amining whether or not they are co- loss could not collect for busmess and other mechanical equipment, \

EBP results vered " interruption, even if the building was totally submerged The water
While they may not have deter- was damaged hne m the level above, which is used

mined whether coverage applies, Many affected busmesses may not to store inventory, was just several
Contlnued from page 2 create EBPLife property insurers stress they are have bought busmess interruption feet short of the celling
milhon m the previous fiscal year's The California department standmg by pohcyholders' side dur- coverage Six buildings, Including Manshall
third quarter Operating earnmgs charged that USLIFE failed to ob- ing the crisis "Most of the firms affected are Fleld's and fellow retailer Fllene's

Increased 91% to $6 mdlion from tam proper regulatory approval be- Protection Mutual has been offer- service mdustnes It's unlikely that Basement, have suffered serious
$5 5 milhon a year earher But, after fore sellmg the busmess mg englneermg advice and arrang- many of them will carry business damage, Mr Oskandy said
income taxes and rismg interest ex- EBP has applications pending ing for pumping and cleaning interruption" insurance because it is Protection Mutual has "been as-

penses, net earnings dropped to $28 with the California Insurance De- equipment for policyholders, Mr difficult for busmesses like law and sociated with Field's for a number of
milhon or 34 cents per share com- partment to approve the merger of Oskandy said "We are concentrat- accounting frrms to document lost years" and also writes pioperty cov-
pared with $3 5 milhon or 40 cents a Sooner and First Security and to ing on mitigatmg the loss and res- profits, Mr Van Zuiden said "The erage for Field's parent, Dayton
year earher change Sooner's name to EBPLife tonng fire protection systems " fact that you were unable to operate Hudson Corp of Minneapolis, he

EBP also reported that ltS Cll- Of the 38 states where Oklahoma- "Our company has taken the pos- for a few days lS insufficient to said
ent based grew to 2,525 compames domiciled Sooner was hcensed, only ture that we are gomg to lean over prove a loss " CNA received 78 claims last week,

with 568,200 covered employees in Callfomia and Michigan have not backwards for our policyholders Transaction-onented service bu- meluding 70 business interruption
the quarter from 2,200 companies issued amended licenses allowing it We are golng to give them the bene- sinesses like the Chicago Board of claims from dentists insured under
with 496,400 employees m the year- to operate as EBPLife, accordmg to ht ofthe doubt without compromis- Trade-which was shut down on an association program wntten by
earher penod Timothy W Kuck, vp and general mg our pollcies," said a spokesman Monday and Tuesday and was open CNA, a spokeswoman said

The loss ratio on stop-loss reinsur- counsel for Nationwide Mutual Insurance for limited trading on Wednesday TIT Hartford received 24 claims,
ance wntten by EBPLife Insurance EBP did not file its apphcations Co of Columbus, Ohio, which re- and Thursday-may have an easier Travelers Corp, six, Allstate Insur-
Co widened to 568% m the thlrd with the Cabfornia department until ceived three claims as of last week tlme proving losses, he continued ance Co, mne, and Allendale Mu-

quarter, compared with a 50 2% loss Februaty 1992 The department said Flood damage lS excluded from Business interruption coverage tual Insurance Co and Industrial
ratio m fiscal 1991's thad quarter it is mvestigating EBP m connection standard Insurance Services Orgam- might also be voided because many Risk Insurens, both one
This was largely due to growing with the filings zatlon Inc property policies, an ISO businesses were closed as a result of American International Group
competition in the market, EBP At the time of the Sooner ac- spokeswoman said Coverage also is power outages, not actual flooding Inc has had "a hmited number of
said quisition, EBP was not aware it excluded for certain types of water Many businesses won't "be able to reports of water" m msured proper-

Continuing competition and needed the Cahfomia department's damage, includmg "water under the get coverage from their own pollcies, ties, a spokesman said
higher expenses to support sales, pnor approval to merge Sonner and ground surface" that seeps through unless they had coverage specifically Fireman's Fund Insurance Co has
managed care and claim processmg First Security, believing it only foundations and basements endorsed to protect them from off- received 12 business Interruption
functions will reduce operating needed to notify regulators of the "Water on the ground that causes premises power interruption," noted claims, averaging about $2,500 each,
margins for the next three or four acquisition and file for a name problems is considered a flood," said Craig Van der Voort, area president a spokesman said
quarters, EBP said change, Mr Kuck said Richard S Betterley, president of of the Chicago office of broker While Aetna Life & Casualty Co

Separately, the Cabfornia Insur- While the apphcations are pend- Betterley Risk Consultants Inc of Arthur J Gallagher & Co has not received any claims, it is
ance Department last week fined mg, EBP has agreed that ltS lnSUr- Worcester, Mass Water damage lS However, few firms are hkely to aware of damage at two or, three of
USLIFE Corp $100,000 for trans- ance unit wlll not wnte direct m- more closely associated with broken have off-premises power failure en- the Loop properties it Insures
actions relating to its sale of an in- surance business in California, pipes or leaky roofs, he noted dorsements, consultants said However, several major property
surance subsidiary to EBP last year though the company is not barred However, "it's probably not a "For those fortunate enough to insurers-including Kemper,

USLIFE last May sold its Sooner from wrttlng relnsurance flood because it's not a natural have that coverage, there is no ques- Arkwright Mutual Insurance Co,
Life Insurance Co unit to EBP, EBPLIfe w111 write stop-loss cov- event It's not an overflow" of the tion" that they wall be covered, said CIGNA Corp and Zurich-Amencan
which merged Sooner with its FlrSt erage on a direct basis if its appll- nver, said Michael R Levm, a con- Bill Hoffman, a consultant with Insurance Co -had received no
Security Insurance Co subsidiary to cations are approved • sultant in Chicago with the Til- KPMG Peat Marwick in Chicago claims notices as of late last week I
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Flooding shuts down Loop businesses Bi Insurance Index

810

By MEG FLETCHER ing, contents and busmess Interruption, he change's closure was felt mternationally be-
and SARA MARLEY said cause "the cash markets dried up," he noted 790

Marshall Field & Co, a unit of Dayton- The Chicago Mercantile Exchange did not
770 -_.d 1CHICAGO-Businesses in Chicago's water- Hudson Corp m Minneapolls, lost some in- make the 300,000 to 400,000 trades it normally

logged Loop were shll assessing damage and ventory due to flooding in one sub-basement would have because of reduced hours Monday
lost-business costs last week, and it appears level, a spokeswoman said Its lowest level, and Tuesday, pnmanly due to power outages __750_-
the toll will be high which houses boilers and other meehan=l and the need to allow flrms to complete trades,

"It's a classic case of a small amount of dam- equipment, was totally submerged a spokesman said The Merc is "largely seM-in- _130
age causing a large amount of loss," said Mi- Retaillng sources put the daily revenue at sured" for its loss, he said
chael R Levin, a consultant m Chicago with Field's State Street store at $500,000 The Merc had considered buying business 710

the nllmghast division of Towers, Perrin, For- Field's has coverage for property damage mterruptlon coverage But it did not because
ster & Crosby Inc Busmess Interruption and and busmess interruption from Protection Mu- insurers demanded that the exchange mam-

Ir---1:ii,

extra-expense losses unll far exceed actual tual Insurance Co ln Park Ridge, Ill, the spo- tam duphcate backup facilities, which the
property losses, but are less likely to be co- keswoman said Merc did not consider cost-effective, he said 670 

vered by insurance, he noted A spokeswoman for Filene's Basement, an- At accounting firm Arthur Andersen & Co,
Commonwealth Edison Co faced some of other State Street retailer, said the store lost subbasement floodmg kept 450 employees out

the greatest challenges On Monday, power "everything" m a stockroom below the base- of their downtown offices Base = 100 on Dec 29,1978

was cut to 96 buildings m the downtown area ment sellmg floor that held two weeks worth On Monday, 900 cartons of tax flles were Source Noidby intemat,onal 16(
and restored through the week until only 11 of merchandise Protection Mutual also wntes moved to another corporate location, where
buildings were dark by Thursday afternoon property and bumness mterruption coverage auditors took over lunch and conference rooms Insurance industry stocks Inched up last week,

Com Ed's manpower costs to respond to the for Filene's, a May Department Stores Co unit to work on chents' tax returns as the Business /nsurance Index rose 5.1 points
flood were runnmg at about $330,000 per day, headquartered in Boston Andersen's business Interruption insurance to 776.7 on April 16 from 771.6 on April 10.
the utihty reported last week Hartmarx Corp had retail sales operations should cover lost profits and the cost of the Advancing issues were led by Safeguard Health

So far the utility knows of only "minimal mterrupted due to power outages at two of its move, a spokesman said Enterprise, up 8.3%; NAC Re Corp., up 6.8%;
physical damage" to about 30 transformers four Loop stores The firm has broad coverage Loss control experts noted that most busm- and Washington National, up 5.8%. Declining
due to the flooding, a spokesman said for such losses, including off-prermses power esses were unprepared for the catastrophe issues followed HMO America Inc., down 6.1%;

Com Ed lS "pnmanly self-Insured" for the outages, but Hartmarx also has deductibles "You don't think about things underground, Poe & Associates, down 4.8%; and Sierra

losses it knows of at this time, said Gerald "which are substantial," said John Wagner, but they can put you out of business if they Health Services, down 3.2%. The most active

Porento, Com Ed's assistant general coun- assistant treasurer and director of risk man- fall," said'Earl Aurehus, vp of EQE Interna- issue was Sears, Roebuck & Co. (Allstate), 4.2

sel However, "this thing is far from over agement bonal, a San Francisco property loss consul- mill,on shares traded. The 8/ Index was up
0.7%; the NYSE Composite was up 2.5%; theEvery day, new losses mount," he said Two Loop buildings managed by Tishman tant

Whlle Commonwealth Edison officials de- Speyer Properties Inc remained flooded late The city of Chicago suffered huge losses, Standard & Poor's 500 was up 2.9%; and the

clined to comment on coverage, the utility re- last week, said Craig W Bayless, managing both from property damage-flooding kept
Dow Jones 30 industrials rose 3.4%.

ported in 1990 that it had more than $200 mil- director Tishman owns one of the bulldmgs City Hall closed durmg the week-and from ,
lion in property insurance limits with a Damage to the building is "golng to be in the the costly attempt to plug the nver leak ) British Issues
deductible that exceeded $1 million Un- milhons," he said Virtually all mechamcal and While the city self-insures its property and j
derwrlters included Lloyd's of London syndi- electrical equipment m both buildings-m- hability exposures, it wlll receive significant } 1 Week

(

cates (BI, Aug 6,1990) cludlng switching gears, motors, water pumps, funds from the federal government, which de- Apn116 Price P/E Div Yield High-Low

j Companies pence pence % pence pence
Perhaps the hardest-hit busmesses were the air conditioning condensers and computer clared the flood area a disaster area

Comml Union 450 N/M 31 5 70 450-425
major retailers along State Street controls-were under water As a result of the disaster proclamation, the , Gent Accident 461 N/M 357 77 461-435

Beneath the ornamental cast-iron facade of Tishman purchases its property coverage U S Treasury will cover 75% of state and local ' Gdn Royal Exch 144 N/M 100 69 144·-128 
Carson Pine Scott's landmark building work- from Protection Mutual governments' flood-related costs Royal 202 14/M 15 0 74 202-196

el'slastweekpumped outwater from two sub- Limited trading hasresumed at The Chicago Even so, Chicago is likely to seek special 1 Sun ARiance 279 N/M 190 68 280-262
terranean levels at the rate of 200,000 gallons Board of Trade, but for nearly two days the legislation from Congress to provide federal ' Brokers
per hour Still, the level had dropped only five exchange was closed due to 30-40 feet of help beyond casting disaster rellef, according  Bradstock 137 154 63 46 137-136
inches m four days, and 25 feet stll remamed water m the basement where electrical, heat to aides to Mayor Richard M Daley and mem- CE Heath 373 247 345 92 373-361

Hogg Group 175 117 109 62 175-174
as of late Thursday, said John Beachum, and air conditionmg equipment are located bers of the Chicago congressional delegation

JIB Group 188 138 100 53 188-183

director of marketmg and promotions for P A The commodity exchange reopened Wednes- Federal disaster assistance for business
Uoyd Thompson 228 228 60 26 228--227

Bergner & Co, Carson's parent m Milwaukee day-even though ltS basement still was sub- comes primarily m the form of low-mterest Lowndes Unbrt 317 13 2 17 3 55 317-313

Though he had no damage figures, it was merged-with the help of jerry-ngged elec- loans up to $500,000, but only if a company PWE; Holdings 54 59 53 98 54-52

estimated that Carson's lost at least $300,000 tncal service and a fire department pumper can't obtain credit elsewhere Sedgwick Grp 205 160 160 76 205-197

m sales each day it was closed A CBOT spokesman could not estimate
Steel BrrIJones 255 128 177 69 255-253

The State Street store--the chain's largest- losses, but noted that about 500,000 contracts Thts story contams reports from the Crain
Willis Corroon 260 164 176 68 260-247

volume store-ls insured for damage to build- are typically traded daily The effect of the ex- News Service Source Phtlip Olsen. Ins,Ance Industry Analyst. London

Bi Industry Stock Report
APRIL 13,1992 THROUGH APRIL 17,1992

BROKERS Weekly Year to Date Annual MkVBk Weekly Year to Date Annual MkVBk

Pnce % change % change High Low Vol (000) $ 0,v % Yield RE Book value value Pnce % change % change High Low Vol (000) $ DIv % Yield P/E Book value value

Alexander & Alexander NYS 1900 270 732 2700 1800 243 100 526 76 977 194
Mutual Risk Mgmt Ltd NYS 3275 150 6.76 37.75 1700 19 012 037 24

Gallagher Arthur J & Co NYS 2188 000 223 2538 1900 41 064 293 17 588 372
NAC Re Corp OTC 2950 679 635 3300 21.75 194 016 054 13 1890 156

Frank B Hall NYS 400 323 588 550 3.13 133 000 0.00 3 524 0.76
National Re Holdings Corp NYS 1825 4.29 N/A 23.63 1700 144 012 066 8 N/A N/A

Htlb Rogal & Hamilton OTC 11.75 000 1132 1750 1100 75 040 340 19 356 330
Navigators Group OTC 4175 183 183 4825 2950 22 000 0.00 24 1352 309

Marsh & McLennan NYS 7500 3.09 783 8375 7000 274 260 347 18 14.77 508
Nobel Insurance LTD OTC 513 2.50 2813 600 338 19 000 000 4 7.76 0.66

Poe & Associates OTC 1500 4.76 2500 1600 888 14 040 267 16 2.52 595 NWNL Companies NYS 3525 483 13.25 3850 1863 187 1.48 4.20 10 42.73 082
BROKERS AVERAGE 07 16 25 1

Ohio Casualty Corp OTC 5325 0.47 758 5825 4350 75 268 5.03 9 36.38 1 46

CONGLOMERATES & HOLDING COMPANIES Old Republic Int I NYS 4050 092 14.08 4225 2750 141 0 72 1.78 8 3309 122

Onon Capital Corp NYS 2988 083 553 34.25 2700 32 0 92 3.08 5 2042 146

Berkley W R Corp OTC 33.13 115 8 61 3625 2350 161 0.36 109 13 2389 139 Phoenix RE Corp OTC 1100 476 476 11.75 850 3 020 1.82 44 13.30 0.83

Berkshire Hathaway Inc NYS 902500 198 028 902500 24531 0 000 000 33 461200 196 Provident Life OTC 22.38 347 376 24.25 1675 59 1.00 4 47 9 25.88 0.86

ITT (Hartford Group) NYS 6550 175 1342 70 63 50.00 979 1 84 2 81 10 6401 1 02 Re Capital Corp ASE 1600 000 1130 1863 1313 13 0.24 1.50 13 1505 1.06

Sears (Alisiate) NYS 4688 302 23.76 4788 3250 4186 200 427 14 3738 1 25 Reliance Group Holdings NYS 450 2.86 909 + 613 350 57 032 711 3 561 080

CONGLOMERATES AVERAGE 20 114 20 1 RLI Insurance Corp NYS 1825 0.68 1061 20.38 1188 8 0.48 2.63 8 1441 127

INSURERS/REINSURERS St Paul Companies NYS 7000 -0.18 395 75.75 57.13 238 2.72 389 7 5200 135

SAFECO Corp OTC 4375 057 1026 5000 3550 563 1.48 338 11 3150 1.39

AEGON N V NYS 6925 054 1.07 7175 5475 3 230 332 9 6 67 se,besUBSecoup
NYS 17.13 148 11.38 18.88 11.63 21 028 1.64 10 1119 153

Aerna Lite & Casualty NYS 43.25 057 170 4800 3188 826 276 638 OTC 563 2.27 227 875 400 508 036 640 3 735 077 4
Allied Group Inc OTC 21.25 366 2500 2300 1600 80 OEM 301 8 11.50 1 85 Selective Ins Group OTC 1850 4.23 10.45 19.75 13 75 100 1.04 5.62 9 1891 098

American General NYS 4263 179 4.21 44.75 36 38 559 2.08 4.88 10 37.14 1 15 Statesman Group Inc OTC 563 4.65 217 688 238 228 000 000 3 2.48 2.27

American Indemnity/Fin 1 OTC 6.88 0.00 44.74 925 450 13 008 1.16 6 1293 0 53 Toi(,o Marine & Fire OTC 3763 308 2694 5525 3225 4 000 000 7093 053 , '
American International NYS 8688 176 11.69 9938 7863 1296 048 055 12 4534 1 92 Torchmark Corp NYS 5975 1.92 324 61.50 46.50 276 1.60 268 13 16.70 358 6 4
Aon Com NYS 4388 572 10 73 45 25 34.75 240 168 383 12 1850 2 37 Transamenca NYS 43.25 3.90 8.46 43 88 31.25 292 200 462 37 3656 118 9 j

Argonaut Group OTC 2700 000 1368 33 38 21.75 74 068 252 8 4826 056 Transatlantic Holdings NYS 3225 -0.77 1704 39.63 29.00 82 024 074 10 1838 175

AVEMCO Corp NYS 25.88 197 350 2800 19.63 8 040 155 19 955 2.71 Travelers Corp NYS 2075 247 4.05 25.13 1725 1457 1.60 771 7 41.44 050 (

Baldwin & Lyons Inc OTC 2750 0.46 680 28 00 21.50 86 028 1.02 8 2429 113 Trenvick Group lic OTC 27.75 278 263 30.75 23.00 19 072 259 10 2171 128

Belvedere Corp ASE 525 000 61.54 6.13 288 2 004 076 15 765 069 United Fire & Casualty OTC 5850 168 30.00 6200 4200 7 132 226 12 35.39 1.65

Chandler Insurance OTC 5.13 250 5769 550 2.13 108 000 000 64 595 0 86 USF&(1 Corp NYS 10.13 253 39.66 1225 563 2022 020 1.98 4 1196 085

Chubb Corp NYS 6900 534 1039 7800 60 75 1082 1.60 232 11 3519 196 UNUM Corp NYS 3588 436 1142 4063 2881 465 064 178 12 3725 096

CIGNA Corp NYS 5338 415 1268 6175 4125 517 304 570 11 73.15 073 USLIFE Corp NYS 4525 000 548 47 88 38 00 149 164 362 9 6034 0.75

CNA Financial Corp NYS 9050 569 765 10450 7550 94 000 000 9 70.23 129 Unltrin OTC 3325 076 699 40 25 31.00 166 100 301 13 30.70 103

Continental Corp NYS 2738 139 090 3038 2325 433 260 950 28 37.83 0 72 USLICOCorp NYS 1875 2.74 135 2100 1700 27 100 533 19 29.44 064

EXEL LId NYS 3563 1 04 500 4025 27.38 567 092 258 8 N/A N/A Washington National NYS 1813 584 14.17 1925 1338 25 108 596 9 2686 0.67

Fund American Corp NYS 6463 058 7 51 7025 6200 574 068 105 14 36.11 i m Zenith National Ins NYS 1588 079 593 1850 1375 54 100 6.30 7 13.14 121

Fremont General Corp OTC 2063 0.61 1538 2600 1800 192 088 4 27 5 19.13 1.08 INSURERS/REINSURERS AVERAGE 17 33 33 129

Frontier Insurance Group NYS 31.50 244 1667 31 50 19 22 62 060 1 90 12 11.20 281
HEALTH MAINTENANCE ORGANIZATIONS

Gainsco Inc ASE 1275 192 893 1500 825 26 004 0 31 15 337 378

General RE Corp NYS 91 25 1.25 1043 10475 8500 799 1.80 1.97 12 3750 243 FHP International OTC 1500 084 526 27.00 988 1106 000 000 14 544 2.76

Guaranty National Corp NYS 1475 000 172 1700 1263 34 0 48 3.25 10 N/A N/A HMO Amenca Inc OTC 1538 6.11 821 2488 11.38 449 0.00 0.00 17 061 25.20

Hanover Insurance Co OTC 37.13 034 385 4275 2713 71 044 119 16 37.44 099 Pacd,care Health Sys OTC 6025 0.42 5253 62 50 21.50 265 000 000 24 655 920

Harteysvitte Group OTC 2063 3.13 294 2325 1675 29 064 3.10 10 2299 090 Sateguard Health Enter OTC 1300 833 3867 14.75 513 57 000 000 22 353 368
Hartford Steam Boiler NYS 5163 024 1022 6238 45.13 78 200 3.87 15 1705 303 Sierra Health Services ASE 2238 324 2095 2925 1238 39 000 000 12 178 12 57

Kemper Corp NYS 2775 133 27 21 4613 2488 558 0.92 3.32 7 3420 081 United Healthcare Corp NYS 7638 240 2.52 9300 37.00 552 003 0.04 32 3.76 2031

Lawrence Insurance Group ASE 8.13 000 2697 1113 788 3 0 48 5 91 16 4.71 173 United Medical Corp ASE 8 SO 303 21.43 1088 588 16 020 235 27 879 097 ;
Libeny Corp NYS 2375 326 734 2538 1950 59 048 202 13 2386 1 00 US Healthcare OTC 5025 1.95 21.08 57.75 2125 3624 056 111 24 338 14.87

Lincoln National NYS 5450 000 046 6100 4538 219 292 536 12 45.16 1.21 HMOs AVERAGE 01 193 04 22

Markel Corp OTC 2675 388 21.59 2825 1400 16 000 000 13 322 8.31 ALL COMPANIES AVERAGE 11 8l 28 12

System design Nordby International Inc r 1



For nearly a century and a half, the Shield has been poised
not to do battle but to defend.

Protecting business and home, property and possessions.
A worldwide symbol of an organization with a rich history

as legacy And a bright future as promise.
Strong. Stable. Steadfast.
Royal Insurance. Your shield against the unexpected.

 Royal Insurance

YOUR SHIELD AGAINST

THE L»1 EXPECTED.
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