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RIMS takes stage in New Orleans
J.A. "Tony" Bridger, outgoing president of the Risk & in-
surance Management Society Inc., tools RIMS' horn during
its membership meeting at the 32nd annual conference last
week in New Orleans. Coverage begins on page 3.

Updates-
Bain Clarkson to acquire Hogg,
raising rank among brokerages

LONDON-Bain Clarkson Ltd.'s parent,
Inchcape P.L.C., plans to acquire Hogg
Group P.L.C. for 176.6 million pounds
($263.2 million), ending speculation over
who would buy the world's 12th4argest
brokerage.

"I've been trying to get (Hogg) for four
years," Simon Arnold, chairman of Bain
Clarkson, said Friday. "It's long been my
ambition to see Bain Clarkson move ahead."

When the deal is completed at the end of
May, the firm will be 1mown as Bain Hogg

Continued on nezt page

AIA, unions negotiating
work comp reform deal

By MARK A. HOFMANN

WASHINGTON-Several labor
unions and the American Insurance

Assn. are close to agreeing on a health
care reform proposal under which
workers compensation medical benefits
would still be paid by workers comp
insurers but companies could negotiate
alternative workers comp benefits with
workers.

Modeled on a 1991 Massachusetts re-

form law, the proposal is designed to
replace Title X, the section of President
Clinton's Health Security Act that
would shift payment of medical care
for work-related injuries and illnesses
to the group health care system from
workers comp programs.

AIA officials discussed the proposal
on the condition that their names be

kept confidential.
Businesses have actively lobbied

against the president's workers comp
proposal, and some argue that workers
comp reform should not even be men-
tioned in a health care reform bill.

"Obviously, we don't like Title X as
written," said an AIA source, adding
that merging the two medical care sys-
tems would be even worse.

The source said that the Clinton plan
does not recognize the unique aspects
of workers comp, a complaint that has
reverberated through the insurance in-
dustry since the issue of possibly com-
bining workers comp medical care with
group health care first arose last year.

For several months, the source said,
the AIA has been negotiating with con-
struction companies and unions, which
have a long history of cooperating on
safety and workers comp programs.

"It's a recognition that everybody is
in this boat together," said Donald
Elisburg, a Potomac, Md., labor attor-

Congress springs into action
Alternate health r

By MARK A. HOFMANN

WASHINGTON-Health care

reform proposals are springing up
like April flowers on Capitol Hill.

Rep. Pat Williams, D-Mont., last
Thursday offered an alternative
reform bill that primarily would
restructure the alliances that are

the centerpiece of President
Clinton's reform proposal.

No sooner had Rep. Williams in-
troduced his bill to the House Ed-

ucation and Labor Committee's

Subcommittee on Labor-Manage-
ment Relations, which he chairs,
than the panel's ranking Republi-

eform bills emerge
can-Rep. Marge Roukema of
New Jersey-announced that she
would soon offer a GOP alterna-
tive.

Elsewhere in the House, Rep.
John D. Dingell, D-Mich., contin-
ued efforts to forge a consensus
behind a bill in his Energy and
Commerce Committee. To help
win the few votes he still needs for

a committee majority: Rep. Din-
gell last week proposed absolving
businesses with 10 or fewer em-

ployees from having to pay any
portion of their employees' health
costs, either through a direct man-
date or through a payroll tax.

On the Senate side, meanwhile,
Majority Leader George Mitchell,
D-Maine, began circulating three
limited modifications to the presi-
dent's bill for the perusal of his
Democratic Senate colleagues.
Each version is designed to cut the
cost of the Clinton plan by chang-
ing an assumption or two, such as
reducing the value of the basic
benefits package.

Much of the attention last week

was focused on Rep. Williams'

subcommittee, which began
markup on a health care bill.

Complicating matters, though,
Rep. Williams began by proposing
that his subcommittee pass judg-
ment on two bills-his measure

Cost of risk still on the rise: Study
By SARA MARLEY

NEW ORLEANS-Most risk

managers who attended the Risk
& Insu=ranee Management Sodety
Inc. annual conference last week

are seeing their staffs reduced,
their budgets dwindle and their
offices take on greater responsi-
bility.

At the same time, their proper-
ty/casualty risk financing costs
are increasing, with large compa-
nies seeing the greatest jump in
premiums and retained losses
combined.

Those are among the findings of
the 1993 Cost of Risk Survey. an
annual study of corporate risk
management expenses conducted
by RIMS and Towers Perrin.

Changing makeup of the cost of risk
Outside services 1.7% Departmental

costs 3.4%

Retained property
losses 3.7%

Retained workers

compensation 1991
losses

25.9%

Workers
compensation

premiums
19.6%

Source: Towers Perrin/RIMS

and also a single-payer bill.
Nearly a dozen of the subcommit-
tee's 16 Democratic members are

co-sponsors of a single-payer bill
drafted by Rep. Jim MeDermott,
D-Wash., a fact they made clear
during opening remarks last
Thursday.

Rep. Williams said that his pro-
posal "builds on the president's
principles" but improves on that
bill in numerous ways.

Most strikingly, Rep. Williams
would change the ground rules for
regional health care purchasing
alliances, which have been the
target of employer ire since the
president recommended requiring

Continued on page 45

Outside services 2.1% Departmental

Retained property
costs 2.2%

losses 3.6%

Retained workers 1992
compensation

losses
29.1%

compensation
 / premiums

17.0%

GRAPHIC BY MIKE GARVEY

Risk management staff size de-
creased 11% to 4.9 full-time

equivalent employees in 1992,
from 5.5 in 1991 GEN, July 5, 1993).

At the same time, risk manage-
ment department budgets de-
clined 22.2% to 14 cents per
$1,000 of revenue from 18 cents

per $1,000.
Expressed as a percentage of

the cost of risk, departmental
costs fell to 2.2% in 1992 from

3.4% in 1991. Conversely, the
amount paid for outside risk man-
agement services increased during
the same period to 2.1% of the
cost of risk from 1.7%.

"I see more outsourcing rather
than less," said Jerry Miccolis,
practice leader of risk manage-

Continued on page 41

ney familiar with the AIA-labor talks.
Business Insurance has obtained an

outline of the compromise, dated
March 31. AIA sources say that the de-
tails are unlikely to change signifi-
cantly if at all.

The compromise would leave state
workers comp medical care systems in-
tact. In return, it would permit workers
to collectively bargain over arrange-
ments that "specify binding obligations
and procedures" in the delivery of
medical care to injured workers. Such
collectively bargained agreements
could then effectively pre-empt state
laws that now guarantee workers the
right to choose their doctors.

The proposal is modeled on a 1992
pilot project run by the Pioneer Valley
Building & Construction Trades Coun-
cil and Bechtel Construction Co. (BI,
May 31, 1993).

Continued on page 38

Minnesota

offers lesson

for national

reform effo rt

By CHRISTINE WOOLSEY

MINNEAPOLIS-Minnesota's

experience with health care re-
form may offer valuable lessons to
federal policymakers crafting na-
tional health care reform legisla-
tion.

Two years after passing Minne-
sotaCare, as the state's sweeping
health care reform law is com-

monly known, Minnesota has
achieved some of its goals, includ-
ing small-group insurance market
reforms and expanded access to
health insurance for the state's

 uninsured.But, state lawmakers and inter-
est groups continue to clash over
financing for universal coverage,
which the state hopes to achieve
by 1997.

And, during this year's legisla-
tive session-which happens to be
an election year for Republican
Gov. Arne Carlson and some of

the state's key Democratic legisla-
tors-partisan politics threatens
to halt further progress for re-
forms in the state.

What's more, many observers
say the prospect of increased state
oversight of the health care mar-
ket has spurred Minnesota health
care providers into action. Hospi-

Continued on page 43
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Updates -
Bain Clarkson to buy Hogg
Continued Pom previous page
Clarkson. Anthony Howland Jackson, now chairman and chief execu-
tive of Hogg, will be chairman and Mr. Arnold will be deputy chair-
man of the combined brokerage firm. Mr. Howland Jackson previously 
was managing director of Clarkson Puckle Ltd. when it merged with
Bain Dawes P.LC in 1987, after which he briefly served as managing
director of Rain Clarkson before leaving to join Hogg.

Ron Forrest, chief executive of Bain Clarkson, will be chief executive
of the merged brokerage. Mr. Forrest left Alexander & Alexander Ser-
vices Inc.'s US. retail operation last year.

Bain Hogg Clarkson will be one of the largest UK retail brokers,
while Hogis LAS. subsidiary, Hogg Robinson Inc., will give it a US.
presence. Hogg Robinson had gross revenues of $68.6 rnillion in 1992.

Based on 1992 revenues, the combined firm would be the world's
seventh-largest broker (BI, July 5, 1993).

However, slow growth at both firms, combined with lower average
currency exchange rates, could change that position when the 1993
ranlcings are published July 18. Combined revenues totaled 266.17 mil-
lion pounds at year-end 1993, up 1.5% from 262.2 million pounds in
1992. But, based on average dollar exchange rates, revenues dropped
1.4% to $399.3 million from $462.9 million in 1992.

Cats hurt P/C quarterly results
OLDWICK, N.J.-Huge catastrophe losses have hammered the prop-

erty/casualty industrfs fist-quarter results and will boost the indus-
t«s combined ratio for all of 1994, AM. Best Co. says.

January's earthquake in ILAs Angeles and brutal winter storms in the
East will push the industry's first-quarter combined ratio to 117%
from 105.5% in the fourth quarter of 1993, Best estimates. The quar-
ter's heavy losses could also boost the full-year 1994 combined ratio as
high as 111% from 106.9% for 1993, the rating agency pmdicted.

The quake has cost insurers $5.3 billion, while the winter storm
losses could "easily" hit $2 billion, said Senior Vp John H Snyder.

While the earthquake isn't likely to drive any insurers into insol-
vency, the winter storms could cause "financial havoc" for some com-
panies, he added. Because the storms produced hundmds of thousands
of small claims over multiple occurrences, reinsurance mcoveries for
most companies will be limited and net losses will be high especially
for single-state or regional insurers in the Northeast, he said.

KAL case may be reopened
WASH[NGTON-A federal judge will decide whether a liability

judgment against Korean Air Lines in 1989 should be reopened in light
of recently disclosed evidence from the Russian government about the
1983 downing of Flight 007.

Judge Aubrey E. Robinson Jr. held a hearing last Friday in the US.
District Court for the District of Columbia to determine whether there

should be a new ttial based on tapes of Flight 007's cockpit voice rec-
order and digital flight data recorrier, as well as transcripts of Soviet
military communications. The KAL Boeing 747 was shot down Sept. 1,
1983, after entering Soviet airspace while en route to Seoul South Ko-
rea. All 269 people aboad wem ldlled (BI, Sept 12, 1983).

A new trial could overturn a jurfs 1989 decision---upheld on ap-
peal-that KAL was guilty of "willful misconduct." The Warsaw Con-
vention liability cap of $75,000 per person does not apply to willful
misconduct Many of the 200 suits originally filed have been settled,
but a new tbal would affect 61 suits sull pending or on appeal.

Record OSHA fine contested
NASHVILLE, Tenn-Bridgestone/Firestone Inc. says it will contest

a record $7.5 million in proposed fines for allegedly violating OSHA
lockout/tagout rules in the case of a 1993 death at a Dayton Tire plant.

Calling the company's behavior "offensive and unjustifiable," Labor
Secretary Robert R. Reich last week hand-delivered citations to the
Oklahoma City plant for multiple violations of the rules that require
employers to ensure machinery is disconnected from its energy source
and inoperative before maintenance or service work begins.

The maximum fines of $70,000 for each willful violation reflect that
98 other workers also are at risk of serious injury. Robert Julian, 25,
died after his head was crushed in a tire-making machine.

OSHA also took the unusual step of obtaining a restraining order
fmrn a federal judge ordering the company to adhere to tighter safety
standards. The company closed its plant for one day last week, until
the judge lifted the order at least until a May 10 hearing.

Bridgestone/Firestone said it will contest the fine, arguing that the
lockout/tagout standard does not apply when workers are operating»
not servicing-the machinery.

Lloyd's reserves questioned
LONDON-A new report on Lloyd's of London concludes that the

market is underreserved for asbestos and pollution claims by at least
11 billion pounds ($16.40 billion).

Insurance archeologists R.M. Fields & Co. says that Lloyd's needs 15
billion pounds ($22.36 billion) in reserves to pay for its portion of bil-
lions of dollars in global asbestos and pollution claims. But Lloyd's

Continued on page 45

Notice to Readers
Due to a production error, the Reader Reply Service published

in the April 18 issue was inaccurate. The correct Reader Reply
Service for the April 18 issue appears on page 46 of this issue. To
obtain information from any advertiser in the April 18 issue, use
the form printed on page 46.

Hoffen berg faces charge
he diverted insurers' funds

By DOUGLAS McLEOD

CHICAGO-New York finan-

cier Steven Hoffenberg is facing
federal charges that he siphoned
more than $3 million out of two
Illinois insurers before the compa-
nies collapsedin 1988.

Mr. Hoffenberg, former head of
Towers Financial Corp., a bank-
rupt New York debt collection
firm, was indicted last week for
allegedly diverting funds from
now-defunct Associated Life In-
surance Co. and United Fire In-

surance Co. of Des Plaines, Ill.
A 13-count fraud indictment

charges that he illegally used the
insurers' assets to support Towers'
failed attempts to take over Pan
American World Airways Inc. and
Emery Air Freight Inc. He also di-
verted the insurers' money to pay
personal expenses, including col-
lege tuition for his stepdaughter,
prosecutors allege.

This is only the latest legal
problem for Mr. Hoffenberg, who
made a widely publicized attempt
to acquire The New York Post in

January 1993.
The Securities and Exchange

Commission sued him last year for
allegedly defrauding investors of
$450 million in the sale of Towers
promissory notes and bonds.

Towers filed for bankruptcy
protection soon afterward. Mr.
Hoffenberg was arrested in New
York in February and has since
been charged with securities
fraud and obstruction of the SEC

investigation, in what prosecutors
have described as one of the larg-

Continued on page 37

IRI hit with large fire loss
Extent of damage to steel plant unknown, estimates vary

By DOUGLAS McLEOD

WEIRTON, W.Va.-A devastat-
ing fire at a Weirton Steel Corp.
plant earlier this month could
produce a loss in the tens of mil-
lions of dollars for Industrial Risk

Insurers, industry sources say.
Weirton Steel was still trying to

assess its damages last week after
a fire swept through a rolling mill
that supplies steel coils for the
company's tin mill operations.
The April 6 fire injured 13 people

and caused "extensive structural

damage" that could affect about
20% of Weirton's production, the
company said.

Weirton has not determined the

cause of the fire, according to a
spokesman. The steelmaker also
has not estimated its damages or
how long the mill will be closed.
Though parts of the Weirton com-
plex are up to 80 years old, the
mill where the fire occurred was

built in 1976 and was fully auto-
mated.

In a statement issued with its

first-quarter results, Weirton said
that it will rebuild the mill as

soon as possible, but that the com-
pany is entering a peak season for
its products and that its produc-
tion and shipments will be hurt in
the second quarter.

Insurance industry sources say
they have heard damage estimates
ranging from about $50 million to
more than $100 million. Weirton
could not confirm any estimate.

Continued on page 47

Ways and Means panel hears call for pension reform

Economy ripe to boost funding: Reich
By MARK A. HOFMANN

WASHINGTON-The recover-

ing economy makes now the best
time to solve the problems of un-
derfunded defined benefit pension
plans, a Clinton administration
official says.

Labor Secretary Robert Reich
kept reiterating that message as
he promoted H.R. 3396, the
Clinton administration's pension
funding reform bill, before the
House Ways and Means Commit-

tee last week. During questioning
by committee members, Mr. Reich
added that he has been in contact

with the leadership of other con-
gressional committees that will
pass judgment on the bill.

Committee members said the
time to act is now.

"Failure to act will present us
with greater problems in the fu-
ture," said Ways and Means
Chairman Dan Ro5tenkowski, D-
ILl., before turning to the first
panel of witnesses, which in-

cluded Mr. Reich, Pension Benefit

Guaranty Corp. Executive Direc-
tor Martin Slate and Assistant

Treasury Secretary Leslie B. Sam-
uels.

Rep. J.J. Pickle, D-Texas, and
chairman of the Ways and Means
Oversight Subcommittee, said
that while the "PBGC does not

face immediate collapse," the
problem of pension underfunding
could ultimately require a "con-
gressional bailout" if steps to

Continued on page 47

New workers comp programs
By DAVE LENCKUS AIG unit, M&M tout premium savings
and GAVIN SOUTER

NEW ORLEANS-An insurer

and a broker are touting two new
workers compensation insurance
programs that emphasize cost
containment and offer employers
premium savings.

American Home Assurance

Co.'s new "Gain Share" retro-

spectively rated workers comp
program stresses cost-contain-
ment services designed to reduce
policyholders' losses and, there-

fore, their total premiums. And, if
a policyholder's actual losses ex-
ceed expectations, the American
International Group Inc. subsid-
iary will pay a portion of the ad-
ditional losses under the retro

prograrn.
Several other insurers, mean-

while, have agreed to negotiate
reduced workers comp premiums
upfront for large clients of Marsh
& MeLennan Cos. Inc. if the em-

ployers agree to implement the in-

inside
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surers' suggested cost-contain-
ment strategies.

Both American Home and M&M

unveiled their programs last
week.

"The theme song is we are put-
ting our money where our mouth
is," said American Home Presi-
dent B. Michael Schlenke at the

Risk & Insurance Management In-
surance Society Inc. conference in
New Orleans.

Continued on page 35
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Employer input can shape reforms Proportional
Employers Urging employers to get liability

involved in reform efforts

are, from left: Margaret among changes
are at risk Spyers, Stuart Weston, Allan :«jEFi1),6r)

DeNiro and Michael Murphy. DRIVE I

of losing role -k
to Superfund

» - LASCE©MEA*
, Ij,1

RIMS will seek
in benefits 4'At Trt 1

By SARA MARLEY

By CHRISTINE WOOLSEY NEW ORLEANS-The Risk &
j

Insurance Management Society
NEW ORLEANS-Now more 4 Inc is publicly opposing the

than ever employers need to get - .1, Chnton administration's proposed
involved in lobbying efforts to Superfund reauthorization bill
help shape the outcome of federal The position was approved by
health care reform, two corporate 4 RIMS' board of directors and an-

benefit executives say , t nounced at the society's 32nd an-

The biggest mistake employ- nual conference held in New Or-

ers-and employee benefit profes- . 3
/

leans last week

sionals-can make is to sit back Even though the announcernent
and accept the inevitability of follows the tabhng of the reform

1

massive changes to the national '
bill by a House subcommittee (BI,

health care system , 4. April 18), RIMS' position is stlll
Rather, they should do whatever timely, said David R Haight,

they can now to protect their role ( RIMS vp-environmental While
0 .

in planning and designing em- the bill is stalled in the House, the
ployee health care plans, the exec- I A 6/

utives say mil l/.
Senate version has not been ta-

bled, he pomted out
Even more importantly, em- M Congress will likely make

ployers should guard against fed- changes to Super*md, formally
eral or state reforms that could di 6 '. » .,4 known as the Comprehensive En-
erode the progress benefit manag-

--.4/4%

" 6*S>c-/ vironmental Response, Compensa-
ers have made in creating innova- hon and Liability Act "We can't
tive employee health care plans to afford to have Superfund continue
control rising health care costs as it is," said Mr. Haight, who is

So many employers are getting also director-risk management for
caught up in the almost daily nt- bound to occur, he said during a  ployers that have acted responsi- CF Industries Inc in Long Grove,
ual of determining how the latest panel discussion on the Impact of bly to suffer, and there is some- Ill
reform proposal will impact their health care reform at the 32nd an- , V thing about that that just doesn't The worst-case scenario is for
health plans, they are losing sight nual Risk & Insurance Manage- make sense," Mr DeNiro said Congress to reauthorize Superfund

ystemcern IcII, said Allen ment Society Inc conference,
held I know there are social reasons without making major changes, as

DeNiro, corporate vp of human last week in New Orleans for health care reform But I happened m 1986 when the law
resources for Turner Broadcasting Mr DeNiro also said he is tired

REPORT would submit that employees who was last reauthorized, he said
of receiving calls from vendors work for orgamzations that have RIMS' position, drafted by the

"I am angry by what I sense as who want to explain how the lat- acted responsibly up to this point group's year-old environmental
an inappropriate response to est reform bill wlll affect his ben- tion of the school board's $25 mil- in terms of their beneht plan de- committee and approved unam-
health care reform by vendors, efit plan "I would hke just once lion employee benefit plan, which sign will scream bloody murder mously by the more than 60 board
brokers and my peers. I sense to get a call from someone who covers about 30,000 employees, when (federal reform) is imposed members present last Sunday, unll
there has been a complete accep- says, 'We are going to Washing- retirees and dependents upon them And, they are going to serve as the basis for RIMS' lobby-
tance to the inevitabillty of this ton, do you want to come with us?' "A lot of us beheve we shouldn't be very nghtfully angry at people ing efforts, Mr Haight said The
happening That's a premise I'd I'm very, very upset that hasn't throw the baby out with the bath hke you and me " society's government and pubhc
like to challenge," said Mr De- happened so far " water," he said While some If Congress passes national affairs committee now is working
Niro, who oversees the design and Many large employers worry health system reform is necessary, health care reform this October or to promote RIMS' position
administration of benefits for that federal health care reform 80% to 90% of individuals are November, "Employees unll say to "We are already getting mterest
Turner's 7,000 employees. will undo the positive changes happy with the health care cover- us,'Why didn't you do something, and support from members and

"Every newspaper in the coun- they've made to their employee age they now receive As a result, Why did you let my benefits plan other groups," he said
try is dwelling on what health benefit plans, said Stuart Weston, many large employers favor mod- change?' " Mr DeNiro predicted Specifically, the five-page pom-
care reform will look hke and the director of nsk management for erate, step-by-step intervention What's worse, if the government tion paper recommends
inevitability of it I'm upset and the Pinellas County School Board over wide-scale national reform, imposes federal reforms hke those • Protectmg pollcyholders that
disturbed our Industry has given in Largo, Fla he said described in President Chnton's clean up sites voluntarily
up" by accepting the premise that Mr Weston, who moderated the Massive federal health care re- proposals, beneht managers will Currently, pohcyholders have to
significant federal reforms are session, oversees the administra- form iS going to cause those em- Continued on page 44 wait until "the EPA hits them with

a club" to avoid leopardizing ha-

A mandate to enact health care reform bility insurance coverage, Mr.
Haight said, since Insurers main-
tam that voluntary cleanups are
not covered under exlstlng lnsur-

Congress likely wilt omit contentious provisions, lobbyist predicts ance pollcies
• Replacing mint and several h-

By JERRY GEISEL ployer mandate or caps on health kick in, Ms Canner said Senate Minonty Leader Robert ability for potentially responsible
care cost increases, elements of It also is possible that the flnal Dole, R-Kan Dumng a meeting parties with proportional habihty

NEW ORLEANS-Despite deep both the Clinton and the Ways bill wlll include medical malprac- with NAM offlcials, Sen Dole shared by identified and viable
divisions among members, Con- and Means Health Subcommittee tice reforms, but those reforms predicted that a bipartisan reform parties. The law should draw a
gress is almost certain to pass bills probably wouldn't go as far as a bill unll pass this year line on a specific date for histonc
health care reform legislation this Instead, the measure will be measure approved by the Ways One of the toughest issues that waste disposal habihties Unallo-
year, a business lobbyist predicts more limited and far less contro- and Means Health Subcommittee, legislators are grappllng with is cated habihty should be paid by a

But the bill will be much more versial and unll include such pro- which would cap malpractice whether employers should be re- broadly based tax mechanism like,
modest than a sweeping reform visions as curbs on the ability of awards for non-economic dam- quired to pay for most of the cost for example, a premium tax.
measure passed by the House employers and insurers to deny ages at $350,000 of employees' health care cover- • Rejecting the proposed Envi-
Ways and Means Health Subcom- health care coverage on the basis Senate Malonty Leader George age, Ms Canner said ronmental Insurance Resolution

mittee in March or an earlier mea- of pre-existing medical condi- Mitchell, D-Maine, who is hkely Many legislators, even those Fund outlined in the Clinton pro-
sure proposed by President tions, making it easier for employ- to play a crucial role in trying to who favor sweeping reforms, are posal That fund, which would be
Clinton ers to buy coverage through pur- win approval of a reform bill on worned about the impact an em- financed by a new tax on insurers,

Speaking last week at the Risk chasing alliances and offenng the Senate floor, opposes a cap on ployer mandate would have on the would be used to clean up sites so
& Insurance Management Society subsidies to help offset the cost to damages, she said smallest hrms, she said long as a potentially responsible
Inc 's 32nd annual conference in individuals to buy pohcies Sen Mitchell, whom Ms Canner Seeking to defuse opposition party agreed not to htigate with its
New Orleans, Sharon Canner, as- And, instead of an employer descnbed as "helpful," recently from the small business lobby, habillty insurers (BI, Feb 7)
sistant vp of Industrial relations mandate, legislators might in- outhned three alternative reform some legislators, most recently Recovery from the fund would
at the National Assn of Manufac- clude a so-called trigger mecha- proposals, while House Energy Rep Dingell, are offering propos- be based on case law in the pollcy-
turers, said legislators feel pres- nism Under that concept, Con- and Commerce Committee Chair- als that would either exempt very holder's home state PRPs would
sured-after months of hearings gress would set a target for reduc- man John Dingell, D-Mich, has small firms-generally those with receive from the fund 20%, 40% or
and national discussion-to pass a ing the number of Individuals been drafting and floatmg pro- fewer than 10 employees-from a 60% of cleanup costs, dependmg
reform measure "They feel they without health insurance, Ms posals to see which one can win a mandate or have them pay a small on whether the law m the state in
have to do something " Canner said malonty of votes on his committee additional payroll tax which a cleanup coverage suit was

But, she added, the final reform If that target was not met-per- (see story, page 1) The employer mandate is lust as filed favors the insurer, the PRP
bill is unlikely to include such haps within hve or six years- Another sign of optimism, Ms controversial in the business com- Contznued on page 47
contentious provisions as an em- then an employer mandate would Canner noted, recently came from Cont:nued on page 45
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POS plan may not be the bargain it appears
MCA opts for own

By CHRISTINE WOOLSEY

NEW ORLEANS-Employers
getting a hard sell from insurers
promoting point-of-service plans
should take a careful look at what

may be just marketing glitz, a risk
manager and a benefit consultant
advise.

Employers may achieve better
control over plan costs and improve
employee satisfaction by forging
their own managed care plans.

MCA Inc., the Universal City, Ca-
lif.-based entertainment conglomer-
ate, did just that in 1993. It devel-
oped an innovative flexible benefits
program after mjecting an insurer's
advice to implement a POS plan,
which basically is a health mainte-

K

managed care plan
nance organization with an option
to use non-network providers at
higher cost.

"We've been able to get long-term
solutions to benefit plan design
problems, create leading-edge bene-
fits and achieve finite cost control,"
said Susan Goodwin, MCA's colpo-
rate manager of group benefits. Ms.
Goodwin moderated a session on

achieving leading-edge benefits dur-
ing the Risk & Insurance Manage-
ment Society Inc. conference.

"MCA castom-designed a non-tra-
ditional flexible benefits plan that
broke new ground in the way it is
designed and operates," said Doyal
Boring, managing director for Wil-
liam M. Mercer Inc. in Los Angeles,
who helped MCA create its plan.

.D

.D

..

0 D

The self-insured company decided
to offer four medical plan and three
dental plan options with the goal of
steering employees into the most
cost-effective plans.

One of the reasons MCA rejected
the POS plan was its cost-effective
experience with its current HMOs,
said John Surabian Jr., vp of risk
management for MCA and coordi-
nator of the session.

Traditional POS plans "attempt to
move all employees into the POS
product and get rid of all other
HMOs," Mr. Boring said. But doing
so may eliminate HMOs that are ef-
fectively containing costs.

"If you move all your employees
from a traditional HMO into a POS

program, all your experience moves
into plans an insurer can follow and
rate," Mr. Surabian pointed out.

..
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"It's really a cloaked indemnity plan
with a managed care design."

In addition, insurers often fail to
fully explain the guarantees they
make on claims experience in multi-
year POS contracts, Mr. Sumbian
said. For example, an insurer may
quote projected claims experience
under a POS plan for the first year
and promise to absorb all or part of
the cost if claims exceed its pro-
jections. Then, in years two and
three, insurers typically promise
claims will rise no more than a cer-

tain percentage over the Consumer
Price Index or some other inflation-

ary measure.

Insurers don't explain that the
base they will use to calculate the
inflation component in years two
and three will be an employer's ac-
tual claims experience under the

plan, not the insuier's projection of
POS claims experience, Mr. Sura-
bian noted. As more employees
move into the plan, actual claims
ecperience is likely to be worse than
the insurer's projection, he ex-
plained.

Rather than adopt a POS plan,
MCA decided to analyze its own
health plan data and create several
options. The company offers four
medical plan options with basic and
high-option coverage. Employees
can choose a standard indemnity
plan, a pmferred provider option
with basic or enhanced benefits, or
an HMO.

The deductibles for indemnity and
preferred provider plans range from
$200 to $1,500 for individuals and
from $400 to $3,000 for families.

The firm designed the deductible
and out-of-pocket limits so that em-
ployees would have to pay higher
costs for richer coverage.

Both indemnity and PPO plans
also follow a gatekeeper model, Mr.
Boring explained. Like in an HMO,
the gatekeepers are primary care
physicians that coordinate and ap-
prove all of the specialty care for
patients.

But, MCA put a new twist on the
gatekeeper concept by expanding
the definition of primary care doc-
ton Among the physicians consid-
ered as primary care doctors are
general and family practice doctors,
as well as psychiatrists, chiroprac-
tors, podiatrists, acupuncturists,
physical therapists, ophthalmolo-
gists and other mental health pro-
viders like social workers.

By expanding the definition of
primary care physician, MCA was
able to cut down on specialty mfer-
rals, Mr. Boring explained.

MCA also reduced costs by re-
quiring employees to call its utiliza-
tion firm to obtain permission for
any non-emergency surgery, hospi-
+Ali,ation or diagnostic tests.

The firm also contracted with a

case management firm for its high-
cost cases. "We didn't feel we could

influence the number of cancer or

heart cases thmugh wellness pro-
grams, but we felt we could influ-
ence premature births and HIV/
AIDS claims," said Mr. Surabian.

The company has had an over-
whelming decrease in premature
birth claims since instituting the
case management program. In 1990,
MCA spent $1 million on such
claims, and in 1991 it spent
$850,000. It had no pematum birth
claims in 1992 and only one in 1993,
from a division that had not yet in-
stituted the program.

The company's targeted case man-
agement program for employees
with the hurnan immunodeficiency
virus, which causes AIDS, has been
equally successful. Patients are tar-
geted for early intervention and pm-
vention and can get care for alterna-
tive treatments and care like nutri-

tional counseling. In 1990, the firm
paid more than $800,000 in AIDS
claims and in 1991 it paid $700,000.
No claims weE reported in 1992
and in 1993 there was only one case,
which cost less than $25,000.

MCA made most of its plan de-
sign changes in April 1993 for its
core group of companies and phased
in components of the plans to other
divisions in April 1994.

Thirty-seven percent of eligible
employees ale currently enrolled in
the indemnity plan, compared with
51% before the plan changes. And,
the mmaining 63% of eligible em-
ployees are enrolled in HMOs or the
PPO option.

MCA Group spent about $3,500
per employee, excluding employee
contributions, for all benefits in
1992, Ms. Goodwin said. In 1993, its
per employee cost was $2,900. After
implementing the program changes,
"We reduced our medical cost by
$400 per participant." m
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Flex plan offers retirees benefit choices
Dow Coming retirees pick their own health plan
By JERRY GEISEL

NEW ORLEANS-At Dow

Corning Corp., newly retired work-
ers now have a choice.

Retirees re-

1 1 / /-/ ceive flexible

:11 11 bl benefit "credits"

to apply toward
REPORT

the cost of pur-

chasing different
employee benefits.

They can use the credits to re-
ceive coverage through a rich med-
ical plan that pays for 90% of
health care bills. Retirees choosing
this plan not only will use up all
their credits but wiLl have to make

additional contributions to cover

part of the premium.
Or, they can opt for a lower-cost

plan--one that covers 80% of the
expenses-and not share in paying
the cost of the premium. But, retir-
ees choosing this option will not
have any credits left over to pur-
chase other benefit coverages.

Retirees have a third choice:

They can use their flexible benefit
plan credits to select a plan with
the highest coinsurance require-
ment-one in which retires pay
30 % of medical bills. Retirees

choosing this plan will have credits
left over to apply toward coverage
in Dow Coming's dental, vision
and life insurance programs.

With this new program-
launched Jan. 1-Dow Corning
joins the ranks of a still very small
but growing number of employers
that offer flexible benefit plans to
retirees. The program applies to
Dow Corning employees who retire
after June 30, 1993. Employees
who retired before then are cov-

ered under a traditional benefits

program.

Retirees also are shifted into a

more traditional health plan after
they turn 65 and are eligible for
benefits under the federal Medi-

care program.

With its new program, Dow
Corning hopes to give retirees more
benefit choices and better control

over corporate health care costs,
explained Larry Muzzy, benefits
manager at the Midland, Mich.-
based company.

The plan provides "affordable
benefit choices," he said, adding
that dental and vision benefits

were not previously offered to re-
tirees.

Like other employers, Dow
Corning opted for a flex plan to
better control and manage health
care costs, which have been rising
in recent years by double digits.

"We have had a strong incline in
health care costs. It is not some-

thing I'm proud of," Mr. Muzzy
said during a session at the Risk &
Insurance Management Society
Inc. conference.

Under a new cost control feature,

Dow Coming only will cover the
first 8% increase in medical plan
costs each year with retirees re-
sponsible for increases over 8%.

"We want to bring down infla-
tion in our health plans to single
digits. We felt that is one of our
long-term objectives."

But, Mr. Muzzy emphasizes that
the program is not intended to re-
duce benefits but to control costs.

Indeed, Dow Corning designed
the program and priced benefit op-
tions so that its benefit program
would continue to be in the top
third of benefit plans offered by
chemical companies.

"That was important to help
keep us competitive," he said.

Dow Corning, like other compa-
nies overhauling their retiree

health plans, now links the amount
of benefits-in this ease flexible

benefit plan credits-with the
number of years an employee
works before retiring.

Under this feature linking bene-
fits with service, the credit base is
30 years of service. For example,
an individual retiring after 20
years of service would receive
two-thirds of the credits that a 30-

year employee would receive.
Without such a service-related

feature, employees who retired
with relatively short periods of ser-
vice could collect more in health

care than pension benefits, Mr.
Muzzy noted.

The company listened to sugges-
tions from employees and retirees

in designing the program, he said.
For example, to make the plan
more affordable, the dental plan
does not offer orthodontia benefits.

"Retirees wanted a plan that of-
fers more preventive services," he
said.

In an unusual feature, Dow
Corning offers retirees a "personal
management account." Under this
feature, the company kicks in be-
tween $100 and $300 per retiree
annually-the amount varies de-
pending on which health care plan
a retiree chooses-to pay for health
care-related costs, like wellness

benefits, not covered in the regular
plan.

"We want retirees to stay healthy
just like employees,' Mr, Muzzy

said.

Currently, the flex plan ceases
when retirees turn 65. Dow Corn-

ing thought a flexible benefit plan,
with features like benefit credits,
would be too complicated for eld-
erly retirees.

While it is not known how many
employers are offering flexible
benefit plans to retired workers,
more employers are exploring flex
as a way of controlling health care
costs, said Juliann Bannon, a se-
nior consultant with Alexander &

Alexander Consulting Group Inc.
in Philadelphia.

By setting the amount of benefit
credits it will provide to retirees,
an employer can limit its costs.

The employer agrees to make a
specific financial commitment
rather than "writing a blank

check," Ms. Bannon said.

In addition, employers offering
flex plans to employees will have a
consistent benefit program when
they extend flex to retirees.

Still, employers need to be aware
of the complications that come
along with establishing a flexible
benefit plan, Ms. Bannon noted.

For example, providing enroll-
ment material and communicating
the plan can be difficult because
retirees often live throughout the
country.

"Enrollment is a big process,"
she said, adding that a program's
first year is much harder than sue-
ceeding years.

But, through the new choices of-
fered through a flex plan, "I think
your retirees also will be happy,"
she said.

The session was moderated by
Martin Brown, corporate manager

of employee benefits at The Clorox
Co. in Oakland, Calif. £11



Captives may yet fund benefits: Expert
CSX rejection is not end of story

By JERRY GEISEL

NEW ORLEANS-The door isn't

closed on using captive insurers to
fund employee benefit risks despite

- a recent setback,
a captive expert
maintains.

_1_11 1 1 I'l "The next ma-
jor wave of cap-
tives will be for

employee benefits. It is coming. I'm
just not sure when," said Arthur
Koritzinsky, a senior vp with
Johnson & Higgins in New York.

Despite a Labor Department rul-
ing rejecting CSX Corp.'s bid to re-
insure its group term life insurance
benefits through its Vermont cap-
tive, "there are still a lot of opportu-

nities" for captives to fund benefits,
Mr. Koritzinsky said during a ses-
sion at the Risk & Insurance Man-

agement Society Inc. conference.
The Labor Department rejected

CSX's proposal because too much
business-about 90% of CSX Insur-

ance Co.'s pmmiums-is derived
from CSX-related risks.

That exceeded the Labor Depart-
ment's so-called 50% test mquiling
that no more than 50% of a cap-
tive's gross premiums be generated
by the parent before the captive can
fund the parent's employee benefit
risks (BI, April 4).

Labor Department approval is
needed for such transactions be-

cause dealings between related com-
panies are normally considered pro-

When an accident on the job severed

two fingers on a carpenter's hand, there was

only one chance to make the right decision on

medical treatment.

hibited under the Employee Retire-
ment Income Security Act of 1974,
which the department administers.

The CSX ruling, on the surface,
would seem to eliminate captives as
a benefit funding option unless a
captive wrote a huge amount of
third-party business.

But Mr. Koritzinsky says such a
conclusion is premature.

The Labor Department ruling
does not cover benefit programs
provided outside the United States
by U.S. multinational companies;
the department has no regulatory
authority over foreign benefit pro-
grams, he noted.

In addition, given a diHerent set
of facts, the Labor Department
might rule differently, he said.

CSX told the Labor Department
that it would "commit" to reducing

employees' life insurance premiums
based on savings the company
would realize through the Itinsur-
ance arrangement. The department,
though, said this general commit-
ment was not persuasive.

CSX might have had a better
chance of Labor Department ap-
proval if it had agreed to share a
specific amount«perhaps 10% to
20%-of its savings with plan par-
ticipants, Mr. Koritzinsky said.

In addition, the department might
rule differently if a captive has more
outside business.

R isn't clear how much business

would satisfy the Labor Depart-
ment, but Mr. Koritzinsky believes
the 50% test is not ironclad.

Just as RIMS and other groups
successfully lobbied the National
Assn. of Insurance Commissioners

At HCM, our approach is to manage

every claim better - with experienced people,

superior technological resources and a seriously

proactive attitude. For example, we limit

HOW THIS HELICOPTER RIDE
WILL SAVE OUR CLIENT

OVER $60,000.

Fortunately, the TPA handling this

workers' compensation claim was HCM. Our

case manager was on the case fast, working with

the local medical team. The decision was

quickly made to airlift the employee to another

hospital, where a leading microsurgery unit

could skillfully reattach the fingers.

That decision left the employee and his

company in better shape. He came out with his

hand and his livelihood intact. And while the

flight was costly, our client saved big in the

long run. The successful microsurgery made

additional procedures unnecessary, and the

employee will be back on the job soon, without

the need for vocational retraining.

caseloads, so our case managers can be there to

make the right decision when it really counts.

In fact, we're so sure that we have a

better way to contain costs and improve service

that we'll guarantee ouT service in

writing - and back it up with a

portion of our fees.

Claim by claim, the results add up with

HCM. So if you're ready for a TPA that can

really make a difference with your workers'

compensation, liability, and employee benefit

claims, call HCM at 1-800-426-7389.

Herliz Claim Management

Claim By Claim, We Make A Difference:
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to soften earlier proposed restric-
tions on the use of fronting for cap-
tive programs, "collective action"
may be employers' best hope to get

ond look at the 50% test, he said.
Employers could raise several ar-

ment. For example, putting more
outside business into a captive will
not necessarily improve the captive's
financial soundness. Taking on
third-party business led to the col-
lapse of a number of Bermuda-
based captives in the 19705 and '8Os,
Mr. Koritzinsky noted.

1iwhich the captive is reinsuring -
censed insurers writing benefit cov-
erage offers much more protection
to participants than self-insuring,
which the Labor Department does
not restrict, Mr. Koritzinsky said.

In CSX's case, for example, Aetna
Life & Casualty Co. and Prudential
Insurance Co. of America-two of

the largest U.S. insurers-would
have written the term life insurance

benefits with CSX Insurance Co. re-

insuring Aetna and Prudential.
Until recently, the funding of em-

ployee benefit programs through
captives was not a hot topic in ei-
ther risk management or employee
benefit circles, except among a
handful of captive promoters.

But a series of events unfolded in

1992, Mr. Koritzinsky explained,

son-reaping new tax breaks-to
fund benefits in their captives.

Those developments included:
• Several appeals courts ruled

that a parent can deduct premiums
paid to a captive as long as the cap-
tive writes a significant amount-
about 30%-of outside business.

• The Internal Revenue Service

ruled that employers can deduct
group term life insurance premiums
paid to their captives because these
represent unrelated business.

"The IRS went on record and said

it (group term life insurance) was
third party business," Mr. Koritzin-
sky said, adding that the IRS made
clear in the ruling that gmup health
insurance also would be considered
outside business.

As a result, captive experts con-
cluded, if a captive funds a compa-
ny's employeebenefit coverage, that
could be considered a significant
amount of outside business. That

would incmase the chances that a

parent could deduct property/casu-
alty premiums it paid to the captive.

"Unfortunately," Mr. Koritzinsky,
said, "It is not that easy." While
CSX never said so directly, captive
experts said CSX's attempt to fund
benefits through its captive were
undoubtedly tax-driven.

While, the ruling is "disappoint-
ing, it is no reason to quit" the drive
to fund benefits through captive.

And, captives remain viable vehi-
cles to fund a range of other bene-
fits, such as international benefit
plans or benefits provided to third
country nationals, noted Paul
Shimer, a managing consultant with
A Foster Higgins & Co. Inc. in
Hartford, Conn.
 It is possible that the IRS also
would consider international benefit

risks written through a captive to be
outside business, he said. As a re-

sult, if enough international busi-
ness was funded through the cap-
tive, an employer might increase its
likelihood of being able to deduct
property/casualty premiums paid to
the captive.

But Mr. Shimer advised employ-
ers to use the captive as a reinsurer
for an international benefits pro-
gram because of the difficulties of
meeting licensing requirements in
other countries.

The session moderator was

Donald Haufe, insurance director at
Waste Management Inc. in Oak-
brook, m. m
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Duty calls benefit managers
 AN BENEFIT managers sway the course of healthcare reform now wending its way through Con-
gress?

Absolutely. But ih order to influence legislators on
the all-important legislative details, many employee
benefit managers will have to change their attitude.

As we reported recently, many employee benefit
managers are paying little attention to the legislative
proposals now before Congress (BI, April 11). Employee
benefit managers say, at best, they are slcimming the
headlines and not getting immersed in the details. In-
stead, a number of managers say they are content to
wait until a final bill emerges before they pay close at-
tention to reform developments in Washington.

In our view, that is a dangerous attitude.
Time and time again, legislators have made terrible

decisions on employee benefits legislation. Among the
myriad examples are allowing Section 89-with its
maze of ridiculously complicated rules-to become law
and, more recently, requiring employens to file detailed
health care coverage reports on employees and depen-
dents for a Medicare data bank.

Although employee benefit managers complained
plenty about Section 89 and the new Medicare data
bank filing requirements, most did so only after it was
too late and the legislation had been enacted.

We had hoped employee benefit managers would
learn from those and other bad experiences with bene-
fits legislation in Congress.

Now is the time to get involved, while health care re-
form proposals still are being shaped by lawmakers and
there is an opportunity to make a difference-not at the
11th hour when most decisions will have been made.

Indeed, as we report on page 3 of this issue, corporate
benefit executives at the Risk & Insurance Management
Society Inc. conference last week urged their colleagues
to quit complaining about the Clinton proposal-which
they regard as dead in the water-and start lobbying
for health reform changes that protect their role in the
health care system.

We have no doubt that employee benefit managers
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can influence legislators. But for whatever reason,
many employee benefit managers seem content to sit on
the sidelines while crucial decisions about the shape of
corporate health plans, as well as the nation's health
care delivery system, are made on Capitol Hill. Cer-
tainly, benefit lobbying groups can carry some of the
load. But the day-to-day experience of benefit manag-
ers will influence a lot more lawmakers than paid lob-
byists.

It is up to employee benefit managers to educate leg-

islators about which health care reform proposals they
support and which ones they oppose. We think their
views will be given more consideration than they may
think because they have a better idea how legislation
would affect employer programs than anyone else in
the country.

We hope employee benefit managers use their influ-
ence now to shape health care reform legislation and
don't wait until it is too late.

Letter,C

Industry cannot fail to see need for health care reform
To the editor: Given a golden opportu-

nity to resolve several serious problems
that have developed over the years, the
insurance industry fails to move to the
forefront to seize the opportunity to cor-
rect the almost random development of
medical and accident coverages.

To say that present health care pro-
grams adequately meet the needs of our
population requires almost total blind-
ness to reality.

Severe restrictions as to whom cover-

age attaches, with multiple limitations,
exclusions and exceptions-not to men-
tion the 18 to 20 million citizens not cov-

ered at all-hardly represent an ade-
quate system, let alone the "best in the
world." If even 20% of the national

workforce has no health coverage, we
surely don't have a level playing field,
and the percentage is much worse than
that.

Historical and social accident fostered

the development of separate medical

Business Insurance welcomes Let-

tera from its readers. Please keep
your comments as brief as possible.
We reserve the right to edit letters for
clarity or space. We wiU not publish
unsigned letters. Send your com-
ments to Letters to the Editor, Busi-
ness Insurance, 740 N. Rush St., Chi-
cago. Ill. 60611-2590.

and accident insurance programs for
workers compensation, automobile,
landlord and tenant and homeowners.

All are handled separately from health
coverage, leading to double payments
for the same conditions. Is that a first

class system?
With universal health care, all pay-

ments for sickness and injury should be
made only under that system. This
would help eliminate much of the fraud
associated with compensation claims,
inflated medical damages in automobile
and general liability claims and place
the burden of expense where it belongs.

The insurance business knows full

well that the public pays for all claims

in the final analysis. We can reduce ad-
ministrative costs, reduce opportunities
for fraud, reduce liability and workers
comp premiums, and continue to man-
age the liability element of coverages in
an appropriate manner by embracing
universal health coverage through
HMOs or similar facilities.

Business leaders have repeatedly pro-
claimed their desire for a level playing
field for foreign and domestic compe.i-
tion. How level is the field when large
numbers of employers provide no health
coverage whatsoever? Predictions of
growing numbers of temporary employ-
ees who will receive no health benefits

are rife.

Many major employers, such as the
fast food companies, supermarkets,

cut-rate stores, and farm enterprises
now provide coverage for "key" employ-
ees only, if that. If every employer had
to provide health insurance, the field
would be level with respect to a major
expense factor.

Most, if not all, of the care improve-
ment and cost-saving developments of
the past few years have come out of the
insurance business. Peer review, utiliza-
tion management, systems to track pre-
scriptions and procedures have all ema-
nated from the insurance business. Why
do we now say we don't know how to
make it work?

With the mandate for universal health

care clearly coming from the general
public, why sponsor scare advertise-
ments and give a golden opportunity to
the severe critics of our industry? It is
time to assume our proper leadership
role in solving a serious social problem.

I congratulate you for the stand taken
on your editorial page for universal
health care for all citizens.

If we recognize health and accident
insurance premiums as a tax-and cer-
tainly government-mandated worker
comp and automobile premiums are just
that-it is difficult to see how some of

the analysts can see such a huge jump in
costs.

As the younger generation would say,
"Why don't we get real?"

Donald E. Reutershan

Sag Harbor, N.Y.
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Work comp claims deserve special treatment
Goals difer from group health arena

By JOANNE WOJCIK

NEW ORLEANS-Simply bor-
rowing the managed care tech-
niques used in group health ad-

ministration is

.Yr7=lrj not enough to
rein in workers

compensation
REPORT costs, experts

say.

Employers will realize greater
savings by developing their own
occupational health treatment
programs that employ medical
practice protocols tailored specifi-
cally to the treatment of work-
place illnesses and injuries, they
say.

While managed care has been

successful at capping inpatient
hospital costs, isolating hospital
bill overcharges, negotiating dis-
counted rates and limiting unnec-
essary surgery, the targets are dif-
ferent in the workers comp arena.

Besides medical costs, the occu-
pational health delivery system
also encompasses "the costs of reg-
ulatory compliance and workers
comp liability, employee relations,
productivity-a whole cadre of
programs. And the cost of admin-
istering and managing these things
is tremendous," said Dr. Howard
M. Sandler, president of Sandler
Occupational Medicine Associates
Inc. in Melville, N.Y., a workers
comp medical cost containment
consulting firm.

Employers that apply traditional
managed care techniques to the
treatment of occupational illnesses
and injuries "end up in a situation
where they're constantly having
their third-party administrator or
some sort of computer system go
over these transaction costs again
and again and again," he said.

"Right now, managed care is re-
ally discounted care," asserted Dr.
Sandler during a session at the
Risk & Insurance Management So-
ciety Inc. conference. "It has noth-
ing to do with managing true
care."

That's why simply purchasing
the discounted services of an occu-

pational health PPO is not enough
to reduce workers comp medical
costs, agreed William M. Cauveren
Jr., director of risk management

and safety for Payless Cashways
Inc. in Kansas City, Mo.

Discounts "aren't that impor-
tant, folks, because the most im-
portant thing is to get the people
back to work, get them productive
and get your productivity back,"
he said. "If you just get a discount,
you're going to get multiple treat-
ments" so that the physicians still
get their money.

In addition, many of the occupa-
tional health PPOs being sold to-
day primarily are composed of
group health physicians, "and not
all those physicians know how to
treat workers comp," Mr. Cauv-
eren asserted. "They're not occu-
pational physicians."

In fact, "there's a shortage of oc-
cupational physicians in this coun-
try," he said.

1his Lisl is Incomplele.

./

That's because there are more service

businesses than you can think of, let alone list.

And nearly every one of them has an errors and

omissions exposure, meaning that in their

everyday line of work, these companies risk

getting sued for making mistakes. They may end

up having to pay at least attorney's fees, even if

they didn't make a mistake!

As America's E&0 Authority,®
Media/Professional Insurance underwrites and

handles claims for a wider variety of these E&0

risks than any other firm. And backed by A.M.

Best-rated A+ Gulf Insurance Group, our

Specialty E&0 Plan can be tailored to large,
medium or small service businesses.

So call today and find out more about
E&0 from Media/Professional. Because in

today's atmosphere, any service business can be

roadblocked by an unexpected lawsuit.

For a free Specialty E&0 Kit, brokers may
call (816) 471-6118 x 281

Coverage is not available for licensed professionals such as doctorS, lawyers, archi.ectS, engineers md accountants.

I4l Media/Professional Insurance
A division of Aon Dired Group, Inc.
Two Pe,shing Square, Suite 800 • 2300 Main Street
Kansas Gly, Mizouri 64108 • 8164714118
Faaimile: 816471-6119
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Rather than delegating the task
of setting up an occupational
health delivery system to an in-
surer or TPA, employers should
take the initiative themselves and

set up their own occupational
health delivery systems that in-
clude physicians who have experi-
ence with treating work-related
illnesses and injuries, Mr. Cauv-
eren suggested.

"You need to set down on paper
your specifications, exactly what
you want," including provider se-
lection criteria, he advised. "You
should make sure that whomever

you are working with has treat-
ment guidelines and is willing to
share them and you can under-
stand them."

Employers also should identify
the particular occupational ill-
nesses and injuries that they want
to target, Mr. Cauveren said.

Some employers may even want
to take a holistic approach and en-
courage the occupational physi-
cians treating their employers to
help them identify potential work-
place hazards in order to prevent
illnesses and injuries, he said.

Employers working to develop a
focused occupational health deliv-
ery system also should solicit the
involvement of both human re-

sources and the risk management
departments, as well as their in-
surers and TPAs, Mr. Cauveren
said.

"You should even have your le-
gal department involved because
they're the ones that are going to
defend these cases," he added. "I
also highly recommend getting a
medical consultant, whether it's
an outside consultant or a medical

director on staff. You definitely
want that person there to evaluate
the treatment criteria."

"I'd treat it just like a broker se-
lection. You really need to have
oral presentations, go to their site,
make sure they have the kind of
rehab and physical therapy facili-
ties that you want them to," he
said of selecting preferred occupa-
tional physicians.

The development of an efficient
and cost-effective occupational
health delivery system requires a
cooperative effort between em-
ployers and the treating physi-
cians, both speakers stressed.

Even though medical treatment
accounts for just 40% to 50% of
the cost of the workers comp sys-
tem, physicians potentially control
as much as 80% by determining
which employees can return to
work and which should stay on
disability, Dr. Sandler said.

While most employees will fol-
low the advice of employer-se-
lected physicians, "you want them
to make the right calls," he said.

Unfortunately, today, "half the
doctors in the United States don't

know how to use the AMA guide-
lines for disability," and few phy-
sicians prescribe the same treat-
ment approach to similar diag-
noses, Dr. Sandler observed.

A big step forward in managed
care for workers compensation
would be to actually develop and
adhere to uniform protocols and
criteria for diagnosis, treatment,
time off, rehabilitation and work-

hardening, modified duty restric-
tions and impairment determina-
tion, Mr. Sandler suggested.

"Until employers demand this
type of specification, consistency
and quality, workers will not re-
ceive appropriate care and em-
ployers will face ever-increasing
workers compensation costs," he
asserted.

The session was coordinated by
Sally C. Hashem, director of risk
management for Fort Lauderdale,
Fla.-based Alamo Rent-A-Car Inc.

Ms. Hashem also served as moder-

ator. mm
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Exhibitors tout new products, not gimmicks
24-hour-type products steat the show

By LOUISE KERTESZ

NEW ORT FANS-Underscoring a
no-nonsense approach to holding
down employee benefit costs, most

health care-re-

 lated exhibitors
4 ill LY at the Risk & In-

JUL 110 surance Manage-
-I...P10...T

ment Society Inc.
conference did

not give out extravagant giveaways,
instead offering tokens like pens and
T-shirts or simply handing out infor-
mational bmchures.

A major theme nmning through
many of the pmducts and services
touted in this year's exhibit hall was
integrated management of workers
compensation and group health care

costs

First-time exhibitor American

All-Risk Loss Administrators Inc. of

San Francisco, for example, handed
out brochuies describing the third-
party administrator's integrated
managed care program for workers
comp and group health benefits.

According to Vp Monique Knox
AARLA offers "truly integrated"
medical management, though em-
ployers sull need to purchase sepa-
rate workers comp and group health

coverage.
The Travelers Insurance Cos. and

its medical and disAbility cost man-
agement subsidiary, Conserveo, also
heavily emphasized 24-hour cover-
age developments, which are mom
sophisticated than ever, said Ken-

neth F. Martino, Travelers vp.
In fact, Hartford, Conn-based

Travelers offers managed care net-
works to AARLA clients. It chose

the TPA as a partner because its
"philosophy is the same" when it
comes to integrating medical man-
agement of both workers comp and
group health claims and focusing on
return to work, no matter how the
worker was injured, he said.

Beech Street of California Inc. cur-

rently is "tightening up" its 24-hour
products, said George Bregante, vp
of marketing and sales. The Irvine-
based PPO's new group health and
workers comp pmducts "operate like
HMOs," he said. Providens in its
Comp Partners network agree to fol-
low cettain practice guidelines and
to follow a fee schedules,

On the group health side, Beech

100-
years ago, with the
help of the insurance industry,
a small one room laboratory
began testing products for safety. Today,

Underwriters

i <1, >, « :3 " Laboratories
serves more

. : . than 40,000

client companies
' 4 „, 4.«1 -1 from facilities

Et.'-17=*"44461): based al I over
1 the world and

evaluates more

than 70,000

products every year. The UL seal is the most accepted,
trusted and recognized safety certification Mark in the
U n ited States.

When UL engineers evaluate products for electrical, fire,
mechanical, structural and casualty hazards, they help
to reduce bodily injury, loss of life, and loss of, or
damage to property. Continuing support for Underwriters
Laboratories is just one example of the insurance
industry's commitment to make the world a safer place
for all of us.

On behalfofallour personal and commercial
policyholders, and the independent agents and brokers
who represent us, the Kemper National Insurance
Companies would like to thank Underwriters Laboratories
for the contributions it has made to home and workplace
safety.

Congratulations for 100 years of service. 1

Street now offers Independent Physi-
cian Network, a "model much
tighter than a traditional PPO," com-
posed of providers who have had
HMO experience, Mr. Bregante said.

"Common providers (for group
health and workers comp) are also
found" wherever possible, he added.

A model of the Statue of Liberty
used in an ad several years ago pre-
sided over Liberty Mutual Insurance
Co.'s booth.

Liberty Mutual is touting a
"brand-new" managed workers
comp product called "Ultra" that in-
volves partnerships with HMOs that
have occupationall injury expeitise,
said Vp John Ryan.

Liberty Mutual has so far teamed
up with PacifiCare Health Systems
and Blue Cross & Blue Shield of

MAR=chusetts HMOs to offer "Ul-

naTtonau' 1empeR insuRance
companies

tra," which combines the insumr's
disability management and the
HMOs' medical management exper-
tise (BI, Feb. 28).

Another integrated product offemd
by Liberty Mutual covers both occu-
pational and non-occupational dis-
ability benefit:s, so there is no incen-
tive to 51e a workers comp claim if
the worker is injured at home, Mr.
Ryan said.

Similarly, rIT Hartford Group Inc,
is offering a new product called "CO-
ordinated Workers Compensation
and Disability," which will apply all
the cost management techniques of
workers comp, like case manage-
ment and return-to-work programs,
to both workers comp and non-occu-
pational disability claims, said Rich-
ard Bulat, segment marketing man-
age for major accounts.

Disability Claim Services Inc., a
division of CIGNA Reinsurance Co.

of Hartford, Conn., sees a market
niche in providing fee-for-service
claims management for self-insuIEd
disability plans. "It's not a tradi-
tional role for a reinsurer," but self-
insured employers are "not getting
their money's worth" in their rliqabil-
ity plans, said Kenneth J. Lucas, di-
1Etor of reinsurance claim/IPA op-
erations at CIGNA Re. So the rein-

surer formed "a new venture."

MedView Services Inc. of Farm-

ington Hills, Mich., has introduced a
new gatekeeper product in its PPO
networks to designate the best treat-
ment under workers comp, medical
and auto liability programs, said De-
bra Cerre-Ruedisili, senior vp and
chief operating officer.

Employers using MedView for all
these line-and "we're a long way
from that," she conceded-could
achieve true 24-hour integration of
medical benefits. "We'ne getting a lot
of requests from employers" for 24-
hour-type programs, she said.

Action Healthcare Management
Services of Thousand Oaks, Calif.,
touted its capability for 24-hour
medical management of its workers
comp and group health networks.

"Many of our same clients use
both" networks, said Kathryn E. Es-
tabrook, account executive.

Wayne, Pa.-based GENEX Ser-
vices Inc.-which became a total

managed care company last Decem-
be with the merger of General Re-
habilitation Services Inc. and Gen-

eral Care Review-believes "distinct

nuances" in the workers comp mar-
ket mean that true 24-hour coverage
is "a long way off," said Patricia T.
Wiener, vp of operations.

GENEX announced last week that

it had acquired Unified Care Inc. of
Exton, Pa.,which provides pre-certi-
fication and utilization review ser-

vices for both group health and
workers comp claims.

Mutual of Omaha's booth again
featured conference-goers photo op-
portunities with a booth full of ani-
mals, including a python, an 80-
year-old alligator snapping turtle, a
bear cub and a lizard.

Mutual of Omaha currently is ex-
panding its HMO and PPO net-
works, and is just "getting into" a
24-hour product, said Bob Blanken-
ship, major account executive.

Intracorp of Berwyn, Pa., stressed
early intervention in workers comp
and group health claims in an elabo-
rate booth with a swinging pendu-
lum and the theme "Time Is of the

Essence." Intracorp, too, is just be-
ginning a pilot 24-hour program, a
spokeswoman said.

Other exhibitors touting their
cost-containment products included
Medical Diagnostic Management Inc.
of Hasbrouck Heights, NJ.

MDM is a specialty PPO offering a
carve-out for diagnostic services
such as laboratory, radiology and
imaging proceduies. The program of-
fers 40% to 60% discounts on mag-
netic resonance imaging, for exam-

Continued on ned page
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ple, said Tom Klaas, director of mar-
keting.

Medicode Inc. of Salt Lake City
offers data bases of current provider
fees to help price health care services
and adjudicate claims.

Medicode also offers a claims edit-
ing software package that screens
claims for accuracy and errors like
duplicate billing.

Rick Mandahl, director of market-
ing and corporate communications,
was excited about Medicode's new-
est product, now being rolled out
with selected customers. "Care-

Trends" provides national and re-
gional benchmarks that can measum
the performance of providers, among
other evaluations.

Embassy Group of Buir Ridge, Ill.,
showed its Claims Analyzer software
for the first time. Ihe software can
receive a scanned medical bill and
screen it for appropriateness accord-
ing to several crieria, including
whether the payer's benefit plan cov-
ers billed services.

The program can also fax thebill
automatically to a designated UR
finn, with medical records appended
to it.

Medirisk Inc. of Atlanta offers cli-
ents "raw data" showing what physi-
cians are accepting as fees in a par-
ticular market area.

"We're not in the software busi-
ness," observed Mari.Jane Selvaggio,
senior account executive. "We want
to be the source for health care pric-
ing information. It's a full-time job."

Total medical costs are determined
by price and frequency of services as
well as by administrative costs, she
said, noting that unless more atten-
tion is paid to price. total costs Will
continue to rise.

Express Scripts, which provides
pharmacy management services to
both the group health and workers
comp market, by late Monday after-
noon had run out of the pill-shaped
pens it was handing out, much to the
chagrin of Larry Robbins, workers
compensation product manager. But
the Maryland Heights. Mo.,drug uti-
lization review and PPO firm is up-
beat about providing integrated ser-
vices should true 24-hour coverage
become a reality, he said.

Wayne-Oakland Medical Centers
Inc. of Troy, Mich., a first-time ex-
hibitor, provides independent medi-
cal evaluations, drawing on physi-
cians in private practice. It provides
services internationally, said Frank
T. Mireles, account representative.

"We do all the legwork" for cli-
ents, such as insurance adjusters,
TPAs and employers. he said.

Cathy A. McComas, formerly head
of the often-cited wellness program
at Texas Instruments Corp., was
talking up her new finn, Great Per-
formance of Dallas, which produces
customized health promotion train-
ing packages for employers. Eli
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COMMENTS FROM SOME OF LAST YEAR'S ATTENDEES
"Tbe conftrence was an ercellent"Cvisistently pod speakers»--

eduwting ana entertaini#g- fontln for gathering idea: and
miuic tbe conference valitable netiworking. It zvas well r.·n.
and palatable." I'm giad icitme."

Mary Dymond K Mildenhall

Risk Manager Workers Compensation Product Mancger
ACX Technologies USF&G Corp.
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*'A bigb-powered conference witb
d>namic and informative presen-
tation. An excellent oppoltlmity
to network itb other uaorkeFS'
compensation professionals."
Paul Yontz

Employee Safety Coordinator
City of Glendale, Arizona

"The conference was greas! Tbe
facility uas bemitiful. I received
a t ofiwiformation tbatwill be
val:wble once applied."
Sharon Vansant
Claims Administrator

Bergen Brunswig
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Riskmanagers, employee benefit managers. safety managers, insurers, claims
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Announcing the Third Edition of the
American Directory of Group Insurance Plans 1994

There's one for your sales area!

73,500 Plans Nationally!
Learn how 36,000 plan sponsors provide Health, Dental, Vision, Life, Long and

Short Term Disability, Prepaid or Group kgal, Educational Assistance,
Flex and Cafeteria plans to their employees. Who has

their business? Find out in the

new Edition for

1994.

These new sales and marketing directories provide complete coverage of the 100+ participant
group market showing insurance carriers, benefits, premiums. claims, retention. brokers. agents
and other providers with their addresses, fees and commissions! Includes self funded plans with

trust data and third party administration.

Judy Diamond Associates, Inc. • Washington, DC

Call 1.800.231.0669 for brochure & price list

Canadian-style system may offer
best shot at universal coverage

By JERRY GEISEL

NEW ORLEANS-A single-
payer, tax-financed health care
system is the most cost-effective

way of assuring

/117763 universal cover-
1 1'1 A 1 age, a Canadian

_I_" Ili L-A health care ex-
RNIMP. 04'01

pert says.
"Insurance

through taxation works and it is
cheap to run and the money gets to
where the people need it. Everyone
is covered for basic services," said
Jane Fulton, the author of two
books on the Canadian health care

system and an associate professor
of strategic management and eth-
ics at the University of Ottawa.

he GetWell
Network.
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network of physicians.

Additionalsavings are available through ourMultiPlan Managed Care Inc.
subsidiary, which provides a full range of managed care options.

Our hundreds of clients include insurance companies, corporate benefit
plans, third-party administrators, and labor-management and government ben-
efit plans.

We bave more experience helping our clients save money at health care
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Delivering the keynote address
at the Risk & Insurance Manage-
ment Society Inc. conference, Ms.
Fulton said about 98 cents of every
health care dollar in Canada goes
to medical providers.

By contrast, in the United
States, insurer overhead like ad-

ministrative and marketing costs
amounts to between 25 and 40

cents of every dollar spent on pro-
viding coverage.

"There is no (other) nation on
earth that allows that kind of inef-

ficiency" in its health care delivery
system, Ms. Fulton said.

While a single-payer Canadian-
style national health care system is
considered too radical for the

United States, it is the United
States that is going against the
stream, she said.

Single-payer systems are in
place throughout the world in
what Ms. Fulton described as

"competitive industrialized na-
tions."

Many people in the United
States oppose a single-payer sys-
tem because they fear it would
lead to enormous taxes and a ra-

tioning of care. The Canadian ex-
perience suggests that such fears
are unfounded, she said.

Taxes would have to be raised to

fund a single-payer system,
though the net out-of-pocket cost
would be a lot less than what indi-

viduals and employers now pay for
health care, Ms. Fulton said.

Health care costs comprise about
10% of the Canadian Gross Do-

mestic Product, compared with
more than 14% in the United

States.

While U.S. critics say care is ra-
tioned in Canada, Ms. Fulton said
the facts indicate otherwise. Many
complex, costly medical proce-
dures are performed at about the
same rates in the United States

and Canada, she said.
It is true that the United States

has a greater quantity of high-tech
medical equipment, but the prolif-
eration of expensive devices may
have little to do with improving
the quality of care.

"The more MRIs you have, the
more opportunities you have for
orthopedic surgeons" to rack up
fees, she said.

But economic issues aside, the

Canadian health care system de-
livers something else that many
feel is missing in the United
States: peace of mind about al-
ways having comprehensive cover-
age and never being exposed to
massive medical bills.

"In Canada, there is no fear of
insurance loss. My employer won't
throw nne out because I ann a

high-cost worker," she said.
Still, Ms. Fulton said, the United

States is a leader in some health

care areas.

The United States is the "re-

search engine.of the world" for
medical care, and health mainte-

nance organizations here "are out-
standing," she said.

If the United States does move

to a single-payer system, Ms. Ful-
ton offers this advice to policy-
makers: give the states a major
role in administering the program.

"Two hundred sixty million peo-
ple is too many people to manage"
in a federal program, she said. "I
think it is marvelous that Wash-

ington wants to do it, but it is not
rational."

While the federal government is
a major source of funding for the
Canadian health care system, the
country's provinces administer the
program. inl
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A survival guide to benefit plan scrutiny
Directness, good documentation can ease IRS audits

By JERRY GEISEL

NEW ORLEANS-When Inter-

nal Revenue Service field agents
turn up on your doorstep to audit

your employee

TTZA benefit plans,
the best policy
often is to

REPORT quickly admit
your mistakes, a

consultant advises.

"Own up," says Barbara Tilgh-
man, director of legal and govern-
ment compliance in the Baltimore
office of Alexander & Alexander

Consulting Group Inc.
An employer, could, for example,

ten federal auditors, "We know we
have a problem and this is what we
are doing to fix it up," Ms. Tilgh-
man said.

With such a direct and open ap-
proach, the IRS might not propose
any penalties, she said.

Speaking at the Risk & Insur-
ance Management Society Inc. con-
ference, Ms. Tilghman said com-
pany attorneys should be advised
when the IRS notifies an employer
that it intends to audit the compa-
ny's benefit plans.

H the IRS calls, "Let your legal
counsel know. Ask them if they
have any specific advice. But I
don't recommend having legal
counsel on the scene," she said.

If attorneys are present, IRS au-
ditors may be even more rigorous
in scouring plan documents.

"They may say, 'Let's really go
over this with a fine tooth comb,' "
she said.

Penalties for not complying with
various employee benefit plan re-
porting and disclosure rules, which
are laid out in the Internal Revenue

Code and the Employee Retirement
Income Security Act, can be stiff.

For example, the Labor Depart-
ment can slap employers with a
fine of $1,000 per day for each day
its Form 5500 is overdue. Form

5500, which is filed annually with
the IRS and then forwarded by the
IRS to the Labor Department, is a
detailed financial report for a ben-
efit plan.

The ultimate sanction, which
could be used for a variety of in-
fractions, like a pension plan that
discriminates in favor of highly
compensated employees, is disqual-
ification of the plan. While the po-
tential is there, Ms. Tilghman said
she didn't know of any situations
where federal regulators have pro-
posed that a plan be disqualified,
which would have severe tax con-

sequences on both employers and
employees,

While the penalties for breaking
various IRS and ERISA rules are

significant, many employers still
aren't aware of all the rules they
must follow.

Generally, employers must main-
tain written plan documents for all
their employee benefit programs
and describe those programs in
easy-to-understand language in
summary plan descriptions, which
are provided to employees,

Many employers believe, incor-
rectly, that some benefit plans are

not covered by ERISA reporting
rules and that they don't have to
maintain plan documents or de-
scribe the plans in their SPDs.

For example, a big chunk of em-
ployers aren't aware that most sev-
erance pay and employee assis-
tance plans are considered em-
ployee benefit plans under ERISA,
Ms. Tilghman said. "This a big
source of confusion out there."

Labor Department regulations
detail the kind of information that

must be included m SPDs: the

name and address of the employer,
the type of a plan it is, like a de-
fined benefit pension plan, and a
description of benefits and eligibil-
ity for benefits in language that the
average participant can under-
stand.

Ms. Tilghman recommends also
including a clause informing par-
ticipants that the employer has the
right to amend or terminate a ben-
efit plan at any time.

This clause is viewed as vital to

win court approval for overhauling
or eliminating retiree medical pro-

grams.

Generally, courts have ruled
against retirees seeking to stop
their employers from cutting back

or eliminating medical pro-
grams-if the employer included a
right to amend or terminate the
plans provision in their SPDs, she
said.

In one recent case, though, an
employer's reservation to amend or
terminate clause wasn't enough to
pass court muster. In a case involv-
ing Curtiss-Wright Corp., the 3rd
U.S. Circuit Court of Appeals in
Philadelphia said an employer also
has to specify who, such as a com-
pany's board of directors, has the
right to amend or terminate the
plan (BI, Jan. 10).

Very few SPDs include this in-
formation, but Ms. Tilghman said
employers may wait to overhaul
their SPDS to include the addi-

tional language, noting that other
courts have yet to adopt the 3rd
Circuit ruling.

As an added protection, some
employers also include language in
plan documents, like their SPDs,
that the documents shall be the of-

ficial and exclusive source of infer-

mation on how their employee ben-
efit programs operate.

That qualifier is intended to bol-
ster employer rights in court if a
plan participant contends that he
or she received different informa-

tion orally. Generally courts have
said rules laid out in plan docu-
ments pre-empt oral statements.

Employers often wonder whether
employees really read all these
plan documents. But another panel
speaker, somewhat to his surprise,
found out that employees do read

at least one plan document: the
summary annual report, which de-
tails changes in pension plan assets
and liabilities.

Several years ago when the fund-
ing level of a pension plan spon-
sored by The Rouse Co. temporar-
ily slipped, employees asked, 'What
happened to plan assets?' recalled
William Boden, vp and director of
personnel and administrative ser-
vices for the Columbia, Md.-based
mall and shopping center devel-
oper. "I didn't think people read
them" but they obviously do, Mr.
Boden said, referring to the annual
reports.

The session was moderated by

Susan Welch, vp of risk manage-
ment at Carter Hawley Hale Stores
Inc. in Los Angeles. Session coordi-
nator was Melanie Gilmore, a com-
munications specialist in the re-
search and development office of
Alexander & Alexander Inc. in

Dallas. [ji
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California stress claims fall
Stricter injury st

By MICHAEL SCHACHNER

NEW ORLEANS-Until last year,
California employees who believed
they were stmssed out on the job
- were cashing in
-r-rr, left and right via

the state's work-

-m.L -LLL./ ers compensation
R.El/10'"ST system. But no

more.

Since last July, when the Calif6r-
nia L,egislature enacted workers
comp reforms that require a claim-
ant to prove that 51% of an alleged
disability has been caused by actual
events of employment, the number of
compensable psychiatric claims has
been falling dramatically, says
Michael Dunham, corporate claims

andards cut empt
manager with Atlantic Richfield Co.
in Los Angeles.

California lawmakers' decision to

place a significantly stiffer burden of
proof on employees claiming work-
place injudes has been of great bene-
fit to employers in the state, espe-
cially because of a reduction in
stress-related claims, Mr. Dunham
said during a Session at the Risk &
Insurance Management Society Inc.
conference.

Prior to the new law, California
workers had been able to c611ect

damages under workers comp if they
could substantiate that only 10% of
their condition was brought on due
to a worksite event. This was a

rather easy barrier to clear, even in
stress cases, Mr. Dunham conceded.

AND SEES AN INTERDEPENDENT BUSINESS

INTERRUPTION POLICY TO COVER THE RISK

A collapsed roof can mean more than

major structural damage to a commercial

property owner Revenues lost to closed
businesses can also be weighty

problem The kind of complex risk that the

oyers' comp costs
ARCO, for example, was paying

out nearly 100 stress claims per year
that ranged from $10,000 to $50,000
in value. In addition, many of these
claims were being filed after a claim-
ant had been terminated, he noted.

However, under the new law,
ARCO is facing only four stress-re-
lated claims so far this year and vir-
tually all of the 22 compensable
claims it had last year were filed be-
fore the law was overhauled.

"With the new requirements, attor-
neys do not appear to be taking
these cases as readily. Getting past
the 51% threshold is difficult. The

cases are clearly less worthwhile to
pursue" fmm the attorneys' point of
view, he said.

"Today, it's hard to find a psycho-
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therapist who will say that more
than 50% of somebodfs stress is
work-related," Mr. Dunham added.

In addition, the so-called "stress

claim mills" that thrived throughout
California as recently as early last
year by recruiting claimants and di-
agnosing them as suffering from
workplace stress "have either shut
down or have moved to other

states," he said.

This is all very good news to Cali-
fornia employens, many of which
thought that even a 51% threshold
was too low when it became effec-

tive July 16, 1993.
"While stress rlAims represent only

about 2% of volume under workers

comp, their estimated costs represent
about 7%. The average cost of a
stress claim is $13,200, or about 17%
higher than other disability claims.
And, the litigation rate on a stress
claim has averaged 99% over the
last five years," Mr. Dunham said.

With this in mind and with the

underwriters at Home Insurance cover

with innovative solutions Working as #-S=:25(4
a team with claims and loss control '

professionals, they look to protect your ° (SIfilil][}R) 
business from the unexpected Ask

your broker, or call 1 800 TEL HOME
WE SEE RISK BEFORE RISK SEES YOU

number of compensable stress claims
taking a nosedive, California em-
ployers am now quite satisfied with
the new burden of proof, he said.

is that it's very difficult to define and
quite costly to defend against, Mr.
Dunham said.

"Allegations of work-related psy-
chiatric stress conditions have cre-

ated havoc for risk management and
human resources professionals for
years," said Mr. Dunham, who said
employers focus on these types of
claims for the following reasons:

• Medical treatment is expensive,
and can continue for a long time
costs and involve psychiatric special-
ists.

• Medical diagnosis and opinion is
subjective and often involves a pro-
tracted process, including costly
"doctor shopping."

• Litigation is frequent and expen-
mve.

• Immediate investigation is al-
most always required, which drives
up associated costs.

• Because stress is a sensitive mat-

ter, employers tend to defend them-
selves against stress allegations at all
costs.

Mr. Dunham also defined three

types of stress-related claims that
can lead to a settlement or judgment.

that leads to a stress condition. An

example: physical trauma alising
from a severe burn or a worksite ac-

cident that produces stress.

condition that leads to mental im-

pairment. For example, a heart at-
tack or high blood pressure can re-
sult in work-related st:ss, Mr. Dun-
ham said. "The major difficulty with

whether or not the mental stress is

principally work-related or a func-
tion of the employee's overall lifes-
tyle."

He said the third, "and perhaps

workplace stress involves a "mental/
mental" claim, in which a psychiat-
ric injury or condition arises with no
related physical injury at all.

states allow mental/mental claims to

be compensable, while others don't.
Some states complicate the situation
by having their own standards for
compensable mental/mental claims.

In California, the mental/mental
claims are compensable and were

pensation laws.

chiatric claim involves an employee
with poor job performance msulting
in termination. The employee then
files a highly questionable post-ter-
mination claim," and the whole
claim defense and litigation process
begins, Mr. Dunham ecplained.

Jack Sahl, a senior research scien-
tist with Southern California Edison

Co. in Rosemead, agreed that it is a
worker in a job that provides little
stimulation and virtually no freedom
to manage one's own time that is a
mime candidate for stress.

ers and field maintenance people,
because their jobs am repetitive,
overseen by foremen and are not
overly stimulating, he said.

"If I want to work until 10:00 p.m.
one night and then leave at noon the
next day to play goK, I can, because
of my position in the company," said
Mr. Sahl. "But a meter reader

doesn't have this type of freedom"
The session was moderated by

John D. Pinner, assistant treasurer
with Mattel Inc. in El Segundo, Ca-
lif. The session was coordinated by
Catherine D. Bennett, vp with
Johnson & Higgins in Nashville,
Tenn. m
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Wellness
Continued from previous page
timate responsibility to maintain a
healthy lifestyle. "But employers
have tremendous opportunity to
provide a work environment in
which employees and dependents
can make investments in improving
their health."

One of the first things a company
must address is the way it views its
employees. Employers should exam-
ine their human resource policies to
make sure that people are consid-
ered assets of the finn, not simply
investments.

"In West Virginia, businesses are
beginning to recognize the impor-
tance of healthy and well employ-
ees. Over the years, people in our
state have adopted unhealthy lifes-
tyles," like smoking, eating high fat
foods and not exercising, Mr.
Steurer said. "To change that, we

organized the Wellness Council of
West Virginia," a statewide public/
private organization with more than
175 employer members, as well as
representatives from insurance,
medical and other groups.

Health is not the only factor af-
fecting productivity levels, Mr.
Steurer said. Family demands, like
caring for young children or elderly
parents, can increase stress or cause
employees to miss work. That is
sornething employers need to keep
in mind when designing a worksite
wellness plan, he said.

"These things are important be-
cause not everyone is concerned
about their fitness program or nutri-
tion every day," he noted. "A suc-
cessful program will deal with a
broad range of issues vs. having a
narrow focus."

The Wellness Council of West Vir-

ginia tries to keep information
about health and wellness before

the employer community and acts as
a catalyst to keep employers inter-
ested in employee health. The coun-
cil also attempts to teach employee
benefits professionals and others in
charge of the area to be better man-
agers of the health and wellness
programs they have in place.

"Healthy companies enable em-
ployees to learn why they need a
wellness program, to provide assis-
tance to achieve wellness and to en-

able them to maintain healthy lifes-
tyles," Mr. Steurer explained.

On a national level, the Wellness
Council of America has recognized
the effective weilness programs of
dozens of employers by awarding
them Well Workplace honors. Com-
panies that are thinking about es-
tablishing their own program can
learn much from firms that have

proven worksite wellness works.
Among other things, executives at

companies that have won Well
Workplace awards say commitment
from senior management and in-
volvement at the employee level is
crucial. Wellness can't be dictated; it

has to be built into the company's
culture.

Recognizing the contributions em-
ployees make toward their own
health and the ultimate health of

the company also is an important
motivation, Messrs. Keener and
Steurer agreed. Whether rewards
are monetary or involve give-aways
like T-shirts, they play a big part in
changing workplace attitudes.

Employers have to measure the
demographics of their employee and
dependent populations before de-
signing a workplace wellness pro-
gram Companies have different
wellness program needs based on
their employees' particular health
risks, age and sex.

Fortunately, data on risk factors
and risk modification is readily
available to employers from their in-
surer or third party administrator.
Mr. Steurer said. Employers also
can gather data directly from em-
ployees concerning other issues, like
work and family problems

After assessing employees' needs,
companies should develop a written
plan of action with specific goals
and objectives. Then a program
should be initiated that achieves the

goals of increased employee aware-
ness and education, as weLl as some
type of behavioral changes.

Employers should evaluate their
wellness programs' impact by mea-
suring baseline data against aggre-
gate health care utilization data in
the future. "If you don't measure the
results, the plan will die because
you'll never understand what hap-
pened," Mr. Steurer said.

Becki Adair, risk manager for
Iowa State University in Ames,
moderated the session. Ronald

Graves, senior vp of loss control for
Hewitt Coleman & Associates Inc.

in Greenville, S.C., was the coordi-
nator. :OI]



Members get back what they give RIMS
Societ# can help managers cut costs

By SARA MARLEY

NEW ORLEANS-It's risk man-

agers' business to stick their noses
into other people's business.

That's the ad-

vice Lucille A

I 1 1 F j A Gallagher, pIESi-
li.1-LLLA..A dent-elect of the
REPORT

Risk & Insurance

Management So-
ciety Inc., offered at the annual
membership meeting during the
RIMS conference last week

"Safety, environmental, ergonom-
ics, wellness, anti-smoking prograins,
stress management, domestic vio-
lence-issues affecting employees in
any denomination-also affect our
bottom-line financial results," said

Ms. Gallagher, who is vp of risk
management for the ConAgra Red
Meat Cos. and subsidiary Monfort
Inc. in Greeley, Colo.

"Broaden your vision of Iisk man-

agement," she encouraged. "Seize
the opportunities to grow in impact
and stature by taking the initiative.
Anybody can buy insurance-in fact,
many friendly brokers already vol-
unteer' to do that for companies."

Risk managers can add value to
their organizations by becoming
more involved in RIMS, Ms. Gal-
lagher said. Member participation
results in stronger chapters, which in
turn improve RI&<IS' committees,
board of directors, executive council

and the group as a whole.
"We want to see the chapters

much more involved in submitting
program suggestions and in reaching
out to communicate productively

A

with member organizations at the 10-
cal level, as well as recruiting new
members."

As the chapters, the board and
committees become more vocal, Ms.
Gallagher would like to see execu-
tive council members less involved in

the day-to-day operations of the
committees that fall under their ar-

eas of responsibility. She calls this
the "evolution of governance, with
the executive council responsible for
policymalang and keeping RIMS 5-
nancially sound and growing."

Executive council members will

function as liais6ns with the commit-

tees in their demignated areas," she
continued "At the same time, they
will have worlcing 1mowledge of all
committee functions and activities."

Ms. Gallagher's theme of "Involve-
ment, Value and Vision" builds on
the ecample set by outgoing RIMS
Pmsident JA 'Tony  Bridger and
pmvious presidents.

During his tenure, Mr. Bridger im-
pmved communications, eliminated
RIMIS' budget deficit, encouraged
member participation and imple-
mented the long-range strategic plan
approved a year ago.

"These objectives have entailed a
rather massive effort to adapt to
changing times and new priorities,"
said Mr. Blidger, who is risk man-
ager for the Bank of Montmal in

Tomnto. It has requimd "a re-engi-
neering of RIMS to do more with
less, to identify and focus upon the
key elements in serving our mem-
bers' interests and to prioritize and
eliminate activities that may not di-
rectly relate to the achievement of
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our plimary objectives."
He added two positions to the ex-

ecutive council, and established envi-
ronmental and health/safety commit-
tees.

He said he also sought "to reposi-
tion the role of the executive council

into something more like a corporate
executive committee and less like an

operating committee."
While Ms. Gallagher plans to have

executive council members attend

more local meetings, overall RIMS is
attempting to lessen the time com-
mitment involved in serving on the
council to broaden the base of risk

managers who can participate.

Another achievement Mr. Bridger
cites is RIMS' continued involvement

in international issues and with risk

management organizations world-
wide. Duiing his year as president,
he spoke at meetings in: Halifax,
Nova Scotia; Monte Carlo; Australia;
and the United Kingdom.

In the United Kingdom, RI&<IS
supported the Assn. of Insurance &
Risk Managers in Industy & Com-
merce in challenging the British gov-
ernment's approach to dealing with
property insurance related to terror-
ism.

"This is an important precedent in
international cooperation among lisk
management societies, and quite apt,
as well, given the proliferation of
global interests among our mem-
bers," Mr. Bridge· said "It is the

COMPLETE ENVIRONMENTAL SOLUTIONS

YL
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source of great pride to me--and I
hope to all of you-that R<IS is re-
spected worldwide for setting the
standard in the advancement of the

risk management discipline."
He said he carried a message of

opportunity to risk managers around
the globe.

"In an environment where all or-

ganizations are required to become
more efficient, we as risk managers
have an unprecedented Opportunity
to establish ourselves and our func-

lions as being vital to effective finan-
cial management during turbulent
times," Mr. Bridger said. "Getting
the point across to the right people
in the right places remains the over-
riding challenge, to RIMS and to ev-
ery one of us as individual risk man-
agers." m
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The Key Questions to Be
Addressed Include:

• Should acompany's RBC bedisclosedtothe
equity market?

• Demutualization: what can the insurance

industry learn from mutual savingsand loans?

• Who owns the surplus of a mutual?

· Are insurance company leveraged
buy-outs dead?

• Risk based capital: has a diagnostic tool

become a bludgeon?

• Do federal and state securities regulators
reallyunderstand insurancecompanyissues?

• Whattaxdeductionsareavailableto help pay
for insurance company acquisitions?

• How are the new insurance company equity
funds working?

• Does the company give up too much control
with a private placement?

• Can insurance companies really hedge their
risks through the use of insurance
futures contracts?

• How do recent regulatory developments
restrict surplus notes?
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Managing work comp, group health costs
By JOANNE WOJCIK Even without 24-hour cover, plans can be coordinated

NEW ORT FANS-While 24-hour

coverage is unlikely to become a re-
ality in the near future, employers

still can imple-
-71-ll=P.7 me* round-the-

clock manage-
-Lt-1-LLL ment of group
ISPORT health and work-

ers compensation
medical costs, experts say.

And, employers that institute a
program to manage both types of
medical costs will be a step ahead of
any health care mforms that are fi-
nally implemented, workers comp
cost control experts say.

A coordinated approach to manag-
ing medical costs will be far more ef-
fective than merging the medical
components of workers comp with
group health care, as President

Clinton's reforms propose, said Den-
nis L. Huffman, principal of HJH
Consulting Inc. in Tampa, Fla.

"If you indiscriminately throw
workers compensation into health
reform, it opens up a whole new can
of worms for those on the comp
side," he said duling a session at the
Risk & Insurance Management Soci-
ety Inc. conference last week.

For example, while the focus of
group health plan benefits is to man-
age medical tistment, the workers
comp system is a disability manage-
ment system that provides incentives
to return injured workers to their
jobs as soon as possible.

Under workers comp, "the pri-
maiy goal is to achieve a timely
medical recovery sufficient to return
the worker to productivity and on
the job as quickly as possible."

But, "that return-to-work goal can
only be accomplished if the organi-
zation responsible for paying the
workers compensation lost-wage
benefits has a significant influence
over the medical management of the
case."

Splitting the medical component
from the rest of the workers comp
system strips the claims payer of the
authority to manage the medical
treatment, he said.

Under the Clinton administration's

proposal, health insurers would not
have the same incentive as workers

comp insers of retning employ-
ees to work because, unlike workers
comp insurance, "health plans are
not responsible for paying lost
wages," Mr. Huffman said.

Each day of delay in returning in-
jured workers to productivity costs
the workers comp system $10 billion
per year, according to a study by the
Alliance of American Insumrs cited

by Mr. Huffman.
In contrast, an employer-directed

disability management system that
coordinates health benefits with

workers comp payments would mini-
mize lost tme, regardless of whether
the illness or injury is work-related,
suggested Glenn Simpson, director
of risk management for St. Joseph's
Hospital in Tampa.

Since St. Joseph's integrated the
medical management for both work-
ers comp and group health benefits
m 1988, the hospital's workers comp
expenses have dropped from 8.7% of
payroll to 3.8% of payroll, he said.

As risk manager, Mr. Simpson
manages the workers comp program,

the short- and long-term disability
programs, in-house legal services,
regulatory compliance with state and
federal laws, workplace safety and
loss pmvention programs as well as
the group health plan. As a result, he
has close working relationships with
the hospital's human resources exec-
utive, the health rlAims administra-
tor, the employee assistance program
dimctor and in-house occupational
health physicians.

Since the hospital-like most em-
ployers-will end up paying for em-
ployee health care regardless of
whether it is related to an occupa-
tional injuiy, it makes sense to coor-
dinate hatment around the clock,
Mr. Simpson said.

He cited as an ecample the use of
an occupational health nurse to
monitor the blood pressure of a 45-
year-old maintenance worker suffer-
ing from hypertension. "He can goto
the health office daily to have his
blood pressure monitored and to
check his medication."

The employer not only is keeping
the worker healthy and reducing its
group health plan costs but is pre-
venting a workplace injury that
could occur if the maintenance

worker suffers a stroke while on the

job. "It's a more humanistic ap-
proach," Mr. Simpson explained.

Coordinating disability manage-
ment for both group health benefits
and workers comp also makes it eas-
ier for employers to comply with the
Americans with Disabilities Act, he
said. "If I wem to make a Top 10 list
for the reasons to integrate the two
programs, all 10 reasons would be

4 -*. '

the ADA."

A separate component of the presi-
dent's health care reform proposal
would implement widespread com-
munity rating. That would remove
the monetary incentives for individ-
ual employers to maintain a safe
workplace created by erperience rat-
ing, according to Mark A. DeLillo,
vp of lisk management services for
Jim Walter Corp. in Tampa.

"In my company, we spend a lot of
money on safety programs to contain
costs. Safety is the only way to pre-
vent injudes fmm occurring on the
job and to contain costs associated
with medical treatment and indem-

nity payments."
Any employer who opts for com-

munity rating and drops its safety
program "is committing suicide," Mr.
DeLillo said.

If health plans am community
rated without taking into account
the number of work-related injuries
or the prevalence of safety programs,
"there will not be any monetary in-
centives to create a safe work envi-

ronment," HTH Consulting's Mr.
Huffman said.

Still, some experts say "it would
be worse if workers compensation is
left out of the health reform process
altogether," he said "People in the
workers comp field feel that health
providers would have an incentive to
classify medical problems as work-
related" if a global budget is im-
posed to cap the nation's health care
expenditures.

Workers without group health
benefits already have an incentive to
ask their doctors to classify their in-

juries and illnesses as work-related
to obtain coverage under the work-
ers comp system, Mr. Huffman said.

Because there are no employee-
paid copayments or deductibles,
overutilization is prevalent in the
current workers comp system, he
added, pointing to a recent study by
the National Council on Compensa-
tion Insurance.

The study of 1,300 closed workers
comp e.ce. filed over a six-year pe-
riod ending in 1993 with the 13 larg-
est workers comp insumrs in four
states=-Florida, nlinois, Oregon and
Pennsylvania-found that workers
comp cases are more expenmve than
group health because of overutiliza-
tion of health care services.

A 1990 Minnesota study had sug-
gested that health care providers
were charging more to treat occupa-
tional injuries than to treat non-
work-related injuries, but "now the
NCCI study has brought home the
possibility that it was overutilization
of services rather than overcharging"
that has contributed to the explosion
in workers comp medical costs, Mr.
Huffman said.

He also criticized the Clinton pro-
posal's provision that would let em-
ployees select their own health plan,
which would ultimately allow them
to choose their own providers.

Few group health care providers
currently have the expertise needed
to treat occupational illnesses and
injuries, Mr. Huffman said. "Costs
are undoubtedly going to increase if
medical providers are used that are
unfamiliar with comp, including
1mowledge of the workplace and job
accommodation."

In contrast, "when the employer
has' the choice, there is more control
over the medical expenditure."

Jim Walter Corp,'s Mr. DeLillo
moderated the session. IMI'
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Reducing comp costs requires a team approach
By MICHAEL SCHACHNER

NEW ORLEANS-Risk managers
can control workers compensation
costs if they attack the problem on

many fronts, but
-VI-1=71 that approach re-

quires coopera-
tion from upper

REPORT management,
plant supervi-

sors, employees and physicians, two
corporate risk managers say.

First, management must have an
ongoing commitment to reducing
losses from workplace injuries.

"Ongoing is the key word. You
can't have six to 12 months of com-

mitment from management and
then have them lose interest. When

at least two-thirds, and maybe 75%,
of your property/casualty losses
stem from workers compensation,
it's one of the most important things
we can work on," said Thomas J.
Hassett, director of corporate nisk
management with Philips Electron-
ics North America Corp. in New
York.

While risk managers in recent
years have achieved some success in
reducing administrative costs, they
haven't done nearly as well in man-
aging the claims side, Mr. Hassett
and John F. Riley, director of corpo-
rate risk management at The Dun &
Bradstreet Corp. in New York, con-
curred.

"Claims costs are 75% of all costs
for us. In the words of the famous

bank robber, Willie Sutton, 'This is
where the money is,' " Mr. Riley said
last week at a Risk & Insurance

Management Society Inc. conference
session.

"For a company like Dun & Brad-
street, you're paying a lot in work-
ers comp costs regardless of whether
you have a retrospective plan or
some high-deductible program," he
said. "But there are probably 100
things you can still do to reduce
costs, and you have to do a lot of
them to have any success."

Safety and early claim interven-
tion are the keys to controlling
workers comp costs, he emphasized.

Early intervention, Mr. Riley said,
puts the claim into able hands,
shows the injured worker that his or
her case is being handled and, most
importantly, keeps personal injury
attorneys out of the loop.

Mr. Hassett agreed. "The earlier
you can get a claim into the system,
the better you can manage it. And I
can't stress enough the fact that
early intervention means no attor-
ney involvement." That strategy has
reduced Philips' lost-time costs by
thousands of dollars per claim, he
said.

Another step that helps eliminate
attorney involvement, Mr. Hassett
said, is to educate employees about
the claims-handling process before
they actually file claims. "People
unaware of the claims process are
much more likely to fall into the
hands of an attorney," he said.

Mr. Riley also urged risk manag-
ers not to overlook the value a of

clean shop. "A clean plant usually is
a safe place. Productivity without
safety is no good at all, and supervi-
sors need to be made aware of this,"
he said.

One way to get supervisors and
foremen more tuned into workers
comp cost control efforts is to tie
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their economic incentives directly to
safety performance, Mr. Hassett
said. "Local people need to be part
of the teamwork. At one Philips
plant, bonuses are directly tied to
loss costs and safety, and there
should be more plants doing this.
Everyone needs to be trained in
what is happening at their facility."

Mr. Hassett also urged risk man-
agers not to delegate communica-
tion duties: "Don't delegate this very
important responsibility to your
TPA. Check periodically into what
each plant is doing and make con-
tact with supervisors and regional
managers. If you give people up to
the system, the next person you're
going to be hearing from is an attor-
ney."

As an example of aggressive
claims management, Mr. Riley ex-
plained how several loss prevention
and claims control standards that

Dun & Bradstreet implemented at
its Neodata Inc. subsidiary in Boul-
der, Colo., in 1989 cut claims to 42
last year from 105 four years earlier.

"Neodata is a magazine subscrip-
tion clearing house where there are
tons of paper and boxes. Back and
hand and wrist strains were ac-

counting for 70% of our claims. We
were having worse experience than
the meatpacking industry and log-
ging companies," he explained.

The company realized that em-
ployees wearing headphones to lis-
ten to music while working was a
major risk factor. "fIhey) can't hear
danger signals and are unaware of
normal plant activities. And they
were damaging their hearing, which
could have been a claims nightmare
down the road," Mr. Riley said.

2

Headphones were prohibited.
D&B also implemented a policy of

having every claim investigated by a
safety committee that could not sim-
ply report that employee error was
the cause of the injury. "It's unac-
ceptable to say it was an employee's
fault that he slipped on water. Why
was the water there to begin with?"

In the area of claims control, D&B
began to demand quality claims ad-
justment, including requiring inves-
tigators to write up a claims-han-
dling strategy on each claim the
minute they finished viewing the file
for the first time.

"You need an expected course for
every claim. Without it, the chances
of having the claim adjusted prop-
erly are very slim," Mr. Riley said.

Finally, he said bringing physi-
cians on site is tremendously benefi-
cial to the return-to-work part of
claims management. Doctors who
have seen how a plant operates and
what employees actually do better
understand when employees can re-
sume work and at what position.

"Doctors love this, and it makes a
very big difference. How can they
possibly 1mow what goes on at a
plant if they've never seen it? It cuts
down on lost time tremendously,"
Mr. Riley said.

Mr. Hassett said the greater profi-
ciency offered by physicians who
specialize in workers comp care can
also help companies control costs. "I
think we should always seek spe-
cialized providers. Occupational in-
jury specialists, whether they're
physical therapists, physicians or
what have you, tend to do the best
job with workers comp injuries."

With Messrs. Riley and Hassett
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both expounding the virtues of early
claims intervention, Mr. Hassett said
electronic and telephone claims fil-
ing has proved to be very helpful
and cost-effective at Philips.

"Nearly 96% of our claims last
year were filed by phone, most
within six minutes of the injury.
This way the claim is in the system
by the next day, and you can begin
managing it," he said.

Both speakers said that workers
comp claims control and loss pre-
vention are tough chores during a
time when corporate downsizing has
stripped risk management and
safety staffs to the bone.

Currently at Philips, there are
only two full-time safely profession-
als among a 38,000-person work-
force. Contrast that with the 12

safety people Philips had in 1988,
and 'it makes you wonder about the
commitment major companies have
toward safety these days," said Mr.
Hassett. "When times get tough,
safety and health are always the
first to get cut."

"None of this is easy, but it's
worth it," Mr. Riley concluded. "It's
where the money is in corporate in-
surance today. You just have to be-
lieve that a safe workplace is possi-
ble, that you can obtain 100% man-
agement commitment, that you can
institute various loss prevention
measures, and that you can oversee
the loss adjustment process. If you
do all this, you'll reduce claims fre-
quency and costs."

Jeanne H. Pores, vp-hospital af-
fairs with Physicians Reciprocal In-
surers in Manhasset, N.Y., both co-
ordinated and moderated the ses-
mon. mm
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ASK A RISK MANAGER
Solid safety programs
often offer incentives

Q
Successful safety programs

require that all employees
recognize the role they play in the
process. What incentives do you
believe are the most effective in

administering a safety program?

Without a doubt, it is extremely

A
important for all employees to
understand and believe they are the

single most important factor in a
successful safety program. After all,
the concept of safety exists to

- protect their welfare, since the
majority of what we call "accidents"

result from a failure to act in a safe manner.

Too many safety programs, though well-intended,
suffer a loss of momentum because they lose focus and do
not contain the dynamics to sustain the original

objectives. We should recognize that a good safety
program, like a good marriage, mquires constant
nurturing. And, since human beings respond best to a
praise/reward system, incentives ait a vital part of any
program. We risk managers learn early on that evaluating
exposures, formulating a plan to deal with these
exposures and monitoring the results are comerstones of
the risk management process. So it is with safety.

The initial step is to evaluate the organization's culture
and design an incentive program to suit that culture. A

constant monitoring of results will allow the program to
remain on track. And, when we say alt employees must

commit to safety, we include senior executives, who must
unconditionally embrace the safety objectives. If
executive management demonstrates that "safety counts,"
employees will soon understand that how they perform
their jobs is ectremely important.

It would be accurate to state that successful safety
incentive programs rely on a reward system to deliver
good results. Studies conducted ove the years reveal
employees view some form of monetary reward as the
most desirable form of positive reinforcement. It has also
been demonstrated that the amount of the reward does

not have to be great. A few dollars spent wisely, for the
right purpose, can have a tremendous impact on safety
performance.

In recent years an entire industry has been created for
the purpose of designing and marketing safety program
incentives. There is no limit to the type of creativity used
to offer incentives. I know of one company that offers free
movie passes to employees who are "accident-free" for a
specified period of time. Again, the intent is to obtain
intemst in the program and keep the interest alive on a
daily basis. Perhaps the best approach is to ask

employees what type of reward is most meaningful to
,them. Remember the earlier comment about corporate

culture? Soliciting input from employees is a foolproof
way of blending the incentive program with the business
culture.

Management'5 recognition of good performers is also a
must. How about lauding the best employees in a

company newsletter or a personal letter from the most
senior executive? I also like the idea of a plague, since it

stands as a permanent reminder that safety goals have
been achieved. Several companies recognize their top

performers with an "employee of the month (or year)"
distinction. Why not consider offering a choice parking
space to the employee with the best safety record? Sounds
simple enough, and it doesn't cost any money.

Not surprisingly, I'm certain you will find that these
simple incentives create a positive atmosphere throughout
the organization. When employees perceive that a
company is taking care of them, good will translates into

optimum job performance. When the work environment
is pleasant, everyone wins. "111

Would you like advice from an experienced colleague
on a risk management, benefits management or actuarial
probem? Four quarterly features in the Perspective
section Of Business Insurance can give you some answers.

Ask A Risk Manager, Ask A Benefits Manager, Ask A
Benefit Actuary and Ask A Casualty Actuary answer
written questions from readers on risk and benefits
management issues and actuanal problems.

This month's column on risk

management issues is written by Susan
M. Werner, director of risk
management at Hardee's Food Systems
Inc. in Rocky Mount, N.C. Dennis J.

t Nirtaut, manager Of employee benefits
at Continental Bank Colp. in Chicago,

answers questions on employee benefit
plans.

William J. Miner, an actuary with
The Wyatt Co. in Chicago, answers

Ms. Werner actualiat questions on benefits issues.
And, Richard E. Sherman, president Of

Richard E. Sherman & Associates Inc. in Ashiand, Ore.,

answers actuarial questions in the casualty field.
Address your questions to ASK, Business Insurance,

740 N. Rush St., Chicago, ILL 60611. Please give us your
name, title and employer; however, Business Insurance
wiN consider unsigned letters.

ASK A BENEFIT ACTUARY
Good planning maximizes

qualified plan benefits

Q
How can qualified plan benefits

be maximized with the $150,000
compensation cap?

This question has come to me from

they are concerned about the
reduction in future qualified defined
benefit plan accruals due to the
reduction in the compensation limit

- for calculating qualified plan
benefits. Effective Jan. 1, 1994, a

qualified retirement plan may only take into account

compensation up to $150,000. This may result in a period
of years when the executive accrues no benefit under the
qualified defined benefit plan.

For many senior ececutives, this Cevqmtion of quAlified
plan benefit accruals is offset by increased accruals under
a non-qualified supplemental executive retirement plan.
However, most executives with SERPs would prefer to
have their accruals under the qualified plan rather than
the SERP, because a quAlified plan is funded and
generally provides gmater benefit securi.ty for the
executive than an unfunded SERP.

The IRS has issued guidance regarding how a qualified
defined plan makes the transition to the $150,000 cap.
Through a prudent selection of the transition options
pivvided by the IRS, a plan sponsor can maximize

benefits for its executives from the qualified plan, while
minimally increasing the plan administration.

The IRS guidance provides for three transition options:
• Apply the regular plan formula to an employee's

compensation with the compensation limited to $150,000
in each prior year and provide that the resulting accrued
benefit cannot be less than the benefit accrued as of Dec.

31, 1993 (when a $235,840 compensation lirnit was in
effect). This option is being adopted by many plan
sponsors and has the effect for many senior executives of
cutting off benefit accruals under the qualified plan for a
period of years.

• Freeze the accrued benefit for each employee at its
Dec. 31, 1993, level and add a future service accrual under

the plan's regular formula, counting only pay up to
$150,000. This approach provides that each participant
will continue to receive some benefit accruals. However,

for a final average pay defined benefit plan, it has the
disadvantage that benefits accrued for service before 1994

will not be based on final average pay at separation from
service; they will be based on the final average pay level at
the end of 1993. This can significantly mduce benefits for

individi,AiR retiring more than a few years after 1993.
• Use a combination of the above options, in which the

employee gets the greater of the two amounts. This
approach maximizes benefits but can create a significant
administrative burden because it effectively doubles the
number of benefit calculations that must be done.

IRS guidance does provide for some relief from the
administrative burden created by the third option.
Essentially, the IRS will permit plan sponsors to adopt
Option 3 for any employee with pay in excess of $150,000
per year prior to 1994 and Option 1 for all other
employees. This approach can maximize the qualified plan
benefits for senior ececutives while limiting the additional
benefit calculations needed for the group of employees
who earned more than $150,000 before 1994.

Befom adopting any of these options, a plan sponsor
should consider many factors, including: the impact on
plan funding requirements as provided in the Internal
Revenue Code and ERISA; the impact on the plan's net

periodic pension cost as provided under FAS 87; whether

any benefits lost under the qualified plan through the
imposition of a $150,000 cap will be replaced by a SERP;
and the impact of any increased SERP benefits upon
Federal Insurance Contributions Act taxes that will be

paid by both the employer and the executives. In general,
vested accruals under a SERP am subject to the Medicae
tax of 1.45%. Both the executive and the employer must
pay 1.45% of the value of any vested accruals under a
SERP during the year.

The IRS guidance does provide some relief for
executives whose benefits will be limited due to the

$150,000 pay cap. Carefully planning the transition
approach can minimize some of the negative effects. m

Would you like advice from an experienced colleague
on a risk management, benefits management or actuarial
problem? Four quarterly features in the Perspective
section Of Business Insurance can give you some answers.

Ask A Casualty Actuary, Ask A Benefit Actuary, Ask A
BeneAt Manager and Ask A Risk Manager answer written
questions from readers on risk and benefits management
issues and actualial problems.

This month's column on actuarial

issues in the benefits field is written by
Wimam J. Miner, an actuary with The
Wyatt Co. in Chicago. Richard E.

4 Sherman, president of Richard E.

r< director of risk management at
Sherman & Associates Inc. in Ashtand,

Ore., answers actuarial questions in the
casualty field. Susan M. Werner,

Hardee's Food Systems Inc. in Rocky
Mount, N.C., answers risk management

Mr. Miner questions. Dennis J. Nirtaut, manager
of employee benefits at Continental

Bank Corp. in Chicago, answers questions on employee
benefit plans.

Address your questions to ASK, Business Insurance,
740 N. Rush St., Chicago, m. 60611. Please give us your
name, title and employer; howeuer, Business Insurance
witt consider unsigned letters.
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Large-deductible plans don't fit everyone
By GAVIN SOUTER But in right situations, plans can lead to savings

NEW ORLEANS-Large-de-
ductible programs and self-insur-
ance can lead to significant sav-

ings in workers
compensation

.1 1 VA//1 programs, but
_LLLULLI they should be
'SPOST handled with

care.

Not all companies are of suffi-
cient size or have risk manage-
ment systems sophisticated
enough to cope with large deduct-
ibles or self-insurance, two risk
managers suggested last week at
the Risk & Insurance Management
Society Inc. conference.

And, large-deductible programs
could soon become less attractive

as insurance regulators review

their tax status, the risk managers
said.

Self-insuring workers comp
risks is pointless if it is not com-
bined with an active loss control

strategy, a broker added.
Large-deductible policies for

workers comp risks were intro-
duced several years ago by insur-
ers in response to the growing
number of companies that were
self-insuring their risks, said Lynn
A. Gaughan, director of risk man-
agement at footwear and apparel
maker Reebok International Ltd.

in Stoughton, Mass.
Normally, workers comp insur-

ers insist that policyholders have
annual premiums of at least $1
million before they turn to a

large-deductible program. The de-
ductibles usually range in size
from $100,000 to $1 million.
Losses that fall within the deduct-

ible are paid by insurers, which
then seek reimbursement from the

policyholder, she explained.
Policyholders are required to set

up an escrow fund or provide a
letter of credit equal to their ex-
pected losses under the deductible.
Premiums are paid in installments
and an audit is performed at the
end of the policy period to deter-
mine the standard premium and
the premium adjustment.

The main advantage of large-de-
ductible programs is a substantial
reduction in workers comp premi-
ums.

You also get enhanced cash
flow because there is no pre-fund-
ing of losses and there is often a
delay of up to three months be-
tween the time the insurer pays
the losses and when it seeks reim-

bursement from you," Ms.
Gaughan said.

Large-deductible programs also
give the benefits of self-insurance
without including the administra-
tive burdens or the need to qualify
as a self-insurer, she said.

The programs also encourage
more attention to loss control.

"They are a very strong incentive
for you to control your losses and
they help to emphasize the need
for safety within your organiza-
tion," Ms. Gaughan said.
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But, large-deductible programs
are not suitable for all policyhold-
ers. Companies with erratic loss

experience may find the financial
burden too much in bad loss years,
she said. "And, if losses are spo-
radic, the insurer will look at the
worst-case scenario and demand a

larger letter of credit."
Companies that are in transition

should also stick to traditional

workers comp insurance policies.
"Losses tend to increase when an

organization is reducing its work-
force or is the target of a takeover
bid, so large-deductible plans are
not suitable to companies in un-
certain circumstances," Ms.
Gaughan said.

Large-deductible policies may
soon become less attractive for

other companies, however. Some
state insurance regulators are con-
sidering imposing premium taxes
on the payments made to insurers
on losses that fall within the de-

ductible. If that happened, there
would be little advantage in buy-
ing or selling the policies, Ms.
Gaughan said.

Self-insuring workers comp
risks can also be an attractive op-
tion for risk managers, said Ray-
mond J. Abromitis, risk manager-
North American operations at ap-
pliance maker Whirlpool Corp. in
Benton Harbor, Mich.

Like large-deductible programs,
self-insurance improves a compa-
ny's cash flow, Mr. Abromitis said.
In addition, self-insurance pro-
grams enable companies to tailor
their own claims administration

systems.
"An advantage. . .is the ability to

control and restructure claims

management and loss prevention
services based on the specific
needs of the organization. A self-
insured is not limited to the re-

sources of a single insurance com-
pany."

But, self-insurance also has its
disadvantages.

For example, an employer can
take on unlimited liability, which
could lead to large losses, Mr.
Abromitis said.

"The long-term nature of work-
related injuries also makes it diffi-
cult to terminate a self-insurance

program once it has been initi-
ated," he said.

Self-insuring workers comp also
may lead to an increase in premi-
ums for other casualty coverages
because the insurer willlose a sub-

stantial part of the premium it
previously received, Mr. Abromitis
said.

Large-deductible programs and
self-insurance can only be effec-
tive when used in conjunction
with a comprehensive loss control
strategy, said Catherine D. Ben-
nett, vp/client technical services
manager at Johnson & Higgins in
Nashville, Tenn. "It doesn't matter
how good your financial analysis
is, you have to have a good loss
control strategy."

To control and reduce workers

comp losses, Ms. Bennett recom-
mended that risk managers: ana-
lyze loss data thoroughly; vigor-
ously encourage safe practices and
safety training; ensure that em-
ployees are fairly and speedily
compensated for any injuries; con-
tain medical costs through tech-
niques like medical bill audits and
case management; and define the
organizational structure of a
workers comp plan.

"Many companies have a prob-
lem in that no one is really respon-
sible for workers compensation,"
she noted.

The session was coordinated by
Ms. Bennett and moderated by
Douglas S. Kasten, assistant trea-
surer-corporate risk management
at Nashville-based Northern Tele-

com Inc. lul
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Outside insight can help work comp administration
By RODD ZOLKOS Three employers find an audit ofprograms saves money costs dropped to $99,000 last year

from $241,000 in 1991 "Why9 Be-
NEW ORLEANS-When Cyn- Jones, a consultant with Johnson have clearly improved our pro- Edison has crafted a coordinated cause our reps know how to hti-

thia Rigney was given responsibil- & Higgins in Los Angeles. He cess," said David Came, workers disability management process gate," he said. "The only thing
ity for Thrifty Corp 's self-insured worked on reviews of all three of compensation manager that connects the various aspects that we will not allow them to do

workers com- the programs discussed during the Among other things, Foster Hig- of the workers comp program- 15 take depositions and try cases "
pensation pro- session while a consultant with gins review of the utillty's work- from ergonomics and training to Carl Karcher Enterprises,

A 1 gram a year J&H's Foster Higgins unit. ers comp administration showed medical care to rehabilitation ser- which runs Carl's Jr. fast-food
_1111110 ago, she knew But, as well as the program that the program was "very dis- vices-in a logical fashion restaurants throughout Califor-
REPORT the self-admin- worked, executives at the utihty connected, with the employees The review also drove home the ma, Arizona and Oregon, has

istered program realized the administration pro- stuck in the middle of a program importance of adequate traimng self-insured ltS workers comp ex-
was something of a "black hole " gram might benefit from an out- that basically was managed by the for the administration staff Mr posure in California since the

With annual cash outflows of side look The result lS that "we employees " Caine noted that the utility's early 1980s, according to Barbara
about $17 million in the workers have sharpened our focus and we In its place, Southern California workers comp litigation defense Continued on next page
comp area, "we had some real
strong financial concerns," said
Ms Rigney, vp of nsk manage-
ment for the Los Angeles-based
drug store chain

Nevertheless, she anticipated
that an outside study of Thrifty's

=-

workers comp self-admimstration
would conclude that the program
should remain self-administered,

and the company would simply *# ,#4 -
---

"clean it up and go "
The study by A Foster Higgins

& Co Inc left httle doubt, though, 1 1d f
. ) ' i

that self-administration simply j '5, 1,2,couldn't be reconciled with other 1 1
, l

corporate goals stemming from 1 3--r il

t
·KN -4,1--

Thnfty's financial turnaround ef- iN, 1 rt b/4·
- .

fort-namely, saving money f

",; J 21'r lf,
quickly I),y 'jyll-' 11 '44 ' 4/2 '' 4. ' -, > f

*A.*-1
The Foster Higgins study in- f}*,<51 ' ,\2 i7.W WP'>Af'

S- " n {l *rt FEN&*...44.9,6- %14419 f vi '.1 1cluded a technical claims hle au-

dit, an in-depth operational audit fj ty '  ':454- F " j, rs 41*3 4 / 7%'1 9<i,F.= 15/fril f .'. 1#1
h

of Thrifty's self-administration d 12,'iti]*f 43=program and selected outside ven- 4

dors and an analysis of self-ad- e.@f

minlstration costs vs the expense
I

of third-party administration
While Thnfty executives had

J

operated under the assumption
that it cost the company about P-

$300,000 to administer its own
workers comp program, Foster
Higgins found that the annual
price tag was closer to $1 1 mil-
hon

Among other things, Foster Hig-
gms also found that many of
Thrifty's administration staff 11890 rr _«,7-,7
weren't sufficiently competent to

Jadmimster the program
"We found out that we were

dealing with about 35 different --4- .. XY 7

f 2(attorneys," Ms. Rigney said "It
1 -,59= \ 4.turns out they were doing a lot of

adiuster work because our staff *:j jr
wasn't qualified to do all the
things they were supposed to be
doing "

If Thnfty had the luxury of
.

time, it could have corrected the
problems in its self-administered
program But, needing to "stop
the blood from flowing" finan- i

cially, the company hired Consti-
tution States Service Co, a TPA

unit of Travelers Corp
Thrifty now iS realizing about )„il 1.11„wili, 241,#. ii, me.wi 7'11,·p .1.ill '1'Ii, , liml.t,# 1. '1'lie, .i„„il, ti,11,t,ili,t.il,1, 1,„ni

$3 million in overall workers
114 11*1 1,; 11(11(1 ()11, 1111111!14, 1111,1 1 {' 2,)1112 .111 ,)111 ti) H lili 44 It.lili killil. „1 1,11.111* .. Ill,

comp cost savings, Ms Rigney
said 11¢ \1 1111111,· the, 1 4 ,)1 f i 11.1411u 'l i 4)111)14 11 1, ilif i, 1, Ill 111'll ki t

Ms Rigney shared Thr·ifty's ex-
periences as part of a panel on It . i im„gil 1,) m.1|., wi)11 i.*1 11 1,>1 111, *111.1(|. Ii.*11.01 „1 ,„111.4 iii m.ikt *„11 1,*It hi„,
workers comp administration she
moderated during the Risk & In- 111, pliont .ind '.111 / *l

surance Management Society
Inc 's annual conference h,1 6-5 ,(.i|. 1,11 ,4,1,11.14 |1 1(} .1illic)11 ill.111.111(( 11.1. 1,1,11 +11,11)14 .111(1 +11.111,1111*11.11,1

Thrifty's experience wilth work-
ers comp administration was %( n (()1111111111(| h) PHHII|11111, INI.114( 1|hit . 4,)1111(111 |ti'11 ,)11, 1111*ill(111 1,) tilt I 1, \1

much different from two other

companies on the panel, which A,il ]11.1 1).1i•,1 irl i,h„ h .i# lili ,%111(1 1. 1,1„i,illu III.,1 (1.1,

was coordinated by Robert Cliff, a
1, .11.1/ 11.1,)111% i|. **i /1/1,|( 1.1,111,1111' /0 1|...,)11 1, 11 /1112 10 11 1,11principal with Foster Higgins in

Los Angeles
Rosemead, Calif -based South- Ui, .i|i, Arn,#i iii, +1111*,1,+1 i#.1, 1,) 11,4, ,„11 1,*14 h lh, 111 A#' 0

ern California Edison Co has

self-insured its workers comp ex-
posure since 1918, and is commit- ASSOCIATED AVIATION UNDERWRITERS
ted to continuing to self-adminis- M 1,14 1 1|hi *|11 11 ||1|| '| j i '11 11 1 11}i , 4| 1,11 1 |2|,1.1, 1, 1 *1 lili 1

ter what is by all accounts a
highly successful workers comp
program

"The program that Southern
California Edison has is really a
study in how to self-administer
the proper way," said Randy
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Comp audit
Continued from previous page
Landis, director of risk manage-
ment for the Los Angeles-based
chain. The program has been a
"holt potato" in the company for a
number of years, though, moving
through different areas of the or-
ganization each time losing focus,
she said.

As part of a major restructuring
of the company in August 1992,
workers comp was moved into the
risk management area and "man-
agement's expectation was a
quick turnaround of a program

that had been out of control for a

number of years," Ms. Landis
said.

The company already employed
a TPA to administer its self-in-

sured program, but it brought in
Foster Higgins to audit the pro-
gram's administration in Decem-
ber 1992.

"The results of the audit were

fairly disturbing to us," Ms. Lan-
dis said.

It revealed a number of short-

comings in the program's admin-
istration, she said, including a
lack of initial contact with injured
workers, incorrect reserving, poor
litigation management, inade-

14

e 4 41546 4

5%;,r,* 0/ e euo 6050.0

he risks y
profit

quate file documentation, too
great a case load burden on staff-
ers and no evidence of supervisor
involvement.

Mr. Jones' recommendation was

that Carl Karcher either change
administrators or bring adminis-
tration in-house. Carl Karcher ex-

ecutives saw it as a chance to start

with a clean slate with a new TPA

and hired Constitution States to

administer the program.
The move enabled Carl Karcher

Enterprises to reduce open claims,
decrease administration costs and

reduce overall annual program
costs by more than $1.5 million.

From her experience, Ms. Lan-

dis advises other workers comp
executives hiring new TPAs to
"form a partnership with your ad-
ministrator" from day one. She
also recommends seeking a TPA
that matches your company's
needs. Constitution States, for ex-
ample, had restaurant industry
experience and bilingual adjust-
ers, two significant concerns for
the fast-food company, she noted.

Ms. Landis also suggested com-
municating expectations to a TPA
upfront, and monitoring their per-
formance closely without micro-
managing.

Mr. Cliff coordinated and Ms.

Rigney moderated the session. I

WHO'S CALCULATING TOUR MFDIC AI
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Employers
can trim risk
of lawsuits

with fairness

in workplace
By SALLY ROBERTS

NEW ORLEANS-Employers
that work on building partner-
ships with their employees can re-

duce their em-

 ployment liabil-
ity risks, a bene-

1/ /l /f/ fit consultant
REPORT says.

Most of the

employment discrimination law-
suits today involving race, age and
sex are filed by disgruntled em-
ployees, said Harry G. Graham, a
consultant with The Wyatt Co. in
We.lesley Hills, Mass.

While there will always be some
dissatisfied workers, employers
that try to create a fair workplace
and communicate that to their

workers can avoid potential liabil-
ity, Mr. Graham said.

Performance review programs
providing honest evaluations of an
employee's job performance and
career path programs outlining
what an employee should do to re-
ceive a promotion are two ways to
assure workers they are being
treated fairly, he said.

Unfortunately, "U.S. companies

have not spent enough time put-
ting in performance review sys-
tems," Mr. Graham told risk man-

agers attending a session at the
Risk & Insurance Management So-
ciety Inc. conference last week.

Employers "don't have the mus-
cles to tell an employee he or she is
doing a bad job" and is not meet-
ing company expectations. This
type of management could lead to
a discrimination claim against the
company.

For example, an employee may
get upset after being passed over
for a promotion another employee
received and start to ask, "Why am
I being treated differently?" Mr.
Graham explained. If a good per-
formance review and career path
system were in place, the employee
would know what he or she was

doing wrong and what it took to
get that promotion. Without that
information, the employee might
file a discrimination suit,

"All employees want is to know
they are being treated fairly," Mr.
Graham said. "If they feel they are
being treated unfairly, the federal
and state governments have given
them enough hooks to hang their
hats on."

Such hooks include Title VII of

the Civil Rights Act, the Age Dis-
crimination in Employment Act,
the Family and Medical Leave Act,
the Americans with Disabilities

Act, the Fair Labor Standards Act
and wrongful termination.

All these state and federal laws,
coupled with issues like negligence
and invasion of privacy, have left
risk managers in a "terrible tan-
gled web," said Laura A. Kumin,
director of risk management and
general counsel of the United Edu-
cators Insurance Risk Retention

Group Inc. in Chevy Chase, Md.
"We're living in a world that's a

roller coaster and it keeps getting
steeper," she said.

According to the Equal Employ-
ment Opportunity Commission,

Continued on nert page
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the total number of discrimina-

tion complaints received in 1993
was 20% higher than 1992, Ms.
Kumin said.

Sexual harassment complaints
alone soared to 10,532 filings in
1992, from 6,883 in 1991.

"No employer escapes these lia-
bilities," she said, adding that the,
average cost for legal defense fees
in an employment law case is
$80,000, according to Horsham,.
Pa.-based Jury Verdict Research.

Age discrimination lawsuits re-
sulted in the highest aggregate
iury awards-$450,289-during
1988 through 1992, Ms. Kumin
said.

Sex discrimination awards av-

eraged $255,734; race discrimina-
tion awards averaged $176,578;
and disability awards averaged
$151,421.

There are ways risk managers
can avoid these costly suits, Mr.
Graham said, but prevention is
"something many aren't doing
right now."

One reason is the "split" be-
tween corporate counsel and risk
managers, he said.

"Inside counsel knows what's

going on, but doesn't clue (risk
managers) in."

Ms. Kumin referred to risk man-

agers as "underutilized resources"
who should be part of the compa-
ny's employment liability team.

Risk managers especially need
to be in on the design side of em-
ployee benefits, according to Mr.
Graham.

With an increasingly diverse
workforce, risk managers need to
be involved with the  design of
qualified benefit plans to reveal
potential liability, he said.

For example, he explained that
some states prohibit employers
from discriminating against
workers who smoke off of the

work premises. Risk managers
need to be aware of these laws

and the risks involved, especially
if the company's corporate life in-
surance policy makes a distinction
between smokers and non-smok-

ers, he said.

This is a prime example where
"inside counsel and risk managers
must be in sync," he said.

Employers must keep their
managers and supervisors up to
date on all the new discrimination

laws and train them in how to

conduct themselves, Mr. Graham
said.

"I've never seen a law case

where a manager or supervisor
had no idea what was going on"
or should have known. Rather, he
said, "They just didn't act on it."

Legal issues risk managers must
be aware of include:

• Age discrimination.
"It amazes me that companies

still have disability policies that
shut off benefits at age 70," he
said. "An employer cannot still do
that. It you implement that kind
of policy, you are liable."

In addition, employers need t6
be aware that as company work-
forces are trimmed, there is a
growing population of highly
qualified older people looking for
jobs.

"You can't discriminate against
age," Mr. Graham said.

• The Americans with Disabili-

ties Act.

This is a law whose impact em-
ployers are just beginning to see,
according to Mr. Graham.

"Congress has no earthly idea of
what they did," he .said. ADA
claims and awards "are going to
go through the roof."

However, if employers use "ba-
sic common sense, you'11 be OK,"
he said.

For example, an employer insti-
tutes a managed care plan that

would require a disabled em-
ployee to switch from a very con-
veniently located dentist to an
in-network dentist ack·oss town.

The employer should be willing to
w6rk with the employee to avoid a
possible ADA claim.

"There is nothing wrong with
paying the same rates for the dis-
abled employee to. continue going
across the street" to the out-of-

network dentist, Mr. Graham
said.

Another ADA issue is how the

law relates to workers compensa-
tion, he said.

For instance, if a worker has

been injured on the job, the work-

There are ways risk managers can avoid these
costly hulls, but prevention is 'something many
aren't doing right now,' says Harry G. Graham,of
The Wyatt Co. One reason is the *split' between
corporate counsel and risk managers, he says.

AL .a LIE ... . h

ers comp claim has been settled
and the employee is no longer
working, the employer need not
keep the worker on the payroll f6r
fear of a later ADA claim.

The employer can terminate the
worker and not be held liable un-
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der the ADA if it d6cuments that

it offered a doctor-approved job
accommodating the worker's inju-
ries but was declined, Mr. Gra-
ham said.

• Sexual harassment.

"Not enough time is spent com-

municating sexual harassment
policies and procedures," Mr.
Graham said.

Employers tend to give employ-
ees big packages at their orienta-
tion, explaining the company's
policies and procedures from
"eradle to grave" but then fail to
recommunicate these policies, he
said.

Employers should highlight
their sexual harassment policies
at least semiannually, Mr. Gra-
ham advised.

Jane Y. Rastallis,· a consultant

for The Wyatt Co. in Wellesley
Hills, Mass., coordinated the ses-
sion. lul

Before prescribing the right disability plan,

we found out what was ailing the benefits manager.

unresponsive
insurers

absenteeism

R IAA

interruption of
benefits

fragmented 4 --
administration

total cost o

disability

Namely, a way to manage the crippling costs of long term disability.

So we took our 20 years experience in managed care and applied them to

the disability process. The result was Prudential's Managed Disability program,

with an added feature that allows for early intervention: PruVentionsM.

For employees, it means more than a check in the mail. It means person-

alized support programs that focus on the patient's return to work, whether it be

part-time or full-time.

For benefits managers, it represents better coordination between short

and long term programs, more responsiveness from claim managers, and more

help complying with the Americans with Disabilities Act. Not to mention a

healthy dose of cost effectiveness. -

Managed Disability with PruVentionM, It couldn't hurt to find out more

about it. In fact, it might just cure what's ailing your company.

Call The Prudential Long Term Disability Hotline at 1-800-242-5413.

0 1993 The Prudential Insurance Company 01 America

ThePrudential 
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IF YOU ARE LOOKING FOR MORE THAN A BENEFIT ADM[NISTRATION
SYSTEM THAT PROCESSES CLAIMS ...

,
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FACTS ofers fully automated. easy-to-use employee benejit administration and risk management
sofnvarefor the administration of medical, dental, vision, drug, disability, COBRA, workers'

compensation andflexible benefit claims.

FACTS' integrated technologies
offer solutions that will automate

your claims paying operation
while contnining costs and

expanding profitability. FACTS'
UNIX based systems offer the

portability and connectivity you
need fromasingle PCor PC
LAN to mini and mainframe

systems.
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MORE INFO ORA FREE

DEMO,
CALL NOW!
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1573 San Ignacio Ave., #406
Coral Gables, FL 33146

(305) - 284-7400
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Haggar in
in health e

cuts medi
By MICHAEL SCHACHNER

WASHINGTON-For employers
with self-insured medical plans, few
medical procedures ale more costly

than the delivery
The
National and postnatal
Managed care of a prema-
Hfaith Care

ture baby.

HCC Thus, prenatal
care programs

that stress health risk assessments, a
healthy diet and regular prenatal
physician care are invaluable, ac-
cording to the health and wellness
director of a major clothing manu-

A Light Sometimes ses,
It's a natural occurrence, really. Common sense
meets the needs of the day.

Getting up early to watch a sunrise is a lot like
encountering a new idea. It's totally black at first,
an unknown. But slowly things clarify and soon,
a light arises to brighten the way.

In our early years when we were founding the
stop-loss business, we discovered that the one
thing our clients were looking for was a solution.
We could have promoted a ton of products and
promises, but one ounce of solution always
tipped the scales. Nothing has changed 18 years
laten

Today we are the largest company of our kind in
the insurance industry, with a coast-to-coast
capability, but still with a small town, can-do,
attitude about solutions and service. Now, after
18 years of innovation, expansion, and
ever-increasing capability when one of our
clients says. "Thank goodness you've never
changed," we know exactly what they mean.

Call iii in the niorning. We get the job done.

LI

fI®

The view froin historic Fort Sewall looking across Marbjehead
1 jarbor. cal}out a f m mimitr st mil from (mr corporate offices.

For The Best In The Business.

Fifty Doaks Lane • Marblehead, Massachusetts 01945

Corporate Headquarters: TEL (617) 631-1325 • FAX (617) 631-2165 / Underwriting: TEL. (617) 639-4055 • FAX (617) 631-2119

vestment

ducation

cal costs
facturer.

While paying for doctor visits
during the pmnatal period, covering
dietary supplements and paying all
delivery fees does create costs for
self-insured employers, the reduced
frequency of preterm babies that m-
sults from such benefits is well

worth the added expenses, said
Anne Hunt, wellness coordinator
with Haggar Apparel Co. in Dallas.

Haggar, which employs about
4,000 women with little formal edu-
cation in its South Texas manufac-

turing facilities, is an example of a
firm that has reaped benefits from
its commitment to prenatal care and
overall wellness programs. It has
had a sophisticated prenatal cam
program since 1988, and has since
added other wellness programs and
incentives.

The programs have succeeded in
influencing healthier lifestyles
among Haggar's workforce and
have led to mduced health care

costs, especially fewer low-birth
weight babies, Ms. Hunt said during
a session on innovation in women's
health care at the Sixth Annual Na-

tional Managed Health Care Con-

gress, held April 11-14 in Washing-
ton.

Haggar aims to make available as
many resources as possible to edu-
cate employees and their spouses on
how to take the best care of them-

selves during this critical time, she
explained.

Under the apparel maker's prena-
tal program, employees are encour-
aged to attend prenatal education
classes offered at each plant. Haggar
offers the well-known "Babies and

You" program through the March of
Dimes, and employees can receive
an infant car seat or booster seat for

attending five sessions.
Ms. Hunt explained the compa-

ny's attitude: "The more education
we can impart, the better off we all
will be."

"These classes allow our people to
learn what questions to ask their
doctors. And, the doctors appreciate
it because their time with patients is
limited."

Prenatal education is especially
important for Haggar's employees,
she said, because the majority are
not familiar with good prenatal care
practices.

"We were seeing a lot of low-birth
weight babies and premature babies
and weren't sure why. We quickly
realized that our medical plan had a
$500 deductible, so our pregnant
workens weren't seeing a doctor un-
til delivery. It was at that time we
went to 100% coverage."

In addition to the prenatal care
program, which covers all doctor
visits during pregnancy, vitamins
and all delivery fees, Haggar has im-
plemented several health promotion
programs in the past few years
aimed at improving the general
health of its workforce.

Last year, Haggar began offermg
voluntary health screenings and
health risk assessments that include

an annual blood test for HIV, thy-
roid problems, cell counts and 23
other blood chemistries.

"The purpose of this is simple.
We're trying to help the (employee)
identify any possible health prob-
les which may need further evalu-
ation or medical attention," Ms.
Hunt said.

Haggar employees, which the
company refers to as "associates,"
can also undergo a complete health

Continued on next page



Good news for employers on workplace depression
By MICHAEL SCHACHNER

WASHINGTON-The direct and

indirect cost of depression in the
United States is roughly equivalent
The

to the costs asso-

Rmibii@ - - -- ciated with heart
Managed
-Flalth Cire -- disease, accord-
Coneress ing to a business

NMHCC consultant.

Paul Green-

berg, vp with Analysis Group Inc. in
Cambridge, Mass., said depression
produces symptoms just as physical
illnesses do, and employers must

Continued from previous page

risk assessment paid for by the com-
pany. The assessment blends clinical
test results with lifestyle and demo-
graphic data and then outlines what
steps an employee can take to re-
duce identified health risks.

Lastly, associates in Haggar's Dal-
las office can undergo a free cancer
screening, which focuses on virtu-
ally all types of potential cancers,
including breast, abdominal, skin,
lymph node, thyroid, prostate and
testicular cancers.

While only 24 associates availed
themselves of the exam last year,
seven were identified with abnor-

malities. "It was very good to iden-
tify these problems at an early
stage," she said.

To get employees on a path to-
ward health and wellness, Haggar
offers incentives and t#fts to those
who take part in the company's pro-
grams.

Earlier this year, for example,
Haggar offered a fme sports bottle
and sun visor to anyone who fol-
towed a dietary program that called
for drinking five glasses of water a
day for at least 20 days and eating
three fruits or vegetables a day for
20 days. The promotion also called
for employees to exercise for at least
20 minutes at least once a week.

Haggar is currently offering an-
other promotion, which offers a T-
shirt and hand weights to anyone
who drinks six glasses of water per
day for 25 days and eats four pieces
of fruit or vegetables for the same
period. The plan calls for 20 minutes
of exercise twice per week.

"The point isn't really what you
offer, but just that you're willing to
award something for participation.
It makes the target audience feel
Like you care," she said.

Smoking cessation programs have
not fared well at Haggar, Ms. Hunt
acknowledged, but a weight control
program is being adhered to by 7%
of the company's workforce.

"Our workforce has a weight
problem because their diets are high
m fats. Exercise isn't really popular,
so our people are diabetes risks.
Now it's just a matter of getting the
associate to endure the length of the
program and make some real prog-
ress."

Like so many other benefit pro-
grams, the key to successful health
and wellness plans is upper manage-
ment's support, Ms. Hunt said.

Communication and tracking and
recording are also vital. "From the
custodians to the security guards,
you need to talk to as many people
as possible. And tracking and rec-
ording help you review your prog-
ress and helps to identify problems
quickly. The quicker you know
about a problem, the faster it can be
resolved," Ms Hunt said.

Virginia Proestakes, manager of
managed cam programs with South-
ern New England Telephone Co.,
also spoke at the session about her
company's prenatal program (BI,
Tuly 12, 1993). The session was mod-
erated by Gerry Martens, manager-
benefits planning with New Haven,
Conn.-based SNET. mm

handle depression in the workplace
as if it were a physical illness.

"The indirect costs of depression
can cripple a business. Absenteeism
and reduced productivity are highly
prevalent in the workforce as a re-
sult of clinical depression."

Spealcing at the Sixth Annual Na-
tional Managed Health Care Con-
gress held earlier this month in
Washington, Mr. Greenberg cited a
study his company conducted that
found 11 million Americans suffer

from clinical depression. Of that
group, most are between the ages of

18 and 44, and two-thirds receive no
treatment.

"The financial impact of depres-
sion is at least $44 billion per year,
which is comparable to heart dis-
ease in terms of direct and indirect

costs," he said.
Analysis Group estimates, based

on 1990 data, that direct treatment
costs for depression are about $12.4
billion per year, while indirect costs
related to suicide, absenteeism and

reduced productivity are greater
than $31 billion.

"Three-quarters of costs associ-

ated with depression are indirect, so
depression doesn't get the due that
illnesses with high direct costs re-
ceive. But, from the employer's per-
spective, they're feeling the brunt of
depmssion," Mr. Greenberg said.

Not only do depressed employees
tend to perform poorly and miss
work, but they have a habit of
"dragging down their colleagues,"
he added. "Most cases of depression
lead to productivity impairment of
more than one person."

To combat the negative impact of
depression, he suggested that em-
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ployers consider the following:
• Reduce the level of participation

the depressed person has with main-
stream job personnel until that per-
son has undergone treatment.

• Pay depressed people less in sal-
ary until they have proved that they
have emerged from their depressed
state and are ready to resume full
work duties.

• Intervene with employees suf-
fering from clinical depression, in
order to reduce the number of deep
depressive episodes an employee
falls into, as well as the duration
and severity of those episodes.

Mr. Greenberg did not address
Continued on next page
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group producer
bonuses avail-

able today. All
from the com-

pany who

brought the

concept of

managed care to disability.

So if you're looking for an easier way

to catch more groupers, give TMDS a call.

We'll help you land the big ones.
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Health care reform requires some rationing, says expert
By MICHAEL SCHACHNER

WASHINGTON-Rationing
health care in some form is the only
way the United States can allocate

limited health
The

care resourcesNational
Mana.ed while still main-

Heallh Care
Col 1gresS taining quality of

NMHCC
health care policy
care a leading

expert contends.
Much of the health care reform de-

bate in Washington is still focused
on universal health care and cost-

control via administrative savings,
said David M. Eddy. But national
leaders must begin amending current
health care reform proposals to focus
more on weighing and justifying the
cost-effectiveness of approved treat-
ments and medical services, said Mr.
Eddy, a professor of health policy

and management at Duke University
in Durham, N.C., and a senior health
policy adviser for Kaiser Perma-
nente's Southern California division.

Speaking at the Sixth Annual Na-
tional Managed Health Care Con-
gress in Washington earlier this
month, he said that national politi-
cians involved in the health care re-

form debate have been selling Amer-
icans "false promises" by claiming
universal care can be provided
through savings achieved by admin-
istrative and logistical improve-
rnents.

"All the health care proposals are
stuck in a vise because it's very diffi-
cult to improve quality and access
and still cut costs. We have some

high-value treatments in this country
that are underused, while we also
have some low-value treatnients that

are being overused We have to

transfer attention to the high-value
treatments.' he said.

But with such a transfer process
comes sacrifice, and health care re-
form leaders are not facing up to this
fact, Mr. Eddy added. "It's not possi-
ble to make this transfer without

giving something up that has some
benefit." Thus, the harsh but manda-
tory decision to ration some treat-
ments will draw opposition from
various physicians, patients and hos-
pital administrators, he said.

But if political leaders accept Mr.
Eddy's theory that cutting back on
certain services is the only way cov-
erage can be provided to all Ameri-
cans without sending costs through
the roof, they must spell this out to
the public.

So far, "no politician has articu-
lated in a straightforward manner
that cutting costs will require sacri-

f ,

fices. I would love for someone to

say that for costs to come under con-
trol, the following must be under-
stood," said Mr. Eddy, who then of-
fered a string of quotes he would
like to hear from national political
leaders.

• "There are limits on the re-

sources this country has to spend on
health care."

• "Because resources are limited,
it's valid and important to look at
the costs of all services and medical

procedures and then set priorities on
what can be covered."

• "When we decide to allocate re-

sources, we must do so objectively so
as to maximize resources for the en-

tire population, not just individuals."
• "All approved treatments must

be proven and cost-effective, and
there needs to be empirical evidence
supporting it"

• "The burden of proof that some-
thing is cost-effective is on the per-
son promoting it."

"I think that without leadership
and moral support, it's cowardly to
impose cost-control on the public
and providers," Mr. Eddy said.

While cost-control is an admirable

goal, zero inflation is impossible
given that the population is growing
at 9% per year.

"There is no way we can afford to
get to a point where one-third of our
gross domestic product is put toward
health care. Sooner rather than later,
we have to stabilize costs at an ac-

ceptable level," he said.
Areas to target for cost savings, he

said, are drug company profits, non-
durable goods consumption, admin-
istration, defensive medicine, doctor
fees and research.

Meanwhile, Paul Ellwood, chair-

man of Interstudy, a managed care
think tank in Minneapolis, as well as
a leader in the Jackson Hole health

care reform group, predicted ration-
ing of medical services will occur
only if "all else fails."

Dr. Ellwood said "it won't be on

the same level as in England or Can-
ada, but more like what already ex-
ists in Oregon."

Oregon has eliminated Medicaid
coverage for hundreds of services
that have little or no impact on
health outcomes, spending those sav-
ings on extending coverage to more
of the state's uninsured (BI, March
22,1993).

Rationing can be avoided by im-
proved medical outcomes, greater
uniformity in the amount of treat-
ment given by different managed
care plans and "more careful selec-
tion of what goes into the standard
benefits package," he said.

In the meantime, more effort must
be spent ensuring quality, he said.
"Our group is pursuing the concept
of quality. We'd like to see a health
security commission that promul-
gates standards for quality account-
ing, and we also need a FASB-type
board that would make standards

proposals for the health security
commission to approve or reject."

Despite the snags that have
popped up throughout the health
care reform process, Dr. Ellwood
said that the debate is stimulating
and "unlike anything that's going on
elsewhere. But you can't have a
great health care system without ac-
countability." I#m

Depression
Continued from previous page

how to manage an individual's de-
pression. In fact, he said, "It's not
easy to implement programs" to re-
duce the impact of depression on
the workplace.

But, Carol Trawick, chief execu-

tive officer of Bethesda, Md.-based
computer company Trawick & As-
sociates, said the way to treat de-
pression is through t:ried-and-true
inpatient and outpatient counseling
and pharmaceuticals.

"Clinical depression is an illness
that's 80% curable. It's like the flu

in most cases. Thus, the bottom line

is that company-paid mental health
coverage is a smart thing to do. The
loss of one employee especially hurts
small businesses."

Mr. Greenberg agreed. "Depres-
sion costs businesses about $3,000

per depressed employee each year,"
a number that can be reduced if em-

ployers aggressively treat depres-
mon.

The study Mr. Greenberg's group
performed appeared in the Novem-
ber 1993 issue of the "Journal of

Clinical Psychology."
The session was moderated by

Gerry Martens, manager-benefits
planning with Southern New En-
gland Telephone Co. Ig'



Programs
Continued from page 2

Under a conventional retro work-

ers comp plan, an insurer charges an
upfront premium that takes into ac-
count expected losses, claims ex-
penses and the insurer's profit. If a
policyholder's losses exceed expecta-
tions, the policyholder must pay ad-
ditional charges that usually result
in a profit for the insurer. This, at
Least theoretically, gives an insurer
little incentive to help the policy-
holder control losses.

Under the American Home pro-
gram, the upfront premium, or basic
charge, is larger than under a tradi-
tional retro policy. However, Ameii-
ian Home stresses that the policy-
holder's losses are more likely to be
reduced because of the extensive

ust-containment measures that the

insurer will offer policyholders.
Among the services that will be

*ressed am managed care, early re-
surn to work, claims control, MAims
validation and MAims investigation,
mid Stanton F. Long, president of
AIG's cost containment division.

But, if actual losses stin exceed ex-
pectations, the insurer pays a portion
if the additional losses by cutting
the retro poli«s loss equalization
factor to less than 1.0, explained
Frank Neuhauser, senior vp at
American Home. "The difference is

that under the new plan, the insur-
ance company picks up a piece of
the diEerence between the estimated

and the actual losses."

The insurer is justifiably penalized
Lf losses are not reduced, said Jeffrey
W. Greenberg, executive vp of AIG.

"We agree on the level of likely
losses, and that becomes the basis
Eor judging our performance. If
losses are at or above the likely level,
then we have not done the job which
we set out to do," he said.

"What it does is align our interests
with our clients," Mr. Greenberg
said. "If their loss costs are reduced

we both benefit. And if they don't,
then we won't profit from the in-
creased losses."

If losses equal expectations, the
policyholder's total premium will
equal what it would have under a

traditional retro policy.
The Gain Share program, which

currently is available in 39 states, is
designed for employers that are seri-
ous about reducing their losses and
pay more than $1 million of workers
comp premiums annually, Mr.
Greenberg said.

Other insurers say they will nego-
tiate with M&M to cut worker comp
premiums for employers that imple-
ment the cost-containment programs
the insurers consider necessary.

"You get the advantage of cost-
containment at the front end of the

deal rather than waiting for the ad-
vantages later on," said Tom Clarke,
senior primary casualty marketing
officer for M&M

Insurers that will entertain sub-
missions from M&M include Travel-

Corp., AIG, CIGNA Corp. and
Kemper National Insurance Cos.
rravelers already has offend the up-
tront pmmium discounts to several
M&M clients.

And, Mr. Clarke says that many
more insurers told him at the RIMS

conference that they would consider
offering the upfront premium dis-
counts to employers that are com-
mitted to mducing their workers
comp losses. "They're all lining up
and willing to do it"

M&M's "Up-Front Discounts" pro-
gram is designed for employers with
high-frequency exposures and high-
er-than-average workers comp costs
tor their size and industry.

The program is designed for scat-
tered-site employers with predictable
medical and lost-time losses of $4
million to $5 million annually and
Iingle-site employers with $1 million

of annual losses.

M&M is not looking for employers
that already are doing a good job
controlling their workers comp costs
because negotiating premium dis-
counts for them would be difficult.

The broker also is not seelcing em-
ployers with losses that are generally
attributable to severe injuries rather
than a high frequency of claims, like
construction contractors that work

on slgscrapers or bridges.
The upfront premium discounts

will vary from employer to employer
depending on how much insurers ex-
pect they can cut an employer's
workers comp costs. But, M&M will
strive for at least a 10% to 15% pre-
mium discount, Mr. Clarke said.

For employers with retrospectively
rated programs, the broker will at-
tempt to negotiate maximum premi-
ums.

The cost containment programs
that employers must implement also
will vary.
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INTERPRETING
/nte,preting Medical Reports helps claim processors make sense of mind- MEDICAL REPORTSnumbing medical terms. The fully illustrated workbook covers hundreds ./.-I
of medical and anatomical terms used in claim bills and reports. It will -IML'll.-li-
help your staff process claims quickly and accurately.

Pictorial Also Has Over 25 7)aining Workbooks
For Risk & Claim Staff, in: k

· Risk Management
• Claim Skills

• Workers Comp
• Managed Care < $95ea

plus shipping
· Insurance Topics 4=1 Satisfaction

1-800-428-2917 -
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Ca\\ to order Interpreting Medical Reports or request acatalog.
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1 Dr every dollar we S]pen £igfling iinsuraince raud We Save nine.

A good daing considering Ws a $17 Milion pr©Mem.

If you can't spot fraud, you can't

stop it. And at Continental Risk

Management Services, taking the lead

in exposing and eliminating fraud means

fighting it on every front with a three-

pronged approach.

First is prevention. We reach em-

ployees whar the workers' compensation

system can do for them, so they're more

likely to work with the system instead of

against it. We've even been a major

force in the creation of the Coalition

Against Insurance Fraud.

to Investigate suspicious claims.illus. A: spottingfraud.
It's not this easy.

The third prong is deterrence,

Second is detection. Our claims han- accomplished through sting operations,

dlers arc armed with an Automated and prosecution when necessary.

Fraud Indicator System (the only one in It's all part of our focus on you, unit-

ihe industry for workers' compensation) ing every discipline of our business to

that flags circumstances consistent with help reduce your insurance and loss costs.

suspect claims. Other systems scrutinize Write Adrian Tocklin, President, at

claims for patterns and trends. We work 180 Maiden Lane, NY, NY 10038. Or

along with the National Insurance call at 212-440-3693. And sec how our

Crime Bureau to expose people who file fight against fraud can pay off for you.

similar claims with other carriers. And .
<I-,-Continental

we also have ten Special Activities Units ; Risk Management

©1994 Continental Risk Management Services.„,



36 / Business Insurance, April 25, 1994

Risk managers' duties expanding: Survey
By JOANNE WOJCIK increasing number of women are smaller compames are more likely ing, that responsibility appears to ministration

entering the profession, according than their large-company count- be increasing Just 44% of risk managers at
Today's risk managers are more to Mr Perry erparts to be responsible for bene- For example, among the largest large companies reported having

versatile than ever, as corporate Unfortunately, while "we are fits administration companies, 50% of risk managers either supervisory or advisory re-
downsizing forces them to luggle seeing more and more women risk For example, while 54% of risk have supervisory or advisory re- sponsibility for pension and prof-
a multitude of tasks managers, we're not yet seeing managers at small comp anies sponsibility for benefits adminis- it-sharing administration, down

Not only do most risk managers breakthroughs at the multimil- have direct, hands-on responsibil- tration, up from 48% in 1992 from 46% in 1992 And at compa-
negotiate coverage placements lion-dollar corporations " ity for benefits administration, And, at companies with $4 bil- nies with more than $7 billion in
and oversee claims handling, Indeed, there are more women only 19% of rlsk managers at hon to $7 billion in annual sales, annual sales, 58% reported having
self-insurance administration and risk managers at smaller compa- companies with more than $7 bil- 63% of risk managers at compa- such responsibility, down from
risk financing, but they frequently nies 31% at companies with less lion in annual sales have this re- nies had either supervisory or ad- 71% a year earlier
are responsible for safety and fire than $200 million in annual sales sponsibility visory responsibility for benefits .

loss control engineering and cor- and 34% at companies with $201 It is more likely that large-com- administration, a significant in- Copies of the "1993 Rzsk Manage-
porate data secunty million to $500 million in annual pany risk managers will have ei- crease from 59% in 1992 ment Compensation Survey" are

Many risk managers, especially sales Those percentages are about ther supervisory or advisory re- However, fewer large-company available for $65 each from Logic
those at large companies, also are level with 1992 survey findings sponsibility for benefits adminis- risk managers are responsible for Associates Inc, 170 Broadway,
responsible for managing and ad- At midsize companies-those tration, according to the survey at least one employee benefit Suite 814, New York,NY 10038,
ministering captive insurance with $1 blllion to $2 billion in an- And, with corporate downsiz- pension and profit-sharing ad- 212-227-8000
companies nual sales-the percentage of

And, a growing number of risk women risk managers is only
managers-even at large compa- 19%, but that represents an in-
mes-are assuming responsibility crease from 15% in 1992 And at
for employee benefits administra- the largest companies-those with READER REPIN SERVICEtion, including pension and prof- more than $7 billion in annual
it-sharing administration sales-women make up Just 3% of

"It's the state-of-the-art risk the risk management profession-
managers-those who keep up als, though that level is up from PRODUCTS & SERVICES LISTING
with the trends-who are more 2% a year earlier
apt to survive corporate downsiz- While a majority of risk manag-
ing," observed Bill Perry, presi- ers have some responsibility for Issue ofApril 25
dent of Logic Associates Inc, a risk financing, self-insurance fi-
New York-based executive search nancing and coverage placement Reader Reader
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Towers
Continued from page 2
est Ponzi schemes in history.

He pleaded not guilty to the
New York charges at an arraign-
ment last Thursday, and will also
plead not guilty to the Illinois
charges, said his lawyer, Jeffrey
Hoffman, with the New York firm
of Hoffman & Pollok.

He faces statutory maximum
sentences of 60 years and $2.5
million in fines if convicted on the
New York charges and 70 years
and $3.25 million in fines if con-
victed on all the Chicago charges.
Any actual prison sentence would
likely be lower under federal sen-
tencing guidelines, however.

Towers' involvement with Asso-
ciated Life and United Fire began
in 1987: The two insurers were
then owned through a holding
company, United Diversified
Corp., by Ernest M. Solomon. Mr.
Solomon also controlled Cadillac
Insurance Co., a Michigan insurer
that itself was ordered into liqui-
dation in 1990.

Associated Life and United Fire
had run into financial trouble by
early 1987 and were placed in
conservation by Illinois regula-
tors.

United Diversified then hired
Towers to help raise capital for
the insurers as part of a rehabili-
tation plan, according to court fil-
ings.

Towers soon decided to buy the
two insurers, though. Illinois reg-
ulators approved the sale in Octo-
ber 1987, with the understanding
that Towers would contribute $3
million to the surplus of United
Fire.

Though Mr. Solomon had sold
his interest, the two insurers also
were to maintain their relation-
ship with Cadillac: United Diver-
sified was to act as a managing
general agent for Cadillac and an
affiliate, which would serve as
fronting insurers for Associated
Life and United Fire, court papers
show.

Previously, United Diversified
had produced business for Cadil-
lac under an administrative
agreement that allowed the hold-
ing company to retain 99.5% of
the premiums it generated for Ca-
dillac, from which it would pay
losses and expenses on the busi-
ness.

In a matter of months, however,
Illinois regulators concluded that
Associated Life and United Fire
were insolvent. The insurers were
placed in conservation in July
1988 and ordered into liquidation
about a month later.

The Illinois Insurance Depart-
ment sued Mr. Hoffenberg, Tow-
ers and several Towers officers in
federal court in Chicago in 1991.

Among other things, the com-
plaint charged that Towers never
intended to contribute capital to
the insurers but instead diverted
millions of dollars of the compa-
nies' assets to benefit Towers and
Mr. Hotfenberg personally.

The suit charged, for example,
that United Fire funds had been
used to buy stock in Emery Air
Freight to benefit Towers. Mr.
Hoffenberg also illegally made
himself sole signator on accounts
of United Fire and United Diver-
sified and issued dozens of checks
to cover his own and Towers' ex-
penses, the suit alleged.

Mr. Hoffenberg and the other
defendants later settled the litiga-
tion, paying $3.5 million to the in-
surers' estate, confirmed Barry
Gross, a lawyer with Shefsky &
Froelich Ltd. in Chicago, repre-
senting the Illinois department.

The 13-count fraud indictment
handed up against Mr. Hoffenberg
in Chicago last week mirrors
many of the charges the Illinois
Insurance Department leveled in
its complaint.

The indictment charges that Mr.
Hoffenberg and others devised a
scheme to divert more than $3
million from the Illinois insurers
and conceal the misappropria-
tions from regulators, policyhold-
ers and others.

In November 1987, for example,
Mr. Hoffenberg used some of the
insurers' bonds as collateral in se-
curities brokerage accounts to buy
Pan Am stock as part of an at-
tempt by Towers to take over the
airline. When the takeover failed,
the insurance companies suffered
$80,000 in trading losses, the in-
dictment says.

Between December 1987 and
June 1988, Mr. Hoffenberg also
used the insurers' bonds as collat-
eral to buy Emery Air Freight
stock in another ill-fated Towers
takeover attempt. In addition, a
$1.8 million capital contribution
Mr. Hoffenberg had made to
United Fire was used to pay for
Emery stock, the indictment
charges.

The two insurers lost more than
$1 million when the Emery take-
over failed.

In late 1987, prosecutors charge,
Mr. Hoffenberg also removed
blank checks for United Fire and
United Diversified from the com-
panies' Des Plaines offices. Over
the next eight months, he issued
more than 50 checks, many of
them covering his personal ex-
penses or expenses unrelated to

Kansas, Iowa and Utah act to curb
fraud against insurance industry
A new anti-fraud bill signed

late last month by Kansas Gov.
Joan Finney will provide stiff
penalties for insurance fraud in
the state.

The bill, S.B. 677, establishes
severity levels for fraud and out-
lines penalties for any person who
defrauds a personal or commer-
cial lines insurance company.

The law amends the Kansas
Fraudulent Insurance Act, which
did not previously outline penal-
ties.

The new law makes any insur-
ance fraud totaling $500 or more a
felony. Fraud amounting to
$25,000 or more is punishable by
up to 26 months in prison and up
to a $100,000 fine.

Also under the law, anyone who
defrauds a commercial or per-
sonal lines insurance company
must make restitution.

In a similar move April 5, the
Iowa Senate passed an insurance
anti-fraud bill.

The bill, H.F. 2314, has been
sent back to the House for concur-
renee on several amendments that
are described as "non-controver-
sial."

The amended bill, among other
things, would establish an insur-
ance fraud bureau within the in-
surance division of the Depart-
ment of Commerce and would set
up a felony penalty for fraudulent
submissions.

This penalty is punishable by up
to five years' imprisonment and
up to a $5,000 fine.

Separately, a new Utah law sets
up a four-person insurance fraud
unit that will begin operating in
the state Insurance Department
on July 1.

-By Sally Roberts

the insurers' operations, the in-
dictment alleges.

The expenditures totaled more
than $3 million and included
checks covering tuition at Welles-
ley College and credit card bills of
Mr. Hoffenberg's stepdaughter;
payment to Towers and one of its
affiliates of $1.1 million; payment
of investment consulting fees for
Towers; payment of private air-
plane leasing expenses; and pur-
chase of Emery stock, the indict-
nnent says.

Mr. Hoffenberg and others took
various steps to cover up the al-
leged fraud, prosecutors charge.
For example, he routed securities
trade confirmations and other
correspondence with brokerage
firms to Towers rather than to the
insurance companies; created
false entries in the insurers' books
and false documents for discovery
purposes in legal proceedings
brought by state regulators; and
committed perjury during regula-
tors' investigations of the compa-
nies and in related legal proceed-
ings, prosecutors allege.

Towers and several affiliates
filed for Chapter 11 bankruptcy
protection in New York last year.
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The bankruptcy court has since
approved a plan under which
most of Towers' assets-including
its health care debt collection
business-are being taken over by
an affiliate of CF Healthcare Fi-
nance Inc., a Delaware corpora-
tion involved in medical debt
funding and collection.

The transferred assets also in-
clude ownership of Towers Inter-
national Reinsurance Corp., a
Barbados reinsurance unit now
headed by Martin I. Hoffman.

Mr. Hoffman-who said he tes-
tified before the Chicago grand
jury investigating Mr. Hoffen-
berg--has long experience with
the New York financier. Mr. Hoff-
man was originally hired by Tow-
ers in 1987 to perform a due dili-
gence review of Associated Life
and United Fire. After Towers
bought the companies, Mr. Hoff-
man became the insurers' presi-
dent.

He said he resigned in April
1988 over concerns about Mr.
Hoffenberg's management.

"I resigned for the specific rea-
sons he was indicted for," Mr.
Hoffman said.

Mr. Hoffman then went to work

as an MGA for Cadillac. After Ca-
dillac collapsed, though, a Michi-
gan judge found Mr. Hoffman and
his New York agency liable for
$6.2 million in damages to the Ca-
dillac estate.

This included losses on business
for which Mr. Hoffman allegedly
failed to remit premiums, along
with unpaid fronting and admin-
istrative fees.

Settlement discussions on the
dannage award are scheduled for
this week, according to Mark
Zausmer, a Farmington Hills,
Mich., lawyer representing Cadil-
lac's liquidator.

Mr. Hoffman then rejoined
Towers in 1991 as a consultant to
help it form TIRC.

Asked why he rejoined Towers
after his previous experience with
Mr. Hoffenberg, Mr. Hoffman re-
plied, "I needed the income."

He worked as a consultant for
Towers on and off until the bank-
ruptcy filing and has since been
hired as president of TIRC, he
said.

The Barbados reinsurer will
write general property and casu-
alty reinsurance, Mr. Hoffman
said. IMI

Why Is This Claims Detective
Heading For Belize?

.e

When the organizers of the 14th Caribbean Insurance
Conference were looking for a fraud expert to speak, they
called on InPhoto's president, Bill Kizorek. The dates of the
conference in Belize City are May 29th through June 1 st.

Not only does InPhoto conduct surveillance throughout the
entire Caribbean, but also throughout the world. InPhoto also
has full-time agents within a three-hour drive of 85% of the
USA population. For more information on the Caribbean con-
ference or surveillance in general, call or fax InPhoto on your
company letterhead.

InPhoto Surveillance
Toll Free 800-822-8220

Sall FAX 800-752-0720
Outside USA 708-955-0940

FAX 708-955-0801
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Early Medical
Intervention

Employee Tracking
Utilization Review

Care ptans based upon
objective critieria
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CORPORATIO NV

Early Return To Work System'

• Compensation costs lowered
by as much as 50%

• 95% of workers return to work
unrestricted in six weeks or tess

• Less than 3% of workers are
surgical candidates

For more information, please call Tom Miller at (615, 377-2937
111 Westwood Place, Suite 210 · Brentwood, TIV 37027

Merger
Continued from page 1

At the center of that project,
which ran for six months at a Mas-

sachusetts site, was a network of
about 400 preferred providers cho-
sen jointly by labor and manage-
ment. Workers could use only those
doctors, even for second opinions,
when seeking treatment for work-
related injuries and illnesses. A
nurse acted as case manager and
patient advocate and all disputes
were to be resolved within 60 days.

Another cornerstone of the pro-
ject was an alternative dispute reso-
lution system. Injured workers were
required to take their claims first to
a Bechtel-paid ombudsman. Only
after Bechtel had five days to re-

spond were workers allowed to pro-
ceed to a jointly selected mediator.

The Pioneer Valley project elimi-
nated injury-related lawsuits and

SUCCESSFUL PERFORMANCES

REQUIRE A DELICATE BALANCE BETWEEN
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TOMORROW'S
SOLUTIONS TODAY.

In today's uncertain health
care environment, you need
an insurance company

that's strong, flexible, and
financially stable.

That company is Trans-General.
Our financial portfolio is
comprised of highly liquid
investments that provide
attractive returns. All are

rated AA or higher.

Our flexible approach to
underwriting lets us respond
to your clients' exact needs.
And our strategically located
sales offices allow us to respond
to regional opportunities with
local solutions.

From aggregate and specific
stop loss to voluntary life and
disability, our wide range of
group products means your
clients get coverage they can
count on.

To find out more about

Trans-General's solutions, call
us at 1-800-328-5433.

9 TRANS-GENERAL
LIFE INSURANCE COMPANY

A VERiTUS COMPANY
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improved safety, according to Knut
Ringen, director of the Center to
Protect Workers' Rights, a research
unit of the AFL-CIO Building and
Construction Trades Council.

But in testimony before a House
subcommittee last week, Mr. Rin-
gen also urged lawmakers to view
the results cautiously. Only about
300 workers were involved and

both labor and management were
anxious to demonstrate success, he
said.

What's more, most states do not
permit companies and unions to ne-
gotiate alternatives to the workers
compensation system. Laws in only
several other states could be inter-

preted as allowing such deals.
Beyond permitting these alterna-

tives, the AIA-labor union proposal
would differ in several ways from
both the Clinton proposal and cur-
rent workers comp practices.

It would, for instance, allow in-
jured workers to "voluntarily"
waive their right to choose a doctor
and instead receive care from a

doctor recommended by their em-
ployers or their employers' workers
comp insurers. In return, workers
would receive the assurance that

doctors could not bill them or their

employers for services that the in-
surers refuse to cover. This would

include charges in excess of fee
schedules or for services deemed

unnecessary.

The AIA-labor proposal would
also regulate, at least indirectly,
medical fees. Fees for medical ser-

vices provided under workers comp
policies could not exceed those
charged for similar treatment to
other people. Medical providers
would also be prohibited from pre-
senting bills to worker comp or au-
tomobile insurers that contained

unbundled or upcoded services.
Under the proposal, state workers

comp systems would retain their
autonomy. Also, a planned federal
commission to study the feasibility
of fully integrating the workers
comp medical care and medical
benefits covered by auto insurance
into the overall health care system
would be scrapped (BI, Oct. 18,
1993).

Managed care also gets a boost
under the proposal. Auto insurers
would be permitted to require poli-
cyholders to use a designated man-
aged care entity for medical treat-
ment. States also would not be al-

lowed to restrict insurers from es-

tablishing or maintaining an inter-
est in a managed care entity that
provides workers comp or auto
medical services.

The alternative to Title X of the

Clinton health bill came as Con-

gress began scrutinizing more
closely the idea of merging worker
comp medical care into a reformed
health care system.

Last Wednesday, the House Edu-
cation and Labor Committee's Sub-

committee on Labor Standards, Oc-

cupational Health & Safety, fo-
cused specifically on Title X. Three
union representatives, including
Mr. Ringen of the Center to Protect
Workers' Rights, and three business
representatives addressed the panel,
which is chaired by Rep. Austin J.
Murphy, D-Pa.

After listening to the union repre-
sentatives, whose testimony tended
to favor the president's approach,
Rep. Cass Ballenger, R-N.C., asked
if they favored federalizing the
workers comp system. The wit-
nesses denied that was the case.

Sounding somewhat bemused,
Rep. Ballenger, also wondered
whether the profitability of workers
comp insurance companies wasn't
being exaggerated by the witnesses.
If workers comp insurers are mak-
ing so much money, why aren't they
breaking down the door of my
plant to sell me coverage? he asked
rhetorically. mm



LONDON-Depressed insurance
rates, a collapsed real estate market
and aggressive international expan-
sion are three reasons why Standard
& Poor's Insurance Ratings Group
downgraded three of France's top in-
surers earlier this month.

However, the insurers contend

S&P's downgrades are more a com-
mentary on the general state of the
Flench insurance market rather than

on their individual performance.
And other analysts have ques-

tioned whether S&P was looldng
backward rather than forward when

it issued its ratings.
S&P emphasizes that the French

insurers still remain "among the
strongest multiline insurers in Eu-
rope and the U.S."

However, on April 12, S&P down-
graded to Al, from Al+ the commer-
cial paper of:
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Lloyd's agents cancel members for 1995
By STACY SHAPIRO

LONDON-Tempers are flaring
at Lloyd's of London over the un-
precedented move by four managing
agents to cancel some or all of their
syndicate members' participation
for 1995.

Three managing agents have
given notice of cancellation in the
past month to members backing
syndicates through members agency
pooling arrangements. MAPAs are
investment vehicles that allow

Uoyd's members to spread their
capital over a market basket of syn-
dicates (BI, Aug. 30, 1993).

Cancellation notices have been

given by: G.S. Christenson & Part-
ners for non-marine syndicate 958;
Chiistopherson Heath Ltd. for mo-
tor syndicate 218; and Hardy (Un-

derwriting Agencies) Ltd. for non-
marine syndicate 383.

In addition, senior underwriter
Michael Cockell has given notice of
cancellation for 1995 to his entiE

membership on syndicate 570, man-
aged by M.H. Cockell & Partners.

Two other managing agents are
expected to follow these agents in
canceling members participation.

Under Lloyd's rules, managing
agents must notify members by the
end of May if they are going to can-
cel their participation for 1995.

The reasons given for the cancel-
lations vary.

G.S. Christenson & Partners' ex-

ecutive partner, Philip J. Oxford,
said in a letter to members agents
that he questions the solvency mar-
gin of MAPAs. Members in MAPAs
only have to deposit 25% of their

premium income limit in Lloyd's,
while individual members have to

deposit one-third of their premium
income limit and corporate mem-
bers have to deposit 50%.

Mr. Oxford contends that MAPAs'

lower solvency margin "substan-
tially reduces the underlying secu-
rity of the Lloyd's policy." He also
stated in the letter that MAPAscre-

ated a "false market" this year, bol-
stering some syndicates that would
have collapsed without their sup-
port.

Steuart Weldon, director and
agency manager for Hady, said he
didn't expect MAPA capacity to be
so large this year, so his syndicate
382 is reviewing its capital for 1995.
Syndicate 382's capacity increased
58.5% to 65 million pounds ($96.2
million) this year, from 41 million

pounds ($62.1 million) in 1993. Mr.
Weldon stated in a letter to mem-

bers agents: "We have made no se-
cret that we dislike the MAPA con-

cept with its lack of communication

between agent and principal. ."
He also aclmowledged that corpo-

rate capital will play a larger role in
I.loyd's in the future.

"In view of the uncertainties, we
wish to be free to consider the fu-

ture of the syndicate and the best
way forward for its supporting capi-
tal," stated Mr. Weldon.

Christopherson Heath and M.H.
Cockell & Partners cited uncertainty
surrounding the different categories
of membership as their mason for
cancellation. Christopherson Heath
in particular noted that it is uncer-
tain what to charge individual, cor-
porate and MAPA members for

Industry awaits China's insurance law
By KATE McILWAINE
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Commercial potential abounds in China's huge market.

BELTING-The Chinese govern-
ment is providing few details
about the nation's first formal in-

surance legislation, which is ex-
pected to be enacted soon.

China prefers to keep draft leg- F
islation secret until a final deci-

sion is made, say insurance indus-
try analysts who have been ob- - -- 1-
serving the Chinese market.

But, even without seeing the
legislative proposal, which has
been in the works since 1991, an-
alysts believe that it will allow
foreign insurers and brokers to be
licensed to conduct business in

the People's Republic of China.
American International Group

Inc. and Sedgwick Group P.L.C.
already have been licensed by the People's
Bank of China to operate there (BI, July 12,
1993; Oct. 19, 1992).

The Chinese government has allowed other
foreign insurers and brokers to set up represen-
tative offices, but they must operate those of-
fices for a minimum of three years before they
can apply for an insurance or brokerage license.

The three-year minimum requirement is
likely to remain intact under the proposed in-
surance law, industry sources said.

The draft laws were prepared by the Insur-
ance Law Drafting Group, set up by the Peo-
ple's Bank of China in October 1991, to leview

and consolidate interim laws. The People's
Bank currently regulates insurance under the
Interim Regulations on the Management of In-

surance Enterprises, approved by the State
Council, an arm of the national government, in
March 1985.

With a population of 1.2 billion and many in-
frastructure projects in progress, China repre-
sents a fertile market for both life and non-life

insumm, said Bill O'Shea, Melbourne, Austra-
lia-based head of the Minter Ellison Morris

Fletcher law firm's China practice group.
Mr. O'Shea said that in addition to enacting

legislation, China also should establish a regu-
latory authority for insurance rather than rely
on the People's Bank of China to or'ersee the
expanding insurance market.

Currently, the People's Insurance Company
of China, the state-owned insurer set up in
1949 after the Communist takeover, commands

90% of the market. In 1992, it had
net premium earned of $2.77 bil-
lion for fire, automobile, marine

and general liability coverage.
The company earned an under-

 1 r writing profit of $382 million in
1992.

1 Mr. O'Shea said liberalization
of the Chinese insurance market

11!1 will continue because Hong
,I'l Kong-based insurers will "want a

slice of the market" after 1997,
when Hong Kong reverts to Chi-

-  nese control.

-- The potential markets for non-
life insurance lines in China are

mainly limited to property and
general liability coverage, he said.
Workers compensation coverage
is not written because Chinese

companies maintain welfare
funds for their employees. And, because litiga-
tion is uncommon, lines like professional liabil-
ity are not expected to be widely marketed.

Last year, Sedgwick became the first li-
censed foreign broker in China, and has had a
representative office in Beijing since 1981. The
broker opened a Shanghai office April 15 and a
Shenzhen office last week.

John Williams, general manager of Sedgwick
Insurance & Risk Management Consultants
(China) Ltd. in Beijing, said he understands the
Chinese State Council has agreed in principle
to implement insurance legislation. But the
draft legislation that branch of the government
is considering may be revised before any law is
passed.

Continued on next page

French insurers dispute ratings
By STACY SHAPIRO S&P attributes slight downgrades to privatization, other factors

• Union des Assurances de Paris.
• Assurances Generales de France.

• AXA Group.
Al is S&P's highest rating cate-

gory for commercial paper, and the
plus modifier designates extremely
strong safely characteristics.

S&P also downgraded the claims-

paying ability of some insurance
subsidiaries of UAP and AGF to AA,
which it defines as "excellent finan-

cial security," from AAL "superior
financial security."

S&P explained that the down-
grades "reflect several ecternal fae-
tors that have undermined the prof-
itability and balance sheet stregth
of French insurers in recent years."

In pmticular, there has been "in-
tense competition" in the French in-
surance market, which has depressed
premiums, the rating agency said-
"The non-life market became espe-

cially unprofitable in recent years,
due to severe mice cutting for indus-
trial property risks and soaring
claims in personal auto insurance,
partly attributable to a rise in thefts
following the opening of Eastern Eu-
rope."

Insurance rates have increased

lately, but S&P said it "expected a
faster and more robust improvement
in non-life results" than has oc-
curred.

In the past, French insurers were
able to offset weak non-life results
with investment income from in-

creasing stock and real estate values.
However, in the past few years,

depressed real estate prims--which
earlier had hit the United States,
United Kingdom and Nordic coun-
tries--struck knce "with a ven-
geance," said S&P. "OppoItunities to
realize capital gains disappeamd and

insurers, belatedly, began to focus on
underwnung profitability."

The decline in mal estate and
stock values has also affected the

Phmch insurers' capital strength and
caused havoc in UAP's and AGF's

banking subsidiaries.
Aggmssive expansion into foreign

markets "has also weakened the cap-
ital bases of these companies," said
S&P. Some Ftench insurers have

taken writedowns on various acqui-
sitions, and none of the purchases
comes anywhere near earning an ap-
propriate rate of return on the in-
vested capital, S&P said.

S&P also persiiu UAP in partic-
ular and AGF to a lesser extent in

anticipation of their upcoming pliva-
tization.

UAP last week was marketing its
50% government-held stake to insti-

Continued on next page

managing agency fees, profit com-
missions and syndicate expenses.

"I don't understand the rules,"
said Mr. Cockell. "There isn't just
one reason for giving notice."

Mr. Cockell's syndicate 570 had
67 million pounds in capacity this
year ($99.1 million at the appropri-
ate exchange rate), up 48.9% from
45 million pounds ($68.2 million)
last year, and will make a profit in
1991. MAPAs provided about 50%
of the syndicate's 1994 capacity.

Mr. Cockell said he awaits rules

being developed by Lloyd's on pre-
emption rights and syndicate value.
Pre-emption rights allow current
syndicate members to have first re-
fligni to increase their capacity be-
fore it is offered to new members.

A committee headed by Lloyd's
Continued on nert page

Schneider collapse
will lead to claims

on credit policies
written in Germany

BONN, Germany-German
credit insurers are beginning to
receive claims from companies af-
fected by the recent multibillion-
dollar collapse of the Juergen
Schneider A.G. property empire.

Juergen Schneider filed for
bankruptcy April 15, owing more
than 40 banks more than 5 billion

deutsche marks ($2.94 billion).
The company's owner and

chairman, Juergen Schneider, 59,
disappeared earlier this month
and was recently reported to be
living in Florida. German prose-
cutors are investigating the com-
pany's collapse, but no arrest
warrants have been issued. The

company, based near Frankfurt,
held 75 commercial properties in
Germany and was considered
Germany's leading property de-
veloper.

Mr. Schneider's remaining cash
reserves were estimated at just 5
million deutsche marks ($2.9 mil-
lion) when his company filed for
bankruptcy.

More than 100 businesses near

Frankfurt and Leipzig are report-
ing losses exceeding 50 million
deutsche marks ($29.4 million).

A spokesman for credit insurer
Hermes Kreditversicherungs says
several companies have filed for
bankruptcy as a result of the
Schneider scandal.

Losses to tradesmen and small

businesses could exceed 250 mil-

lion deutsche marks ($147 mil-
lion), says Deutsche Bank A.G.,
the largest underwriter of the
Schneider holdings.

The bank says its own credit ex-
posure totals about 1.2 billion
deutsche marks ($705.5 million) in
secured loans.

Gerling Kreditversicherung ex-
pects only marginal losses from
the collapse. "A smaller percent-
age of companies hurt by the
Schneider bankruptcy are in-
sured," a spokesman said. Gerling
estimates its own losses will not

exceed 2 million deutsche marks

($1.2 million).
Lorenz Stech, Gerling's credit

insurance director, said he ex-
pects the collapse to create a Ger-
man credit insurance boom.

"Companies are exposed," he
said. "And many are rethinking
their position as a result of the
Schneider collapse."

-By Don Lewis Kirk
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France
Continued from previous page
tutional investors in New York and

Boston A price for the stock is ex-
pected to be struck in the next few
weeks, but stock analysts estimate
the total value of the shares to be be-

tween $2 billion and $3 billion.

AGF apects its 57.1% govern-
ment-held stake-valued at about $2
billion-to be floated this fall.

The French stock market overall is

depressed at the moment, so no one
is sure how successful UAP's offer-

ing will be.
"It's a wait-and-see situation,"

Canceled
Continued from previous page
Deputy Chairman Robert Hiscox
has been studying the issue of
whether syndicates have a value
that could be traded like stock (BI,

Feb. 28). They will publish their
conclusions early next month.

Some Lloyd's executives and un-

derwriting agents are furious with
the managing agents' move. They
believe the real mason for the can-

cellations are the managing agents'
fears of losing control of the quality
or quantity of their syndicates' ca-
pacity when the Hiscox syndicate
value report is published.

said Jean-Paul Rignault, general
manager of UAP U.K His colleagues
in Paris did not return calls.

S,&P warns that "current privati-
zation plans will not bolster UAP's
capital position." UAP has said it is
willing to issue additional stock to
improve capitalization, but S&P
does not think it will "signiEcantly
change" its capital position.

Having a AAA-rated government
shareholder "was a nice backstop"
for the state-owned insurers, said
Karen A Knoller, an S,&P director
of insurance analysis in Inndon.
Without government backing,
"they'llhave to be self-sufficient"

She rejected some observers' con-

"It's disappointing that they've
taken the decision before the syndi-
cate value proposals," said Malcolm
Mackenzie, chairman of Lloyd's Un-
denriting Agents Assn. and manag-
ing director of D.P. Mann Under-
writing Agency Ltd. He said the
managing agents are trying to pro-
tect the ownership of the syndicate
capacity.

He also disagmes them is any
problem with MAPAs' solvency.

Mr. Oxford told Business Insur-

ance there is a general unease in the
market about the future. "You can't

plan your business if you don't
know what the goalposts are or
whether we'm still playing." He
wishes Lloyd's senior executives
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tention that S&P's analysis is out-
dated by business developments.

For example, Tim Dawson, insur-
ance analyst for Wiman Bros. in
I.ondon, says S&P is msponding to
history and not current circum-
stances. "The companies are trying
to put measures in to improve their
pivfitabiaty."

Fkench insumrs generally have
been increasing non-life rates by
about 20% for all classes in the past
two years and will again this year,
though it's been difficult to raise
rates in personal lines, he said.

"We were expecting such a down-
grading, but all (French) insurance
companies have been downgraded.

would consult more with the market

before making decisions. He plans
to reduce his syndicate 958's capac-
ity next year to about 40 million
pounds ($59.7 million) from 49 mil-
lion pounds ($72.5 million) this year
because the market is softening.
MAPAs accounted for 22 million

pounds of capacity this year.
Like others, Anton Members

Agency Ltd. is tying to find out
whether managing agents can law-
fully cancel membership and if
there is a right to appeal to Lloyd's
Council, said John Robson, manag-
ing director of Anton. Nineg per-
cent of Anton's 350 million pounds
($517.8 million) in capacity was
placed via MAPAs this year. IEN
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As an Employee Relations and'nnining Manager for Altera Corporation mSan Jose, Diana Ross, CCP, is responsible for resolving communication andperformance-related problems. She earned ACAs CCP (Certitied CompensationProfessional) designation in 1990 and currently is working toward ACAsCBP (Certified Benefits Professional) designation.«,Rexible benefit plans mquin employees to take gnater responsibilityfor themanagement of their oum ben48 package. They need guidance and so do LMy job is to keep empioyees current with the isslles.ACA is an excellent resourcel With the help ofACA seminars 4 -F.and seminar binders, I was able to develop a benefits plan ·*S '14. 4on my own. I also rely on the help of the coUeagues Imet through ACAN Seminars. I'm building a valuablefessional network without travellingfar. The
Fo feredoseininars are of

ften in my area.

Adding the CCP and CBP to my professionalachievements definitely enhances my credibility."
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It's more the insurance market that's

been downgraded than the com-
pany," an AGF spokeswoman said.

AGF's net income has fallen

sharply to 977 million francs ($165.3
million at appropriate exchange rate)
in 1993, from 1.5 billion francs
($271.6 million) in 1992, and 2.7 bil-
lion francs ($521.2 million) in 1991.

But, its premium volume rose
9.9% to 65.3 billion francs ($11.05
billion) last year from 59.4 billion
bncs ($10.75 billion) in 1992.

AGF's earnings last year suffered
from exceptional charges for restruc-
turing and depreciation of goodwill
for troubled Spanish units AGF Seg-
uros and Union y el Fenix. Under an
agreement between UFE investor
Banesto Group and AGF, the two
Spanish companies will merge this
year. AGF Group will control
slightly over 75% of the company
(BI, Jan. 24) and plans to return it to
profitability within two years.

Problems in the real estate sector

cost AGF banking subsidiaries 2.52
billion francs ($425.4 million) last
year, the company said.

Despite the downgrade, S&P said
AGF has a "strong position in the
French insurance market" and "capi-
tal available to support operations
remains shvng."

Meanwhile, UAP is still one of the
shngest companies in Europe, said
Mr. Rignault.

UAFs year-end results weze in
line with analysts' apectations, with
net income increasing 31.5% to 1.42
billion francs ($34.1 billion) from
1.08 billion francs ($19.6 million) in
1992. S&P said these results wem

"disappointing."
But, attention remained focused

on UAP's banking sector, namely its
Banque Warms unit, which lost 1.6
billion francs ($270.8 million) last

China
Continued from previous page

China's major governing body is
the People's Congress, which meets
annually in October. Mr. Williams
said that body would promulgate
the laws, but they could be in prac-
tical use before then.

Insurance laws would strengthen
the "fairly loose" rules curTently
governing insurance, he said.

Mr. Williams said he believes

Sedgwick was licensed "as a test." It
took two years to gain approval "be-
cause we were the first, and there
were no procedures in place."

Sedgwick is the reinsurance bro-
ker for the PICC.

One of Sedgwick's first projects in
China was a nuclear power plant
near Shenzhen. The broker placed a
construction risk policy in interna-
tional markets and a nuclear risk

policy with a Inndon-based nuclear
insurance pool.

Under current regulations, prop-
erty insurance must be placed 100%
with a locally based insurer, unless
the required sum insured cannot be
provided locally, he said.

Marsh & McLennan Cos. Inc. last

week opened a repmsentative office
in Beijing, which will receive sup-

LEGAL NOTICE

BRYANSTON

INSURANCE COMPANY LIMITED

Bryanston Insurance Company Limited has ob-
tained court approval for its scheme of arrange-
ment which received strong creditor support at
a meeting in January, 1994. On March 29,
1994, an order was granted by the U.S. Bank-
ruptcy Court for a permanent injunction under
section 304 of the U.S. Bankruptcy Code. The
order sanctioning the scheme of arrangement
was filed with the registrar of companies on
April 13, 1994, making the scheme effective
from that date. As a result, Richard Boys-
Stones and Colin Bird of Price Waterhouse

have been released as provisional liquidators
by the court and appointed as scheme adminis-
trator pursuant to the terms of the scheme.

year, said Mr. Dawson.
UAP's premium volume rose

12.4% to 141.5 billion francs ($24.6
billion) last year from 125.9 billion
francs ($22.79 billion) in 1992.

AXA is puzzled by S&P's down-
grading, said KW. Haddon, chief ex-
ecutive of AXA Reinsurance (UK)

P.L.C. in London. "They seem to be
a year behind in their assessments."

AXA believes it is being down-
graded as part of the Fnmch market
and not individually, even though
the group's executives spoke to S.&P
in the pastfew months to explain its
position, he said. Executives in Paris
were unavailable for comment.

S&P acknowledged that AXA
Group's net income recovered last
year, but said it still fell below origi-
nal expectations. In fact, AXA
Group reported a 35% increase in
net income to 2.7 billion francs

($456.9 million) in 1993, from 2 bil-
lion francs ($362.1 rnillion) in 1992.

R.R/P noted that AXA's capital po-
sition remains stmng, but said the
degree of strength has diminished
from "significant declines" in the in-
surer's real estate holdings.

S&P also notes that AXA's aggres-
sive expansion into fonzign markets,
including the United States, where it
owns Equitable Life Assurance Soci-
ety, requires capital.

In the meantime, state-owned
Groupe des Assurances Nationales
last week announced lower-than-ex-

pected 1993 consolidated net profits
of 414 million francs ($70.1 million).
The results-ecpected to be about
700 million francs ($118.5 million>-
were affected by real estate devalua-
tions totaling 18.4 billion francs
($3.11 billion).

GANs net profits have been fall-
ing since 1989, when it earned 2.5
billion francs ($432.8 million). M

port from M&M's Hong Kong office.
Another broker with offices in

China is Bain Clarkson Ltd.

Meanwhile, AIG has been licensed
since 1992 to do business in Shang-
hai for fomign-owned companies
and since the 1980s has had a repre-
sentative office in Beijing.

James L. Williams, senior officer
for China at AIG's American Inter-
national Assurance Co. Ltd. unit in

Shanghai, said the company writes
property, casualty and marine busi-
ness for joint ventures and other for-
eign businesses in Shanghai, as well
as writing life insurance for Chinese
citizens and foreign nationals.

"No one lalows when" insurance

legislation would become effective,
he said. "A lot of people have been
ttying to get details" of the new
laws, but they am not available.

AIG was first to get a license, Mr.
WiBiams said, because it had "been

trying for a very long time to be ac-
tive in this market....But, it is inev-
itable other foreign insurens will be
able to enter the market."

China's market potential is "fan-
tastic," he said, adding that compe-
tition would "add to the market's

sldlls, provided it was professional."
Since 1988, the Chinese govern-

ment has allowed several domestic

insurers to set up in competition to
the PICC, but premium rates and
policy wordings are nsgulated.

Other domestic insurers are:

• China Pacific Insurance Co.

Ltd., based in Shanghai. CPIC,
owned by the Bank of Communica-
tions of China, writes mainly fire
and marine cargo business.

• Ping An Insurance Co. in Shen-
zhen, which writes mainly fire and
marine.

Other U.S. insurers that have rep-
resentative offices in mainland

China are: Aetna Life & Casualty
Co., Chubb Group, CIGNA Corp.,
Ljncoln National Corp. and Tran-
samerica Life Cos. 12'
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ment consulting for Towers Perrin
in St. Louis. "As risk management
staffs decrease, they will spend
more time on strategic thinking.
Routine, day-to-day activities such
as renewals will be outsourced to

brokers and consultants."

Even as risk managers saw their
departments shrink, their responsi-
bilities grew. Mon risk managers
are purchasing health inszirance for
their organizations, managing
health care claims and formulating
their companies' disaster and catas-
trophe plans, the survey found.

Nearly one-third of risk manag-
ers said they were responsible for
buying group health insurance in
1992, up from 24% in 1991. And,
risk managers with responsibility
for health care claims jumped to
70% of respondents from just over
half in 1991.

A survey conducted by Logic As-
sociates Inc. also found that risk

managers have increased responsi-
bility for benefits administration
(see story, page 36).

"Although the risk management
function may have decreased for
some respondents, we believe it ac-
tually may have expanded for oth-

ers, but the responsibility has been
pushed out to individual facilities
throughout the organization rather
than being handled in a central 10-
cation," explained Mr. Miccolis.
"The source of technical expertise
necessary to analyze and negotiate
coverage, measure and finance risk
and develop and implement risk
control programs is an important
issue for these companies."

All but the very largest compa-
nies experienced downsizing. Only
corporations with more than $5 bil-
Lion in revenues saw their risk man-

agement departments increase,
adding an average of 1.5 staffers to
bring total staff to 11.6 on average.

Large companies also saw the
largest increase in the total cost of
risk, though their total costs are far
below average.

Overall, U.S. companies paid an
average of $7.10 per $1,000 in reve-
nue to fund risk in 1992, up more
than 10% from $6.40 per $1,000 in
1991, the survey found.

Organizations with revenues of
more than $5 billion experienced a
41% increase in the cost of risk to

$4.80 per $1,000 in revenue in 1992
from $3.40 per $1,000 a year earlier.

The cost of risk for smaller com-

panies, those with revenues of less
than $100 million, fell 19% to
$27.80 per $1,000 from $34.20 per
$1,000.

The cost of risk as defined by the
survey includes: net insurance pre-
miums; unreimbursed losses, in-
cluding self-insurance, deductibles
and retentions; and administrative
costs.

Large companies' commitment to
self-insurance despite the soft mar-
ket shows they "have decided not to
play the market," said Mr. Miccolis.
Large corporations are committed
to risk management strategies of re-
taining more risk even if it means
paying more in soft-market years.

One possible reason for the larger
increase reported by large compa-
nies is that they may be measuring
and reporting their retained risk
more accurately than smaller firms,
according to the study's authors.

In addition, large companies may
have more of their premium dollars
in catastrophic layers, which are
more susceptible to price swings.
By contrast, small companies are
less likely to self-insure and are
more likely to buy primary lines of
insurance, which have remained
soft.

Even though small companies
still paid six times mom than large

ones for the cost of risk in 1992, the
gap is shrinking: In 1991, smaller
companies paid 10 times more.

The cost of risk also varied

widely by industry, the survey
found.

The insurance industry paid the
least, at 90 cents per $1,000 in reve-
nue, while the transportation ser-
vice industry paid $37 per $1,000.
However, that represents a 17% de-
crease from 1991, when transporta-
tion services paid $44.60 per $1,000.

Despite the persistent soft mar-
ket, companies continued to in-
crease the retained portions of their
losses. In 1992, retained losses ac-
counted for more than half-

52%-of the cost of risk, while pre-
miums accounted for 44.6%. The

Iernainder was consumed by ad-
ministrative costs.

In 1991, premiums accounted for
49.1%, while retentions accounted
for 47.4%.

Continued on next page
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In the 1990 survey'S figures, pre--
miums totaled 55.9% and retained

losses were 42.3%.

Retained workers compensation
losses accounted for much of the

swing, increasing to 29.1% of the
cost of risk dollar in 1992, up hum
25.9% in 1991 and 19% in 1990.

And the most recent survey shows
retained liability losses in 1992 for
the first time exceeded premiums
paid for liability insurance, 18.8%
vs. 18.1%. In 1991, the figures were
17.9% and 18.5%, respectively.

On the property side, premiums

accounted for 9.1% of the cost of

risk in 1992, while retained losses
accounted for 3.6%.

While those figures are down
from 1991-when property premi-
ums accounted for 11% and reten-

tions 3.7%-they could rise in next
year's survey because the property
market in 1993 was slightly firmer,
particularly for windstorm expo-
sums (BI, July 19, 1993).

Although workers comp reten-
tions rose, overall increases for the
workers comp component of the
cost of risk slowed, the survey
found. Total workers comp costs
rose only 6.7% to $3.20 per $1,000
in revenue in 1992, up from $3 per
$1,000 of revenue in 1991. Workers

comp costs in 1991, though, repre-
sented about a 20% increase over

1990 costs of $2.49 per $1,000.
Workers comp is excluded when

measuring Canadian companies'
cost of risk because provincial gov-
emments pay most of the tab. Cana-
dian risk managers' overall cost of
risk decreased 26% to $2.40 per
$1,000 of revenue in 1992 from
$1.90 in 1991.

Nearly 100 Canadian companies
participated in the survey this year,
the most ever. However, the nar-

rower respondent base makes the
data more susceptible to fluctua-
tions than the wider U.S. base. Also,
the average revenue size of Cana-
dian respondents incmased 18%

and companies with larger revenues
tend to have smaller costs of risk as

a percentage of revenue.
Unlike for U.S. companies, prop-

erty and liability risk financing con-
sume equal shares of revenue for
Canadian firms. Canadian compa-
nies are also much less likely to re-
tain their losses than their southern

neighbors. Canadian property and
liability insurance premiums ac-
counted for 13% of nevenue, com-

pamd with 5% for retained losses.
As proof that the US. tort crisis is

crossing international borders, Ca-
nadian companies are spending a
greater portion of their cost of risk
dollar on liability costs. Liability
risk financing costs for Canadian

companies accounted for 44.4% of
their total cost of risk, up from
35.1% in 1991. Pmperty risk financ-
ing costs decreased to 51.2% in 1992
from 59.3% in 1991.

Surveys wele sent in September
to RIMS' 4,500 member companies
based in the United States and Can-

ada. Six hundred fifty-six responses
were received from US.-based firms

and 96 from Canadian companies.
.

Copies of the 1993 Cost of Risk Sur-
vey are available for $250 jivm Tow-
ers Perrin, Financial Center, 695 E.
Main St., Stamford, Conn. 06901-
2138, 203-326-5400; fax: 203-326-
5498. Free copies are sent to att par-
ticipating companies.
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STRUCTURED
ANNUITY

PRODUCERS
A major structured annuity com-
pony located in the Northeast is
looking to expand its existing net-
work of producers throughout the
United States. The major carriers
are represented by our offices.
Please Contact: Warren Kobll

1-800-221-4623

Settlement Funding Assoc. Inc.
-

CASUALTY PRODUCER
Established P&C Producer to

Join N.J. Agency. 15+ Primary
Mkts„ Life & Health Dept. 40%
Comm„ ownership potential,
generous expense & Bene. pkg.
inquire in confidence to:

Peter K. Bommer, CPCU
Firm Inc.

385 Clinton Ave.

Wyckon, N.J. 07481

(201) 891-3785.

VICE PRESIDENT

OF UNDERWRITING
John Deere Insurance Company, rated A+, has opening for
Underwriting Manager. Ideal candidate will have a mini-
mum of 10 years in commercial underwriting, the last 5 in a
senior underwriting position. CPCU preferred. Company of-
fers a competitive salary, bonus and benefits package in pro-
fessional results-oriented environment. Mail resume and

salary history to:
Doug Plunkett; Human Resources Dept.

John Deere Insurance Company
3400 80th Street, Moline, IL 61265

Equal Opportunity Employer

VICE PRESIDENT

OF SALES
John Deere Insurance Company, rated A+, has opening for
Sales Manager. Ideal candidate will have a minimum of 10
years in commercial insurance sales, the last 5 in a sales
management position. Company offers a competitive sal-
ary, bonus and benefits package in professional results-ori-
ented environment. Mail resume and salary history to:

Doug Plunkett; Human Resources Dept.
John Deere Insurance Company

3400 80th Street, Moline, IL 61265

Equal Opportunity Employer

PSYCHIATRIC
TREATMENT CENTER:

* Mid-Atlantic States * Ac-

credited with commendation
* Licensed - 35 beds * Has de-

velopment opportunities *
Seeks - Managed Care Bed
Leases - Joint Venture Farmers
- Development Capital -
Merger Candidates - Parties
Interested in Acquisition of
Systems * Inquiries to:
Box #2861, Business insur-
ance, 740 N. Rush Street,
Chicago. IL 6061 1-2590.

A.

V.P. National i

Transportation
Director

Burlington, NC
First State Management Group, a
subsidiary is seeking an individual to
manage its recently established
Transportation Insurance Division in
Burlington, NC.

We offer an exceptional opportuiity
for an insurance professional to lead
the development and growth of this
national line of business, managing
the entire operation including under-
writing, daims, and marketing to
general agents.

Applicants should have a minimum of
10 years' underwriting and manage-
ment experience in the Commercial
Auto/Long Haul Trucking field for an
underwriting company, and a degree
or equivalent.

We offer a complete, flexible benefits
package, a 401(k) plan, ESOP and
many others.

To be considereo, please send your
resume to: lohn Madarland, First

Stote Management Group, 150
Federal Street, Boston, MA 02110.

An Equal Oppoftunity Empk,yer
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Minnesota
Continued from page 1
tals and physician gmups are busily
combining forces in an attempt to
form so-called "integrated service
networks" before rules for such enti-

ties are set by MinnesotaCare.
In essence, the market is now

evolving ahead of the legislative
process. Some observers say it's pos-
sible that new operating rules, sol-
vency regulations and other require
ments for providers crafted by state
lawmakers will no longer fit the
state's newly aligned health care
market.

Employers and representatives
from insurance, provider and con-
sumer groups say these same ques-
tions and problems are certain to
emerge on the federal level as na-
tional health care reform is imple-
mented. Watching how those pmb-
lems are dealt with on a smaller

playing field nnay provide valuabde
insight to federal policymakers.

One reason Minnesota has been

successful in implementing mean-
ingful reform is the Legislature's
ability to avoid deadlock by passing
reform components on which there
is a consensus and postponing ac-
tion on more difficult questions like
financing and provider regulation.

"Up to this point, it's been a very
amicable process. The Republican
governor and the Democratic Legis-
lature have worked closely together
to get things done," said Dianne
Eberlein, a consultant with Hewitt

Associates in Minneapolis. "By
breaking pieces of health care re-
form apart, they've been able to get
certain things accomplished."

The MinnesotaCare program be-
gan providing subsidized health
coverage for low-income, uninsumd
Minnesotans in October 1992. Ini-

tially, the program covered only
families with children, but the pro-
gram is expected to include single
adults and couples without children
on July 1, if adequate funding is
available. Currently, the program is
subsidized by a tax on provider rev-
enues and an increase in the state

tax on cigarettes.
Currently, slightly more than

66,000 individimls are enrolled in
the program.

MinnesotaCare also implemented
reforms in the small group insur-
ance market, including guaranteed
issue. The positive effects of that
program can be seen by the declin-
ing number of individuals covered
by the Minnesota Health Care Assn.,
a pool that serves as the state's
health insurer of last resort.

"Our enrollment has declined to

35,200, the lowest level in 16 years,"
said Lynn Gruber, the pool's execu-
tive director. "Exit surveys showed
that part of the reason for the de-
cline is people are finding coverage
in the private market, in some cases
from small employers who could not
offer coverage before."

"The architects of Minnesota-

Care were able to avoid getting
hung up on cost" and the desim for
immediate universal coverage, said
Stephen Ogren, a principal with De-
loitte & Touche in Minneapolis.
"That got the marketplace moving."

At the national level, health care
mform advocates are calling on
Congress to pass meaningful re-
forms this year, even if they are only
incremental changes. However,
many reform advocates fear that po-
litical infighting over the most con-
tentious details of reform will cause

Congress to drop the matter com-
pletely.

President Clinton already has
scaled back his expectations for
health care reform several times,
most recently by approving several
health reform scenarios that Sen.

George J. Mitchell, D-Maine, has
Continued on next page
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AssuranceWARE
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• Workers' Compensation • Workers' Compensation Managed Care

Policy Adminstration - PPO Management
- Rating - Billing & Administration
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- Premium Billing/Accounting - Pre-Certification Management
• State Medical Fee Schedule
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The Total Managed Care Solution for
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Softwam of Florida, Inc.
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the upcoming relcase of DAVID For Windows (our pc-

based Risk Management Information SyStCm for

Windows). Since 1984, DAVID has been the Icading
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Minnesota an Independent health care consult- the necessity to run leaner opera- dependently as part of a regulated Ted Chien, a senior consultant with
ant in Minneapolls tions all-payer option, but their fees wlll Coopers & Lybrand m Minneapolls

However, some consultants say "This wouldn't have happened if be set by the state Others see free market movement
Continued from previous page Minnesota's health care market may health alliances and health care pur- Mmnesota's top health care offl- as a positive
proposed to Democratic leaders in now be movmg ahead too rapidly as chasing cooperatives had not been cial has asked the I,egislature thls "Clinton's biggest contribution
the Senate (see story, page 1) providers anticipate further reforms proposed,1 said Deloitte & Touche's year to delay implementation of ISN was to set off something like the

"By dealing with issues of agree- Some pollticians worry that consoh- Mr OFn rules and the state-regulated all- Oklahoma land rush" m the health
ment, rather than Issues where there datlon among providers wall lead to "Many providers, insurers and payer system so as not to mterrupt care market, said Mr Morrow, who
5 no aglrement, you may see some a market where the biggest and other players m Minnesota remsted the service of Minnesota remdents as a consultant helps health care
positive changes," said Hewitt's Ms strongest survive and smaller opera- certain behavior when there was no already receiving health care cover- providers form ISNs
Eberlein tions flounder threat of legislation," he noted age The rules wem to go mto effect And, providers m Minnesota are

Minnesota's lawmakers were able U S Sen Paul Wellstone, D- "But, when there was momentuin to July 1, but Health Commissioner content to lead the way, he added
to achieve progress by delaying de- Minn, for example, has voiced con- develop integrated service networks Mary Jo OBnen said major pollcy "Their attitude toward state law-
cisions on certain contentious issues, cern that free market competition in m the legislation, then we saw the issues need to be resolved by the makers 4 'You've got some interest-
hke whether to legislate an em- Minnesota wlll suffer if the largest marketplace respond " Legislature during the 1994 session 1ng 1deas, but you're about mx
ployer mandate, she explained "By health care providers have too much ISNs would require affated pro- But, "legislators are concerned months behmd the market Why
not dealing with an employer man- power and influence over the mar- viders to function like HMOs, buhng that if they slow down the pace of don't you just get out of the way
date, and pasmng bamc Insurance ket on a capitated basis Providers not rulemalang, the market w111 move and let us do if"' ill

reform, setting gross spending tar- Indeed, the biggest providers in wllhng to lom ISNs can function m- ahead of them even further," said
gets and loosemng antitrust rules, the Twm Cibes area-Blue Cross &
the market is moving ahead " Blue Shield of Minnesota and HMO

The key lS not having an all-or- giants Medica and Allma, both of is DOA " Secondly, benefit professionals
nothing attitude, agreed Mr Ogren which were formed by mergers- Reforms The reforms outlmed in the prem- 8111 be engaged m less strategic, ac-
of Deloitte & Touche "President dominate the market Residents in dent's proposal wlll not be passed, tive plannmg and wlll spend more
Chnton's message when he visited outlying areas, though, continue to Cont:nued from page 3 Mr Murphy asserted Although that tlme reacting to external changes
Mmnesota earher this month was search for more provider options find their hands tied Instead of hav- plan has become the benchmark for and communicating those changes
'Call your conpssmen and tell Minnesotans say federal health ing responsibility to plan and design comparison, it's not a valid baselme to employees
them to compromise on everything, cam officials should take careful beneht programs, those profesmon- because it won't be enacted, he said "There wlll be immense confusion

because we need lawmakers to get note of changes in the marketplace als wall be left administermg and "In the absence of a clear consen- about the regulated system and its
something done' But then he said as providers anticipate federal regu- communicallng the requirements of sus on what health care reform wlll Intended outcomes," Mr DeNiro
he wouldn't compromise on univer- lation a federally imposed health cam look like, the time is nght for em- predicted "As our customers, who
sal coverage I would say back off Large HMOs across the country plan, Messrs DeNiro and Weston ployers to form coalitions You are our employees, use the new sys-
from that a httle and pass other re- already are merging m an attempt said should get together with other em- tem, there wlll be a lot more ques-
forms so we can get things moving " to Increase thelr market share For "There really is a lot of anger out ployers to determine what you want tions and complaints We will be ex-

"What is happentng here m Min- example, FHP International Corp there among large employers," said and then voice those desires to Con- plaming a lot more about the regu-
nesota is relevant to the nation and TakeCare Inc earher thls year Michael Murphy, a consultant in the grese lations, telling them, 'It's done this
not Just because it tends to reflect agreed to combine forces (BI, Jan Atlanta office of Hewitt Associates Unfortunately, it is hard to way because of '
the complexity of all of this" but be- 17) And, major metropolltan and "But, when benefit managers gnpe achieve a consensus among employ- "Today we feel we can control the
cause it Illustrates that actlvity in teaching hospitals around the coun- about health care reform, they are ers And, some employers have outcome of our benefit plans," but
the pnvate sector can move ahead try are creating alhances m antlci- talking about the Chnton plan found themselves stymled by state that won't be the case m the future,
of legislation, said George Morrow, patton of relaxed antitrust rules and And, frankly, the Clmton proposal health care reform laws. he said

For example, Mr Weston said, the Perhaps the most devastattng
Pmellas County School Board was change benefit managers and em-
unable to make suggestions for state ployers wall expenence under fed-

.-
- health reform because "government eral reform lS a loss of buying-deci-

entities in Florida are excluded from mon clout, Mr DeNiro said "This is

Prudential Service the health care reform process " most critlcal We are customers now
Nonetheless, the state passed signift- and we feel we can impose certain
cant reforms last year that Mll im- things on our vendors That w11
pact the school district (BI, Apnl 12, shlft as we become more of a benev-Bureau 1993) olent intermediary for our employ-

- Evidently, benefit managers ees'
around the country are feeling a bit Benefit departments wall find

-

bewildered about health reforms themselves spending a lot more time
--Speci*lists in According to a survey of 300 ben- explaining to employees how the

efit managers and chief hnancial of- government-regulated system works
heers conducted last month by CI- and trymg to help them with the pa-BeneR- OutsoutclnK GNA Corp, 68% said they were perwork and other details, he pre-
only "somewhat famihar" with key dicted "The benefits position wtll

. health mform issues, while 11% said have one role to educate, educate
they were "not very" famillar with and educate It wlll be our Job to

14*xible Spending Aceounts key Issues Only 21% Indicated they help employees understand how the
were "veiy famillar" with the issues system works, what 1ts components

- - Yet, those same benefit managers are and how they can use it "
- -.

- - and chief financial officers indicated That educatton won't be easy, said

Ufeinsurance Recor*eeping
their lobs as employee health plan the school board's Mr Weston
designers and administrators would Right now, employens have a hard
change significantly under health enough time trying to get employees

- care reform, said Margaiet Spyers, to carefully read and understand

Cafete,ta Plan Administ,don vp of markettng for CIGNA Group their benefit plan documents "The
Insurance m Philadelphia and coor- need to educate wlll mcrease sub-

.
-

dmator of the panel discussion stantially if reform passes "
The other panel members agmed On the other hand, employee ben-

Individual/Retiree Billing that federal reform wlll alter the efits may become much less of an
landscape of the employee benefit employee recruitment tool if mform
deparbment sets a standard health benefit pack-

"There are a number of changes I age, Mr DeNiro said "The benefits

COBRAAdminiltration expect to happen," Mr DeNIro said component TAnll hkely diminish over
"First and foremost, the benefit time as part of a job apphcant's re-

-· function wall shift from gathering
--

view process That's been happening
information on the plan design op- already because of the tough job

OBRA: 1993 Recordke.**g lions available to us to an admints- market People don't typically have
trative function We w11 have to ad- four or five job offers to choose from
ministrate, administrate and admin- anymore, so benefits is less of a fac-

Benent Enrollme,Its
Z istrate what wlll be a huge bureau- tor in their decisions"

cratic mess" created by reform, he Health reform holds other disad-

said vantage As employers see their
-

power to mfluence the demgn and

Pidential-LogaICare planning of benefits eroding, it's un-
LEGAL NOTICE

likely they'll be able to do anything
ANDREW WEIR

to flght Increased health care costs,
- . INSURANCE COMPANY LIMITED

Mr Weston said And pubhe em-
. Andrew Weir Insurance Company Limited has

obtained court approval for Rs scheme of ar- ployers wlll be hurt more than prl-

Ca"fo,More rangement which received strong creditor sup- vate employers by that change
port at a meeting in January, 1994 On March "For us, we don't have the oppor-

Information: - 30,1994, an order was granted by the U S
-

Bankruptcy Court for a permanent injunction tunity to make more widgets" if

1400*PSITEAM A Subsidiary of under section 304 of the U S Bankruptcy Code health costs Increase under a re-

The order sanctioning the scheme of arrange- formed health care system, he ex-
ment was filed with the registrar of companies
on Apnl 13,1994, making the scheme effective plamed "Under the Chnton plan, if

TheP*udent•al from that date As a result, Richard Boys- employers are mandated to pay for
-. Stones and Colin Bird of Price Waterhouse 80% of employees' health care, that:

-- -- - have been released as provisional liquidators would cost us an additional $20 mil-
by the couit and appointed as scheme adminis-
trator pursuantto the terms of the scheme hon That's 750 teachers I'd have to

lay off "



Congress
Continued from page 1
all companies with fewer than 5,000
employees to join the alliances.

Rep. Williams would replace alli-
ances primadly with what he calls
"cooperatives" set up within "com-
munity rating areas." These areas
could not be smaller than a metro-

politan statistical area. The self-em-
ployed, unemployed, part-time em-
ployed or those employed by a com-
pany with fewer than 5,000 workers
would be covered under the commu-

nity-rated cooperatives.
Under the Williams bill, states

would be given three options for set-
ting up cooperatives.

First, states could establish a man-
datory "consumer purchasing coop-
erative" that would be a non-profit
entity governed by a broad-based
boad. This cooperative would fune-
tion like an alliance as pmposed by
President Clinton, but would lack
the alliance's regulatory powers.

Second, states could establish vol-
untary consumer purchasing cooper-
atives. Individuals could participate
in the cooperative or buy coverage
directly from insurers. All plans
would be community rated.

Finally, states could forego the co-
operative altogether and have one or
more state agencies carry out the
coverage purchasing function.

Rep. Williams also proposed:
• Iwering the cap on employer

health cam contributions for compa-
nies with fewer than 25 employees
earning an average wage of $12,000
or less to 2% of payroll from the
president's proposed 3.5%. For em-
ployers with 25 to 75 employees, the
payroll cap would range from 3.4%
to 7.9% on a sliding scale.

• Expanding basic benefits for
women and creating a new delivery
system for mental health and sub-
stance abuse benefits.

Rep. Williams said he wanted the
subcommittee to remain open to bet-
ter ways to achieve universal cover-
age, but he warned, "If this nation
attempts to do health care on the
cheap, we willbe back here in a de-
cade trying to fix it," he said.

Rep. Roukema praised Rep. Wil-
liams for his flexibility on alliances,
but said all the House panels dealing
with health care reform have "totally
been unrealistic on financing."

She offered a Republican alterna-
tive based on the H.R. 3080, the bill
drafted by House Minority Lkader
Robert Michel, R-Ill. The GOP plan

Legislation
Continued from page 3
munity, another panelist noted.

"Five years ago, most employers
were opposed to a mandate," said
Martin Brown, corporate manager of
employee benefits at The Clorox Co.
in Oakland, Calif.

But today, the employer commu-
nity is much more divided, he said.
Reflecting that, Mr. Brown said he
resents the fact that his company has
to pick up the costs of employees'
spouses who work for companies
that don't offer a health care plan.

On the other hand, Mr. Brown

said he is philosophically opposed to
the government mandating that em-
ployers offer a health care plan.

While about 97% of NAM mem-

bers offer health care coverage to
employees and, thus, probably
wouldn't be significantly affected by
a mandate, the concept is tough for
business to accept, Ms. Canner said.
"It is a basic mistrust of govern-
ment." Employers fear that even a
relatively mild mandate-such as
one requiring companies to pay 50%
of employees' health care premi-
ums-would be stiffened a few years
down the road by Congress.

Actuaries knock Clinton estimates

WASHINGTON-Stll ar.other group is weighing in with an assess-
ment that the Clinton administration underestimated the premiums for
its health care reform plan.

In a report released Thursday, the American Academy of Actuaries
concluded that the Clinton premium estimates for its basic benefits
package wem understated by about 20%.

That means the plan could increase the federal deficit by more than
$100 billion during the last Sve years of the decade, the group said.

Private consulting firms and government agencies have released simi-
lar assessments of the Clinton projections in recent months.

would require all employers to offer,
but not fund, a basic benefit pack-
age. It would also encourage multi-
ple-employer purchasing groups.

Rep. Roukema said she hoped that
Congress would not adjourn without
passing a bipartisan bill. She admit-
ted that she was not certain that

could be accomplished.
Also last week, in an unrelated at-

tempt to rally partisan support for
the president's measure, Sen. Mitch-
ell began circulating a trio of cost-
cutting alternatives to the Clinton
plan. The measures, which appar-
ently have at least tacit White House
approval, were unveiled during a re-
treat for Democratic senators.

The first proposal would cap em-
ployer health care contributions at
12% of each worker's individual

wage rather than at 7.9% of a com-
pany's average wage, as called for by
the president's plan. The proposal
would also lower the threshold for

mandatory participation in regional
alliances to 1,000 employees from
5,000 and assess all firms with more

than 1,000 employees a 1% payroll
tax. These changes would cut ap-
proximately $50 billion from the
president's plan over six years.

The second proposal would be the
same as the first, except it would
also cut the value of the basic bene-

fits package by 5%, resulting in sav-
ings of as much as $115 billion from
the president's current plan.

The third proposal would reduce
the portion of employee health costs
that employers would have to pay to
50% from the 80% the pmsident
proposed. It also cuts the value of
the basic benefits package by 5%,
lowers the threshold for mandatory
participation in alliances to 1,000
employees, adds a 1% payroll tax,
and caps employer health care con-
tributions at 7.9% of individual

wages. Projected savings under this
plan: more than $150 billion.

Sen. Mitchell has declined to dis-

cuss his proposals publicly, but de-

If Congress approves a modest re-
form bill, many quesuon if President
Clinton bill would sign it. Indeed
President Clinton has said he would

veto any bill that did not assure uni-
versal health care coverage.

Ms. Canner observed, though, that
President Clinton gave himself
plenty of "wiggle room." For exam-
ple, he didn't indicate that he would
reject a bill just because universal
coverage would not be achieved until
many years in the future, she said.

While the shape of the final bill
won't be 1cnown for several months,
certain provisions initially proposed
by President Clinton appear to be
finished.

For example, Ms. Canner said the
outlook is poor for a Clinton provi-
sion that would have the govern-
ment pay 80% of early retiree health
care costs, which would have been a
boon for big manufacturers, like the
nation's auto and steel companies.

In fact, some legislators appear
headed in the opposite direction. The
measure passed by the Ways and
Means Health Subcommittee would

require employers now providing a
"portion" of health care coverage for
retirees age 55 through 64 to pay
80% of the premium for basic cover-
age.

tails were leaked by other senators
within hours of the meeting. The ma-
joiity leader did however, talk quite
a bit about other aspects of health
care mform in a speech to insurance
agents last week.

After being introduced by his
brother Paul Mitchell, a property/ca-
sually agent in Maine, the senator
ticked off a list of standards that any
health care reform package must
meet. These included guaranteed pri-
vate health insurance for all citizens,
cost containment measures, greater
emphasis on primary and preventive
Care, flecibility for states, and simpli-
fled administration of claims and

payment through common forms.
Sen. Mitchell said he did not think

that caps on medical malpractice
awards should be part of a reform
package. Such matters should be
governed by states, he said.

Another major player in the health
care reform debate, Rep. Dingell, be-

gan circulating a plan to eliminate
any health care cost burden on busi-
nesses with 10 or fewer employees
and to reduce it greatly for firms
with 11 to 20 employees.

Under his plan, firms with 11 to
15 employees would pay no health
care pmmiums, although they would
be mquired to pay a 1% payroll tax
to help cover costs of the reformed
health-care system. Firms with 16 to
20 employees would also be exempt
from paying a premium, but would
have to pay a 2% payroll tax

Rep. Dingell's efforts to begin
marking up a bill in the Energy &
Commerce Committee, though, re-
ceived a blow Thursday when a
committee member-Rep. Jim Slat-
tery, D-Kan.-announced that he
would not vote for any employer
mandate and would instead intro

duce an alternative plan combining
insurance reform with government
subsidies for low-income families.

If the chairman loses one more

Democratic vote, he will not be able

to pass a bill. ini

Meanwhile, many health care re-
form efforts have been focused at the

state level.

States, responding to pressure
from physician groups, have been
considering a slew of "any willing
provider" proposals, said Guy
D'Andrea, director of state health
policy for the American Managed
Cam & Review Asm; a trade group
in Washington representing man-
aged care organizations.

These proposals, which generally
have been only narrowly defeated,
could significantly raise the cost of
cam provided through managed care
networks, Mr. D'Andrea said.

Under these proposals, managed
care networks would be required to
include any physician willing to
meet their contract terms, which Mr.
D'Andma said would drive costs up.

Because of their expanded size,
networks could become unwieldy
and costly to administer.

In addition, such a requimment
would slap a burden on networks
that legislators woukin't even con-
sider imposing on other businesses.
"Imagine a business being told it
must hire every applicant willing to
accept the job," Mr. D'Andrea said.

Clorox's Mr. Brown coordinated

and moderated the session. I
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Updates -
Lloyd's reserves questioned
Continued from page 2
business plan lists only 4 billion pounds ($5.96 billion) in reserves for
old-year liabilities--mainly asbestos and pollution,--that would be
transferred to NewCo to run off the claims.

In addition, of that 4 billion pounds, Fields claims that only 2.6 bil-
lion pounds ($3.88 billion) is held in actual reserves for old-year liabili-
ties-some 1.4 billion pounds ($2.09 billion) short due to ectensive use
of financial reinsurance.

Lloyd's Deputy Chairman Richard Keeling, in charge of setting up
Lloyd's runoff company NewCo, said three consulting teams are look-
ing into what reserves Lloyd's actually needs to meet liabilities.

'We're trying to set up the most professional view of Lloyd's reserves
ever given," said Mr. Keeling. Lloyd's should be able to shed ofticial
lighton the subject by the end of the year.

Mr. Keeling said he still believes that much of the market is "signifi-
cantly better Eserved than U.S. companies."

Justices hear punitive case
WASHINGTON-U.S. Supreme Court justices last week uncharac-

teristically peppered both sides with questions in a case challenging a
punitive damages award, but attorneys say the case likely won't affect
future awards.

The case, Honda Motor Co. Ltd. et at. vs. Karl L. Obem, centers on
whether a provision in the Oregon state constitution violates due pm-
cess guarantees under the U.S. Constitution.

Honda argues that the provision precludes trial judges from review-
ing whether juries' punitive awards are excessive. In court papers,
Honda attorney Andrew L. Frey of Mayer, Brown & Platt in Wash-
ington says the provision is unique in the nation and violates the stan-
dards for judicial review that the high court set in TXO Production
Com. vs. Alliance Resources Cmp. et at. and PaciAc Mutual Life In-
surance Co. us. Hastip (BI, June 28, 1993; March 11, 1991).

But, Laurence H. Tribe, the attorney for Mr. Oberg, who was seri-
ously injured in 1985 when a Honda all-terrain vehicle he was riding
overturned, contends in court papers that Oregon does not preclude
judicial review of punitive damages awards.

The state constitution prevents judges fram overturning awards un-
less no substantial evidence supports the award, said Mr. Tribe, a
Harvard law professor. But, the state Supreme Court still assessed the
reasonableness of the punitive damages awarded to Mr. Oberg by ap-
plying the standards established in Hastip, he said. A jury awarded
Mr. Oberg $735,500 of compensatory damages, after finding him 20%
at fault for the accident, and $5 million of punitive damages.

The US. Supreme Court is expected to rule this summmer.

Briefly noted
E.I. Du Pont de Nemours & Co. Inc. will pay a total of about $214

million to settle another 220 liability suits related to its Benlate DF
fungicide. DuPont had earlier paid out $500 million to settle Benlate
claims and ultimately reached a settlement with X.L. Insurance Co.
Ltd. over coverage for those claims (BI, Oct. 25, 1993). DuPont still
faces hundreds of lawsuits alleging Benlate damage... .Unisys Corp.
and lawyers for a group of about 7,000 retirees will present to a judge
a tentative $111 million settlement of a suit over Unisys's planned
cutoff of retiree medical benefits by 1996 (BI, Nov. 9, 1992). The set-
tlement covers non-union employees of Sperry Corp. and Burroughs
Corp., which merged to create Unisys.. ..Allstate Insurance Co. now
estimates it will lose $950 million on the Ins Angeles earthquake,
based on more than 40,000 expected claims. The quake losses, along
with severe winter weather, led to a $220.5 million first-quarter loss
after minority interest for Allstate, compared with $320.1 million in
income for the comparable period a year ago... .Italian industrial
company Montedison S.p.A. is suing Price Waterhouse for $611 mil-
lion, charging 'se..ous negligence" for alleged breaches of intema-
tional accounting standards between 1982 and 1992. The accounting
firm says it filed counterclaims last week to "vigorously defend" it-
seli...Anti-insurance fraud provisions are included in the omnibus
crime bill that the House of Representatives passed last week. The
provisions are identical to those in a bill the Senate passed earli-
er...ITT Hartford Group Inc. will pay $13 million to settle a massive
suit that 30,000 Texas employers filed against about 270 workers
compensation insurers in 1991. The employers say the insurers ille-
gally hiked premiums to recapture their residual market losses. Hart-
ford admitted no liability... .House Ways and Means Committee
Chairman Dan Rostenkowski, D-Ill., last week introduced a bill, H.R.
4245, that would shore up Social Security funds for future genera-
tions. Among other things, the bill would raise the normal retirement
age to 67, gradually increase the Social Security payroll tax to 8.15%
by 2058 and cut the 1995 cost-of-living incmase to 2.5% from
3%....Gordon W. Kreh, 46, who has been president of The Hartford
Steam Boiler Inspection & Insurance Co. since September 1993, was
elected CEO last week. Wilson Wilde, 66, will retire as CEO May
1....Peter Williams, former director of Bowring Aviation Ltd., will
succeed leading Lloyd's of London aviation underwriter Brian Bea-
gley on Oct. 1 as underwriter for Sturge syndicates 960/545/998. Mr.
Beagley will become underwriting director of the syndicate's manag-
ing agent Sturge Aviation Syndicate Management Ltd....The trial
begins tomorrow in the case of 3,100 members of the Gooda Walker
Action Group, who hope to recover nearly $900 million in losses for
negligent underwriting against dozens of members agents. The trial is
expected to be concluded by July. . ..The schemes of arrangement of
Biyanston Insurance Co. Ltd. and Andrew Weir Insurance Co. Ltd.
have been approved by the UK High Court, taking the two firms out
of provisional liquidation... .Workers comp insurers' combined ratio
after policyholders dividends dipped to 109.5% in 1993 from 121.5%
in 1992, the National Council on Compensation Insurance estimates.
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Superfund munlty legal counsel' and encourage a more
contentious relationship than currently ex- Fire loss Bi Insurance Index
ists," RIMS said.

1010
Contlnued from page 3 • Defining and eliminating overlapping Cont:nued from page 2

or neither side regulatory oversight by state and federal IRI took over as Warton's property insurer on

"RIMS views the establishment of an en- agencies Apnl 1, less than a week before the fire, indus-

vironmental insurance resolution fund as States should not be allowed to reopen tly sources say. Its previous Insurer was Protee-
990

inappropriate and adverse to the pubhc pol- Superfund cases and require more cleanup, tion Mutual Insurance Co of Park Ridge, m. |
An IRI official said he could not comment on 1 970 -icy interest of avoiding governmental inter- RIMS said

the firevention in private party disputes," the posi- RIMS does support the administration's
tion paper says proposal to estabhsh national umform Separately, three other plants have been

• Eliminating a provision in the Chnton cleanup standards. The EPA must become rocked by explosions in recent weeks
• An April 13 blast at a Stone Containerproposal to grant community groups veto more flexible in its remediation require-

power over certain environmental activl- ments and consider what is planned for the Corp pulp and paper null m Panama Clty,
ties site after remediation, Mr Haight says

There is ample opportumty for commu- "You have to look at whether it's going to shut the plant down

mty input and creating a $50 million fund be a playground or a parking lot," Mr Arnold F Brookstone, an executive vp with 3 -„,
for the groups would "likely prefund 'com- Haight said I Chicago-based Stone Contamer, said that the

plant wlll be closed for "weeks" and that the
company has no estimate of damages yet. Stone 

Pension bill For example, Rep. Rostenkowski asked has property and business mterruptton msur- Base = 1go on Dec 29, 1978
Mr Reich about some employers' arguments ance with a deductible that is "modest m rela- . 5®Qe-Nor®y Intemati6nal Inc.
against the bill on the grounds that re- tion to the amount of the loss," he said

Continued from page 2 quinng greater pension funding would • An Apnl 20 explomon at an AK Steel Insurance stocks fell last week, as the Bus/-
shore up the system aren't taken now mean lost lobs and possibly even bank- Corp plant m 1Vhddletov/n, 01110, lalled four ness /nsurance Index lost 23.3 points to 924.3

The administration's witnesses said that ruptcy. malntenance workers Property damage was April 22 from 947.6 on April 15. Advancing is-
H R. 3396 would strengthen funding rules The secretary of labor replied that the bill "certainly not extensive," said an A.K spokes- sues for the week were led by: Phoenix Re
for underfunded plans, enhance PBGC com- had been carefully crafted to avoid such a man, who could not provide insurance detalls Corp., up 13.9%; NAC Re Corp., up 12.4%; and

pliance authority, increase PBGC premiums scenario. He noted that, under the proposal, • An April 20 explomon occurred at the Mont Reliance Group Holdings, up 11.9%. Declining
for underfunded plans; and broaden partic- compames would be protected from "ex- Belvieu, Texas, natural gas plant operated by a issues for the week followed: Alexander & Al-
ipant disclosure requirements (BI, Oct. 11, traordinary increases in theg annual con- joint venture of Tndent NGL Inc, Conoco Inc exander, down 13.2%; Wellpoint Health Net-
1993) tributions for up to seven years." and Liquid Energy Corp. The cause and stze of works, down 8.5%; and U.S. Healthcare, down

Improving pension plan funding would Rep Rostenkowski then asked whether damages are unlcnown. I 8.0%. The most active Issue was U.S. Health-

reduce PBGC's exposure when compames existing laws are adequate to deal with the care, 15.6 million shares traded. The B/ Index

go out of business and terminate their pen- problem, as he said some compames have fell 2.5%: the Dow Jones 30 Industrials lost

sion programs. asserted A&A says it is close 0.4%; the NYSE Composite rose 0.1%; and the

Mr. Reich, however, sounded an alarm Mr Reich said he didn't believe that was
Standard & Poor's 500 increased 0.3%.

when he noted that even though most of the the case After all, the dehned benefit pen- to naming new CEO
defined benefitt plans insured by the PBGC sion system already has a shortfall of $53 British Issues
are financially sound, the amount of under- bilhon, he said NEW YORK-Alexander & Alexander Ser-

funding nearly doubled to $53 billion in He repeated his contention that while the vices Inc is close to naming a new chlef execu- - 1 week

April 21
1992 from $27 bilhon 1987

Price P/E Div. Yield High-Low

underfunding problem is not yet a crisis, tive ofhcer to replace recently retired Dnsley Companies pence pence % pence pence
"This chronic underfunding can poten- "we are heading in that direction" and H Irwn Comml Union 588 18 7 31 0 53 601-588

tially undermine our pension system," he called for action now to turn the situation Robert E Bom, chairman of the A&A board, Genl Accident 606 121 34 4 57 631-599
warned. around said Mr. Irvin and Premdent Michael K White G¢in Royal Exch 187 121 95 51 193-186

Royal 264 114 94 36 276--264The time to act has arnved courtesy of The committee's ranking minority mem- have left A&A's board of directors, and the
Sun Alliance 332 148 184 55 335-323

improved economic conditions, Mr. Reich ber-Rep Bill Archer, R-Texas-was more board is loolang for two outmde directors to re-
said "When the economy is coming out of a critical of the administration's pro- place them. Brokers

recession is the best time for a company to posal Separately, A&A said it expects to mport a Bradstock 134 150 69 51 134-134

fund its pension plans While welcoming the testimony that the first-quarter loss of about $65 milhon, or 15 CE Heath 371 4 2 205* 55* 375-371

The Democratic members of the commit- government shouldn't have to fund another cents per share R was expected to announce Hogg Group 234 4/M 71 30 234-218
JIBGroup 192 168 94 49 194-192

tee were supportive of the administration's major bailout hke that of the savings and the quarter's results today. Lloyd Thmpson 281 190 84 30 285-281

position, which was hardly surprising given loan Industry, Rep Archer said he thought A&A said the loss was caused primanly by Lowndes Lmbrt 426 133' 188 44' 427-426
that Rep Rostenkowski was one of two im- current federal pension regulations already lower-than-ecpected revenues m its North PWS Holdings 75 110 50 67 75-75
tial co-sponsors of the bill last fall The discourage the creation of dehned benefit Amencan risk management and insurance ser- Sedgwickerp 194 215 75 39 196-194
questions they asked were ones for which plans. Adding heavier regulatory burdens vices operations Flrst-quarter results w111 also Steel Brl Jones 140 WM 113 81 140-140
the administration witnesses had ready an- could only mean further discouragement, he reflect Mr Irvin's severance package. -WillisCorroon 224 20 5 83 37 224-222

swers said. -131, Judy Gnmwald Source Philip Olsen, London' Estimated, others actual 1993

88 Industry Stock Report APRIL 14 1994, THROUGH APRIL 24 1994
Weekly Year to date Annual Mkt& Weekly Year to date Annual Mktlek.

BROKERS Price % change % change High Low Vol (000) $ Div % Yield P/E Book value value Price % change % change High Low Joi (000) $ Div b Yield P/E Book value value

Acordta lnc NYS 2638 -321 711 28 25 1838 52 060 227 13 1022 258 Mutual Risk Mgmt Ltd N¢S 2375 795 -2083 32 75 21.16 168 028 1.18 15 5 71 4.16

Alexander & Alexander NYS 14.75 1324 2579 2800 1450 1101 100 678 39 673 2 19 NAC Re Corp OTC 2725 1237 -644 41.75 2400 489 0 16 0 59 12 19 24 1.42

E W Blanch Holdings inc NYS 1750 2.19 072 2350 1575 12 032 183 18 4.10 427 National Re Corp NYS 2763 -307 980 3963 27.13 150 016 058 9 1689 1.64

Gallagher Arthur J & Co NYS 3075 424 1399 37.13 28.13 42 0.88 2.86 15 7.52 409 Navigators Group OTC 1975 125 -4357 3900 1650 43 000 300 11 1699 116

Hilb Rogal & Hamilton NYS 12 25 538 467 1588 1113 56 048 392 19 4 51 272 Nobel Insurance Ud OTC 788 -079 328 844 625 74 000 100 5 684 115

Marsh & Mclennan NYS 8400 1 20 323 92.75 77 00 592 268 319 19 1676 5 01 NWNL Companies NYS 3225 238 477 3975 2650 726 088 273 12 2397 135

Poe & Brown OTC 1888 -066 486 2050 1688 75 040 2.12 15 3.02 625 Ohio CasuaityCorp OTC 61.25 0 41 430 7200 5763 171 2.92 477 13 47.68 128

BROKERS AVERAGE 06 -44 33 20 Old Republic tnt I NYS 2250 2.17 000 27 63 21 50 325 048 2.13 8 2357 095

Onon Capital Corp NYS
INSURERS/REINSURERS

31 38 2 45 162 37.50 28 63 73 072 229 8 2743 114

Penn America Group Inc OTC 663 000 1382 950 650 3 000 100 8 NA NA
ACE Ltd NYS 2775 000 902 3600 2450 231 040 144 5 2874 097 Phoenix Re Corp OTC 22.50 13.92 18.18 3825 1850 818 0 28 1 24 7 1999 113

Acceptance Insurance Cos NYS 1250 526 753 15.63 11.13 30 000 000 14 965 130 Prowdent Life NYS 2575 283 1858 31.88 25.63 79 1.04 404 13 2638 098
AEGON N V NYS 51 63 1.20 571 5850 4325 58 122 2.36 10 3471 149 Re Capital Corp OTC 1350 000 -092 1575 1300 25 032 237 11 16.88 080

Aetna Ute & Casualty NYS 5325 290 11.62 6625 4900 1360 2.76 518 10 7184 0 14 Reliance Group Holdings NYS 588 1190 24.19 1038 500 1399 032 545 6 4.22 139

Allied Group Inc OTC 2363 328 -550 32 75 21 34 227 060 254 6 10 45 226 RUCorp NYS 2288 -214 1449 2775 2288 18 056 245 9 22 91 100

Allmerica Prop & Casualty NYS 1538 -611 -2863 2216 1500 127 0.16 1.04 4 56 97 027 St Paul Companies NYS 81 75 -046 -891 98.00 76 38 669 300 367 8 5784 141

Allstate Corp NYS 2350 208 -21 01 3425 2288 3348 072 306 8 1843 128 SAFECO Corp OTC 5275 1 93 -343 6575 4963 2148 180 341 10 4159 127
Amencan General NYS 2600 796 -877 3650 2550 1950 1.16 4.46 23 2209 118 SCORUS Corp NYS 1063 366 1584 1963 10.13 27 036 339 8 1608 066

American Heritage Life Ins NYS 1750 210 604 2534 1700 17 060 343 11 1242 141 Se,bels Bruce Group OTC 175 -667 000 2.13 0 31 68 000 000 1 190 092

American Indemnity/Finl OTC 1300 3 70 000 16 25 800 2 0.12 092 4 16.18 0 80 Selective Ins Group OTC 2450 4 67 19 01 31 00 21.75 78 1.12 4.57 15 2311 106
American International NYS 8700 -014 128 10025 7841 3113 040 046 14 4525 192 Sphere Drake Holdings NYS 1588 1.55 -379 21 63 1463 59 0.12 076 7 12.17 130

American Re Corp N'fS 2725 283 -3.54 3925 2350 92 000 000 12 1480 184 Statesman Group Inc NYS 1225 485 200 1475 975 246 010 082 5 865 1.42

' Aon Corp NYS 4638 1 59 -389 58 50 4500 370 1 92 414 11 3310 14) TIG Holdings NYS 1800 -400 2044 2800 1763 578 020 Ill 9 1849 097

Argonaut Group OTC 26.75 -4.46 1230 3550 2675 73 100 374 8 2765 097
Titan Holdings Inc NYS 913 -7.59 -1609 1338 913 55 024 263 7 893 102

AVEMCO Corp NYS 1625 -076 1333 2200 1450 19 044 271 13 8.13 2.00 Tollo Manne & Fire OTC 6250 272 1574 67 00 49.25 6 037 059 5772 1.08

Baldwtn & Lyons Inc OTC 1425 172 -420 1625 1116 0 020 1.40 9 1259 113 Torchmark Corp NYS 39.13 2 29 1257 59 75 37.88 764 1.12 286 10 1735 226

BeRleyWR Corp OTC 3575 205 9.16 4800 3200 135 044 123 12 28.12 1.27
Transatlantic Holdings NYS 4775 000 1054 61.50 45 38 146 036 075 13 2960 1 61

Bemshire Hathaway Inc NYS 1545000 -404 536 1780000 12350 00 1 000 000 24 811528 1 90 Travelers Com NYS 3525 470 932 49 50 31.22 5002 0.48 36 9 3335 106
Capital Re Corporabon NYS 1925 065 2524 2850 1850 118 020 1.04 8 21 66 0 89 Trenwrick Group Inc OTC 3575 070 -774 4800 3325 29 100 280 10 2600 138

Capsure Holdings Corp NYS 1325 364 185 1938 1275 31 0.00 000 12 1308 101 United Fire & Casualty OTC 3850 1 99 694 4400 3475 1 108 281 10 2896 1.33

Chubb Corp NYS 7688 033 223 93.38 70.75 949 184 239 20 4659

 UNUM Corp OTC 3925 -063 765 4675 3875 91 1.40 357 25 3890 1 01

38*' CIGNA Corp NYS 61 00 2 20 -356 7050 5650 690 304 498 19 7823 NYS 5450 224 381 6013 47 75 1117 096 76 14 2755 198
CNA Financial Corp NYS 6463 1.77 1794 9900 6288 344 000 000 15 77 92 0 E3 US Facilities Corp OTC 1063 7 59 1053 1400 825 936 000 000 9 1048 1 01
Continental Corp NYS 2250 -426 1855 34 63 2188 871 1.00 444 8 3899 0 58 USF&GCorp NYS 1250 1 01 1736 1963 11 69 2287 020 60 13 1060 118

* EMC Insurance Group Inc OTC 925 725 263 1125 850 1 052 562 13 NA NA USLICOCorp NYS 1713 000 379 1900 1575 35 0 24 -40 8 2522 068
Emphesys Financial Gr Inc NYS 2325 690 NA 2338 21 25 314 000 000 7 NA NA USLIFECorp NYS 3775 -227 258 4575 3638 137 124 628 9 41.73 090
EXEL Ud N'fS 45.13 285 028 5225 3988 377 120 266 7 33.81 133 Washington National NYS 2200 . 383 928 26.13 21.75 42 1.08 291 9 2840 077
Fremont General Corp NYS 2300 222 -466 28 75 21 00 203 072 313 7 2340 098 Zenith National Ins NYS 2200 1 68 456 2913 2063 116 100 2.55 8 17.71 1.24

Frontier Insurance Group NYS 46 75 331 655 5000 3672 53 060 1.28 15 1633 286 Zurich Reinsurance Centr NYS 2575 -096 885 3638 2425 46 000 C 00 33 2441 105

Gainsco lic ASE 850 149 556 1441 784 77 004 047 12 349 244 INSURERS/REINSURERS AVERAGE 00 74 22 114

  General Re Corp NYS 11225 -022 5 65 133 38 101.75 1622 192 171 14 5554 202

Guaranty National Corp NYS 14 75 085 1571 24.75 13.75 107 048 325 10 11.81 125 HEALTH MAINTENANCE ORGANIZATIONS

Harlays.Ile Group OTC 2300 1 08 1930 3025 2225 21 064 278 9 1835 1.25 FHP International OTC 22.13 -684 1490 3000 18.25 1790 0.00 C 00 14 1143 194

- Hartford Steam Boiler NYS 45.13 373 140 5738 4263 69 2.12 470 129 1580 286 Pacificare Health Sys OTC 5075 -073 3444 57 25 30.50 531 0 00 C 00 21 1115 455

f Hcc insurance Holdings OTC 1700 216 1570 2384 1266 79 0.00 000 15 1494 114 Safeguard Health Enter OTC 1363 0.91 900 15 50 800 12 000 C.00 16 5 71 239

Home Holdings Inc NYS 1250 989 2754 1850 1063 62 000 000 -6 1996 0.63 Sierra Health Services ASE 28 25 1.80 2697 3075 13.13 256 000 COO 20 4.60 6.14

ITT (Hartford Group) NYS 8675 -014 545 95.97 72.25 1855 1.96 226 11 57.11 1.52 TakeCare Inc OTC 69 50 3 81 2752 7600 3575 470 000 COO 22 18 69 372

Kemper Corp NYS 5763 1 77 6063 6200 3225 1823 0 92 160 24 3898 148 United Healthcare Corp NYS 4088 710 936 47.50 24.75 8083 0 03 C.07 33 1064 384 Z

Lawrence Insurance Group ASE 175 -6.67 -51.72 675 1.63 9 000 000 4 426 0 41 U S Healthcare OTC 4325 -798 12 83 47 50 26 66 15602 0 52 120 24 621 696 :

Lincoln National NYS 3688 000 1424 4825 3675 1383 164 445 9 3253 1 13 Wellpoint Health Networks NYS 3100 -849 040 3700 2400 832 000 0.00 16 1094 283

Markel Corp OTC 3950 194 260 4450 3225 43 000 000 9 24.68 1 63 HMOs AVERAGE -43 132 31 18

Mid Ocean Ltd OTC 2850 364 088 3475 2500 334 000 000 15 2024 1 41 ALL COMPANIES AVERAGE 16 05 24 15

System des,68. Nordby Intemal,obal Inc



Each year, in late Octoler, Canctcla Geese sense the on:et of
winter and Legin their seasonal mig-ation southu.ard. ints )ourney
takes some of the geese ove, 2,000 miles in search of tke warm
marsiles that will sustain tkem through the winter.

Anow;ng That Change b Com;ng Is One Th;ng.
Doing Something About It Is Another.

Reacting to ellan¢e as it happensisn't enough. To survive anc flourisli, tile
successful company must be able to see clianige coming and be ready to deal witli it.

At Mutual of Omaka, we recognize tllat cliange is inevitable - and rapid.
Tliat's wlly we lielp benefits managers manage ttleir cliangin environments witli
compreliensive reporting and fast, efficient claims processing. Our leadership in
managing costs includes the soectrum of managed care products ... available on an

experience-rated, minimum premium, or administrative services only 6asis. Benefits
managers can ckoose the options tllat best meet their clianging needs.

We offer customized, individualized programs and
administrative support tllat help our group clients prepare for 2=Z-1 1*1(dil
and deal witll cllange - not just react to it. .1./...EW

Find out wliat the Mutual of Oinala Companies Ve

Muluill#Omi,HilGroup Operation can offer your company. Companies
Call Patric]2 Moescliler, 1-800-877-1052. GRoup Opellanon

TheManaged-Cost Professionals-
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