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Supreme Court
may not give

clear ruling on
punitive awards

By MARK A. HOFMANN

WASHINGTON-Busin-

esses hoping for clear Su-
preme Court guidance on pu-
nitive damages may have to
keep waiting.

That is the opinion of a
range of lawyers involved in
TXO Production us. Alliance

Resources Corp., the latest in
a series of constitutional chal-

lenges to punitive damage
awards to come before the
court.

The justices heard oral ar-
guments in the case last week
and are expected to issue a
ruling by July.

At issue is whether punitive
damage awards can become so
disproportionate to the actual
harm that they violate a de-
fendant's 14th Amendment

due process rights.
Only two years ago, in Has-

tip us. Pacific Mutual Life In-
surance Co.,the court hinted

there might be a mathemati-
cal ratio of punitive-to-com-
pensatory damages beyond
which punitive awards would
be unconstitutional (BI,
March 11, 1991).

The court in Haslip held
that jurors had to be properly
instructed about punitive
damages and the awards
themselves had to be subject
to significant judicial review.
That ruling has been widely
criticized as vague.

Even lawyers who argue for
clear limits on punitive
awards say that a definitive
ruling by the high court rnay
still be a while in coming, if it
ever does. They point·out that
last week's arguments were

Continued on page 29

Update
Los Angeles police prepare

for risk of rioting after verdict
GLENDALE, Calif.-Los Angeles police

are preparing for the worst this week as the
second Rodney King trial moves along fas-
ter than expected.

Civil disturbance preparations include
extensive training, particularly in the use of
non-lethal weapons, new mobile field units
and "shock troops" that will be mobilized
before the verdict is announced in the

widely watched civil rights trial, said Bayan
Lewis, deputy chief of the Los Angeles Po-
lice Department.

Continued on nezt page

FASB deals insurers a blow
Funded cover rule could cost billions, reduce cat capacity

By JUDY GREENWALD

Changes in how property/casualty insurers
must account for "funded" catastrophe rein-
surance coverage could cost the industry
billions of dollars and even further tighten
the property catastrophe reinsurance market.

While many insurers were expected to re-
state earnings last week because of the rule
change, none appear to have done so.

However, it may be too early to fully deter-
mine the implications of the March 16 an-
nouncement by the Financial Accounting
Standards Board that ceding companies' ob-
ligations under funded covers must be re-
ported as liabilities on insurers' financial

statements (BI, March 29).
At the very least, it has caused anxiety

among insurers.
The key focus of the FASB determination is

on funded property catastrophe reinsurance,
which has become popular the past few years
as the. traditional property catastrophe rein-
surance market has tightened.

Under a funded cover, part of the premiums
paid to the reinsurer is put into a separate
fund. If a loss exceeds the amount in the fund,
this creates a negative balance when the rein-
surer pays that loss. Under the terms of the
multiyear program, the insurer is obligated to
either pay increased premiums, cancellation
penalties or "settlement adjustments" to wipe

out the negative balance.
At the urging of the Securities and Ex-

change Commission, FASB determined these
payments must now be treated as liabilities if
they do "not result in commensurate future
economic benefit."

Given the FASB ruling, the SEC said liabi-
lities associated with 1992 catastrophes must
be reflected in insurers' 1992 financial state-

ments, even though the vast majority of in-
surers had already publicly reported their
earnings at the time of the announcement.

Many insurers with funded covers had been
expected to restate their earnings by last
Thursday, the date they were due to be filed

Continued on page 4

Insurers snowed under by cat losses
Blizzard, bombing
push insured losses
to 1 st-quarter record

By SARA MARLEY

Still reeling from the worst ca-
tastrophe year ever, property/ca-
sualty insurers are being socked
by the most disastrous first quar-
ter on record.

The culprits were the one-two
punch of the World Trade Center
bombing and the East Coast win-
ter storm that delivered blows of

$510 million and $1.6 billion, re-
spectively.

Total insured catastrophe
losses in the first quarter will hit
at least $2.6 billion and, with

two storms yet to be counted,
could exceed the annual average
of $2.6 billion between 1982 and
1991, according to industry esti-
mates.

Insurers still are recuperating
from $23 billion in catastrophe
losses in 1992, including $15.5
billion from Hurricane Andrew,
the largest insured disaster loss
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in history. Last year's catastro-
phe losses were more than three
times greater than the previous
record in 1989, which included
Hurricane Hugo and the Loma
Prieta earthquake that hit the
San Francisco area.

The Blizzard of '93, a combina-
tion of tornadoes, flooding, snow
and winds that rocked the entire

Eastern seaboard March 13-14,
was the fourth-most-costly U.S.
disaster in terms of insured dam-

age, tying the toll from Hurri-

GRAPHIC BYA.TRANCHITA

cane Iniki and exceeding the
Loma Prieta quake.

Due to the length of the bliz-
zard and the large area it co-
vered-up to 24 states-the loss
figure is not surprising, said

Continued on page 30

State sets rules for self.insured health plans
By DAVE LENCKUS

SACRAMENTO, Calif.-At least

one stop-loss insurer is balking at
obeying a new California health in-
surance reform law that indirectly
regulates many self-insured plans.

SAFECO Life Insurance Co. says
it will not require its policyholders
to comply with the law, which es-

sentially eliminates pre-existing
condition exclusions and waiting
periods in self-insured plans covered
by stop-loss insurance.

The law, which takes effect July 1,

says stop-loss insurers "shall pro-
vide" that their self-funded clients

comply with the law. It does not af-
feet self-funded plans that do not
buy st6p-16ss coverage.

Benefit consultant William M.

Mercer Inc. also is advising its self-
insured clients not to alter their

plans to comply with the law.
Both SAFECO and Mercer say the

law violates the Employee Retire-
ment Income Security Act of 1974
and they expect it to be challenged
in court.

"The people who drafted the bill

really don't understand ERISA,"
said Scott Taylor, group vp for
SAFECO Life in Seattle.

The limits on exclusions in self -

funded plans are contained in A.B.
1672, a 1992 small-group health in-
surance reform law that also is com-

ing under fire from other fronts (see
story, page 14).

The law strives to reduce the un-

insured population by:
• Limiting exclusions for pre-ex-

isting conditions to six months·if a
condition has been diagnosed or
treated within six months of the ef-

fective coverage date.
• Allowing self-funded plans to

impose waiting periods of up to 60
days on new plan participants only
if the plan does not impose any ex-
clusions for pre-existing conditions.

• Reducing self-funded plans'
pre-existing condition exclusion pe-
riods and waiting periods for new
plan participants by the amount of
time an individual was covered by
"other qualifying prior coverage"
immediately prior to employment.

Qualifying coverage includes em-
ployer-sponsored and individual

health insurance plans.
• Limiting the duration of cover-

age exclusions for late enrollees to
12 months and tightening the defini-
tion of late enrollee.

Individuals are not considered

late enrollees if they did not enroll
in a plan because, for example, they
were covered under a spouse's
health care plan but lost coverage
after a divorce or after the spouse's
job was terminated.

Most employers with self-funded
plans in California buy stop-loss

Continued on page 14
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Update- OSHA case highlights need
LAPD prepares for King verdict
Continued from previous page 

Because the four police officers accused of beating Mr Kmg rested for repetitive motion standard
their case last week, the jury could begin dehberations this week

Pohce officials have formulated a "worst-case scenario" but "wlll
By MICHAEL SCHACHNER in 1991, according to the Bureau of Labor Statis-

not try to guess what the jury wll do," Mr Lewis said at an msurance ties

mdustry meetmg last week The department is assuming that "all wlll WASHINGTON-A ludge's decision to throw out Last summer, OSHA issued an "advance notice of
go to hell again" $1 million in fines levied by the Occupational proposed rulemaking" on repetitive stress The

Their plan also anticipates possible unrest arising from another Safety and Health Administration against Pep- ANPR, as the notice is known, lS the first official
tnal-set to begin next week-of black defendants charged with peridge Farm Inc appears on its face to be a step OSHA must take when lt seeks to set work-
beatmg a white truck driver setback for OSHA-and workers place standards

Doing "what the pohbcians dictated" and keeping a low pro- But the decision may be a blessing in disguise if it Through February, the agency gathered mforma-
hle dunng the April Simi Valley state trial when the officers were expedites the development of much-needed federal tion and hundreds of public comments on cumula-
acquitted-which led to rioting m South Los Angeles-"was ob- standards governing workplace ergonomics, ex- tive trauma disorders It now must publish a pro-
viously a disastrous rmstake," Mr Lewis said perts say posed standard, after which public hearings will be

The notmg that followed the acquittal caused an estimated $775 OSHA cited the baked goods unit of Camden held
milhon m insured damages (BI, May 4, 1992) N J -based Campbell Soup Co for knowingly ex- Attorneys who specialize in occupational safety

AT&T wins death benefit suit
posing workers to repetitive motions The sanctions say, and an OSHA spokesman did not deny, that it
failed to hold up under judicial review, underscor- may take years for OSHA to set a such a standard
ing the government's need to come up with stan- Standing in the way of a repetitive-motion stan-

NEW YORK-A federal judge has ruled that Amencan Telephone dards governing repetitive motion and carpal tun- dard is the fact that a single standard, in all proba-
& Telegraph Co does not have to pay death benehts to the surwvmg nel syndrome Carpal tunnel syndrome accounted bility, would not be applicable to all industries
lesbian partner of an employee for more than 60% of current occupational illnesses Continued on page 30

U S District Judge Robert Patterson of Manhattan ruled that
AT&T was within its nghts under the Employee Retirement Income
Security Act when it denied $53,000 m benefits to Sandra Rovira and
her two sons because Ms Rovira was never legally mamed to AT&T New data base Product liability bill
sales executive Marlorie Forlini, who died of cancer m 1988

Although the women hved together as formal domestic partners
for 12 years and exchanged vows and nngs as a symbol of their will analyze back in Congress
relationship, Judge Patterson said AT&T correctly rehed on state
pension laws that limit eligible beneficiaries to legal spouses and 24.hour plans Changes made to win supportpersons who are either the dependent children or stepchildren of the
plan participant By MARK A. HOFMANN

Ms Rovira sued AT&T m 1990, claiming it discriminated against By LOUISE KERTESZ
her and her children (BI, Sept 17,1990) WASHINGTON-Champions of federal product liabil-

"Pension laws m New York State are very strict," said a spokes- SAN FRANCISCO-The California ity reforms are back with new legislation they say has a
man for AT&T in Basking Ridge, N J "While we have sympathy for Workers' Compensation Institute and better chance of passage than any of its predecessors
Ms Rovira as a person m gnef, legally she was not a spouse and benefit consultant William M Mercer The Product Liability Fairness Act was designed to
her children weren't legal dependents of the deceased " Inc are collaborating on a study they overcome the objections of consumer groups to previ-

Ms Rovira's attorney said she plans to appeal say will provide for the first time data ous product liability reform bills, said Sen John D Rock-
needed to assess the potential advan- efeller IV, D-W Va , one of the bill's five co-sponsors

High-layer insurers can opt out tages of "24-hour coverage" proposals The concessions to consumer groups include eliminating
A CWCI committee exploring the de- previous bills' penalties for claimants who refused pre-

WILMINGTON, Del -High-layer excess hability msurers may "opt velopment of a system that would trial settlement offers and then lost in court, and clarl-
out" of a lawsuit brought by a pollcyholder if they agree to be bound merge workers comp and health care fying how alternative dispute resolution mechanisms
by coverage mhngs and other findings affecting other Insurer defen- benefits has concluded that much more would be used in product liability disputes
dants, a Delaware judge has ruled data is needed to design a successful However, Sen Rockefeller admitted that no consumer

Delaware Superior Court Judge Richard S Gebelem ruled last 24-hour program. groups have come out in support of the bill, S 687 He also
month that high-layer excess msurers of Hoechst Celanese Corp may ]„ Without such data, "wild claims" said that President Bill Clinton, who had supported prod-
opt out of a declaratory Judgment action filed by Hoechst if they agree have been made about the potential uct liability reform efforts as governor of Arkansas, has
to abide by rulmgs affecting lower4ayer msurers savings and coverage improvements not yet endorsed the measure

Somennlle, N J -based Hoechst is suing 67 Insurers for coverage of that would result from a merged sys- Nevertheless, Sen Rockefeller said he's "optimistic"
property damage claims ansing from the failure of residential plumb- tem, explained William P Molmen, that the bill will win Senate approval One key reason for
mg parts made from a Hoechst-manufactured plastic k counsel for CWCI, an industry research his optimism is that this reform bill, unlike its predeces-

Upper-layer Insurers had sought to be dismissed from the case, Dis group in San Francisco sors, is being introduced early in the first year of the con-
arguing that their layers w111 not be reached by losses The Judge v There are many flaws in the current gressional session rather than in the second year, he said
demed their motion to dismiss, but offered the opt-out option instead Continued on page 10 Last September, product liability reform advocates fell

./.*

Although Hoechst had argued against allowing opt-outs, the ruling Continued on page 28
should streamlme the litigation, said a lawyer for Hoechst, Lorelle S
Masters of Anderson, K111, Ollck & Oshinsky m Washington. Illness of Hillary Clinton's father a factor

Health benefit cutback upheld
NEW ORLEANS-The wording of a summary plan description

gives a Texas employer the right to cut health benefits for future
Clinton plan may be delayed

retirees, a federal appeals court has ruled. WASHINGTON-President gress within 100 days of his meetings and briefings, the
A panel of the 5th U S Court of Appeals in New Orleans late last Clinton may miss a self-imposed inauguratlon spokesman said

month unanimously upheld a lower court dismissal of a retiree suit deadline to submit a comprehen- But the recommendations It is still possible, however,
agamst El Paso Natural Gas Co The suit charged that the Texas sive health care reform package could be delayed until mid-May, that the task force could present
utillty's decision not to provide health care benehts to future retirees to Congress by early May a spokesman for the Office of the its recommendations by early
violates the Employee Retirement Income Secunty Act of 1974 When he established the Task First Lady said last week May, the spokesman said

Arguments centered on wording m the company's summary plan Force on National Health Care One reason for the delay lS the Meanwhile, the task force last
description, which the plaint,ffs charged prevented the gas company Reform, President Clinton illness of Mrs Clinton's father, week heard ltS first public testi-
from eliminating the benehts The SPD said the company would pro- pledged that the task force, who suffered a stroke last month mony In all, the hearing lasted
vide future health care benefits but further on stated the company headed by Hillary Rodham Clin- Mrs Clinton has stayed unth her 13 hours and featured dozens of
could eventually terminate those benefits ton, would devise recommenda- father in Arkansas and h as witnesses

Judge Jerre S Wilhams ruled that El Paso could cut the benefits tions that he could send to Con- missed a number of task force -By Jerry Geisel
He wrote that although the Court is sensitive to the hardships the
utillty's action w111 have on retirees, "ERISA simply does not grant
employees unfettered nghts to the corporate keasury.
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A fresh' regulatory perspective
Consumer advocate vo

to head of the Missour
By MEG FLETCHER

JEFFERSON CITY, Mo.-Can a former
Nader raider and rock 'n' roller find ful-

fillment as Missouri's top insurance regu-
lator?

Jay Angoff says yes.
Missouri offers the kind of professional

challenges-in health insurance, workers
compensation and solvency regulation-he
enjoys, says Mr. Angoff, a soft-spoken 42-
year-old now entering his second month as
insurance director.

Even-handedness is his goal, he says, as
if to reassure an industry that might take
him for a carpetbagger.

Experienced and knowledgeable, Mr.
Angoff brings "new ideas and a fresh per-
spective" to the post, said first-term Gov.
Mel Carnahan, only the second Democrat
in Missouri's statehouse in 20 years.

How fresh is Mr. Angoff's perspective?
Is there another top insurance regulator

ws to offer new ideas

i Insurance Department
in the country who owes his job in part to
a recommendation from "my good friend,
Bob Hunter"?

Mr. Angoff came to Missouri by way of
New Jersey, where he had spent 1 th years
as special assistant to Gov. Jim Florio for
health insurance policy.

In that post, Mr. Angoff was responsible
for designing and developing a health and
insurance reform program that was passed
by the state Legislature but has yet to be
implemented.

Before that, Mr. Angoff served 11/2 years
as a deputy commissioner of the New Jer-
sey Insurance Department, where he
worked on regulating life and health in-
surance, consumer protection, enforce-
ment, and policy and development.

"It used to be that most insurance com-

missioners came from the insurance indus-

try, but that's changing fast," Mr. Angoff
said in a recent interview. "I think you
find now that there are very few commis-

sioners that spent their careers with the
industry."

His preppie background is reflected in
his choice of clothes for a casual inter-

view: khakis and a navy blazer, though a
dark T-shirt peeks through the top of his
open-collared white shirt.

Mr. Angoff grew up in Clifton, N.J. He
graduated from Oberlin College, a liberal
arts college in Oberlin, Ohio, with a phi-
losophy degree in 1973.

For the next two years, he played key-
board and sang backup for The Brooklyn
Bridge-known for "What's The Worst
That Could Happen"-and singer/song-
writer Elliot Murphy.

Then it was back to school, this time to
study law at Vanderbilt University in
Nashville, Tenn.

After earning a law degree in 1978, Mr.
Angoff began a career that would soon
earn him a reputation as a formidable con-
sumer advocate. First came a short stint as

an antitrust attorney for the Federal Trade
Commission.

In 1980, he joined Congress Watch, a
Continued on page 17

Second-generation injuries
alleged from breast implants

cause of' their symptoms, says Ms. Russano, now age
36.

This alarm resulted in a Lawsuit against her implant

were inadequately tested and that she was not warned
manufacturer, Dow Coming Corp., alleging the implants

about the potential harm of ezposing her children to sdi-
cone during pregnancy and nursing.

* 2/

/

Kathy Kmonicek/1992 Newsday

Jama Russano claims that her sons are suffering from
ailments caused by her silicone breast implant

By SALLY ROBERTS

At 14, Jama Russano received a silicone breast im-
plant to correct an underdeveloped breast. At 23, she
began feeling burning sensations in her chest, leg cramps
and chronic fatigue. She also had trouble swattowing,
which was later diagnosed as a nerve dysfunction called
esophageal motility disorder.

Never thinking her ailments were related to her breast
implant or that the implant could potentially harm her
children, she bore and breast-fed two sons. Early last year,
her sons, now 6 and 9 years old. began su#ering from her
same ailments, including the esophageat motility disorder.

"It's alarming to think that I might be part or the

Ms. Russano is not alone in her charges. More than a
dozen lawsuits have been filed against breast implant
manufacturers alleging that the silicone in a mother's
breast implants may have harmed her children.

These "second-generation" implant cases open another
front in what is becoming one of the most contentious
product liability battles today.

An estimated 1 million women have received breast

implants since they became available in 1962.
In January 1992, silicone breast implants were taken

off the market by a U.S. Food· & Drug Administration
moratorium after concerns about their safety were raised
in a product liability suit (BI, Jan. 13, 1992). In that case, a
federal court jury in San Francisco ruled in favor of a
woman who contracted an immune system disease after
her silicone implants ruptured (BI, Dec. 23, 1991). The
FDA has since limited implant use to women requiring
reconstructive surgery who agree to participate in con-
trolled clinical studies.

Silicone gel-filled implants can harm children in three
ways, contends Aaron Levine, a plaintiff's attorney with
Aaron Levine & Associates in Washington.

The silicone can leak into a mother's milk ducts, where
it would be delivered to breast-feeding children; it can
pass though the umbilical cord or placenta during preg-
nancy; or it can cause an autoimmune disease in the
mother that in turn may causeproblerns with subsequent
pregnancies, he charges.

However, there is no definitive study proving any rela-
Continued on page 7
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Missouri Insurance Director Jay Angoff

U.S. reinsurers

see unfair edge
in Gtax havens'

By MICHAEL BRADFORD

TUCSON, Ariz.-U.S. reinsurers support a proposed in-
crease in the federal excise tax on reinsurance premiums
written in "tax havens," a position that doesn't sit well with
risk managers and captive owners.

Risk managers fear higher taxes on reinsurance will lead to
higher insurance costs. U.S.-owned captives object to the tax
hike because it will increase the cost of reinsurance they pur-

chase from companies in so-called tax

CICA The Reinsurance Assn. of America sup-
havens.

ports an increase in the federal excise tax
to 4% from 1% because it would create a"level playing field"
for its members, according to Bradley L. Kading vp and
director of state legislative affairs for the Washington-based
trade group.

Current tax laws make it more expensive for U.S. rein-
surers to do business than their offshore counterparts, Mr.
Kading said at the 20th annual meeting of the Captive Insur-
ance Companies Assn. in Tucson, Ariz., last month.

As a result of the advantage enjoyed by offshore rein-
surers, there has been "a significant placement of reinsurance
offshore," Mr. Kading remarked. "Our members believe that
it has an unfair impact on U.S. companies."

Mr. Kading told CICA attendees that the proposed ex-
cise tax increase has "a real chance of being adopted in
the current Congress because it fits in with President Clin-
ton's economic program of arguing for more tax equity for
U.S. companies" as they compete with non-U.S. businesses.

However, a CICA member at the conference called the
RAA's stance "anathema to most of the companies in this
room" and told Mr. Kading "we don't appreciate your posi-
tion."

Mr. Kading replied that captive owners shouldn't assume
an excise tax increase would hurt their operations.

"I understand where you're at," he said. "It's a very contro-
Continued on page 11

Cuomo promotes own health reform plan
Regulating physician fees at heart of New York proposal

By MICHAEL SCHACHNER

ALBANY, N.Y.-Less than a
month before a health care re-

form plan is due from the Clin-
ton administration, Gov. Mario

M. Cuomo is weighing in with his
own set of reforms that he hopes
will influence national debate.

Notable elements of his plan
for New York include regulating
doctors fees, setting up regional
health care purchasing coopera-
tives and giving doctors incen-
tives to practice in poor inner
cities.

Much of the governor's plan

would have to be approved by
the state Legislature, and no bill
has yet been introduced.

Business and medical groups
say Gov. Cuomo's 40-page blue-
print for reform contains a num-
ber of proposals that could help
reduce overall health care Costs

and improve access to basic
health care services for many
New Yorkers.

"Everyone has bought into the
idea that primary care is impor-
tant, and ensuring higher com-
pensation for doctors serving
poor and underserved areas is a
good idea," said Donna Lynne,

executive director of the New

York Business Group on Health.
"There are a number of very
good proposals the governor is
making."

Criticism of the governor's
plan has focused on two things it
fails to address: how to pay for
the plan and how to provide care
to the 2.2 million uninsured New
Yorkers.

In response, Gov. Cuomo said
that expanding access is a fed-
eral responsibility and funding
for the programs he proposed
will be ironed out if and when

his suggestions are formally in-

troduced as legislation.
At the heart of the reform

package, which was drafted as a
special message to the Legisla-
ture, is that the state regulate
rates for outpatient services and
private physician services the
way it now regulates hospital
rates.

"We have been successful in

controlling the growth of hospi-
tal inpatient expenditures, but
the costs of services provided in
physician offices, clinics and
other outpatient settings have
continued to climb to the point
where they represent over half of
our total spending. As we go
forward, we must address the

whole cost picture," Gov. Cuomo
said in the report.

Doctors and business groups
were quick to oppose price con-
trols.

"Physicians cannot function in
an environment where they are
completely denied the most basic
right of the American economic
system-to participate in the
process through which service
price is established," said the
Medical Society of the State of
New York, the state's largest
doctors' group.

"I imagine that many managed
care networks are currently
reimbursing physicians at a rate

Continued on page 28
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Funded covers
Contimted from page l
with the SEC. However, as of last

week it appeared none had done so.
Insu-ers likely did not restate

earnings either because they believe
their funded cover obligations will
not significantly impact their earn-
ings, ihey misunderstand the FASB
decisizin': impact or they are await-
ing further guidelines.

And, some insurers may have
bought funded covers for the first
time &=s year, rather than in 1992.

"Ws are reviewing the funded
cover issue now," a CIGNA Corp.
spokesman said last week.

Some insurers-like Travelers

Corp. and ITr Hartford Group-
said.t would not affect them. Others

wouldnt comment.

Jefirey Swormstedt, a profes-
sional accounting fellow with the
SEC, said that the SEC plans to ex-
amine insurers' financial statements

even if they do not restate their
earnings

Meanwhile, there has been no
change in the statutory accounting
treatment of funded programs by
the National Assn. of Insurance

Commissioners. Historically,
though, statutory accounting has
followed generally accepted ac-
counting principles unless specific
provisions supersede it.

"It's very difficult to justify these
transactions aren't being used to
hide losses," said Alice Schroeder,
project manager for FASB in Nor-
walk, Conn., explaining the board's
position on funded covers.

"You're not doing anybody a
favor" if financially weak com-
panies are permitted to prop up
their results through the use of
funded covers, said Ms. Schroeder.
She noted the board's determination

is not a new rule but an interpreta-
tion of existing FASB rules.

Karen O'Connor Rubsam, an ana-

lyst with Paulsen, Dowling Securi-
ties Inc. in Boston, estimates the
amount related to negative balances
could add up to billions of dollars.

She said the issue is likely to pri-
marily affect insurers that are in
poor financial shape or companies
that recently bought funded covers
and did not have time to build up
positive fund balances to absorb ca-
tastrophe losses.

"I think there's going to be a shift
more toward the traditional-Wpe re-
insurance" because of this, Ms.
Rubsarn predicted.

The FASB move is "really going
to be a major blow to a lot of these
funded covers," said Robert N Tre-
melling III, a San Francisco·-based
reinsurance intermediary. "It really
defeats the whole purpose of the
cover, which is to smooth over your
loss over time."

But, in light of the tight tradi-
tional reinsurance market, the

FASB ruling raises the question of

where insurers can obtain needed

capacity, he said. "The traditi,mal
market's being 100% tapped out
right now. Where are you go.ng to
get it?"

"The timing coul(in't have been
worse" given the current state of the
catastrophe reinsurance mar-cet,
said John H. Snyder, senior vp with
A.M. Best Co. in Oldwick, N.J. The

move will create a higher degree of
volatility in insurers' earnings and
make capital more expensive f)r the
industry, he predicted.

If the SEC is able to effectively
change GAAP accounting for
funded covers, then the NAIC is

going to follow suit, "which means
the indusby loses maybe $10 tillion
of statutory surplus," predicted Mi-
chael Smith, an analyst with Leh-
man Bros. in New York.

"Certainly it's going to have a
more dramatic effect on a margin-
ally capitalized company" than cn a
large company, depending on i-s ex-
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posure to catastrophe losses, said
Bruce Bunner, chairman of Centre
Reinsurance Co. of New York.

"Clearly, the big property writers
can have a big problem."

However, Mr. Bunner suggested,
"this might be more of a first-quar-
ter issue" than an issue affecting
1992 results. Insurers have had

greater difficulty obtaining tradi-
tional catastrophe coverage this year
than m 1992, he explained.

The FASB decision will affect a

significant amount of money, said
Myron M. Picoult, managing dire-
tor and senior insurance analyst
with Oppenheimer & Co. in New
York. Otherwise, he asked, "Why
would the SEC get involved?"

The SEC's Mr. Swormstedt said

he is unsure how many funded ca-
tastrophe covers there are. But, a lot
of "heat and energy" has been sur-
rounding their use, and the SEC felt
the liabilities associated with them

"need to be recognized."
"I coul(in't even begin to quan-

tify it," said Dave Koegel, vp at
reinsurance intermediary Gill &
Roeser Inc. in New York. However,
he added, "I don't think it's as big as
people may think it should be."

"I think that some of the prod-
ucts which were produced last year,
and more specifically in London,
will be subject to review," said
Roger J.B. Beach, president of Ac-
cord Re Ltd., a Bermuda-based fi-
nancial reinsurer.

The impact of FASB's position
will depend upon the structure of
the particular funded cover, said
Michael Palm, president of Centre
Reinsurance (Bermuda) Ltd.

Some purely financial funded
covers with no transfer of risk will

become more difficult to use as a

result of the SEC action, he said.
But other multiyear programs that
incorporate a significant amount of
risk transfer should not be affected.

Mr. Palm said Centre Re's funded

products focus primarily on casualty
business and "for us, it's not a very
central issue in our portfolio."

"It's difficult to say with certainty
the impact" of the ruling, because
the coverage is evolving and funded
catastrophe covers mean different
things to different people, said
James R. Fisher, senior vp and
comptroller at American Re-Insur-
ance Co. in Princeton, N.J.

"I think this whole exercise is an

attempt by the FASB and the SEC
to try to put a fence or a definition
around the issue and, frankly, it's
not all that simple. It's kind of like
picking out gray cats in the dark,"
he said.

Mr. Fisher said although he ap-
plauds efforts to get rid of account-
ing abuses, he fears FASB and the
SEC may focus on the form of these
transactions instead of their sub-

stance and, in effect, "throw the
baby out with the bath water."

Centre Re's Mr. Bunner agreed:
"We shouldn't attack the form. We

should look at the economics that

are going on."
Funded covers may be reformu-

lated to address regulatory or ac-
counting concerns.

Funded covers, "which fill a tre-
mendous market need, are going to
have to go through a purification
process," said Paul Ingrey, president
of F&G Re in Morristown, N.J., a

USF&G Corp. unit. "It's going to be
an evolving goal because the stan-
dards have not been set yet."

Guidance is expected to come
from FASB's Emerging Issues Task
Force, which has been considering
accounting for funded cat covers as
well as related issues. Its next meet-

ing is scheduled for May 20.
"I think it greatly diminishes the

usefulness of (funded covers), but I
don't think they're dead," said Mr.
Koegel. "People just have to un-
derstand how to account for them

properly." ig'
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U.S. Steel opens employee medical clinic
By CHRISTINE WOOLSEY

GARY, Ind.-To combat rising
health care costs at its largest
steel-producing plant, U.S. Steel
Group opened a family medical
center for nearly 35,000 active
and retired employees and de-
pendents in Northwest Indiana
and Northeast Illinois.

The Pittsburgh-based com-
pany's Gary Works, which is
self-insured, racked up an esti-
mated $85 million in health
claims in 1992-about 40% of the

$211 million spent on health care
for all of U.S. Steel's operations.

Gary Works' soaring health
care costs are fueled by several
factors, including the company's
high ratio of retirees to active
employees-about 5.5-to-1, said
John Born, staff supervisor of
labor relations at Gary Works.

And hospital and doctor
charges in the area are higher
than provider costs in other
areas where U.S. Steel has

plants.
The new clinic, which opened

March 22, employs 18 health care
workers, including doctors,
nurses, technicians and adminis-
trative staffers. Located in Mer-

rillville, Ind., the facility is
operated by Corporate Health
Dimensions, a Troy, N.Y.-based
health care company that oper-
ates 22 similar clinics for private
employers in nine states.

U.S. Steel decided to establish

the primary care facility in part
because it could not wait for the

federal government to come up
with a solution for escalating
health care costs, said David A.
Pryzbylski, manager of employee
relations at Gary Works.

The company studied the ap-
proach for two years before
going ahead with the project, he
said. "We found that these conn-

pany-sponsored facilities are
able to deliver high-quality care
to employees while containing
health care costs," he said.

Active employees and their de-
pendents, and retirees not eligi-
ble for Medicare, will pay $15 for
an initial office visit, while re-
tirees receiving Medicare bene-
fits will pay no more than $10
per visit, Mr. Born said.

Patients who return to the

doctor for a follow-up after an
initial visit will pay $10.

The fee includes a full range of
primary-care services available
at the clinic, including routine
physicals, minor outpatient sur-
geries, X-rays, mammograms,
immunizations, physical therapy
and health-education programs.
Health plan members will not
have to file any claims if they use
the new facility.

Employees who seek care from
other health care facilities must

file a claim for each service they
receive. The cost of those ser-

vices will be applied toward
their annual deductible, which
varies among different employ-
ee groups.

Mr. Pryzbylski said the facil-
ity, which includes 16 examining
rooms, is structured for office
visits by appointment to avoid
long waits, but acute problems
are handled promptly.

The center also includes a

pharmacy with drive-up service.
Gary Works currently offers plan
members a mail-order prescrip-
tion drug program and a dis-
count prescription program with
area pharmacies. Employees who
seek care at the new facility and
get their medication from the
on-site pharmacy will receive an

additional 10% discount, Mr.
Born said.

The 12,000-square-foot facility
cost about $1.2 million to build.
U.S. Steel's savings from the en-
deavor will depend on how many
people actually use the facility,
Mr. Born said.

Early retirement offer
INDEPENDENCE, Ohio-

Centerior Energy Corp. is offer-
ing approximately 1,900 employ-
ees early retirement as part of a
strategy to reduce its annual
operating costs.

The company, which owns uti-
lities Cleveland Electric Illumin-

ating Co. and Toledo Edison Co.,
will cut its workforce by 1,200
this year through a voluntary

Benefit Beal

early retirement program and by
temporarily shutting down two
plants.

About 1,900 of the company's
4,800 employees are eligible for
the early retirement program,
which offers a choice of three

different incentives on top of the
regular age- and service-based
retirement plan. Centerior is of-
fering the program to workers
age 55 and over, or to those
whose age and years of service
combined equal at least 70. Most
eligible employees will exercise
their option in June.

Eligible workers who choose to
retire early can receive:

• A lump-sum payment equa-
ling 3% of their present annual
salary multiplied by their years
of service. For example, a 20-
year employee now earning
$30,000 would receive a one-time
pension supplement payment of
$18,000. Early retirees must ac-
cept the payment in a lump sum
or deposit it into an annuity,

• A $650 per month Social Se-
curity supplement from the age
of retirement through age 62.

• Increased pension benefits.
Centerior will increase early re-
tirees' pension benefits by ad-
ding five years of age and five
years of service when calculating
those benefits.

Early retirees will receive the
same medical plan coverage as
other retirees, he added.
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The program will not hurt the
company's pension plan, which is
currently funded at 213% of ob-
ligations, a company spokesman
said. Centerior executives esti-

mate the fund will be funded at

197% of obligations after the vol-
untary retirement program is
completed.

"We estimate about 900 em-

ployees will opt to retire early,"
the spokesman said. Another 300
workers will be laid off, he said,
adding they will be offered a
sweetened severance package.

The plant closings and early-
retirement program will cost the
company $20 million in 1993, but
will result in annualized labor

savings of $64 million in each
succeeding year, according to a
company statement. Eli
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Silicone implants
Continued from page 3
tionship between silicone im-
plants and their potential harm
to children.

This is the defense taken by
Midland, Mich.-based Dow

Corning Corp., one of the largest
manufacturers of silicone gel-
filled implants. Dow Corning-
which has been named in several

lawsuits alleging injury to chil-
dren, as well as hundreds of law-
suits alleging injury to women
who received the implants-has
at least $250 million in claims-
made commercial general liabil-
ity coverage to respond to claims
(BI, March 9, 1992).

The manufacturer has con-

ducted one limited study on the
presence of silicone in breast
milk, which it says found no sili-
cone in the breast milk of nurs-

ing mothers with implants.

Nevertheless, women with im-

plants demand further studies be
conducted on the health risks for

children.

"No one was addressing the
issue of second-generation"
problems, Ms. Russano said. As a
result, she formed a non-profit
organization called CATS-Chil-
dren Affected by Toxic Sub-
stances. The organization is dis-
tributing questionnaires to
women with silicone breast im-

plants who are in their child-
bearing years, asking about pos-
sible health problems with chil-
dren.

Other studies are being con-
ducted by Mentor Corp., a surgi-
cal implant manufacturer in
Santa Barbara, Calif., which re-
ceived FDA approval last August
to begin clinical studies on
women who receive implants for
reconstruction purposes.

Among other risks, Mentor will

study the relationship between
birth defects and breast im-

plants.
Despite a dearth of scientific

proof, the fear of injury to chil-
dren has prompted several law-
suits.

In a lawsuit filed in an Illinois

'No one was

addressing the issue
of second-generation'

problems, says
Jama Russano.

state court earlier this year, 93
women are suing every breast
implant and component manu-
facturer in the United States.

Among other complaints, five
of the women allege that their
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silicone gel-filled breast im-
plants leaked, causing their chil-
dren to suffer rashes, welts, tu-
berculosis and learning
disorders, said plaintiff attorney
Kenneth B. Moll, a partner at
McDowell, Moss, Fitzgibbons &
Drew Ltd. in Chicago.

Mr. Moll contends the silicone

passed through the mothers'
bloodstreams and harmed their

unborn children. In addition,
some of the children may have
ingested silicone while breast
feeding, he said.

While Mr. Moss acknowledged
that "science has yet to catch up
to these diseases," it adds a "new
dimension" to breast implant lit-
igation, he said. "Children may
be claimants in the future."

The suit, filed Jan. 25 in Illi-
nois' Cook County Circuit Court,
names 35 defendants, including
Dow Corning, and seeks unspeci-
fied compensatory and punitive

© 1992 Aetna Life and Casualty Company
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damages.
In another suit, a California

woman is suing New York-based
Bristol-Myers Squibb Co. and
other manufacturers, alleging in-
juries caused by her ruptured sil-
icone breast implants in turn re-
sulted in injuries to her two
children.

According to papers filed last
September in the Los Angeles
Superior Court, the children's
symptoms include "injuries to
their immune systems and inter-
nal organs, together with disfi-
guring injuries to their skin and
body tissue."

The suit seeks compensatory
and punitive damages as well as
court costs.

David B. Baum, a plaintiff's
attorney specializing in complex
damage actions at Baum, Wiss &
Blake in San Francisco, said that
of the four or five cases he knows

of involving women and breast
implant manufacturers that have
gone to trial, plaintiffs have won
three.

In the latest case, Bristol-
Myers Squibb was ordered to pay
$27 million to a Houston woman
who developed a lupus-like au-
toimmune system illness that
forced her to have a partial mas-
tectomy after her silicone breast
implants ruptured (BI, Jan. 4).

Bristol-Myers Squibb, which is
appealing the award, bought
about $5 billion in combined
product liability and general lia-
bility insurance during the pe-
riod in which its products were
implanted in the woman.

The awards in these three cases

would seem to indicate that

"juries are accepting the plain-
tiffs' theories," Mr. Baum said.

With a recent study linking sili-
cone to autoimmune diseases,
these cases can only get stronger
and the outcomes "will fall on

the line," he predicted.
In the study, researchers at the

University of California at Davis
allergy clinic have found that
one in three women with silicone

breast implants had a measura-
ble autoimmune response.

Thirty-five percent of the
women had developed antibodies
to collagen, a major component
of the scar tissue that sometimes

occurs around breast implants.
"The existence of antibodies

against collagen is an example of
an autoimmune reaction, one
where the body's defense system
turns against itself," explained
Suzanne Teuber, an immunolo-
gist who headed the UC Davis
study.

The study results will be avail-
able in June.

Although results are still pre-
liminary, studies such as this
will add fighting power to their
cases, plaintiffs' attorneys say.

"Today, we are where we were
at 10 years ago with women"
when they started complaining
about problems associated with
their implants, said Denise M.
Dunleavy, a New York attorney.

However, "doctors are aston-
ished to find immune problems
in children who have not been

exposed to anything but the sili-
cone," she said.

Researchers will "not have a

hard time" establishing that a
correlation between silicone and

children exists, she contends.

Ms. Dunleavy has filed two
complaints seeking class-action
status, including Ms. Russano's,
on behalf of children born to

women with silicone gel-filled
implants. Instead of damages,
though, she is asking for a medi-
cal fund to be established on be-

half of the children. The fund

would provide for medical re-
search and monitoring. iii
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Product liability reform redux
OR THE SEVENTH TIME since 1981, a federalproduct liability reform bill has been introduced in
the Senate (see story, page 2). The score now stands at
trial lawyers 6, tort reform proponents 0. Is there any
reason to think that the shutout will be broken in the

103rd Congress?
On the surface, prospects don't look bright. A Demo-

crat now occupies the White House, and Democrats
control both houses of Congress. Legislators will be
focusing on the economy and health care, which will
mean less time to consider issues like product liability
reform. And, with the soft insurance market, there is

not a huge cry for tort reform.
However, Sen. John D. Rockefeller IV, D-W.Va.,

and the other co-sponsors of this year's proposal have
high hopes. We hope they're right.

Like last year's proposal, which was killed by the
threat of a filibuster, the current bill would: abol-

ish joint and several liability for non-economic dam-
ages in product liability cases; make it harder to re-
cover punitive damages in product liability cases; and
eliminate product liability lawsuits involving work-
place capital goods that are more than 25 years old.

However, some trade-offs have been made to at-

tract support.
For example, a plaintiff who loses in court after

refusing a pretrial settlement offer no longer would
face a penalty as in previous bills.

Of course, it does not matter what Sen. Rocke-

feller or other senators committed to product lia-
bility reform think.

At least 60 senators must be recruited to quash

-V
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any new filibuster attempt. And, for the bill to become
law, support must be gathered in the House; efforts to
date have largely been confined to the Senate. The only
way to accomplish these goals is to link the need for
product liability reform to efforts to heal the economy.

Business leaders-especially manufacturers, whole-
salers and retailers-must convince legislators that an
unbridled product liability system penalizes businesses
and hurts U.S. companies' competitiveness abroad.

Caveat emptor
TT'S DIFFICULT TO comprehend why state in-
isurance regulators cannot take quick action
against offshore insurers that later turn out to be
bogus.

We can sympathize with the problems facing reg-
ulators-too little staff and money, the difficulty in
proving an insurer is nothing more than a scam,
etc.

But, the increasing number of thinly capitalized
offshore insurers operating in the United States
worries us.

Letters

Perhaps federal certification of all non-U.S. in-
surers is indeed the answer.

Still, the blame should not be totally shouldered
by regulators.

Any risk manager who purchases coverage from
an insurer domiciled in such fine regulatory en-
vironments as the Marshall Islands, Aruba, Tor-
tola, Antigua and-our personal favorite-the Do-
minion of Melchizedek, a purported "nation" off
the coast of Colombia, deserves what he or she ulti-
mately gets.

Bureaucracy not needed in reform
To the editor: It is not surprising that

Minnesota achieved savings through
managed care options, as reported in
"Managed Competition Pays Off in
Minnesota" (BI, March 22). Many em-
ployers are reporting similar savings,
but I must take issue with the fact that

you are calling this managed competi-
tion, a la Hillary Clinton's plan.

In many large metropolitan areas,
managed care alternatives-point of
service plans, PPOs-are available to
employers with as few as three employ-
ees.

In other words, the structure is al-
ready in place. Why do we need buying

Business Insurance welcomes let-

ters from its readers. Please keep
your comments as brief as possi-
ble. We reserve the right to edit
letters for clarity or space. We will

not publish unsigned letters. Send
your comments to Letters to the
Editor, Business Insurance, 740 N.

Rush St., Chicago, nt., 60611-2590.

cooperatives? Why not simply establish
ground rules that must be followed by
health insurers, such as:

• No medical requirements for cov-
erage.

• Elimination of pre-existing condi-
tion limitations where employees can
show that they had similar coverage
within the previous three months.

• Community rating for groups of

fewer than 50 employees.
We don't need a new government bu-

reaucracy that will detail every single
plan provision throughout the country
for every employer. We need simple
rules that allow access.

Mark A. Mitchell
President

U.S. Benefit Consultants

Acworth, Ga.

Insurers not represented
To the editor: An article in the

March 29 issue, "California Bars Five
Insurers," quotes our name as repre-
sentatives of California Pacific Bank-

ers & Insurance Ltd.

Please note the following informa-
tion:

• We had an agency with California
Pacific and placed certain business
with the company from September
1992 to January 1993.

• On Jan. 13, we canceled our con-
tract with California Pacific and wrote

to the company confirming termination
of our agency.

• Although we understand the com-
pany is still writing certain business in
the London market, we do not know
who represents the company.

We wish to clarify that we no longer
represent California Pacific Bankers &
Insurance Ltd. nor California Pacific

Casualty Insurance A.V.V.
M.D. Bonar

Corporate Risk Management Ltd.
London
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24-hour coverage
Continued from page 2
debate about the potential of 24-
hour coverage, Mr. Molmen said
at the CWCI's annual meeting
March 25 in San Francisco.

The flaws include "comparing
apples and oranges" in both sys-
tems to project the cost savings
of a merged system, he said.

Many proponents of 24-hour
coverage show "a total lack of
understanding of the systems to
be merged," said Mr. Molmen.

The CWCI/Mercer study,
which is expected to be com-
pleted this fall, will provide data
for "an integrated employment-
based benefit data base covering
both occupational and non-occu-
pational benefits."

The study will gather data on
who is covered and the costs of

the coverage under both types of
benefits, segregating the data by
geographic area, type of em-
ployer, size of workforce, and
other factors. It will also exam-
ine administration costs.

A model of current employ-
ment-based benefit costs will be

created with the data. Lawmak-
ers and analysts can use the
model to determine the financial

implications of any changes to
the current benefit systems
under any given proposal, in-
cluding merging workers comp
and health benefits, the CWCI
said.

The CWCI model will include

variables by geography, em-
ployer size, type of workforce
and employee risk for on-the-job
injuries, explained Bruce Noda,
Mercer's team leader on the

project.
"The model's complexity and

sophistication will permit cost-
ing out, in dollars and cents, any
proposal for health care or work-
ers compensation reform. For
example, we could quickly ana-
lyze how a typical Stockton agri-
cultural employer with 100
workers would be affected by
changes to the current systems,"
Mr. Noda said.

No other state has created such

a data base and model to study
the impact of 24-hour coverage
proposals, he said.

"At first impression, 24-hour
coverage appears to hold great
promise, especially if it expands
coverage. But its feasibility re-
mains untested, and the net fi-

nancial impact of added benefits
and anticipated savings remains
purely hypothetical," according
a CWCI report on the study.

Proponents of merging em-
ployer-provided health insur-
ance and employer-paid workers
comp say the result would:

• Eliminate duplicative ad-
ministration costs and multiple
insurers.

• Minimize litigation costs in
determining whether an injury or
illness is work-related.

• Coordinate existing, sepa-
rate total disability plans and
create an effective program for
compensating permanently disa-
bled workers.

• Introduce employee cost-
sharing-through deductibles,
copayments and direct contribu-
tions-to medical treatment for

work-related injuries and ill-
nesses.

• Extend managed care tech-
niques-provider contracting,
employer-directed treatment,
utilization management and cap-
itated payments-to treatment of
work-related injuries and ill-
nesses.

But, the CWCI said, many pro-
ponents of 24-hour coverage do
not recognize "the disparate,
even conflicting nature of the

two coverages."
For example, employers must

provide workers comp coverage
to all employees-ven part-time
workers-from their first day on
the job, regardless of pre-exist-
ing conditions.

In contrast, health insurance

coverage usually requires a wait-
ing period and often excludes
part-time workers and workers
with pre-existing conditions, the
CWCI noted.

In addition, "workers compen-
sation operates on an 'occur-
renee' basis. Once a job-related
injury or illness occurs, the em-
ployee is covered for its conse-
quences, even if the worker
changes jobs or retires.

"Health insurance, however, is
'treatment' based, paying only
for treatment provided while the
coverage is in effect" and dis-
continued if the employee
switches jobs, the CWCI noted.

The two coverages also differ
in extent of benefits, cost-shar-
ing and rate regulation.

These differences must be re-

cognized and accommodated for
a merged system to succeed, the
CWCI said.

Meanwhile, a committee of the
CWCI that was charged last year
with designing a 24-hour system
has "unearthed a lot of issues"

that also must be resolved to de-

sign a successful merged pro-
gram, according to Mr. Molmen.

For example, several groups-
including the California Medical
Assn.-have maintained that

workers comp administrative
costs account for a much higher
percentage of premiums than
health insurance administrative

costs.

But, a superficial comparison
of overhead costs in both systems
fails to recognize that the cost of
litigation in the workers comp

system makes up a significant
part of total administrative
costs, the CWCI said.

This "casts doubt on the prem-
ise that merely integrating the
two programs will produce a sig-
nificant reduction in administra-

tive expense," it adds.
Data is also needed to demon-

strate the savings from "a
merged program paying identical
medical and disability benefits,"
regardless of whether the injury
or illness is work-related, the
CWCI said.

For example, in a merged pro-
gram, cost reductions can be ex-
pected from: reduced litigation;
consolidation of claims manage-
ment and record keeping with
one insurer; elimination of du-

plicate payments for the same
condition by different insurers;
and an emphasis on return to
work.

"The unanswered question is

whether the increased costs of

expanded benefits would offset
the projected administrative sav-
ings," the CWCI said.

Several merged benefit designs
have been proposed, but "little
data is available to measure the

range of potential savings-or
additional costs-that may result
from each merged benefit pro-
gram," according to the CWCI.

Other information that is

needed, according to the CWCI
committee, includes:

• Data on the total costs and

components of medical expendi-
tures in California.

• Data on the potential sav-
ings from managed care and
cost-sharing in workers compen-
sation, even in the absence of 24-

hour coverage.
• Data on the relative cost to

treat the same types of injuries
under workers compensation and
health care coverage. m
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When 88% of the cost goes
High transaction costs only add to the problem of waste.
Just what we don't need when only 5% of the Superfund
sites have been cleaned to date.

AM-RE SERVICES, INC., a wholly owned subsidiary of
American Re-Insurance Company, will work with insurers
to anticipate future environmental exposures and identify
ways to reduce them. We offer expertise in technical
underwriting, claims management and financial planning.

We have specially trained underwriters who can spot a

future liability before it happens and give you access
to the newest technologies in pollution prevention,
waste reduction and recycling. Litigation managers who

can suggest methods of dispute resolution to reduce
these frictional costs. Reinsurance professionals who
can structure El.L. programs to protect bottom line

results. We can even help unscramble the acronyms of



California workers comp
TUCSON, Ariz.-California is overdue for

workers compensation reform and this could
be the year some changes are made, an insurer
predicts.

Past reforms in California have been a dis-

mal failure, with a 1989 re-

CICA
increased costs, litigation
form law actually leading to

and fraud, according to John
G. Pasqualetto, president of Great States Insur-
ance Co. in Anaheim, Calif.

"We really have to solve the problem of work-
ers comp in California, and California in a real
sense forms a microcosm of what's happening in
other parts of the country," he told attendees at
the annual meeting of the Captive Insurance
Companies Assn. in Tucson, Ariz.

"I think the chances of reform in '93 are

pretty good," he said.
One key area that could be targeted is stress

Insurer exec predicts
state will reform

comp system in 1993
claims, a major headache for California em-
ployers and insurers, according to Mr. Pas-
qualetto. "I think we'll get some limits on stress
so at least the injured worker will have to prove
that there are real factors in the workplace that
cause stress. Not that he perceives those factors,
but that they absolutely, objectively exist."

Cunrently, a stress claim can be filed even
if stressful factors don't exist but are perceived,
he noted.

And, stress claims may have to be tied to
"something extraordinary," such as a robbery,
rape or other traumatic event that was experi-
enced at work, said Mr. Pasqualetto, referring

to state lawmakers' recent discussions on this.

Elimination or restrictions on "post-termi-
nation" stress claims, that are filed by fired
employees, also could be a part of reform, he
added.

In addition to reforming compensation of
stress claims, a mild form of managed care
could be introduced into the state's workers

comp system this year, Mr. Pasqualetto said.
Eliminating fraud in the workers comp sys-

tem also could gain a higher profile under
1992 reforms, he said.

And the procedure for getting injured work-
ers back on the job needs an overhaul, said
Mr. Pasqualetto.

Vocational rehabilitation is "an absolute de-

bacle in California," he remarked. "It was a
minor benefit until the attorneys got a hold of
it. R's out of control."

-By Michael Bradford
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for litigation, who cleans up?
governmental regulations so you can work toward
the most cost-effective means of compliance.

Pollution liabilities cost us all. If we work together, .
we can ensure that the next generation doesn't
waste their energy paying for the fact that we didn't.
To find out how you can use our experience to better
manage your pollution exposures, call Corporate
Communications at 609-243-4339. .fi College Road East, Princeton, NJ 08543-5241 (609) 243-4200AM·RE SERVICES, INC.

Atlanta, Bermuda, Bogota, Boston, Brussels, Cairo, Chicago, Columbus, Dallas, Hartford, Kansas City, London,
Los Angeles, Melbourne, Mexico City, Minneapolis, Montreal, New York, Philadelphia, San Francisco, Santiago, Singapore, Sydney, Tokyo, Toronto, Vienna
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Excise tax
Continued from page 3
versial position within our own as-
sociation."

However, Mr. Kading added,
"You shouldn't presume this in-
crease in the excise tax directly af-
fects your business. You do have
to look at the legislation and look
at the Treasury Department's in-
terpretation of what is a tax haven
country before you can be certain
it will impact your operation."

The tax hike proposal that was
included in energy legislation last
year-but later dropped-was lim-
ited to jurisdictions in which rein-
surers' effective corporate tax rate
is at least 50% lower than the ap-
plicable U.S. rate (BI, June 29,
1992).

In addition to the excise tax issue,
CICA members and reinsurers also

are watching closely the National
Assn. of Insurance Commissioners'

interest in fronting activities.
"The saga continues," said Mr.

Keeling, referring to the NAIC's ef-
forts to draft a model law on front-

ing arrangements.
The latest version of the draft

would make captives domiciled out-
side the U.S. and all association

captives subject to disclosure and
reporting requirements of the pro-
posed law (BI, March 15). Risk man-
agers contend that will make
operating captives more expensive.

The NAIC is expected to have a
formal version of the proposal ready
for its June meeting.

'You shouldn't

presume' an increase
in the excise tax will

affect your captive,

says Mr. Kading.

A prior approval requirement in
the bill is "probably the most prob-
lematic piece," said Mr. Kading. In
limited circumstances, a reinsurance
transaction with an unauthorized

reinsurer-which includes many
captive insurers-would require
prior approval by more than one
state regulator.

Approval must be granted by the
state regulator where the fronting
insurer is domiciled and, in some
case, by another regulator that has
a "stake" in the insurer's solvency
An example of such a stakeholder
would be a state in which residents

account for at least 15% of a front-

ing insurer's gross annual premi-

The most important NAIC pro-
posal with regard to insurers is one
that calls for risk-based capital
standards, according to Mr. Kading.

The standards would assess each

insurer's capital needs based on a
risk profile. Property/casualty insur-
ers at the March NAIC meeting in-
troduced proposals that sought to
soften the impact of the proposed
standards (BI, March 22).

The RAA supports risk-based
capital standards "in a way that
reflects marketplace realities," he
said.

If the standards are based solely
on accounting or actuarial formulas,
the "likely effect on the marketplace
will be. . .a dramatic consolidation

of business" that could leave only
1,000 property/casualty companies
in business a year or two after such
standards are adopted, Mr. Kading
predicted. Currently, there are about
3,000 properly/casualty insurers, he
said.

While it's unclear how the risk-

based capital standards would af-
fect captives, "I do understand the
current drafts don't have any ex-
emptions for captives," Mr. Kading
said. lul
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Fear may spark next market turn: Insurer
The risk of a storm worse than Andrew

could serve as wake-up call for insurers

By MICHAEL BRADFORD that they could be bankrupted by
an event like Hurricane Andrew

TUCSON, Ariz.-The next hitting a more populous area."
hard insurance market likely Those insurance companies
will be prompted by fear rather have seen that reinsurance -in

than economic reasoning and the quantities needed" to protect
will strike selected geo- from such a catastrophe
graphic areas, predicts CICA is non-existent, Mr.
an executive with a Dempster remarked.
major insurer. "Consequently, com-

"There is little to suggest a panies have attempted to down-
turn in the cycle" when looking size their coastal accumulations

at an insurance industry that ap- as quickly as possible," he
pears to have a well-stocked added. "We have already seen
supply of capital, said Howard this in Florida, where it is wide-
Dempster, chief financial officer spread, and in the Northeast,
with CIGNA Property & Ca- though it is spotty there."
sualty Cos. in Philadelphia. In a speech at the Captive In-

However, he added, "the psy- surance Companies Assn.'s an-
chological aspect of supply may nual meeting in Tucson, Ariz.,
play a much more significant last month, Mr. Dempster said
role. Many companies have re- property lines will see firmer
cently come to the realization pricing, though some liability

MARINE INSURANCE PROBLEMS??

...CALL G&M MARINE, INC.

$25,000,000 IN HOUSE LIABILITY CAPACITY
A & A+ RATED AMERICAN COMPANIES

NO PROHIBITED CLASS OF BUSINESS · 40 YEARS EXPERIENCE

6&M MARINE, INC.
600 MARITIME BLDG. · NEW ORLEANS, LA 70130

(504) 588-9044 · FAX 504-588-9397
A SERVICE OFFICE FOR AGENTS AND BROKERS

lines could see even greater com-
petition in the coming months.

Insurers' moves to reduce their

writings in areas prone to wind-
storm and hurricane damage will
lead to a "property-only" capac-
ity shortage, he predicted. "This
will have the effect of a market

turn in property only in selected
geographic regions."

And, as property writing be-
comes more restrictive and in-

today than it was when tradi-
tional cycles were a common and
predictable industry characteris-
tic."

And, a turn in the property
market won't be soon followed

by a full-blown hardening, he
noted.

"I don't believe we will see a

turn in the cycle short-term,"
said Mr. Dempster, because "the
fact is, capital drives the cycle

'1 believe that we will not see the traditional cycle

again. The P/C industry is far different today than
it was when traditional cycles were a common and
predictable industry characteristic,' says Howard

Dempster of CIGNA Property & Casualty Cos.

surers continue to de-emphasize
personal lines and workers com-
pensation business, capacity will
shift to other areas, Mr. Demp-
ster said.

That shift could bring "even
more intense competition in
monoline liability, commercial
automobile and property cover-
ages in mid-America," he said.
"That is, away from the wind
and earthquake exposures of the
East, West and Southern coasts,"
he said.

The fairly predictable insur-
ance cycles of the past could be
gone with the windstorm cover-
age, Mr. Dempster observed.

"I believe that we will not see

the traditional cycle again. The
P/C industry is far different

and reported capital is at an all-
time high."

However, he warned, the per-
ception of bountiful capital is
more illusion than reality. "The
irony is that true industry capi-
tal is in a perilous condition and
desperately in need of a cycle
turn."

Mr. Dempster said there is a
perception that though the prop-
erty/casualty industry experi-
enced its largest-ever under-
writing loss in 1992, that deficit
was offset by strong levels of in-
vestment income and capital in-
fusions.

The industry is seen by many
as soundly capitalized with "a
premium-to-surplus ratio that is
the most favorable that the in-

dustry has seen in 25 years," he
said.

"Surely an industry that can
absorb unprecedented catastro-
phe and underwriting losses and
still produce a profit, generate
significant amounts of capital
gains, attract external capital
and build its capital base to rec-
ord levels is both strong and
highly attractive."

Besides, Mr. Dempster jokingly
asked, "Aren't insurance com-

panies just fat cats that can rea-
dily transfer their costs to the in-
surance-buying public?"

In reality, however, "reported
capital overstates the P/C indus-
try's strength and capacity," he

charged.
In recent years, industry prices

and premiums haven't "kept
pace" with changes in exposures
and inflation.

While the price shortfall
should show up in underwriting
losses, the industry, "true to its
historical form, is absorbing real
deterioration by weakening re-
serves," he noted.

"Almost all recent evaluations

of industry reserves indicate that
they are grossly inadequate, with
common estimates of the defi-

ciency in the range of 12% to
15%."

That translates to a reserve

shortfall of $40 billion to $50
billion, or about a quarter to a
third of the industry's surplus,
Mr. Dempster estimated.

Weak underwriting cash flow
also ails insurers and should

total a negative figure of about
$8 billion for 1992, he said.

The industry is plagued by
other problems, such as unreco-
verable reinsurance balances, re-

sidual market loads and risky in-
vestments, Mr. Dempster said.
And, declines in stock prices
could add to an erosion of sur-

plus.
Largely unrecognized on in-

surers' balance sheets are poten-
tial environmental liabilities

that could eventually deal a big
blow to surplus, he said.

"The reality of the industry's
strength and capital position is
much different from the percep-
tion," Mr. Dempster said. "The
industry's true capital position is
much less than is reported."

In fact, the impact of all these
factors on the industry's surplus
means actual surplus could be as
low as $20 billion rather than the

approximately $160 billion re-
ported, he noted.

Despite so many negative in-
fluences, many insurers are not
experiencing losses that would
encourage them to raise rates,
said Mr. Dempster. "There are
still many companies making
very good returns. They don't
need, nor do they necessarily
want, a cycle turn. As long as
many players in the industry, or
those who invest in the indus-

try, feel this way, the cycle will
not turn." iii

CICA meeting draws 175
for updates on captives,
risk management issues
TUCSON, Ariz.-Blue skies and heat marked the Captive In-

surance Companies Assn.'s 20th Anniversary Conference, which
attracted about 175 to this desert setting.

The March 21-24 meeting was held at the Loews Ventana
Canyon Resort, high on a plateau over Tucson.

Morning sessions included presentations by Howard Demp-
ster, chief financial officer at CIGNA Property & Casualty Cos.
(see related story). The Reinsurance Assn. of America's position
on federal excise taxes and other topics was presented by Brad-
ley L. Kading, vp and director of state legislative affairs at the
association.

Other sessions featured: a legal and tax update by Bruce
Wright, a partner with LeBoeuf, Lamb, Leiby & MacRae in New
York; a look at functional capacity evaluations by Paula Skin-
ner, president of Injury Management Group in San Francisco;
and an update on the U.S. and world economy by Edward Guay,
senior vp and chief economist at CIGNA Corp. in Bloomfield,
Conn.

Informal evening workshops that began at about sundown
featured a number of captive-related topics and updates on
domiciles by regulators.

Next year's conference will be March 20-23 in Palm Springs,
Calif.

For more information, contact CICA, 205 E. 42nd St., New
York, N.Y. 10017; 212-687-4501.
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California reform
Continued from page 1
coverage. Many plans typically ex-
clude coverage for pre-existing
conditions for about six to nine

months, though some large em-
ployers have extended the period
to as long as 12 months, consul-
tants say.

Waiting periods range from less
than a month--40 a plan can begin
covering a new employee on the
first day of the first full month of
employment-to three months.

Complying with the law will be
an administrative hassle for both

stop-loss insurers and self-funded
employers that operate in other
states, insurers and consultants
said.

SAFECO will not press its self-
funded clients to comply with the
law, Mr. Taylor said.

"Legally, we couldn't do that if
we wanted to," he said. "Under

ERISA, a reinsurer cannot do any-
thing to impact a plan participant
in any way."

PM Group Life Insurance Co. of
Fountain Valley, Calif., is taking a
wait-and-see approach until the

Insurance Department clarifies
how it will regulate stop-loss in-
surers under the law.

Gary Pyatt, second vp of plan-
ning and services for the insurer,
said that the provision of the law
that states stop-loss insurers "shall
provide" that self-funded plans
comply with the law is ambiguous.

Trying to require self-funded
plans to comply would be a chal-
lenge, he said.

William M. Mercer Inc. is advis-

ing its consultants not to alter eli-
ents' self-insured plans to comply
with the law, said Carol Malone,
an associate in the consultant's

Washington resource group.
"I suspect that larger employers

won't be jumping in with both
feet" to amend their self-funded

plans, said Judy Bauserman, a con-
sultant with the resource group.

Experts predict a judicial ax will
eventually fall on the new law.

No lawsuits regarding the stat-
ute had been filed as of late last

week, according to the Insurance
Department.

"The department doesn't believe
that the law violates ERISA be-

cause it regulates carriers, not
stop-loss plans," said Laura Ro-
senthal, the department's legisla-
tive counsel.

She noted that the law imposes
non-compliance penalties of $2,500
to $100,000 on insurers but does
not impose any penalties on self-
funded plans that do not comply.

"I don't think their argument
holds water," said David R. Money,
senior vp and general counsel for
third-party administrator First
Health Strategies Inc. of Salt Lake
City. "They're purporting to make
stop-loss carriers enforcement
agencies of self-insured plans."

Benefit experts say several rul-
ings show the law has little chance
of surviving.

For example, the 9th U.S. Cir-
cuit Court of Appeals, whose juris-
diction includes California, ruled
in two 1986 cases that states can-

not treat self-funded plans as in-
sured plans subject to state insur-
ance laws just because the plans
use stop-loss coverage. The court
issued those rulings in United Food
& Commercial Workers & Emptoy-
ers Arizona Health & Welfare Trust
vs. Pacyga and in Moore us. Proui-
dent Life & Accident Insurance Co.

Others point to a New York fed-
eral court ruling this year that
voided state hospital bill sur-
charges on self-insured and com-
mercially insured health plans (BI,
Feb. 8).

However, the 6th Circuit ruled in

1985 in Michigan United Food &

1

Commercial us. Baenoat(it that a

self-insured plan that purchased
stop-loss insurance was subject to
state insurance law. But, in that
case, the stop-loss insurer paid
plan participants directly rather
than the employer when claims ex-
ceeded the plan's retention under
its stop-loss coverage, noted Myron
Rumeld, an attorney specializing in
ERISA law at Proskauer Rose
Goetz & Mendelsohn in New York.

Ultimately, though, the cost of
challenging the California reform
law may far exceed the cost of com-
plying, said Mark Wagoner, manag-
ing consultant with A. Foster Hig-
gins & Co. Inc. in San P'rancisco. 

Law may benefit small firms
By JOANNE WOJCIK

SACRAMENTO, Calif.-Trade
associations that offer insured

health plans to their members in
California are up in arms about a
new small-group reform law that
takes effect July 1

Associations fear insurers may
abandon them because the law re-

cuires companies that insure small
employers--even if they only cover
small firms under an exclusive asso-

ciation plan-to extend that cover-

age to all small employers in the
state.

l[ insurers pull out cf the small-
employer market, many small em-
plz·yers could be forced to obtain
m:re expensive coverage from a
health insurance purchasing pool
created by the law, associations say.

agents and brokers complain the
la• unfairly limits their commis-
sicns on coverage placed with the
new pool.

Small employers, on the other
hand, are not joining the fracas. In

Tbe RIMS Issues Of Business Insurance
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If You Want

To Be Hetird,
ibil 1-121\;e To

Be Seen.

fact, the National Federation of In-

dependent Business helped draft the
legislation, A.B. 1672, which was in-
troduced by Assemblyman Burt
Margolin, D-Los Angeles, and
signed into law last year.

The law, which is intended to

make coverage more accessible and
affordable to small employers in
California, will:

• Create a health insurance pur-
chasing pool for small employers.
Initially, companies with as few as

Continued on next page
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Continued from previous page
five employees can purchase cover-
age from the pool: which reembles
cooperatives in managed competi-
tion proposals, except that partici-
pation in the pool by insurers and
employers is voluntary. In 1994, the
number of employees required for
pool participation will drop to four
and will fall to thme in 1995.

• Require all health insurers that
provide coverage to small employers
-r to association plans that in-
clude small employers-to guaran-
tee issuance and renewal of cover-

age. Also an msurer cannot deny an
employer coverage based on the
medical status of its employees.

4.
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• Establish a rate band to keep
small-group health plan premiums
low. Insurers' ability to vary rates
for health status, occupation or
claims experience will be limited to
20% above or below a standard rate

tied to demographic factors such as
age, sex and geography.

• Limit the duration of pre-east-
ing condition exclusions under in-
sured plans to a single six-month
period. For example, if a worker
with diabetes changes jobs after the
.six-month period, he or she would
not be subject to the exclusion under
a new employer's plan.

Already, a bill has been intro-
duced that would let insurers con-

tinue to limit an association plan's
coverage to association members.

An estimated one in five small

employers in California now get
health insurance through an asso-
ciation-sponsored plan.

Another bill before an Assembly
committee would similarly exempt
multiple employer welfare arrange-
ments from the law. MEWAs-

which typically are formed exclusi-
vely to market group coverage to
employers-are another popular
source of coverage for small firms.

Backers of A.B. 1672 insist that

exemptions would undermine the
law. If underwriters of association

plans can continue writing only the

To0etyourlnessage in frontofthe executives who manage the

risks of doing business, reserve

space today in the RIMS issues of
Business Insumnce - the best source

for reporting before, during and after
the Risk & Insurance Management

Society's annual conference.

Business Insurance puts your
product or service promotion in the

hands of nearly 152,000* key deci-
sion-makers, including risk and

employee benefits managers, CEOs,

CFOs and insurance buyers, in every

kind of industry from agriculture,

banking, chemicals, energy, finance,
health Cate, and telecommunications,

to lumber, paper, pharmaceuticals,
broadcasting, utilities, insurance and

manufacturing. Nobody targets risk

and employee benefits managers better
than Business Insurance

RIMS PREVIEW, APmL 19

Apteview of the events and sessions at
the 3lst annual RIMS conference in

+ Orlando, with a special 'take-out"
section that details the conference

<program, venue, exhibitors and
activities. It's a must-read" for

everyone planning to attend. Our
take-out section also will be distrib-

uted at the BI booth in Orlando.

SPACE CLOSES APRIL 6

CAPTIVES/RISK MANAGER OF

THE YEAZ APRIL 26

'Ihis essential issue of BI, distributed at

the RIMS conference, profiles the 16th
annual Risk Manager of the Year and

the Risk Management Honor Roll. It

also jncludes our exclusive report on

captive insurance company domiciles

and Directory of Captive Managea. As

a special bonus, advertisers will be

risks they choose, it will leave only
poor risks for the pool, contends
Rich Figueroa. deputy director of el-
igibility and enrollment for the
Major Risk Medical Insurance
Board, a state agency in charge of
lining up insurers to partidpate in
the new pool.

"We wanted a level playing field,"
he said.

Already, Blue Cross of Califor-
nia has announced it will not partic-
ipate in the small-employer pur-
chasing group. and several industry
sources say that John Hancock Mu-
tual Life Insurance Co. is pulling out
of the association market rather

than be subject to A.B. 1672 under-

listed by page number in a magazine

wrap-around on issues distributed
from the BI booth.

SPACE CLOSES APRIL 13

RlmS REPORT:

EMPLOYEE BENERTS, MAY 3

Anyone responsible for employee
benefits, or the management of those
costs, will find this issue of BI

invaluable. BI will provide important

perspective on the issues and trends
highlighted at the employee benefit
sessions at the RIMS conference.

SPACE CLOSES APRIL 21

RIMS REPORT:

RISK MANAGEMEN„ MAY 10

Our final, comprehensive look at the

RNS conference will be a «keeper

for every corporate executive

responsible for risk management. In

it, BI will detail the presentations,
themes and conclusions of the

RIMS risk management sessions.
SPACE CLOSES APRIL 28

Don't blow this opportunity! Select

the Preview issue for upfront

impact. In combination with the

Captives issue, you'll get even

more attention. And adding a

post-convention report will ensure
you reach the maximum audience.

Seriously consider using all four
issues. Each offers a special focus

and audience. Remember, the more

you're seen, the more your message
will be heard.

TO RESERVE YOURSPACE, CALL
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Coverage Guaranteed
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writing reforms.
Hancock officials were not avail-

able to comment.

The Assn. of California Life Insur-

ance Cos. said it accepted the under-
writing reforms when the legislation
was being debated as long as they
would cover health insurers.

"You couldn't survive in the

small-employer market if you took
all corners because of the predatory
cherry-picking that has already oc-
curred," said Ann Eowan, legislative
counsel for ACLIC in Sacramento.

"But if everybody is required to do
it and everybody does it, the risk is
spread among all carriers."

However, some association plan
administrators fear the guaranteed
issue component of the law will

prompt insurers to withdraw from
the small-group market or to only
offer coverage through the pool.

The pool, though, is likely to
charge higher premiums because it
will offer richer benefits than many
association plans, they say. Among
other things, it will cover hospital-
ization,1 outpatient medical, mental
health and substance abuse treat-

ment and prescription drugs.
"That isn't a possibility. You can

take it to the bank," said Gary
Barnhart, senior vp at Sedgwick
James Inc. in Los Angeles, referring
to insurers withdrawing.

Another issue that association

plans are using to persuade law-
makers that they need an exemp-
tion: They cover many one- and
two-member companies, which will
be left high and dry under the
three-member minimum, which will
not take effect until 1995.

Assemblyman Margolin has intro-
duced a measure, A.B. 1744, that
would amend the law to cover even

single-employee firms.
While associations press lawmak-

ers for an exemption from A.B.
1672, agent and broker groups are
trying to persuade MRMIB to
change the pool's commission struc-
ture.

A.B. 1672 permits producers to
sell the small-group coverage either
by contracting with the pool's ad-
ministrator, Employers Health In-
surance Co. of Green Bay, Wis., or
through contracts with insurers par-
ticipating in the pool.

Agents, though, are concerned
about the way the pool's adminis-
tration is taking shape.

MRMIB has established a fee-

based compensation structure for
agents and brokers based on the size
of group for which coverage is
placed.

"We realized that the commis-

sions would be lower for the pool
products, but we don't think the
MRMIB standard should be the only
standard used," said Mike Pinker-

ton, director of government affairs
for the California Assn. of Life Un-

derwriters, an agent group."Agents
and carriers think they should bs
free to negotiate their own compen-
sation arrangements" with insurers
in the pool, he said.

Producers also object to the ite-
mized bills MRMIB plans to send to
employers. The bills will show how
much of their premium is going to
administration, agent commissions
and actual insurance premiums.

"The breakdown implies that
using agents and brokers costs
extra," Mr. Pinkerton objected. In
reality, employers who use agents
will pay the same as those who go
through MRM[B's in-house telemar-
keters, he suggested.

He likened the situation to air-

line tickets, which cost the same
whether purchased directly or
through a travel agent.

"Brokers may be upset about the

compensation level, but we're trying
to put together a product for small
employers that reduces administra-
tive costs," MRMIB's Mr. Figueroa
said. m
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Symposium teaches ART' techniques
HAMILTON, Bermuda-The in-

surance industry will see how Ber-
muda has turned alternative risk

transfer into an "ART" when the
island hosts the first Bermuda In-

surance Symposium May 25-28 at
the Marriott Castle Harbour Resort.

Sponsored by Bermuda insurers
and the Bermuda government, the
symposium, titled "Bermuda: The
ART Capital of the World," will
feature eight panel discussions of
alternative risk transfer methods by -
top risk management, insurance and
reinsurance professionals from
North America, Europe and the Pa-
cific Rim.

"The conference will be a forum

for different points of view and
hopefully lively debate and discus-
sion," said Robert J. Rosser, vp-
marketing of Skandia International
Risk Management Ltd. and a mem-
ber of the symposium's organizing
committee.

"We're going to try to make it
more audience-interactive (than
other conferences). This is all being
done by industry executives who at-
tend these conferences on a regu-
lar basis-hardened veterans. What

goes wrong (with many confer-
ences), we're going to try to make
right with this one," he said.

The Bermuda Iniurance Sympo-
sium will strive to "set a standard

for future insurance symposiums
around the world," said Jonathan
Crawley, president of Sphere Drake
Underwriting Management (Ber-
muda) Ltd. and another member of
the organizing committee.

Mr. Rosser said Bermuda's gov-
emment and insurance industry is
planning to hold the symposium
every two years.

The conference will kick off on

Tuesday, May 25, with registration,
the opening of an exhibition hall
and a cocktail party.

The working sessions begin on
Wednesday, May 26, with "Risk
Managers--Financing the Worlcing
Layer," a discussion of innovations
and flexibility in handling SEU-in-
sured losses and determining re-
tained limits. Moderated by Kathryn
J. Mcintyre, publisher and editorial
director of Business Insurance, the
session features four former BI Risk

Managers of the Year: Arnold L.
Davenport, vp-risk management at
Marriott Corp.; William L. Mather,
director-risk management at The
Gillette Co.; Stephen M. Wilder, as-
sistant treasurer-risk management
at The Walt Disney Co.; and Milli-
cent W. Workman, director of cor-
porate risk management at Belz En-
terprises.

A session on "Insuring Cata-

strophic Losses" will examine ca-
pacity in the property insurance and
reinsurance market and how prop-
erty coverage programs are assem-
bled. The session, moderated by
Edith F. Lichota, an independent
consultant and vp-administration at
Bankers Insurance Co. Ltd., will
feature: Anthony P. Benson, head of
group risk management at Guinness
PLC.; Richard Heydinger, director-
risk management services at Hall-
mark Cards Inc; and Patricia S.
Kellogg, risk manager for Ameri-
tech.

The luncheon speaker on Wednes-
day will be Peter W. Huber, senior
fellow of the Manhattan Institute for

Policy Research. Mr. Huber, author
of of the book "Galileo's Revenge" is
a critic of the U.S. legal system,
especially the use of "junk science"
as evidence.

Following lunch, the conference
will focus on "Captive Innovations:
Corporate Structures and Reinsur-
ance Positions." The panelists are
Julian M. Griffiths, director of Grif-
fiths & Wanklyn Management Ltd.;
William S. Mcintyre IV, chairman of
American Risk Transfer Insurance

Co. Ltd.; David J. MeManus, presi-
dent of Arthur J. Gallagher & Co.
(Bermuda) Ltd.; and Richard D.
Spurling, partner/head of corporate
department at Appleby, Spurling &
Kempe. The session will be mo-
derated by Brian R. Hall, chairman
and director of Johnson & Higgins
(Bermuda) Ltd.

The hot topic of fronting and pro-
posed rules in the United States
that could restrict these arrange-
ments will be the subject of the
final Wednesday session. The pan-
elists are Malcolm L. Butterfield,
Bermuda's registrar of companies;
Steven T. Foster, president of the
National Assn. of Insurance Com-

missioners and Virginia's insurance
commissioner; John G. Gantz Jr.,

president of AIG Risk Management
Inc.; and Nick Pearson, partner with
Carter, Ledyard & Milburn. The
session will be moderated by Ed-
mond F. Rondepierre, senior vp and
counsel at General Re Corp.

A cocktail reception will be held
Wednesday evening at the Bermuda
National Gallery.

The conference will commence on

Thursday, May 27, with "The Rent-
a-Captive Solution: Why Own When
You Can Rent?" The session, mo-
derated by Robert A. Mulderig,
president of Mutual Risk Manage-
ment Ltd., will feature Nikolaj Boy-
sen, managing director of Sinser
Danmark A/S; Nicholas S. Dove,
president of Skandia International
Risk Management Ltd.; David Eze-

kiel, president and managing direc-
tor of International Advisory Ser-
vices Ltd.; and Gene M. Marsh,
president and chief executive officer
of California Hospitals Amliated In-
surance Services Inc.

The next session will examine

"Alternative Dispute Resolution in
the ART Market," a look at arbi-
tration, mediation and other means
for quick, cost-effective settlements.
The panelists are John Milligan-
Whyte, partner at Milligan-Whyte &
Smith; John F. Powell, partner at
Stephenson Harwood; Harvey G.
Simons, director of CNA Interna-

tional Reinsurance Co. Ltd.; Theron
J. Strenk, former president of INA
Reinsurance Co.; and Eugene Wol-
lan, senior partner at Mound, Cotton
& Wollan. The session will be mo-

derated by Ronald A Jacks, partner
at Mayer, Brown & Platt.

The conference will stray from
insurance-related topics during
lunch on Thursday when Joe The-
ismann, former Washington Redskin
quarterback and now a pro football
analyst for ESPN, will speak.

Following lunch, "Financial Re-
insurance-Is It ART or Forgery?"
will feature two proponents and a
critics of financial reinsurance's role

in risk financing. The proponents
are Michael Palm, president and

chief executive of Centre Reinsur-

ance (Bermuda) Ltd., and Graham
C. Pewter, president of Commercial
Risk Reinsurance Co. Ltd. The critic

is John C. Narvell, senior consulting
actuary at Ernst & Young Actuarial
Services Group. The discussion will
be moderated by Albert J. Beer, se-
nior vp at American Re-Insurance
CO.

A cocktail reception and gala din-
ner/dance will be held Thursday
evening, sponsored by the Bermuda
government.

The program on Friday, May 28
will begin with "How Will the ART
Market Respond to the Problems of
the 21st Century?" The session will
present views of alternative risk
transfer from experts around the
world, including Ian R. Heap, pres-
ident and CEO of Mid Ocean Rein-

surance Co. Ltd. in Bermuda; Isao
Kuzuhara, managing director of Dai
Tokyo Fire & Marine Insurance Co.
Ltd. in Tokyo; Colin Murray, chair-
man of R.J. Kiln Co. Ltd. in London

and former deputy chairman of
Lloyd's; and Patrick Peugeot, chair-
man and CEO of SCOR S.A. in

Paris.

Two speakers will follow. First,
Edward Guay, chief economist for
CIGNA Corp., will discuss "Poli-
ties and the Global Economic Out-

look." Sphere Drake's Mr. Crawley
will then close the conference With

a review of "The State of the ART."

A golf tournament benefiting the
Angus Robinson Jr. Memorial
Foundation will be held Friday af-
ternoon.

The $895 symposium registration
cost includes all sessions, work-
books, cocktail receptions, continen-
tal breakfasts, two luncheons, coffee
breaks and the dinner/dance. A

guest program costing $250 entitles
registrants' guests to the cocktail re-
ceptions, dinner/dance, an afternoon
tea hosted by the wife of Bermuda
Premier John Swan, and a home
and garden tour.

"Registrations are coming in fast
and furious," Mr. Rosser said, ad-
ding that the symposium organiz-
ing committee may have to limit
the number of attendees to 500.

Business Insurance is the official

publication of the Bermuda Insur-
ance Symposium.

For more information or to regis-
ter, contact Suzie McKeegan,
Project Coordinator, Bermuda In-
surance Symposium, 73 Front St.,
Penthouse, P.O. Box HM 1366,
Hamilton HM FX, Bermuda; 809-
292-6386; fax: 809-292-6990.

-By Regis Co(ria
and Roger Scotton

Sony Pictures promotes Clausen
Janel Clausen has been

named vp-risk management at
Sony Pictures Entertainment,
headquartered in Culver City,
Calif. Ms. Clausen is responsible
for the film entertainment com-

pany's insurance program and
coordinates the loss-control and

safety program. She reports to
Joseph Kraft, vp and treasurer.
Ms. Clausen joined the com-
pany's predecessor, Columbia
Pictures, in 1984 as insurance
administrator, West Coast. She

was promoted to risk manager in
1986 and corporate director of
risk management in 1987. Co-
lumbia Pictures was acquired by
Sony Corp. in 1989. In 1991, she
was named assistant treasurer,
risk management. Prior to join-
ing Columbia, Ms. Clausen was
assistant manager, risk manage-
ment and insurance, for enter-

tainment company MCA Inc. in
Universal City, Calif. She holds
the Associate in Risk Manage-
ment designation and is a deputy
member of the Risk & Insurance

Management Society Inc.
***
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Comings & Goings: Buyers

Gregory F. "Red" Hidden,
44, has joined American General
Hospitality Inc. in Dallas as
director of risk and insurance

services. Mr. Hidden is responsi-
ble for the development and
management of risk and insur-
ance programs, including secu-
rity and industrial and environ-
mental health and safety, for the
hotel management and consult-
ing firm and the more than 60
hotels it manages nationwide.
The newly created post consoli-
dates the former safety adminis-
tration and insurance manage-
ment functions. Mr. Hidden

reports to President Steven D.
Jorns. Before joining American
General Hospitality, he was
managing partner for The Hid-
den Group Ltd., a risk manage-
ment and loss-control consulting
firm in Riverside, Calif., and

Longmont, Colo. Mr. Hidden also
is the national risk management
coordinator for USA Hockey
Inc., the national governing body

 for the Olympic ice hockey pro-gram. He earned a bachelor's de-
gree in criminal justice from San
Diego State University in San
Diego and a master's in business
administration in strategic man-
agement from National Univer-
sity in Irvine, Calif. Mr. Hidden
also holds the Associate in Risk

Management designation and is a
member of the American Society
of Safety Engineers, the Ameri-
can Society of Training & Devel-
opment and the Public Risk
Managers Assn.

***

Connie Rank has been pro-
moted to assistant vp-human re-
sources at Jewelers Mutual In-

surance Co. in Neenah, Wis. Ms.
Rank directs human resource ac-

tivities, including benefit pro-
gram administration, personnel
policy development and em-
ployee recruitment. She reports
to President Ronald Harder. Ms.

Rank joined the insurer in April
1992 as director of human re-

sources. Prior to joining Jewe-
lers Mutual, she was director of
human resources for the West

Side Clinic in Green Bay and the
LaSalle Clinic in Neenah. Ms.

Rank serves on the national

Human Resources Committee for

the Conference of Casualty In-
surance Companies and is a
board member for the Wisconsin

chapter of the National Society
for Human Resources Manage-
ment. Her professional affilia-
tions also include membership in
the Wisconsin Insurance Person-

nel Directors Assn.
***

Valerie Lynn Mattern, 36,
has been named vp-human re-
sources for the Greater Atlantic

Health Service, a diversified
managed health care company
based in Philadelphia. Ms. Mat-
tern's responsibilities include
developing benefit policies and
procedures and tracking benefit-
related legislation. She reports to
Ernest Monfiletto, president and
chief executive officer. Prior to

joining Greater Atlantic, Ms.
Mattern was a human resource

generalist with SMS Inc. in Mal-
vern, Pa., a software and systems ,
developer for the medical field.
She previously was manager of
health plans with RCA/GE Ser-
vice Co., a health care facilities

service organization in Cherry
Hill, N.J. Ms. Mattern holds a
bachelor's degree in psychology
from Rutgers University in New
Brunswick, N.J., and a master's
degree in human resource man-
agement from Widener Univer-
sity in Chester, Pa. She is a mem-
ber of the Penjerdel Employee
Benefit Assn.

***

We'd Zike to report on staff
changes in your company's risk
management, safety and emptoyee
benefit departments. Contact Ro-
seanne White, Copy Editor, Business
Insurance, 740 N. Rush St., Chicago,
m. 60611-2590, or catt 312-649-7785.

Please send a photograph, too.
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It's a new season

for making deals
Agency owners looking to hit home runs
in the mergers and acquisitions ball game

By SALLY ROBERTS
and LOUISE KERTESZ

F
ed up with the sluggish insurance marketplace,
agencies are coming to bat swinging away in
the mergers and acquisitions ball game.

The M&A market has sprung back from the
doldrums, consultants say, naming competitive

pressures, a slow economy and the soft market as the cat-
alysts of this renewed activity.

This triple whammy is forcing some agencies to either
put their business on the blocks or merge with other
agencies to become more competitive.

Whichever decision agencies
ME RGER,· make, all this activity will produce

& : a substantial consolidation in the

1(.'QUISCriCRD marketplace over the next five
years, predicts Larry Marsh, presi-

dent of Marsh, Berry & Co., an agent/broker consulting
firm in Mentor, Ohio.

In the future, there will be fewer independent agencies
and more large agencies, said Jane W. Boynton, senior
financial consultant with Business Management Group in
Hartford, Conn.

Consultants agree the current M&A marketplace is the
busiest since the mid-1980s.

In fact, Mr. Marsh thinks this year "will be an all-time
record year for the acquisition and sale of agencies and
for mergers."

But instead of the market being driven by increased
opportunity, problems are the driving factor, consultants
say.

Small to medium-size agencies "are having more diffi-
culty these days due to competition from the alphabet
houses and regional brokers who have much better re-
sources and marketing muscle," said Fred Dopfel, exec-
utive vp and managing director at investment banking
consultant Russell Miller Inc. in San Francisco.

Additionally, agencies are interested in mergers and
acquisitions as "a result of a lot of years of the soft mar-

11 1

ket, a lot of years of agencies not retaining an ade-
quate amount of earnings, becoming too heavily depen-
dent on contingent income and not receiving it this
year-and to a great extent not working as hard as they
should in developing economies of scale within their
agencies," Mr. Marsh said.

Agencies are feeling the pressure and are tired of wait-
ing for the market to harden and the economy to improve,
consultants say.

There's been "a flurry of activity with mergers" re-
cently because of this, Ms. Boynton said.

In addition to just feeling the pinch, a fair number of
good-quality and untroubled agencies are for sale, con-
sultants say.

Principals at those agencies are eager to sell because of
"pent-up demand," Mr. Dopfel said. "It's the natural
problem that an agency owner has in deciding what to do
with his agency as he gets older and the agency grows,
and he asks, 'What's the next step?' "

Owners getting older in 1991-92 held on to their agen-
cies because of the slow economy, the uncertainty of the
election and the soft market, Mr. Dopfel explained. They
are now looking to sell.

Some agencies, though, are refusing to sell and have
instead looked to alternatives that can help them stay in
the business.

Smaller agencies are increasingly interested in forming
"cluster arrangements," Ms. Boynton said.

These arrangements are similar to mergers except the
joining agencies do not combine their financials, she said.

Under a cluster arrangement, several agencies band to-
Continued on next page
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Agents await
court ruling

on intangibles
By SALLY ROBERTS

WASHINGTON-The long-awaited Supreme
Court decision on the tax treatment of intangi-
ble assets that are acquired-perhaps the nnost ,
pressing issue facing agents and brokers-could be
handed down within days.

Currently, agencies and brokerages deduct an es-
timated $200 million to $1 billion annually in de-
preciation on their customer lists. A Supreme Court
ruling disallowing those deductions could create a
major disincentive to buying out other agencies or
brokerages.

Regardless of the precedent the Supreme Court
sets, Congress could take action on this issue this
year. House Ways & Means Committee Chairman
Dan Rostenkowski, D-Ill., has reintroduced his om-
nibus tax legislation-H.R. 13-which calls for a
uniform, 14-year recovery for all intangible assets
acquired after July 25, 1991.

The Revenue Act of 1992, which included the
same intandible provision, was vetoed by President
Bush last November.

Major brokers say the high court's ruling will de-
termine whether they:.make acqui#itions with·cash
or through 5tock transfers (A/BT, May 4, 1992).

Continued·on next page
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Mergers
Continued from previous page
gether and form a shell-like cor-
poration. All the agencies work
together to sell products and
share in the profits. But each
agency retains its own owners
and pays its own employees, she
explained.

These arrangements allow for
increased premium volume,
which is appealing to those
agencies having a tough time
generating enough business for
their insurance company, she
said.

The perpetuation of the exist-
ing soft market has not only
created a spurt of agency sales,
but a shortage of substantial
offers.

Many agencies' revenues have
been decreasing over the past
couple years, consultants say.
And because selling prices are
determined by earnings, agencies
are not walking away with as
much money as they used to.

Agencies have generally sold
for 11/2 times their previous
year's commissions. It's hard to
get that today, "because agencies
have such weak balance sheets,"

said Carol A. Hammes, president
of agency consulting firm The
Middleton Group in Lisle, Ill.

"A lot of agencies are in so
much debt that they are literally
selling for the assumption of
debt, with no cash exchange,"
Mr. Marsh said.

In addition to sellers not hav-

ing sufficient revenues, many
buyers don't have sufficient cap-

The strong deals
that have been made

have a *strategic aura
about them,' says

Timothy J. Cunningham.

ital to deal, said Timothy J. Cun-
ningham, senior consultant with
Hales & Associates in Westches-

ter, Ill., an agency consultant.
The strong deals that have

been made have a real "strategic
aura about them," he said.

In these deals, sellers are able
to deliver to buyers such things
as product niches, people and 10-
cations, he said.

The prices agencies are selling
for is more a function of a partic-
ular appetite of a major broker
than the state of the insurance

cycle and the economy, observed
Stephen A. Crane, president of
G.L. Hodson & Son Inc., which is
Willis Corroon Group's reinsur-
ance brokerage unit in New
York. Mr. Corroon was chairman

of the acquisition committee of
Corroon & Black Corp.

Strategy is the name of the
game for Arthur J. Gallagher &
Co., which has made an esti-

mated 22 acquisitions in the past
five years.

Acquisitions are about "creat-
ing value" contends Warren
VanDerVoort, corporate vp and
director of mergers and acquisi-
tions for the Itasca, Ill.-based

broker with 1992 gross revenues
of $272.7 million.

The broker is looking for the
capability to enter new business
disciplines and geographic mar-
kets, he said.

With this strategy in mind,
Gallagher is currently working
on three acquisitions. While most
of them are in the property/ca-
sualty business, Gallagher is ex-
panding in other areas.
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Calm before the storm?
Mergers and acquisitions among privately held brokerages

have been at their lowest levels in nearly a decade.

'83 '84 '85 '86 '87 '88 '89 '90 '91 '92

Source: Russell Miller inc

For example, last December
Gallagher acquired The ABOW
Cos. Inc., an employee benefits
company in Troy, Mich.

In addition, Acordia Inc. is ac-
tively acquiring smaller brokers
in less populated regions of the
United States.

Most recently, Acordia bought
Price & MacDonald Inc., a prop-
erty/casualty broker in Colorado
Springs, Colo. In February,
Acordia purchased property/ca-
sualty broker The Associated In-
surance Managers Inc. in India-
napolis.

And, in December it purchased
The Valley National Co.-Insur-
ance, a broker in Phoenix.

"It's always a good time to
buy," contends Patrick M. Sheri-
dan, executive vp and chief fi-
nancial officer of Indianapolis-
based Acordia, which had 1992
gross revenues of $207.2 million.

Acordia's strategy is to find a
well-run broker and "marry" its
capabilities with Acordia's.

This will increase market share

in a specific geographic region as
well as increase efficiencies, Mr.
Sheridan said.

A key selling point-as it has
been in the past-is whether an
agency's specialty dovetails with
the buyer's expansion plans.

However, it's the larger re-

Intangible assets
Continued from previous page

The case before the Supreme
Court involves Newark Morning
Ledger Co., a unit of Advance
Publishing Inc. that publishes
the Newark, N.J., Star-Ledger.

The publishing company's
predecessor claimed deprecia-
tion deductions on an annual

basis on the value of a subscriber

list that came with a Michigan
newspaper it bought in 1977.

Beginning in 1989, those de-
ductions were denied on a retro-

spective basis by the Internal
Revenue Service, which asserted

that a paid-subscriber list was
part of the goodwill of the ac-
quired newspaper and thus was
not depreciable.

Morning Ledger sued in fed-
eral court to recoup denied de-
ductions on the $67 million ap-
praised value of the paid-
subscriber list from 1977 to

1980.

A trial court judge ruled the
subscriber list was depreciable
because customers could be

identified and the value of the

list could be determined with a

fair amount of accuracy.

But, on appeal, a panel of the
3rd U.S. Circuit Court of Ap-

GRAPHIC BY JERRY PARKS

gional brokers rather than the
"billion-dollar brokers," like

Sedgwick Group P.L.C., that are
making acquisitions, Mr. Dopfel
said.

"There has not been lots of ac-

tivity among major brokers over
the past year or so," said Willis
Corroon's Mr. Crane.

Willis Corroon, for example,
has "slowed down acquisition
activity in favor of substantial
investment in building interna-
tional capabilities," he said.

This is a greater need than U.S.
acquisitions, Mr. Crane said.

London-based Willis Corroon

P.L.C. reported 1992 worldwide
gross revenues of about $1
billion (BI, March 15).

The biggest firms are now "di-
gesting acquisitions, thinking
globally and thinking diversifi-
cation and not so much thinking
in terms of acquisitions," said
Mr. Dopfel of Russell Miller.

In addition, large public bro-
kers, with few exceptions, are
not making acquisitions.

That is because their geogra-
phic coverage is already compre-
hensive and they are struggling
with the impact of the economy
and the soft market on their

business, which is a "bigger pri-
ority," Hales' Mr. Cunningham
said. Ell

peals ruled the list was an asset
that contributed to continual in-

come, but was akin to non-de-

preciable goodwill.
Other federal appellate and

trial courts have ruled the lists

are depreciable, a discrepancy
that prompted the Justice De-
partment to request a Supreme
Court ruling on the issue.

Historically, when a broker or
agent purchases an ongoing busi-
ness, it allocates a portion of that
purchase price to intangible
assets, tangible assets and good-
Will.

An IRS regulation states that
the taxpayer may amortize a
purchased intangible if the
assets can be deemed separate
from goodwill-which cannot be
amortized-and that they have a
limited useful life. Agents
operated under this law until
1990, when the IRS deemed in-
tangibles and goodwill insepara-
ble.

For the insurance agent, this
means that customer lists and in-

surance expirations are part of
goodwill and therefore cannot be
amortized. It is estimated that

without clarification, agencies
can be devalued up to 30%. [:li

1
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By SALLY ROBERTS

-

SANTA MONICA, Calif.-If

you can't beat 'em, join
'em. This philosophy
describes the nearly
500 mid-size agencies
that have joined to
form one large marketing organi-
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zation called Group 500.

"answer to the alphabet houses,"
This is the medium-size agent's

-· - - said George Nordhaus,
founder of Group 500
and chairman of Insur-

ance Marketing &
Management Services

in Santa Monica, Calif.

Brokerage firms like Marsh &
MeLennan Cos. Inc. are able to

distribute their products through
their offices worldwide. Smaller

agencies "don't have what M&M
has," he said. "Agents needed an
advantage to compete with the
larger agencies."

This advantage comes through
Group 500, in which smaller
agencies can get the "markets,
products and services they didn't
have before" and therefore "get
a leg up on the competition," he
said.

Group 500 consists of agencies
and brokerages in the United
States, as well as Australia, Can-
ada, England, France, Italy,
Mexico and Puerto Rico. These

agencies were asked to join
based on their size, reputation
and commercial lines orienta-

tion. Members range in size from
20 to 300 employees, Mr. Nord-
haus noted.

Members, who pay a yearly fee
of $2,340, communicate with
each other through electronic
networks that also give imme-
diate access to specific informa-
tion about potential clients, such
as size and premium volume.

Members . automatically be-
come members of IMMS and re-

ceive the organization's six con-
tinuing information series
training programs. Each member
also receives an agency opera-
tions/financial performance re-
view each year.

The first Group 500 meeting
will be June 2 in Boston at the

annual IMMS convention.

The first Group 500 Agency
Management Conference will
meet Nov. 8-10 in Chicago. M

How to sell your agency
Effidency, fair compensation

add value, attract buyers
By CATHERINE C OAK

Buyers of independent insurance agencies look for
certain key characteristics that add to agency value.
This is true whether the buyers are internal agency
perpetuation candidates-like sons or daughters of

the owner or key employees,

*,%21(ay--" including producers--or out-
O th o side buyers or entities in-

*ton,MAI#8> terested in mergmg or clus-
,?SM,W.- tering with the firm.

Whatever the situation, agency owners should con-
centrate on key areas while grooming the agency for
its eventual sale. They include:

• Efficient systems and procedures. Automation
should be used to its fullest and there should be

little duplication of efforts between staff members.
• Streamlined organizational structure. The

agency structure should be both productive and prof-
itable with sales and service activities separated, no
unnecessary layers of management and work dele-
gated to the least costly qualified individual whenever
possible. The firm should operate with fewer people
and pay them more than other agencies.

• Good use of key people. Key managers and pro-
ducers should be tied into the agency, through equity
or vested interest in their books of business, before
either an internal or external sale.

• Good compensation plans. For both owners and
producers, compensation plans must be fair and equi-
table.

• Established performance standards for producers
and customer service representatives. Standards
should be communicated so the employees know
what is expected of them in commissions, accounts to

be handled and new business to be produced.
• An analyzed book of business. The firm's book

of business must be analyzed overall and by producer
at least annually to determine staffing needs and to
identify the most profitable segments of the book.

• Well-established agency-insurer relations. The
firm must have excellent relationships with markets,
and "preferred" agency status must be achieved. It
should not have more than 20% to 25% of volume

with any one insurer, nor spread itself too thin.
• A well-established cornmercial lines book. Hav-

ing a good solid book of medium to large commercial
lines accounts is more important to a third party than
having specialties. Life and group insuiance or per-
sonal lines are not as important to a buyer as com-
meI'cial lines accounts.

• Employment agreements and covenants. Three-
to five-year employment contracts will need to be
signed by owners who sell and possibly by key pro-
ducers. Covenants not-to-compete should be signed
by all producers, as well as non-piracy agreements
with all employees.

• Drafted wish lists. The owners should list per-
sonal and business goals, so the parties keep in mind
what must be achieved in a transaction.

• Updated fair market valuations. An annually
updated fair market valuation will help the owners

determine the progress, if any,
that is being made on improving

< value. The revised value can alsobe used for the buy/sell agreement
to help keep the agreed-upon
value as current as possible, in
case death or disability occurs.

Catherine C Oak is the princi-
pat of Oak & Associates, an insur-
ance consultant in San Francisco.

Agent targeted for loan default, overdue premiums
FRANKFORT, Ky.-Kentucky

insurance regulators are moving
against an agency owner who is the
son of the former chairman of a fi-

nancially troubled insurer because
of financial dealings between the
two entities.

The action centers on $570,000
of overdue premiums that agency
Burnett & Associates owes Ken-

tucky Central Life Insurance Co.
Regulators also want to recover the

value of assets-estimated at several
million dollars-that the insurer and

its subsidiaries lost after the agency
defaulted on loans secured by the
assets, said Patrick Watts, the Ken-
tucky Insurance Department's gen-
eral counsel.

Kentucky Central Life, though
not insolvent, was placed in rehabil-
itation in February after the insurer
sought regulators' help to protect its
assets (BI, Feb. 22).
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tection those buyers wanted.
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The agency, which filed for Chap-
ter 11 reorganization March 15, is
owned by Bruce Burnett. His father,
William Burnett Jr., was chairman
of Kentucky Central Life when the
agency produced business for and
obtained the loan guarantees from
the insurer.

The Insurance Department on
March 29 notified Bruce Burnett
that it would revoke his insurance

agent's license because of alleged
"illegal dealing in premiums and his
failure to handle premiums in a fi-
duciary manner," Mr. Watts said.

Bruce Burnett has until April 15
to surrender the license, or the de-

partment will commence hearings
against him.

A few days earlier, Kentucky
Central Life filed a suit in Fayette
Circuit Court in Lexington that
seeks to foreclose on several proper-
ties owned by Bruce Burnett or his
companies to recover the value of
the assets the insurer lost.

But, the attorney for Bruce Bur-
nett says the agency, which owes
$660,000 to many other insurers, is
just a victim of the ailing economy.

The agency had an annual pre-
mium volume of about $12 million

but was squeezed by late-paying or
non-paying clients during the hard
economy, said attorney Thomas
Bunch of Bunch & Brock in I.exing-
ton. Meanwhile, the agency still had
to turn over premiums to its insurer
clients, he said.

In addition, Mr. Bunch said he
understands that William Burnett

did not participate in any of the in-
surer's decisions on guaranteeing
loans for his son's agency.

William Burnett could not be

reached for comment.

Under a reorganization plan, the
agency would be sold to two of its
agents, and the new firm would pay
its insurer creditors in full over six

years, Mr. Bunch explained.
-By Dave Lenekus
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TRIPLE THREAT
Acclaimed former two-way college football star
is now tackling insurance-and he's having a ball

By MICHAEL SCHACHNER

WORCESTER, Mass.-Five years ago, Gordie
Lockbaum spent many a fall afternoon catching a
pass out of the backfield one minute ar-d dropping
back into a defensive stance as a safesy the next.

As the first college football player to play both
offense and defense on a regular basis since Leroy
Keyes did it at Purdue University in the 1960$, Mr.

1* Lockbaum led the Holy Cross Crusaders to an unde-A. feated season in 1987 and garnered a multitude of
,*z. individual honors.

'*-'.,-, The feat of playing both runn.ng back and defen-
4% sive back as well as returning kicks and covering

punts-and doing them all we.1-earned him na-
tional recognition as one of the most versatile foot-

A ball players in college history.
He was third in the Heisman Trophy balloting his

senior year, was selected to play .n shree post-season

-  all-star games and still holds Nasional Collegiate. Athletic Assn. Division 1-AA records for: most

touchdowns in a single game, six: most passes caught
by a running back in a season, 78 and most receiving
yards by a back in a season, 1,151

But that was then.

Today, the 27-year-old Mr. Lockbaum lives in
Worcester, Mass., with his wife and 3-year-old son,
is an up-and-coming commercial insurance agent for
the William F. Sullivan Insurance Agency Inc. and is
trying his hand at becoming a color commentator for
college football games.

Life in the real world suits him fine, Mr. Lock-
baum says. Oh, but with a few more pounds on his
frame and a step more speed, he migh: have made it
in the National Football League.

Drafted by Pittsburgh in the n.nth round in 1988,
Mr. Lockbaum tried out with the Steelers as a third-

down specialty back,
\ but was released by
\ the club during
,\ :he preseason.

1 - -A

1
* I.*I

The following year, he caught on with the Buffalo
Bills and survived the entire preseason, splitting
time at both running back and free safety. However,
he again failed to make the final 45-man roster.

Rather than play football in Canada or take a
gamble in Europe with the now-defunct World
League of American Football, Mr. Lockbaum put
aside his cleats and helmet, followed the advice of
his college roommate's older brother and took a job
as a rookie insurance agent with the Sullivan agency,
which is in the same city where he attended col-
lege.

It was a decision that, at the time, was very hard
for him to make but one he does not regret.

"Working for Bill Sullivan was a great opportunity
which I didn't want to lose out on. I gave football my
best shot and it just didn't work out. After being in-
vited to a couple camps and seeing the talent at the
professional level, it wasn't that difficult to walk
away from," he said. "You'd be amazed at how ta-
lented those players are. They're truly in a different
league."

This coming from a man who virtually owned his
league while at Holy Cross.

During his junior year, Mr. Lockbaum, who ex-
celled at three sports at Glassboro High School in

At a time when

specialization was
getting more popular,

it was intriguing

to play both ways.
There was a lot

to it, but it was

a great experience,'
says Gordie Lockbaum.

- - , 1

New Jersey, amassed nearly 200 all-purpose yards
per game, while at the same time racking up 46 tack-
les on defense and picking off one pass.

The following year, he led the Crusaders to a per-
feet 11-0 record and a Patriot League championship,
caught 78 passes out of the backfield and earned ap-
proximately 30 individual honors ranging from third
in the Heisman Trophy voting to The Football News
Division 1-AA Player of the Year.

In total, Mr. Lockbaum scored 43 touchdowns dur-
ing his four-year career at Holy Cross, picked off five
passes, recovered five fumbles and even recorded
four sacks on opposing quarterbacks.

"At a time when specialization was growing more
popular, it was real intriguing to play both ways," he
said. "At the time there were a lot of questions
about which unit I'd practice with, what team meet-
ings I'd attend and how I'd fit in.

"There was a lot to it, but fortunately I handled it
and despite the extra bumps and bruises, it was a
great experience," Mr. Lockbaum said.

When asked to identify the pinnacle of his as-
tounding college career, he reminisced about the
Heisman Trophy award ceremony in New York dur-
ing the fall of 1987.

"The whole situation surrounding the Heisman
Trophy award was a blast. We were treated like
kings in New York. It was an honor to meet several
past recipients and to get to meet the other players
personally. The whole aura was pretty overwhelm-
ing."

Tim Brown of the University of Notre Dame, who
now plays for the Los Angeles Raiders, won the dis-
tinction as college football's best all-around player
that year and took home the Heisman, but "it was a
great honor just to be there and to be voted third in
all regions of the country," Mr. Lockbaum said.

Having put his college football days behind him,
except for the occasional story he's asked to tell, Mr.

4
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Lockbaum is now #• A' --4 '
three years into f Zit

Sullivan agency, an _ 1. 49 t.- .''

$18 million company +t

that for 37 years has specialized in the commercial
brokerage business.

"Business is great," he said. "I'm more comfort-
able now that I know myself and the products I'm
selling. This job is one of constant learning. If you
represent 15 companies, knowing all the forms and
exclusions is complicated. But I realize now that
this business is a lot more than just selling price."

Earlier this year, Mr. Lockbaum passed four of the
10 exams necessary for him to earn the Chartered
Property & Casualty Underwriter designation. "I ex-
pect to have the CPCU distinction under my belt by
the time I'm 30."

So what else lies ahead for him?

"I plan on staying here forever. My family and I
love Worcester. It's the second-largest city in New
England, but it feels like a small town in many ways.
Commitments are something I have made and hon-
ored my whole life. You need to always look at the
glass as being half full. If you view things positively,
you'll be much happier in life," he insisted.

And, although his playing days are over, you can't
take the football out of him completely.

"I still love watching and talking about the game,"
he said. "I'm trying to get a broadcast career going,
but I'm still pretty inexperienced."

This past fall, Mr. Lockbaum provided color com-
mentary for a pair of Holy Cross games that were
seen on Sports Channel of New England as well as
doing radio commentary for nine other games.

"I'd love to do some big games sometime down the
line. I auditioned for ESPN to do color for their col-

lege games, but I'm still short on experience. Hope-
fully, some day it'11 work out. You can't beat it as a
weekend job," said Mr. Lockbaum.

The only thing you're not about to see Gordie
Lockbaum doing is coaching football at any level
above the Pee-Wee leagues.

"I have the utmost respect for coaches, but they
have to work too hard for too little money. It's not
for me," he said. "Maybe someday I'll coach my son's
Pee-Wee team, but that's about it." in
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Broker liability could be expanded by California case
By JOANNE WOJCIK

LOS ANGELES-Brokers' liabil-

ity could be expanded if a California
lawmaker fails to win a reversal of a

recent appellate court decision
against him, an attorney says.

The case involves Assemblyman
William Hoge, R-Pasadena, who
formerly was president of Pasadena
broker Insurance Communicators

Marketing Corp.
The Jan. 27 court decision found

him liable for fraudulently misrep-
resenting an employer's staff size to
a health insurer when placing cover-
age, thus avoiding the Medicare
provisions of the Tax Equity and
Fiscal Responsibility Act of 1982.

However, Mr. Hoge maintains
that the employer for which he pro-
cured coverage had lied to him
about staff size.

"If the Court of Appeal decision
stands, I don't know how a broker
will protect himself from liability,"
said Michael Schroeder, Mr. Hoge's
attorney, of Hart, King & Coldren in
Santa Ana.

It is not reasonable to expect
agents and brokers to investigate
the veracity of customers' claims,
Mr. Schroeder added.

The recent decision by the Cal-
ifornia Court of Appeal, 2nd Ap-
pellate District, sterns from a 1989
lawsuit filed by Kurtz, Richards,
Wilson & Co. Inc., a Pasadena
claims adjusting firm that charged
Mr. Hoge with fraud, negligent mis-
representation and negligence in
procuring health insurance for its
employees.

KRW's lawsuit was a counter-

claim to one filed against the em-
ployer by its insurer, Union Cen-
tral Life Insurance Co. of

Cincinnati, following a dispute over
large claims arising from an em-
ployee's treatment for brain cancer.

Union Central sought reim-
bursement for all paid claims as
well as punitive damages, alleging
KRW had led the insurer to believe

that the employer was exempt from
the Medicare provisions in TEFRA
because of its size. Those provisions
make private insurance plans pri-
mary to Medicare if a company has
more than 20 employees.

In its countersuit against the in-
surer and Mr. Hoge, the claims ad-
justing firm alleged, among other
things, that even though its officers
informed Mr. Hoge the company
had 30 employees, he told the in-
surer that KRW had only 12 em-
ployees.

However, Mr. Hoge's attorney
maintains that KRW told him the

company employed only 12 people.
KRW's suit against the insurer

and Union Central's suit against
KRW were later dropped after both
sides agreed the insurer could not
rescind coverage under an incon-
testability clause.

The trial court also dismissed the

claims against Mr. Hoge and his
brokerage, ruling that KRW had not
stated a cause of action against Mr.
Hoge and that the fraud allegations
were pre-empted by the federal Em-
ployee Retirement Income Security
Act of 1974.

The courts have held that ERISA

pre-empts most state actions for
damages arising out of disputes over
group insurance plans like the one
at issue in the KRW case.

But the appellate court reversed
the rulings, finding that KRW had a
stated cause of action for negligent
misrepresentation and negligence
and that ERISA did not pre-empt
any of the complaint. The court rea-
soned that ERISA was not intended

to regulate the relationship between
employers and insurance agents or
brokers.

Insurers hit for firing agent
By LOUISE KERTESZ

LOS ANGELES-California In-

surance Commissioner John Gara-

mendi has charged five life insurers
with violating the law by firing an
agent for rebating commissions.

The insurers charged were Metro-
politan Life Insurance Co., Pruden-
tial Insurance Co. of America, Tran-

samerica Assurance Co.,

Transamerica Life & Annuity Insur-
ance Co. and Transamerica Occi-

dental Life Insurance Co.

Agent Mark White, president of
Direct Insurance Services of San

Diego, had complained to regulators
last spring after his agreements were
canBeled (A/BT, April 6, 1992).

Proposition 103 made rebating
legal in California.

Mr. Garamendi alleges that be-
tween 1989 and 1990, Mr. White's
agreements were terminated solely
because he provided rebates.

"Commission rebating brings
greater competition to the insurance
marketplace and allows consumers
to reap significant savings," said Mr.
Garamendi. "Companies that at-
tempt to prohibit rebating by firing,
harassing or taking other measures
against their agents will not be to-
lerated."

He brought charges under the
state Unfair Practices Act, which
does not specifically prohibit rebat-
ing but does give the commissioner
the authority to interpret and define
violations of the law.

"We disagree with Commissioner
Garamendi," Met Life said in a
statement. "Rebating is clearly not
in the consumer's best interest.

Among other things, rebating means
that the consumer's insurance pre-
miums would (be determined by) the
particular agent selling the policy. It
also means that the amount of pre-
mium will depend on whether the
consumer is in a position to bargain
for a rebate."

Prudential said it didn't believe it

was violating the law. "Mr. White is
not an employee. He was not fired.
We are opposed to rebating and
have stated we do not want someone

underwriting insurance for us to
offer rebates," but Mr. White con-
tinued to do so, a spokesman said.
"We did not want him carrying our
product."

Mr. White offered a minimum re-

bate of 50% of the selling agent's
commission. Rebating is a less im-
portant issue in the commercial
arena, because commissions are

generally negotiated for larger com-
mercial accounts.

The insurers have been ordered

to appear before an administrative
law judge on Aug. 16 in San Diego.
If the department prevails there, the
commissioner will declare the com-

panies' actions "unfair and/or de-
ceptive" and, if they continue, Mr.
Garamendi says he will seek a re-
straining order.

Meanwhile, a suit filed in Cook
County Chancery Court in minois
by R.K. Nelson, another discount
broker, against Met Life, Prudential
and Transamerica Occidental has

been dismissed. The suit by the
Northbrook, Ill., independent agent
alleged the insurers violated their
sales agreements by terminating Mr.
Nelson for rebating. im

As part of .ts reversal, the ap-
pellate court ordered KRW to
amend its complaint to spedy that
it is not seeking Zost benefis from
the insurance plan but, rather, at-
torney fees and costs it incurred in
defending against the Union Central
lawsuit.

Meanwhile, Mr. Hoge Sled a peti-
tion for review with the state Su-

preme Court in mid-March and does
not expect a response frcm the court
for at least a month.

KRW's counsel. Matthew A.

Schumacher of the Lcs Angeles of-
hee of Pillsbury. Madison & Sutro,

could not oe reachei for cc,mment
.

Kurtz, Richards, Wilson & Co. Inc.
ps. Insurance Com *nunicators Mar-

teting Cof·, No. 8056950 (Superior
CourtNo. 0716881) California Court
of Appeal 2nd Appellate Distnct Di-
viszon 4, lan. 27, 1 593.

Agents sponsor bill on Prop. 103 rules
SACRAMENTO, Calif.-Califor-

nia state Sen Ken Maddy, R-
Fresno, Kern and Tular€, has in-
trodueed legislation that would
prohibit the Department of Insur-
ance Zrom developing regulations
that would result in liability on
agents or brokers for Prcposition
103 rebates.

The legislation, in determining
the amount of an insurer': roll-

back obligation under Proposition
103, would give insurers credit for
all premium taxes. commissions
and brokerage €xpenses paid dur-
ing the rollback period. One aim of
S.B. 905 -which is sponsored by
the Insurance Agents & Brokers
Legislative Council, an industry
lobbying group-is to prevent in-
surers from trying to get commis-
sions back from agents and bro-
kers.

Proposition 103 regulations de-
veloped hy the department last
year "deprived insurers of full
credit for their actual expenses for
ccmmissions and premium taxes."
If insurers sought to achieve a fair
rate of return, the> "would be
fcrced to seek commissions back

frcm their agents and request pre-
mium tax refunds frcm the state,"
at a cost to the state in excess of

$60 million, the IABLC said.
S.B. 905 "places the burden for

rebates squarely on the shoulders
of insurers as specified by Proposi-
tion 103," the IABLC said. How-
ever, it allows insurers to deduct
legitimate expenses and provides
them a "fair rate of return as pro-
viled by the (California) Supreme ,
Court in its review of Proposition
103," the IABLC said. S.B 905

would prohibit :he department

92*

frcm developing additional regula-
tions to accomplish the same pur-
pose as the Proposition 103 regula-
tions, the IABLC said (Bl, March
8).

-By Loume Kertes:

PRODUCER

SUPPORT SERVICE

Me target market conmenal
Ihes and prcvoe producels

witt cistom programs incLoing
exoirations. pre:pproach Isters
aij appointmert schedules All
vork is perforred by licersed

irsurance orofess ona s

Fcr mire information - please cell
Brownlee Marketing and Advertising

106 Dekalb Street, Bridgeport, PA 19405
(215) 270-9705
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Minority consortium's strengths gain exposure
Entrepreneurs pool resources to compete for brokerage contracts

By EILEEN P. GUNN

NEW YORK-A group of eight
small-business owners in the East

is challenging the typical image of
entrepreneurs as individuals who
thrive by flying solo.

The group-The New York Con-
sortium of Minority Brokers-
comprises African-American,
Asian and Hispanic men and
women who own community-based
insurance brokerage, consulting
and financial-management firms.

NYCOMB's goals are twofold: to
give its members access to business
they do not have the capacity to
bring in on their own and to in-
crease minority presence on insur-
ance projects.

NYCOMB currently specializes
in work for public entities, but it
is setting its sights on the local
corporate market and maybe na-
tional and international business

in the future.

NYCOMB "has opened doors for
us at levels where people would
not talk to us before," said Gwynn
Gandy, owner and president of
New York-based G&G Insurance

Brokers Inc., which serves small-
to midsize local businesses and

churches.

According to Ms. Gandy, the

business resources NYCOMB mem-

bers provide each other are only
one advantage. Equally important
is the visibility they have gained as
a group and as individuals. "Clout
is definitely a perk," she said.

NYCOMB member Sandra K.

Lee, vp of New York insurance
broker Henry L. Lee & Sons Inc.,
agrees. "Longevity, capacity and
staying power are important in this
industry, and our work with NY-
COMB has highlighted those quali-
ties in (our agency)," she said.

NYCOMB was incorporated in
June 1991, and offers risk man-

agement consulting, loss control
consulting and services, claims ad-
ministration, financial manage-
ment and insurance brokerage ser-
vices.

Typically, the person who brings
in a particular piece of business
acts as point person on it, while
work is done out of the member of-

fice or offices that specialize in
that type of business.

According to Ms. Gandy, prof-
its are being put entirely toward
generating new business, and the
members have not yet begun tak-
ing any shares of profits.

The members first came together
in a joint venture in 1990, when
John McAllister, president of New

PROFESSIONAL

LIABMIrY INSURANCE
FORLAWYERS

WHO NEVER MAKE
MISTAKES.

IN INSURANCE.

5,8, 1 nu-
=/1\ 1 /1 "-
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Let's face it.

Lawvcrs who

make mistakes

must have profes- -
sional liability -

protection. And
those who don't,

better have it. Because sooner or

later, they too will be sued.

For any la"yer working in

today's litigious society, Jamison
Special Risk, Inc. offers secure and
comprehensive insurance cover-

age, essential to the practice of
law.

As a facility manager for an
international insurance giant,

Jamison responds quickly and

JSR

effectively to all

your policy ques-
tions and claims.

-== Ther offer the

_- thorough sen'ice

and quality cover-

age that you and

your clients demand.

Jamison's years ofexpenence
in professional liability insurance

will comfort your clients and

strengthen your bottom line.
For more information on

how you can help those lawyers
who say they don't really need
any, call Sean Pattweli today at

Jamison Special Risk, Inc.:
201/731-2092.

Jamison Special Risk, Inc.
300 Executive D,ive, West Orange, New Jersey 07052

York broker McAllister & Johnson,
wanted to bid on a contract to bro-

ker insurance for the New York

City School Construction Au-
thority. He realized he might have
the resources to compete with
Marsh & McLennan Inc., the
world's largest broker, if he teamed
up with other small firms that of-
fered services he did not.

Mr. McAllister and his associ-

ates did not win the contract. How-

ever, the novelty of having their
bid on a major city contract taken
seriously inspired them to create a
permanent group that could bid on
other municipal contracts and
eventually make proposals to large
private corporations.

The other founding members of
NYCOMB were: Patrick Carter,

president of Patrick Carter Asso-
ciates Inc. of New York; Lydia M.
Colon, president of LMC Interna-
tional et Cie Ltd. in New York;
Carmen D. Ortiz, president of C.D.
Ortiz Financial Management
Group Inc. in New York; Andrew
B. Stroud, president of Stroud
Claims Inc. in New York; and

Yvonne Paretzky, president of Bal-
timore-based broker Paretzky In-
formation Network Inc.

Henry L. Lee & Sons is the only
non-founding member of NY-
COMB. Soon after coming to-
gether, the coalition's members
realized that to be a well-rounded

group of urban minority business
owners they needed representation
from the Asian community. The
Lee agency, the oldest in New
York's Chinatown, was an obvious
choice.

"We were direct writers with

major carriers such as AIG and
Chubb, which is unusual in a

small, community-based firm like
ours," said Ms. Lee, granddaughter
of the agency's founder. "We were
looking to expand and gain a more
sophisticated clientele at the time,
and the chemistry and level of pro-
fessionalism (within NYCOMB)
were alluring."

The City of New York ap-
parently agreed with Ms. Lee. In
July 1991, NYCOMB outbid Marsh
& McLennan, Alexander & Alex-
ander Services Inc. and Johnson &

Higgins, among others, for the con-
tract to broker $110 million of cov-

erage for the Democratic National
Convention in New York. The con-

tract was awarded by the city's Ec-
onomic Development Corp.

"The convention was certainly a
boon to us in terms of exposure,"
said Mr. McAllister.

Although the consortium does
team up with larger firms on oc-
casion, this crucial deal was en-
tirely a NYCOMB effort.

The convention contract exposed
the group's members to "all types
of insurance," said Ms. Lee. The
convention also brought the group
to the attention of state govern-
ments, some of which have since
contacted it to learn more about

how the consortium works.

Most minority firms-like NY-
CON[B's members-are small, com-
munity-based and ethnically
oriented, and they do not have the
staff or resources to handle big
contracts, Ms. Lee explained.

A coalition like NYCOMB pro-
vides governments and large pri-
vate businesses that want to work

with minority firms a viable oppor-
tunity to do so, she said.

"They bring a lot to the table,
and not just locally; they bring in

Brokers John McAllister and Sandra K. Lee are two of the New York

Consortium of Minority Brokers Inc.'s eight members.

small minority pockets from
around the country" if bidding on
a project outside the New York
area, said Richard Mitarotonda,
regional public entity manager for
the New York metropolitan area at
Sedgwick James Inc. in Norwalk,
Conn.

NYCOMB works predominantly
with government and municipal
agencies for reasons both practical
and idealistic.

NYCOMB members all have pre-
vious experience working with
small municipal agencies. Also,
open-bidding policies of public en-
tities give the group a foot in the
door that is not readily available in
the private sector.

In addition, though municipal
agencies are not typically required
to contract with minority firms,
many are obligated to seek bids
from them.

As the consortium's work gains
momentum, the members are look-
ing beyond the New York City area
to opportunities at the state, fed-
eral and corporate level.

"We don't just look for munici-
pal contracts and that's it," said
Ms. Gwynn.

Proposals to work with the Port

Authority of New York & New Jer-
sey, General Electric Capital Corp.
and American International Group
Inc. are in various stages at the
moment.

"They're good insurance people,"
said Sedgwick James' Mr. Mitaro-
tonda. "As long as they maintain
the quality workmanship they
showed at the DNC. . .they can
take it as far as they want to."

The consortium has been asked

to play a role in Rebuild L.A.,
though it would not go into de-
tails about the project. And it is
working on a strategy to pitch the
concept of minority business coali-
tions to the Clinton administration.

"We want to show (the new ad-
ministration) the concept of a con-
sortium is innovative and unique,
(because) working with us you're
not working with any one ethnic
group-we are that gorgeous mo-
saic," Ms. Lee said.

Whatever level they are work-
ing on, NYCOMB members' goals
rennain the sarne.

"By putting forth the consor-
tium, we are coming together as
a group that is minority and can
offer the same service as a major
firm," Mr. McAllister said. 11
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Angoff
Continued from page 3
Ralph Nader organization in
Washington. For 41/2 years, he lob-
bied Congress on antitrust, tax,
consurner protection and product
safety issues.

After that, Mr. Angoff was legal
counsel to NICO and then advised

insurance reform campaigns in
several states.

California's Proposition 103 was
a major victory, but his effort to
transplant the rollback initiative to
his home state failed.

As counsel to Citizens Auto Re-

volt, he encouraged referendums in
all of New Jersey's 21 counties on
whether auto insurance rates

should be cut 20%.

But those referendums were

knocked off the ballot in 1989

when New Jersey's high court
ruled that auto insurance reform

was not within the jurisdiction of
county government.

In hindsight, Mr. Angoff said,
"The best thing would be if there
is no need for initiatives," because
elected officials act promptly to re-
solve citizens' problems.

During this phase of his life, Mr.
Angoff found an audience for his
consumer activism. He wrote sev-

eral newspaper op-ed pieces, in-
cluding one attributing the 1985-
86 liability crisis to collusion
among insurers. And he traveled
around the country, urging state
legislators not to be stampeded
into passing bills to limit negli-
gence lawsuits or to reduce manu-
facturers' product liability expo-
sure.

His strong personal views on in-
surance-related issues are less evi-

dent now. "There is a big differ-
ence (between being a consumer
advocate and being a regulator),"
Mr. Angoff said. Now, "I must ob-
jectively consider all views and
come down the middle."

When he was nominated for

director in Missouri, he faced

"mostly good-natured" ribbing
from state senators about being a
carpetbagger. Still, he was speedily
approved on a voice vote.

In his new job, Mr. Angoff over-
sees a staff of about 175. He said he

is "very impressed" with the qual-
ity of the people in the accredited
department.

"It's my goal to set up a simple,
clean system," in which insurers
are financially sound and consurn-
ers protected, he said.

"Once the rules are set, then the
free market can work," he said.
"The role of government is not to
micro-manage every little thing.
Too much regulation doesn't help
consumers or the insurance indus-

try."
Health insurance is expected to

play a key role in Missouri, and Mr.
Angoff favors requiring companies
to offer community rating and
open enrollment.

"The trend is getting away from
selecting risks," he said. The goal
should be to make the pool of poli-
cyholders as wide as possible and
charge all the same rate, relying on
spread of risk to help keep rates
down.

Such an approach should pro-
vide "significant" administrative
savings because insurers would
compete on efficiency instead of
spending time deciding which ap-
plicants to insure.

"Companies either have to be-
come efficient or go out of busi-
ness," Mr. Angoff said.

In the area of workers compen-
sation, Mr. Angoff favors reforms
to make the Missouri market more

competitive. For example, he
favors restricting the National
Council on Compensation Insur-
ance to filing loss-cost data rather
than advisory rates that take profit

into account.

In addition, he wants to prohibit
the NCCI from trending loss-cost
data.

Policyholder protection will be
at least one of his goals in regu-
lating financially weak insurers,
said Mr. Angoff. "One goal is to
make sure that as much money
goes to policyholders as possible."

His old pro-consumer instincts
were evident recently in his sup-
port for new National Assn. of In-
surance Commissioners' guidelines
to eliminate insurer funding of
meeting-related events like dinners
and a dance (BI, March 22).

With the entertainment budget
suffering, perhaps Mr. Angoff will
find himself pressed into service.
His keyboard skills could prove
valuable, for instance, during the
commissioners' sing-alongs of
Christmas carol parodies that gen-
tly mock congressional foes, among
others. m
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MARKET
STIMULUS: Insurers have turned
away from hard-to-write special
general liability exposure.

HOME
RESPONSE: "Home not only wei-
comes difficult general liability risks,
but aggressively seeks them out. In
fact, in anticipation of the needs of
insureds, we have developed soph-
isticated 'tough risk' capabilities.
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The bigger and tougher the
hazard, the more Home under-

wtters welcome the challenge to
exercise their skills and

3 imagination.

 1 1 , CHARLES ABRUZZO. Vice President
3 (212)530-7110
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Ifitwerelesscost=effective for

yourclients orless competitive foryou,
itwouldbejustanotherdentalplan.

Concept DR

**s a good thing Concept DW doesn't
mind standing out from the crowd.

If you haven't learned about this
loner yet, here's a brief description:
Concept DR is a simplified form of
self-funding that reimburses employees
directly for their dental expenses.

Your dients will like Concept DR

because it can save them from the profit
margins and perplexing daims forms
often *part of" or "associated with" tra-
ditional dental insurance plans.

And instead of paying premiums
for everyone, companies with Concept
DR pay only for employees who use
dental services-usually about 60% of
their work force. Employee co-pay-
ments and maximum annual ceilings
contribute to your clients' cost savings.

You'Il like Concept DR because of its

low overhead and high rate of success.
We'll provide you with qualified

leads, promotional materials, cost esti-
mates, claims software, sample plan

1

documents, marketing assistance, train-
ing and sales proposals. It' s all in sup-
port of Concept DR-the simplified,
self-funded dental plan that's a proven
winner with hundreds of companies
and organizations across the country,
and a powerful source of new or collat-
eral business for you.

To find out more about Concept
DR. call 800-424-2841. Or just return

the coupon below You may find that
standing apart from everyday dental
plans could attract a crowdof clients.
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Yes f am inte,ested injinding outmoieabout
Concept DR.
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Company

City. State-»
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401 Nonh Undbe,zh Boulevard
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The most comprehensive pollution coverage that
doesn't stop at your front gate.
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New Pollution and Remediation Legal Liability from
ECS Underwriting and Reliance National.*
Because pollutants and their resulting liabilities
cross property lines, so should pollution coverage.
And that's exactly what the new Pollution and

Remediation Legal Liability progrom does. This
program combines the broadest on-site and off-site

pollution liability coverages into one revolutionary
new policy, so companies are covered - whether

environmental domoge affects their property, their
neighbors, or both.

And Pollution and Remediation Legal Liability is

available on/y through ECS Underwriting and Reliance

National. With this comprehensive coverage, there's
no time wasted drawing the line between one policy
and another ... no money wasted in overlapping
coverage ... and virtually no risk of a claim slipping
between policy gaps. It's all covered under one
program. And it can be accessed with a single
phone call.

Call ECS Underwriting at 1-800-ECS-1414 to

learn more about Pollution and Remediation Legal
Liability. The broadest combination of onsite and
offsite pollution liability coverage available.

THE CHOICE

ECS Reliance National

Underwriting,
Inc.

An ECS Company

Environmental insurance protection for Worldwide industry.

Offering: Pollution and Remediation Legal Liobility. Protecting: Banks and Financid Institutions/Commerciol and Residential Developers/Light Industiy and Manufacturing/Worehousing/Hospitals/
Chemical Distributors/Fuel Storage Focilmes/Wastewater Treatment Fodlities/and others.

520 Eogleview Blvd., P.O. Box 636, Exton, PA 19341. Or call (800) ECS-1414 (In PA (21 5) 458-0570), FAX (215) 458-8667.
Thei progroms ore undenv,inen by Planet InsumMe Compony, Phi/ade/phio, PA, I member of Ihe Re/iance insuronce Group. 93- 11 ·PRL-4/5 ©1993

*Not avoibble in o# 90# o# ihis Nme.
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China's untapped potential
Doors are slowly opening for the brave been chronic problems m this country

Except m Guangdong Province, the PICC is still not

receptive to providing brokerage commissions However,

By Robert K. Meyers m the event that insurance coverage needs to be placed
.

Internahonal Issues with the PICC m other Chinese provinces, a consulting

IN THE PAST FEW MONTHS, this column has fee can be charged
explored the relationship between rapid economic with its key staff having worked for the PICC It appears Nevertheless, PICC Shenzhen, PICC Guangzhou, Pmg

expansion and the msurance Industries of several Pacifle Plng An unll be more aggressive than the PICC and more An Insurance Co (Shenzhen), and Ming An Insurance
Rim and Far East countnes It is appropriate that walng to explore new rlsk management concepts and Co (Haikou, Shenzhen and Hong Kong) usually follow *r-

discussion of current msurance trends m this region program designs Its busmess portfolio has mcreased the mternationally accepted practice of Including the

conclude with Chma threefold m the past two years, and it appears this rapid 15% broker commission It is therefore best to access
No country so far examined approaches the potential growth w111 continue However, Pmg An has yet to build PICC or other Insurers based in Guangdong Province or

msurance market of Chma, the sleeping giant of Asia a signihcant book of foreign bumness Hong Kong to cover risks located anywhere in China

unth a population of nearly 1 2 billion The Chmese China Pacific, established m 1990, is not as aggressive Statotics reveal that as the Chinese economy has

economy is estimated by some observers to be the or flexible as Pmg An It clearly Intends to expand, but expanded, msurance awareness and purchasing has
world's third or fourth largest (followmg the Umted wall focus on newly developed Industnal cities signlhcantly mcreased In 1990, the PICC registered
States, Japan and perhaps Germany), and is swiftly throughout the country premium mcome of 17 8 bilhon yuan ($3 4 bilhon at

nslng m rank Another player in the Chinese market worth year-end 1990 exchange rate), of which $420 milhon was ]

China's short-term polltical and economic direction mentioning is the Ming An Insurance Co, establlshed m from foreign busmess ventures In 1991, premium Income ,
seems to be most often discussed in terms of the Hong Kong m 1949 Ming An can do limited business m is estunated to have mcreased to 22 6 bilhon yuan ($3 87 =
Commumst leadership's response to pro-democracy the People's Republlc of China on an admitted basis bilhon at current exchange rates), including $480 milhon

demonstrators at Tlananmen Square m 1989 m Bellmg Mmg An has a hcense to do business m the Shenzhen from foreign business ventures
However, recent evidence suggests that the stifhng of this Special Economic Zone and Haman and operates branch In general, mereases m wntten property and life
polltical opening has not hurt economic hberalizatton offices m these two places This Insurer ls considered premiums have been substantial m the last three years,

From 1984 to 1990, Chma's economic growth rate progresmve, though it is owned by mainland Chinese particularly with life insurance

averaged 9% a year, and this figure is projected to Interests Because of its base m Hong Kong, it is strongly In 1982, when the PICC began underwriting life
be 12% m 1992 as real mvestment closes in on $66 influenced by mternational msurance practices bumness after a 20-year break, only 100,000 people were

bilhon for the first nme months of last year This $66 The breakup of the PICC monopoly has mcreased covered and premium mcome amounted to only 1 58

bilhon hgure is nearly double the $3.5 bilhon in direct competition and improved opportunities to reduce costs bilhon yuan ($270 5 milhon at current exchangd rates) *7
foreign Investment m 1991 In 1992 China is expected to for msurance buyers with operations m China This has By 1990, 220 milhon Chinese had hfe msurance, and
receive nearly one-quarter of the foreign Investment m been made posmble by the changing attitude of Chmese premium mcome amounted to 5 9 bdhon yuan ($113
the lesser developed countries of Asia bilhon) Including life busmess, Chma's msurance sector ]]--

In fact, China will receive four to hve times as much aims to mcrease prermum mcome to 27 bllhon yuan

foreign mvestment as Japan w111 receive Loss control services are ($4.62 bilhon) by 1995

Economic progress m China presents unique Life insurance purchasing has not been hmited to the

challenges and opportunities for the global commumty essential in China because mdustrial or special economic zones, however Increases

China's development path, mcludmg its gradual m wntten prermwns m rural areas have matched and at *5*6

approach and mamtenance of authontanan structures, public fire departments can times exceeded urban growth With apprommately 80%

contrasts dramatically to tne newly liberated countnes of of Chma's total population stlll hvmg m rural areas, the

Eastern Europe A pnority of the Clinton administration be unreliable or non-existent. potential for expansion of life msurance services m

most certainly should be the U.S -Chma relatlonship China is dramatic

The opportunity for U S companies trading with U S insurers may be one of the primary beneflcianes

China-particularly insurers mterested m expansion-is of this new policy to expand the Chinese msurance

considerable While it is certainly not time to talk of underwnters m the South, who are strongly mfluenced sector Reform of the Chmese economy has centered

market share or group hfe pohcies for 1 2 bilhon people, by the "Hong Kong style" of domg busmess and pnmanly on trade and manufacturmg China's service

*9*Ya "' :
China will present mterestmg nsk management and ever-mcreasing exposure to overseas Insurance practices mdustries, which today account for about 20% of GNP,
Insurance challenges A look at the current state of the They have become more receptive to brokers and to the have been mmor participants in the modernization
mdustry wall illuminate this pomt coverage and cost improvements they can create process The government recently agreed to allow

The People's Insurance Co. of Chma had been the H current foreign mvestment trends persist, it is not American International Group Inc, one of the largest

sole authonzed msurer m China for more than 40 years unrealistic to expect contmued coverage improvements U S multinational msurers, to reopen its doors m ==*t»r

Recently, the PICC's monopoly has been altered by the or gradual pnce reductions as mvestors, brokers and Shanghai, where the company traces its roots

mtroduction of two new national Insurers. Png An underwnters become more accustomed to domg busmess The fact that AIG unll be allowed to sell commercial

Insurance Co of the Chma Merchant Group, based m together and life msurance to both local and foreign Interests

Shenzhen, and Shanghai-based China Pacific Insurance With the recent market changes and the challenge could portend new opportunities for other foreign or U S SS

1 Co, an offshoot of the Bank of Communications to its monopollstic privileges, the PICC has faced msurers. The new AIG operation unit be hcensed m

The PICC, estabhshed m 1949, is the principal mcreased competition for business m the special Shanghai and Polung Special Economic Zones but will C

insurance institution run by the state With more than economic zones This means positive benefits for be allowed to wnte nsks anywhere m China provided ._%,j

2,000 branches and sub-branches m Chma's 28 msurance buyers the foreign-funded Joint venture is registered m the

provinces, and a staff of more than 35,000, the PICC PICC Shenzhen has been the flrst branch to respond Shanghai and Podung Special Economic Zones

easily outstrips the capabilities of its new nvals with more fleable underwnting and aggressive As commercial insurance busmess mcreases with

The PICC can wnte all hnes of msurance, but marketing efforts It may be more open to new msurance foreign mvestments, and life msurance purchasing
underwriting standards are stnet. Standard pobey ideas and more approachable m terms of negotiatmg contmues, the opportumty for U S companies to extend

wording for all coverages follow, for the most part, old tailor-made pollcy wordmgs In the future, the PICC may their expertise in risk management and insurance
5>2 2

Umted Kmgdom formats These pollcies have changed be able to quote on nationwide bumness and discuss products to Chma should grow commensurately
httle since the 1950s controlled programs for multi-location risks with This market penetration, it should be emphasized, unll f

The PICC named penls and "all risk" standardized facillties throughout Chma. The Shenzhen branch is probably not occur m the near future The sustained and *«
policies are normally one or two pages and generally the only branch with the capability to quote on nsks careful Interaction between Investors and their nsk

more restnctive than U S property forms. The PICC anywhere m Chma managers, U.S. msurance specialists and Chinese

standard wordings do not mclude business Interruption The msurance buyer contemplating mvestment m a underwnters should, however, yield positive results over

insurance because it is not normally purchased m China new plant or other facihty in Chma, whether as the long term

Extensions or amendments to pollcies are not customary, ]0mt-venture partner or by formation of a foreign Several factors may further affect trade and

except from PICC branches m the southern special subsidiary, must pay careful attention to property loss development hberalizatton m China Since Ttananmen

economic zones, which are areas targeted by the control issues. Technical mformation about the proposed Square, the U.S. Congress has attempted to impose
government for special development project should be as detailed as posmble to ensure sanctions to compel China to more closely observe

It is worth mentioning that both Pmg An and China sufficient protection for the facility human rights. President Clinton, unlike Mr Bush, has

Pacific normally adopt PICC standardized wordmgs Property loss control services are essential m China stated that he would 1mk human nghts practices to

However, Ping An, which is strongly influenced by Hong because publlc fire departments can be unreliable or the grantmg of Most Favored Nation status to Chma

Kong underwnting, seems to be generally more non-existent, and even the availabdity of hrehghtmg This could cause Amencan companies currently

accepting of mtematlonally practiced insurance pollcies, water supply may be m question Pollcyholders also considenng mvestment or trade agreements m China to

while China Pacihc has been more conservabve should pay particular attention to flood exposures, pull back.

Plng Anisa fast-growth company established m 1988, especially m eastern Chma, as ram and flooding have Continued on next page s»
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Perspedive--

Cont:nued from previouspage But Chma's lack of pohtical openness should be The Chmese msurance mdustry is still highly
In the next four years, U S pollcymakers will have to viewed within the context of its rapid economic restnctive, but the opemng has begun If trends from

pragmatically measure where, when and how best to hberalization as well as m terms of the impending other sectors of the economy are any indication, the
promote polltical pluralism and greater respect for polltical succession crisis as aging powerful leaders such potential is unlimited, growth should be impressive and
polltical freedoms within China. Such considerations as Deng Xiaoplng slowly loosen their polltical grip on liberli,ation not so many years down the road.
may hamper U S interests m the short term. the country

Hong Kong presents the first test case of how to China's rise as an economic power ls Important not
reconcile Chinese economic openness with its polltical only because of the opportunities it creates for the
recalcitrance As the Bntish lease on Hong Kong Umted States, but also because of the opportunity for 1

terminates m Just over four years, recent legislation put moderation and modernization within China
rs,- Robert K. Meyers ts senior vp andforth by the British governor concermng democratic For the msurance buyer, continued exposure to Ldl manager of the Internationalprocesses along with substantial pubhc works projects mternational msurance practices should lead to

has been met with inflammatory rhetonc by semor improved coverage condihons and, eventually, pnce Department of Johnson & Higgins
in New York His column appearscommunist party leaders reductions
quarterly.

ASK A BENEFIT ACTUARY
In either case, the benefit manager is concerned fixed dollar amount would be subject to tax The

Benefits cap would mean Si.about the reality of this sort of proposal In value concept is analogous to that of an insurance
particular, if the proposal is implemented quickly, premium The value for a plan might be the
the manager wants to be prepared to provide data insurance premium that would need to be paid outless favorable tax treatment on a timely basis. on behalf of the employee to an insurance company

A cap that would likely create the least in order for the employee to receive the health
How might a cap on health administrative burden for the benefit manager benefit coverage provided by the employer

Q
*care benefits affect me? would limit the employer's tax deduction for The challenge for the benefits manager will be to

medical benefits it paid (in the case of a self-insured determine the value of each plan If experience with
plan) or medical premiums paid (in the case of an the 111-fated Internal Revenue Code Section 89 lS
insured plan) The law might set a fixed dollar any indication, this will not be an easy task The
amount per employee that would be tax-deductible valuation process might be simplified, though, if the
by an employer, or a slightly more complex law permitted the use of actual premiums for
variation would be to have the law set a fixed insured plans or COBRA premiums for a 4

0
This question comes from an dollar amount per coverage unit (for example, $100 self-insured plan

A
employee benefit manager who per month for a single employee and $300 per month Only time will tell as to the administrative
wants to be prepared for the for a family) burden that will be created by a health care benefit
seemingly imminent legislative In order for a plan sponsor to determine its tax cap

Schanges in the health care arena. tax-deduction limit for medical benefits, lt will need
Among other things, President to know the number of covered employees, broken Would you hke advice from an expenenced colleague f

 Clinton is considering proposing down into the appropriate coverage units (single onansk management, benefits management or
a tax cap on health care benefits employee, family, etc ). The benefit manager would actuarial problem? Four quarterly features tn the

Perspective section of Business Insurance can give youA cap would, in some way, limit the favorable tax presumably be responsible for counting employees
some answers

treatment afforded health care benefits Currently, in each unit to determine the tax favored amount Ask A Casualty Actuarv, Ask A Benefit Actuary,
this tax treatment includes A variation on this first approach might be to Ask A Benefit Manager and Ask A Risk Manager

• Health care expenses or premiums paid by have a fixed dollar amount per coverage unit within answer written questions from readers on risk and
employers for their employees are tax-deductible by a geographical area Under this approach, the beneflts management issues and actuanal problems

This month's column on actuanalthe employer benefit manager's job becomes only slightly more issues in the benefits fieldis written• The payment of health care benefits or complex, gathering coverage unit information by by Witham J Miner, an actuary with
premiums by an employer does not result in taxable geographic area.
income to an employee If a cap placed the tax burden on the employee, 2#1& Sherman, president of Pacific

I.

Actuanal Resources (PAR) Excellence

M The Wyatt Co in Chicago Rtchard E

A cap limiting the favorable tax treatment for rather than the employer, the benefit manager's job
in Ashland, Ore, answers actuanal 3employees would likely result in some imputed would likely become more difficult in administering quest: ons in the casualty field Susan

income for health care benefits to employees, in the change It seems likely that the law would M Werner, director of nsk ' *rd
much the same way income is imputed for specify a fixed dollar amount as the limit for a management at Hardee's Food

employer-provided group term life insurance tax-free medical benefit It also seems likely that Systems Inc in Rocky Mount, NC, 1

benefits m excess of $50,000 the law would not attempt to tax an individual on answers rtsk management questions . 4.
Dennis J N:rtaut, manager ofAlternatively, the cap may limit the tax benefits the actual dollars received in medical claim employee benefits at Continental Bank Corp in

received by an employer that provides employees reimbursement in excess of the amount m the law Chicago, answers questions on emptoyee benefit plans
with health care benefits Under this approach, the This approach could result in huge amounts of Mr Miner's next column wil appear in July

Address your questions to ASK Business Insurance,employer would not be able to take a tax deduction taxable income for sick people 740 N Rush St, Chicago, Itt 60611 Please give us yourfor medical benefits it provided to employees in Rather, I would expect that the law would provide name, title and employer, however, Business Insurance
excess of some limitation. that the value of medical benefits in excess of a wit consider unsigned letters

Punitive award neither fine nor penalty
A coverage exclusion for "fines" or

"penalties" in an excess liability Legul Briels denial of coverage conten(ling the express exclusion for punitive
punitive damages award was not damages Thus, the court said that it

insurance policy did not exclude the covered under the Hartford policy. would not attempt to determine if
payment of punitive damages, The Hartford policy excluded from C&A then brought this action seeking somehow punitive damages could be
according to the Court of Appeals of damages "fines or penalties or a declaration that Hartford was liable construed as either a "fine" or
North Carolina damages for which insurance is for the punitive damages The trial "penalty " The trial court decision was i

Collins & Aikman Corp , a Delaware prohibited by the law applicable to the court ruled for Hartford reversed and C&A was allowed to
corporation, manufactured and construction of the policy " The appellate court said that it was recover the punitive damages
distributed textile products Its In February 1988, a C&A driver well established that, if an Collin & Aikman us Hartford
transportation division was located in collided with a car in North Carolina exclusionary clause in an insurance Accident & Indemnity, Court of
North Carolina. In January 1987, killing the car's driver and his wife policy is not expressed plainly and Appeals of North Carolina, June 2,
Wickes Cos Inc, also a Delaware The deceaseds' estate sued C&A without ambiguity, then the exclusion 1992 (BI/05/My -$10)
corporation, acquired C&A seeking compensatory and punitive will be construed in favor of the

Thereafter, Wickes purchased an damages policyholder These abstracts were prepared by
excess liability policy for C&A from A Jury awarded the estate $2.5 This is so, the court observed, Mayo H Stzegler Copies of these
Hartford Accident & Indemnity Co million in compensatory damages and because the insurance company decisions are avadable by sending a
that provided $5 million in liability $4 million in punitive damages The selected the phrase to be construed $10 check payable to Mayo H Sttegler
coverage excess of $2 million primary partles thereafter settled the Judgment and should have specifically excluded to Business Insurance, 740 N. Rush
coverage written by Aetna Casualty & for $4 2 million the risk if there was any doubt Here St, Chicago, Ill 60611-2590 List the
Surety Co In July 1990, Hartford issued a the court said the policy contained no number for each op:n:on
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Storm warning
Continued from previous page
would increase from the increased

evaporation that is a major factor
in the greenhouse effect.

"The consequences are more in-
tensive low-pressure cyclones over
tropical and subtropical oceans, and
heavy thunderstorms, hailstorms,
tornadoes and floods," the report
states.

"In Europe, six years of excep-
tionally mild and dry winters have
weakened the continental cold high-
pressure system and its blocking ef-
feet on Atlantic hurricanes," said
Mr. Berz.

As a result, Atlantic low-pressure
areas have become stronger over the
last decade. "They now sometimes
move deep into Central and Eastern
Europe instead of being pushed
northward or southward. That was

the case with hurricanes in 1990 and

most recently (hurricane strength
winds in Europe) in January 1993."

Munich Re scientists have deter-

mined that hurricanes, typhoons
and cyclones increase their momen-
turn if the water temperature rises
above about 79 degrees Fahrenheit.

' As the temperature of the water
rises, it strengthens and expands the
cyclone effect dramatically," Mr.
Berz said.

Worldwide, water temperatures
are expected to increase by three
degrees within 50 years, the rein-
surer says. In addition, the carbon
dioxide content in the atmosphere
will double by then, resulting in
230-mph winds.

Munich Re meteorologists suggest
a number of measures to limit storm

damage risks. "The greenhouse ef-
fect must be slowed down by all
means," said Mr. Ben. "Industrial

INTERNATIONAL

countries could start by ratfying the
World Climate Convention. Storm

warnings must improve. A global
warning network would herp."

The World Climate Convention,
signed a: the environment summit
in Rio de Janeiro last year, is a
treaty under which the signing
countries agreed to take steps to
reduce the amount of carbon diox-

ide and other gases in the atmo-
sphere. I. aims to reduce the car-
bon dioxide to 1990 levels by the
year 2005.

In addition, Mr. Ben said bet-
ter enforcement of existing con-
struction regulations would help.
"One of the lessons learned from

the U.S. snow storm on Marh 14 is

tha: regiations are only as good as
the peopl. who enforce them. Flor-
ida regulations are good but not
enforced. Officials must monitor

regulatiors more closely than in the

We See What Others Don't.

The potential fcr loss is often di fficult to see,

or predict. Nevertheless, very real.

At Thomas Howell Group, we can identify

what our competitors in the industry are

more likely to miss. And ultimately, our

precision saves money for the insurer, the

insured - everyone.

We re one of the world's largest kiss adjust-

ment firms, and we provide expertise in a

complete range of loss-re.ated servicts around

the globe.

Without the proper experience anc training,

fast accurate thinking is not possible in a busi-

ness as complex as ours. That's why we place

such a high priority on our staff. And why top

international companies have learned to expect

prompt, tailored service from cur thoroughly

trained professionals.
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Visit our booth 1515 at RIMS

past."
Storm-secure construction in-

creases building costs by only 1%
to 4%, the report says. The build-
ing's "outer skin"-roof, facade,
windows and doors-should be rein-

forced to absorb pressure and sue-
tion.

"Building construction should an-
ticipate the future," Mr. Berz said.
"Past observations of wind forces

are no longer viable."
Insurers and reinsurers also

should adjust premiums and condi-
tions accordingly, Mr. Berz claims.
"A larger deductible would free in-
surers of most petty claims and 75%
of total losses. We learned a great
deal from the storms in Europe. The
typical claim is very small. If a poli-
cyholder agrees to a deductible of
$300 to $600 for his car. it's fair to

expect a deductible of the same
amount for his house."

Lea-n more, contact Thomas Howell Group

(Amerizas) at Six Concourse Parkway, Suite

31CO, Atlanta, GA 30328. Or call 1-800-554-8697

ext. 6711. Because no matter where you are, or

what loss-related service you need - you're

close to an expert at Thomas Howell Group.

'.. I

37 THOMAS HOWELL GROUP
(AMERICAS) INC

ricanal

In 1990, 65% of all homeowner
claims were below 1,000 deutsche
marks ($669 at year-end 1990 ex-
change rate). A deductible of 2,000
deutsche marks ($1,236) would free
insurers of 88% of petty claims, the
report concludes.

"It's obvious reinsurers will re-

duce the burden as much as possi-
ble. That's why so much of the re-
insurance business in this sector is

(excess of) loss coverage and not in
proportional loss as it used to be.
Open-end coverage isn't possible
anymore. Today it is important to
know just what my losses are going
to be," Mr. Berz said.

"More important, however rein-
surers can influence direct insurers

to reduce the damage potential.
They in turn can influence policy-
holders to do more to reduce their

own damages by preventative ac-
tion."

.

For more information about the
Munich Re study, "Hurricanes, Tu-
phoons and Windstorms-Science
and Insurance," contact the Assn.

of German Insurers, Walter-Flex-
Strasse 3, 5300 Bonn 1, Germany.

Hong Kong
Continued from previous page
the Hong Kong liquidators were
forced to cease proceedings and
Hong Kong creditors were left un-
paid.

In Grand Union's case, though,
direct policyholders in Hong Kong
escaped relatively unaffected be-
cause the majority of the company-s
business was reinsurance. Claims

from the small amount of life and

motor business written are being
met largely by the Motor Insurance
Bureau and Dah Sing Life Insur-
ance Co. Ltd. of Hong Kong. Dah
Sing took over the liability when it
acquired Grand Union's book of life
business.

But Mr. Mok is concerned that

in the future, the small policyholde
may not be as lucky.

The commission is therefore sug-
gesting that local assets be sufficient
to meet liabilities for local policy-
holders. Mr. Mok puts these into
three groups: claims and claim re-
serves; unearned premium reserves.
and reserves for approximately 80%
of a company's total liabilities.

The insurance industry is appre-
hensive about the proposal.

"There's some strong reaction
from members because that will call

for some restrictions" on invest-

ment, said Tang Yuen Yu, executive
director of the Federation of Insur-

ers.

Insurers would have to place their
money in the Hong Kong stock
market and other local facilities, he

explained. Among the perceived
difficulties for investors in the Hong
Kong market are a volatile stock
market, an uncertain political future
and a government that does not
issue bonds or debt.

"It may not be in the best in-
terest of the insurer to put (assets)
into something which goes up and
down like a swing," said Ms. Tang.

"Are there really suitable vehicles
to implement this?" asked Paul
Franklin, the Hong Kong branch
manager of Commercial Union In-
surance Co. P.L.C., referring to the
proposal.

Another argument insurers voice
is that the commission already has
the power to request that an insurer
move assets to Hong Kong if the
commission is concerned about in-

vestments elsewhere.

But while recognizing the inher-
ent difficulties of localizing an in-
surer's assets, Mr. Mok said he will
seek an extension of the commis-

sion's power to protect policyhold-
ers. m
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Aviation insurers calling for rate increases-again
By GAVIN SOUTER

LONDON-Aviation insurers will

continue to press for increased pre-
miums in 1993 despite the signifi-
cant rate hikes they have enforced
over the past two years, said Gra-
ham Nichols, chairman of the Avia-
tion Insurance Ofrices Assn.

Large catastrophe risks could still
devastate insurers' reserves, regard-
less of the extra cash already ob-
tained, he said prior to the AIOA's
annual general meeting last month.

The group would not discuss spe-
cifics on past or future increases.

"If you look at some of the po-
tential catastrophes that we face,
the short answer is that we believe

that we are still not receiving
enough premiums," Mr. Nichols
said. And with the capacity reduc-
tion in the worldwide reinsurance

market, aviation underwriters will

be less able to purchase catastrophe
coverage to make up the shortfall,
he said.

A steady increase in aviation
claims also is keeping pressure on
underwriters to increase premiums,
said Peter Crawford, managing
director of British Aviation Insur-

ance Group.
Airline claims in 1992 stood at

approximately $1 billion, and this
total will likely increase to between
$2 billion and $2.5 billion by the
year 2000, he estimated.

Airlines paid about $900 million
in premiums last year (BI, Feb. 8).

The upswing in claims will be
generated largely from increased air
traffic, higher repair costs and
larger liability settlements, he said.

"If we have rlAims rising steadily,
then premiums will have to continue
to rise for a considerable period of
time before we reach parity (of
claims vs. premium income)," Mr.
Crawford said.

Reinsurance capacity is reducing
for most classes of business includ-

ing aviation, said Keith Selby, man-
ager of aviation at Swiss Re (U.K)
Co. Ltd. "The available capacity has
not been particularly affected by
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aviation losses but more by natural
catastrophes and hurricanes, and
losses on the marine account," he
said.

Aviation insurers need to work

hard to encourage large reinsurers
to accept more aviation business,
said Mr. Nichols.

"There is still too much aviation

reinsurance held within a close cir-

cle of reinsurers," he said.
Meanwhile, the number of mem-

ber companies in the AIOA fell to 17
during 1992 from 19 at year-end
1991. Andrew Weir Insurance Co.

Ltd., Excess Insurance Co. Ltd. and

NW Reinsurance Corp. Ltd left the
AIOA. Sirius (U.K.) Insurance
P.L.C. joined the association.

Also, Orion Insurance Co. P.L.C.

Topics to be Discussed:

LONDON

and NRG Victory Reinsurance Ltd.
still are AIOA members, but they
are no longer accepting new busi-
ness.

Mixed broker results

Mixed results were reported by
two British brokers last week as

the economic recession continued to

restrain profit growth.
Profits at Hogg Group P.L.C.

dropped more than 20% last year,
while Bain Clarkson Ltd. saw its

profits nudge Rlightly ahead in 1992.
Hogg's pretax profits were 13.4
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million pounds in 1992 ($20.3 mil-
lion), 20.2% less than the 16.8 mil-
lion pounds reported in 1991 ($31.4
million). Gross revenues increased to
124.8 million pounds ($189 million)
in 1992, up 3.7% Emm 120.4 million
pounds ($225.1 million) in 1991.

Profits were hurt by poorer per-
formances at Hogg's credit and
London market excess divisions in

Britain and its benefit and prop-
erty/casualty divisions in the United
States, said Hogg Chairman James
Vaughn.

"The basis for credit business is

the clients' (sales volume), and that
was impacted by the recession last
year," he said.

The LMX division's profit fell be-
cause of the severely reduced capac-

ity in London, Mr. Vaughn said.
LMX annual premium volume

was down by 50% at Hogg, but
most of that reduction was neu-

tralized by an increase in reinsur-
ance treaty business, he said.

In the United States, gross rev-
enues at subsidiary Hogg Robinson
Inc. fell 6% to $68.7 million in 1992
from $73.1 million in 1991.

Revenue at its benefit division fell

12%, largely because of reductions
in clients' workforces, Mr. Vaughn
said.

The soft insurance market was

the major factor behind the prop-
erty/casualty division's 3% gross
revenue decrease.

Hogg Group ranked 13th, based
Continued on next page
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Product liability
Continued from page 2
two votes short of the 60 required to
invoke cloture-a parliamentary
procedure that cuts off debate---and
their bill, S. 640, died (BI, Sept. 14,
1992).

S. 687, which was introduced
March 31, is like last year's bill but
more balanced, said Sen. Slade
Gorton, R-Wash.

Like 1992's S. 640, which also
was called the Product Liability
Fairness Act, the current bill would:

abolish joint and several liability for
non«onomic damages in product
liability cases; make it harder to re-

cover punitive damages in product
liability cases; and eliminate prod-
uct liability lawsuits involving
workplace capital goods that are
more than 25 years old.

The key difference between the
bills is S. 687 makes clear that a

plaintiff who loses in court after
refusing a pretrial settlement offer
would face no penalty. Previous bills
would have let the plaintiff be as-
sessed the defendant's legal fees.

The new bill also would elimi-

nate any penalty for a plaintiff who
refused to participate in voluntary
alternative dispute resolution and
then lost in court.

The new bill would bar punitive

damage awards against drug or
medical devices that have been ap-
proved by the Food and Drug Ad-
ministration or against makers of
light aircraft that have been certi-
fied by the Federal Aviation Ad-
ministration, provided that the
manufacturers did not withhold or

misrepresent information to federal
regulators.

Sen. Rockefeller dismissed criti-

cism that he would be too involved

in health care reform to push for
product liability reform, saying he is
adamant the bill be passed. He
added he has consulted with House

Energy and Commerce Committee
Chairman John Dingell, D-Mich.,

about possible House action on
product liability reform.

Rep. Dingell favors a uniform
product liability code but hasn't in-
troduced any tort reform legislation
this session.

One proponent of uniform prod-
uct liability law praised S. 687 as a
first step. "This isn't all that needs
to be done. It's sort of a minimum,"

said Tom O'Day, associate vp in the
Alliance of American Insurers'

Washington office.
The Alliance is the only major

insurance association to endorse S.

687. Other insurer groups have said
the proposed reforms don't go far
enough. CII

TheIRIDierence:
Continuous, 100-Year Relationship StaysStrong during Changing Business Cycles
$30 Million in New
Technology Saves Jobs,
Creates Steady Work

CT
STAFFORD SPRINGS,Warren Corporation and Indus-trial Risk Insurers began doingbusiness together just beforethe gold panic of 1893 and havecontinued their association for100 years-a period of unusualstability through decades ofchanging business conditions.Both IRI and Warren havegrown beyond-but never lost..:*¥*, touch with-their original roots. "Warren, now owned bybased Loro PianaItdan-3 sitioning itself to become the< manufacturer of the highest" said

quality fabrics in the U.S.Robert Modica, Vice Preident
of Operations

i Tinetti, Dist-ic2 anager of IR.It.Robert Modwa £ ft.and Joseph
Hart/brd 0#ice, exam:ne fabric :n

1 /inish:ng room.

The autoconer; which transfers yarn from a bobbin to a cone and tzes itsown knots, isjust one labor-saving dev:ce used by Warren Corporatton
IRI'

The formula for Loro Piana's
s Hartford District Office.

success worldwide is to con-
"For a century, IRI repre-

vert textile manufacture from a sentatives have worked with labor intensive to a capital in- Warren Corporation and its in-tensive operation. "Modern surance agent to develop lossproduction technology helped preventionprograms andinstallthe *

us expand our product
equipment to help keep '

save jobs," said Mr. Mo
plant productive and its people

dica.The formula for IRI's suc- employed continuously," Mr.
cess is also the same in 70 coun-

Tinetti added.

tries across the globe:
Loss prevention, customer

dedication to property conser- service, financial strength,vation through superior loss claim handling and market sta-
prevention principles.

bility are all part of The IRI
"Warren has always kept its Difference, which works tofacilities and risk management conserve millions of dollars ofprograms up-to-date," said property and save thousands ofe.

Joseph Tinetti, Manager of jobs worldwid
0

F6r information concerning IRI's global underwriting, loss prevention
and claimhandling capabilities, contact your servicing IRI office or IRI
Marketing (800) 243-8308 (in Connecticut call Trish Sasso 520-7412).

© 1993 Industrial Risk Insurers, Hartford, Connecticut
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N.Y. proposal
Continued from page 3
lower than what the state might
impose," Ms. Lynne said. "And, em-
ployers, because they can't negotiate
directly with hospitals, also have
been negotiating discounted rates
with doctors. Mandated rates would

no doubt cause some problems."
Beyond regulating fees, Gov.

Cuomo also called for a state de-

livery system that focuses on pri-
nnary care services rather than
"sub-specialty care." He called for
the creation of preferred health care
networks, under which various

types of professionals would join to--
gether to create and provide com-
prehensive service organizations.

Preferred networks would be free

to compete to enroll doctors and
other providers as well as to attract
consumers. Prices would be deter-

mined by regional oversight entities,
which could establish community
rates based on per capita costs.

"This approach would provide the
benefit of global budgeting without
a command-and-control bureau-

cracy," Gov. Cuomo said.
Ted Nussbaum, New York re-

gional practice leader with The
Wyatt Co., criticized community
rating through the networks as un-
fair to some large employers.

"What will happen here is that
the healthy population with good
ecperience will end up subsili7ing
the older, sicker population. Com-
munity rating is acceptable for indi-
viduals and small groups, but not
for companies coming to networks

To expand access to
basic health services,

Gov. Cuomo calls for

the'building of primary
care capacity.'

with a large workforce that has fa-
vorable experience," he said.

To expand access to basic health
services, Gov. Cuomo called for the

"building of primary care capacity,"
which would include increasing
Medicaid payments to physicians
practicing in poorer areas.

To encourage medical students to
pursue careers in primary care, the
state would issue grants of up to
$10,000 per year for up to two years
of primary care residency, and up to
$20,000 per year if the residency
was performed in an underserved
area of the state.

In addition, doctors with estab-

lished practices in underserved
areas would qualify for up to four
years of loan forgiveness worth up
to $60,000.

Carol Malone, a William M.

Mercer Inc. associate in Washington,
faulted the primary care proposals
as "unrealistic."

"There would have to be dramatic

changes to reimbursement for it to
work," she said. "We're talking
about taking money away from spe-
cialists, who now earn three or four
times as much as primary care phy-
sicians, and giving that money to
generalists. I can't see that happen-
ing."

Also included in the package is

a certificate of need program, which
would require individual doctors to
make out an application to purchase
equipment costing more than
$400,000.

"This is probably a good idea,"
said NYBGH's Ms. Lynne. "With
the number of MRI units out there,

it looks like a medical equipment
arms race."

At least some elements of the gov-
ernor's package are expected to be
introduced later this year as formal
legislation. Eli

1
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Punitive awards specifics of TXO's conduct rather Mr Tnbe also said the lury had ruling clar*nng the hmits the due Generally, the Supreme Court
than raising larger constitutional concluded that TXO's West Vlrglnla process clause places on punitive w111 not Intervene if a state has a fair

Continued from page 1 questions, and m fact asked the Jus- actions were part of a century-long damages Its ruling is more likely to system for assessing punitive dam-
dominated by factual and technical tices not to consider the due process pattern of abuse and fraud, precisely be enmeshed m the complex facts ages and the punitive awards them-
rnatters question because it had not been the type of conduct punitive dam- mvolvmg slander of title," he said selves serve a legitimate Interest,

TXO Production Corp argued raised before the West Virginia Su- ages are designed to combat Although the case presents the said Andrew F Popper, a dean at
that its due process Inghts were vio- preme Court Such fact-specific argument led opportunity for the court to impose Amencan University Law School
lated when a West Virginia jury or- He defended the size of the TXO many Interested observers to specu- prmcipled restrictions on pumtive and author of a bnef filed on behalf
dered the Texas company to pay a award, noting that TXO stood to late that TXO may not be a broad, damages, "the manner m which the of Consumers Unlon m support of
competitor $10 milhon m punitive reap as much as $8 3 milhon in prof- definitive rulmg case was presented and argued cer- Alhance And, West Virginia uses an
damages The competitor's actual ltS from the land deal it attempted "The court got bogged down in tainly makes lt possible that the appropriate system to assess puni-
harm was only $19,000 (BI, Dec 7, to close through ltS alleged slander the facts of an arcane tort" and did court wlll decide the case on nar- tive damages, he said
1992) of title not tackle the larger constitutional rower grounds," said Theodore Overturning a lower court award

The jury had found that TXO Justices O'Connor and Anthony questions, said Victor E Schwartz, a Olson, a partner at Gibson, Dunn & when the process 5 fair would be
knowingly filed a fnvolous lawsuit Kennedy disputed that ftgure Jus- partner at Crowell & Moring in Crutcher m Washington He filed "disastrous" and would demonstrate
agamst Alhance Resources Corp, m ince O'Connor held that Mr Tnbe Washington He filed an amicus a bnef supportmg TXO on behalf arrogance on the part of federal
an attempt to Increase its mineral was "trymg to concoct something" brief on behalf of the American In- of Allstate Insurance Co, and Phil- courts, Mr Popper said If the court
rights to a tract of land m McDowell by citing a figure that had never surance Assn and U S Chamber of 11ps Petroleum Co and United Ser- rules m favor of TXO, "maybe we
County, W Va Alhance countersued, been entered mto testim6ny before Commerce in support of TXO vices Automobile Assn ought to get junes out of the bum-
claiming "slander of title," which is the Jury Mr Tribe said the figure "Because the arguments were so Advocates on the other side ness of malang difficult decisions"
a false and malicious statement de- had been based on testimony about fact-Intensive, it is unhkely that the agreed that TXO 15 not likely to involving punitive damages and
signed to call Into question someone TXO's plans court wlll produce a broad-based be a definitlve ruling capital punishment, he said

else's tltle to property
On appeal to the West Virginia

Supreme Court, TXO not only lost,
but its claims were relected in fa- High court reviews lunk science' case
rnously colorful language

"When a defendant is not Just By NANCY P. JOHNSON Businesses seek standards Mr Bersoff, who filed a bnef on behalf of a

stupid but downnght mean, pum- group of law professors, said that a question

tive damages must be greater in WASHINGTON-Where should courts draw of credibility for evidence from Justice O'Connor posed the biggest problem
order to deter future evil acts," the line on the validity of evidence presented as for the plaintiff

wrote Chief Justice Richard scientific fact? Referring to Rule 702, she asked Mr Got-

Wheeler "Even punitive damages The Supreme Court wrestled with that question issue, a witness quahfied as an expert by knowl- tesman what are the boundanes of "scientific
500 times greater than compensa- last week m oral arguments m Daubert vs Merrelt edge, slall, expenence, training, or education, may knowledge " Her questions seemed to indicate
tory damages are not per se uncon- Dow Phannaceutzcals, a case involving the anti- teshfy thereto m the form of an opinion or other- that she beheves there must be some boundaries,
st:itutional" if the defendant had nausea drug Bendectm, which Merrell Dow took wise " and Mr Gottesman's answers didn't seem to sat-

"committed mean-spirited and off the market under pressure In 1983 When expert witnesses disagree, the rules allow isfy her, according to Mr Bersoff
harmful acts " Standards of evidence can be entical in product each mde to present its views to the Jury, sublect Merrell Dow's attorney, Charles Fned, did not

"This case does not involve just hability cases, especially when one side wants to to cross-examination escape scrutiny during oral arguments
any old purutive damages award," introduce expert testimony that is sharply at odds The wording of these rules of evidence was Mr Fhed, a Harvard law professor and for-
TXO's attorney, Carter Philhps, told with standard scientific oplmon Such testimony at the heart of last week's oral arguments in mer solicitor general, told the lustices that a
the justices has been popularly dismissed as "junk science" the Dat£bert case court should set high standards for scientific tes-

TXO had caused no one physi- On one side of the debate are those who argue Congress rejected the Frye rule m 1975, ar- timony, but Chief Justice Rehnquist interrupted to
cal harm and had done nothing to that jurors should be allowed to consider virtually gued Michael H Gottesman, a Georgetown Um- ask how Judges can be expected to know if scien-
deserve such a punitive damage all scientific evidence and then draw their own versity law professor who represented the par- 11[ic evidence is valid
sanction, said Mr Phillips of Sidley conclusions ents Chief Justice Rehnquist also asked Mr Fned if

& Austin in Washington "You don't On the other side, business groups and others By omittlng any requirement that the expert's any scientific evidence presented should undergo
need a $10 milhon verdict" to deter argue that Judges should only admit evidence that views were generally accepted, "Congress rehed peer review by, for example, bemg pubbshed in
mcautious behavior m land deals, he meets certain standards of credibility on the adversanal process to demonstrate that a standard scientific journals
argued, characterizing the award as In Daubert, the 9th U S Clrcult Court of Ap- marginal expert's conclusions are marginal," he Mr Fned rephed that it wasn't always nec-
"gross overdeterrence " peals had dismissed a 1984 suit against Merrell said essary, but is necessary m the Bendectm case

Supreme Court Justice Sandra Dow by the parents of Jason Daubert and Eric Several justices appeared openly skeptical of "If I had to guess, I'd say Dow lS more likely to
Day O'Connor, who has previously Schuller, who were born with deformed limbs Mr Gottesman's arguments, said two attorneys prevail," predicted Mr Bersoff

questioned the way m which puni- Merrell Dow made Bendectin, which the boys' "(He) was asking for more than the court would An attorney who represented the parents in
tive damages are awarded, ques- mothers had taken dunng pregnancy consider reasonable He asked that anything that the underlying case contends that it is essen-
tioned Mr Philhps pointedly She The appellate court had upheld the trlal court's an expert testified to should be deemed admissi- tial for both sides to be able to present scien-
asked if he could suggest a test for exclusion of an analysis of some animal and ble, sublect only to its later bemg ruled msuffi- tific opinions that have not been subjected to
determmng whether an award was chemical studies that hnked the use of Bendectm cient," said Wilham J Kilberg, an attorney with peer review
arbitrary or whether it was simply a to birth defects Courts ordinarily allow only Gibson, Dunn & Crutcher m Washmgton Mr It makes no sense to allow juries to hear
matter of "I know it when I see it," human studies to show whether a drug causes a Kilberg filed an amicus brief on behalf of the only 'generally accepted' scientific opinions At
refemng to Justnce Potter Stewart's defect Amencan Insurance Assn, which wants stricter one time, scientists 'generally accepted' that the
famous statement m a pornography Expert opinion based on a scientific technique standards on what evidence can be admitted earth was flat, that the atom could not be spht

rullng is only admissible if that technique is "generally Justlces Sandra Day O'Connor, Anthony Ken- and that cigarettes were not harmful," said Barry
Mr Philhps rephed that he knew accepted" within the scientific community, the nedy and David Souter seemed unsympathetic to J Nace of Paulson, Nace, Nor·wind & Selhnger m

it when he saw it m this case, adding appellate court said the parents' argument, while Justice John Paul Washmgton "Truth lS not a matter of counting
that courts should look at the sen- The test of being "generally accepted" stems Stevens leaned m the other direction, according to noses "
ousness of the conduct underlying a from a 1923 ruling, Frye us Unzted States, m Mr Kilberg Chief Justice Wilham H Rehnquist "Rigorous cross-examination provides more ex-
pumtive damage award which the court refused to admit evidence from an and Justice Antonln Scalia were harder to read acting scrutiny than pubhcation or peer review

However, he refused to say that a early form of polygraph test on the grounds that than usual, but "I'd be surpnsed if they bought" This safeguard gives us confidence In the decisions
$10 milhon punitive award would the test had not yet gained "scientlflc recogni- the plaintnff's argument, he said of junes, who brmg not only common sense to
never be justified, only that it wasn't tion " "I think it will be a clear victory" for Mer- deliberations, but also the lack of any financial or
justified m this case But some attorneys say the "Frye rule" was rell Dow, Mr Kilberg added professional bias," he said

Representing Alhance before the wiped out m 1975, when Congress adopted the Donald N Bersoff, a professor at Villanova "To turn these decisions over to judges or a
court was Laurence Tnbe, a Har- Federal Rules of Evidence Law School and Hahnemann University m Phila- vague 'consensus' of scientists is to throw away
vard law professor who has been Rule 702 of those guidelines addresses expert delphia, agreed that the justices appeared to be Amencans' 200-year-old constitutional guarantee
mentioned as one of the president's testimony "If scientific, technical, or other spe- more skeptical of the plaintiff's side, but added of the right to tnal by Jury," added Mr Nace, who
possible Supreme Court nominees ciallzed knowledge wlll assist the tner of fact to that this doesn't mean they wlll necessarily rule in is president-elect of the Assn of Trial Lawyers of

Mr Tnbe concentrated on the understand the evidence or to determine a fact in Merrell Dow's favor Amenca /21

Court says pension plan must follow written rules
By NANCY P. JOHNSON if those rights are spelled out m a quallfied provided for $80,000 from his account, and dismissed his claim m a summary judgment

domestic relations order-a court order to that an order would be coming soon However, the appeals court said that ac-

CHICAGO-Pension plan sponsors cannot pay one party from another party's assets An Amoco legal assistant placed a hold on cording to the plan's wntten procedures, only
stray from their formal written procedures The Amoco plan's wntten procedures pro- the balance m the account without telhng the receipt of a domestic relations order
when distributing plan assets, a federal ap- vide that upon receipt of a domestic relations Mr Schoonmaker should tngger the hold process

peals court has ruled order, the plan wll notify the participant, A month later, Mr Schoonmaker tried to The court ruled that Mr Schoonmaker lS
Amoco Corp's pension plan violated the send a copy of the order to the participant sell 2,220 shares of Amoco stock that were m entitled to recover unspecified damages from

Employee Retirement Income Security Act of and, while the issue of whether the domestic his plan account and have the proceeds de- the plan, but also ruled that the individual
1974 when lt failed to follow ltS formal dis- relations order 15 quallfied is bemg deter- posited m the plan's money market fund, but trustees were not hable for breach of fiduci-
tribution procedures, according to a March 1 rmned, the plan administrator wall place a he was unable to sell the shares because of ary duty
ruhng by the 7th U S Clrcult Court of Ap- hold on the employee's account the hold on his account The stock market The case wlll now be remanded to a tnal

peals m Chicago The plan also followed an unwritten prac- crash of October 1987 caused him significant court to assess damages
Richard Schoonmaker, a participant m bee of placmg a hold on a participant's ac- losses Jerome S Feder, a Chicago attorney who

Amoco's penmon plan, notified the company count after both parties confirm that the (11- The plan did not actually receive the do- represented Mr Schoonmaker, confirmed
in early 1987 that he was getting a divorce vorce is final, that an order wlll amve soon mestic relations order until November 1987 that Amoco wlll not appeal the ruling
and that he mtended to use the funds 111 his and that plan assets wlll be used to meet the Mr Schoonmaker filed suit against the
defined contnbution savmgs plan to pay his domestic relations order plan and the plan trustees in June 1990 Rzchard D Schoonmaker us The Employee
divorce settlement In August 1987, the attorney for Mr charging that they had breached their fiduci- Savmgs man of Amoco Co,p and Partze:pat-

Under ERISA, an employee's ex-spouse Schoonmaker's ex-wife Informed Amoco ary duty under ERISA The U S Distnct :ng Compames, 7th U S Circuit Court of API
may obtain rights to the employee's benefits that the divorce was final, that the settlement Court for the Northern District of Illinois peak No 91-2944, March 1, 1993
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Catastrophes
Continued from page 1
Sean Mooney, senior vp and econo-
mist for the Insurance Information

Institute in New York.

"It brings the day closer to the
turning of the market," Mr. Mooney
said. "It was mainly a personal lines
loss, but not as much as Andrew."

Even without the blizzard and the

bombing, cat losses in the first quar-
ter of 1993 would have been worse

than average. Five other first-quar-
ter storms together wreaked a total
of more than $500 million in insured
damage.

Two of those storms hit many
of the same states walloped by the
December 1992 Nor'easter and the

Blizzard of'93, while the other three
socked the West Coast and the

Southwest.

In all, Arizona, California, Dela-
ware, Georgia, Kentucky, Maryland,
Nevada, New Jersey, New York, Or-
egon, Pennsylvania, Tennessee, Utah
and Washington state suffered dam-
age due to wind, hail, tornadoes,
flooding, snow and ice from the five
storms.

In addition, two severe hailstorms
hit Kansas and Texas in late March,
though insured loss estimates had
not been totaled as of last week.

While Mr. Mooney predicted the
first-quarter toll would hasten a
market turn, others are not so sure.

"The industry thinks it has
enough surplus" to cope with rising
catastrophe losses, said Michael
Smith, an insurance industry ana-
lyst with Lehman Bros. in New
York. "It won't cause the cycle to
turn until they see their surplus de-
cline."

Property/casualty insurers re-
ported $163.77 billion in policy-

holder surplus at year-end 1992.
Underwriting standards will have

to tighten before the market turns,
Mr. Smith said. "We're seeing '40-
year storms' every 18 months. Un-
derwriters have to get the idea the
weather has changed."

"It's a hell of a way to start the
year," observed Myron M. Picoult,
managing director and senior insur-
ance analyst with Oppenheimer &
Co. in New York. "And the worst is
in front of them. The industry's fi-
nancial flexibility is gone.

"One wonders how many more
nails there need to be in the cof-

fin before it sinks," he said. "Logic
says prices should change, but logic
has not always worked in the past."

"I don't think this is going to
be too huge a reinsurance loss," said
Ajit Jain, president of the reinsur-
ance division of Berkshire Hath-

away Inc. in Stamford, Conn. "I
think it will probably have less of an
impact than it probably should."

He noted that after Hurricane

Andrew, primary insurers signifi-
cantly increased their retentions,
which will lessen the impact on
reinsurers. And, "it's not driving
(primary insurers) into buying more
reinsurance protection," he said.

Themarket already is in a state of
turmoil, but "I don't see this storm

in any way adding to the turmoil,"
Mr. Jain said. "People don't focus on
(early-year losses) and try to extrap-
olate."

The $1.6 billion blizzard loss ap-
pears to be spread throughout the
industry, affecting both regional and
national companies.

Allendale Mutual Insurance Co.,

Arkwright Mutual Insurance Co.
and Protection Mutual Insurance
Co. estimate combined claims of

more than $200 million.

Repetitive motion standard
Continued from page 2
Thus, it's most likely OSHA will have to settle for gen-
eral standards that are flexible and allow for some

employer discretion, experts said.
"The problem we're facing with standards for repeti-

tive motion is that the more specific the standard,
the less practical it is across different industries. The
only logical answer is that OSHA issue general stan-
dards," said John Marshall, an attorney with Powell,
Goldstein, Frazier & Murphy in Atlanta.

In addition to the challenge of making one standard
applicable to unrelated industries, there are other ques-
tions OSHA must answer before it can establish a repeti-
tive-motion standard, another occupational injury attor-
ney noted.

"The whole area of (cumulative trauma disorders) still
is cloudy. The causes of, and solutions for, CrDs are still
unclear," said Willis Goldsmith of Jones, Day, Reavis &
Pogue in Washington, which represents the Newspaper
Assn. of America in workplace safety cases. "CTDs
aren't always physical in nature. No standard could ad-
dress that."

In the most recent case to stir up debate over repeti-
tive-motion standards, Administrative Judge David
Oringer of the Occupational Safety and Health Review
Commission last Monday reversed nearly $1 million in
sanctions leveled by OSHA in 1988 against Pepperidge
Farm's now-closed baked goods factory in Downington,
Pa.

OSHA cited the plant that made Mint Milano coolcies
and other specialty products for willingly exposing line
workers to repetitive motion under its general duty
clause, which is a catch-all standaml that requires em-
ployers to provide workers with a safe working environ-
ment.

OSHA also fined Pepperidge Farm $394,000 for fore-
ing some workers to lift heavy sugar bags and for faulty
record keeping.

In total, OSHA cited the company for 389 willful vio-
lations of safety standards, the most serious of which
was exposing 175 Mint Milano assembly-line workers to
unnecessary repetitive motion that could lead to carpal
tunnel-related mjuries.

Fines brought under the general duty clause, must
meet four conditions:

• A hazard must be present.
• The hazard must be recognized by the employer or

by other employers in the same industry.
• The hazard could result in serious injury or death.
• OSHA must offer the company it is fining a means

by which the existing problem can be abated.
In the ruling, most of which remains sealed to protect

Pepperidge Farm trade secrets, Judge Oringer agreed the

State Farrn Group estimates $177
million in claims from the storm,
while Nationwide Mutual Insurance

Co. predicts $88.2 million in claims.
Industrial Risk Insurers in Hart-

ford, Conn., estimates clairns of $50
million.

Regional insurer Alfa Insurance
Group in Montgomery, Ala., expects
$15 million in claims. The Georgia
Farm Bureau Group in Macon, Ga.,
predicts $20 million and the North
Carolina Farm Bureau anticipates
$24 million in claims.

Aetna Life & Casualty Co. says
the blizzard will cost it $25 mil-
lion after taxes and reinsurance. The

Home Insurance Co. expects a $15
million net loss.

Several insurers reported blinnrd
claims of.between $15 million and
$25 million: CNA Insurance Cos.

$16 million; Kemper National In-
surance Cos., $20 million; Pruden-
tial Properly & Casualty Insurance
Co., $20 million; and Royal Insur-
ance Co., $19 million to $22 million.

Allstate Insurance Group, which
has a large share of the personal
lines market in the states hit har-

dest, will not discuss its losses be-
cause of its proposed mitial public
offering.

Stock analysts do not expect the
losses to have any impact on All-
state's IPO or the expected share
price of $26 each. Even storm claims
totaling $100 million would result in
a loss of only 15 cents per share
after taxes.

"Unless a catastrophe cripples an
insurance company, we view it as
fortuitous," said William W. Dyer,
director of research at Century
Shares Trust, a Boston mutual fund
that specializes in insurance stocks.
"It's what insurance companies are
in the business for." Ell

assembly line was hazardous and that Pepperidge Farm
had been alerted of the hazard through employee com-
plaints. He also backed OSHA in its claim that the com-
pany's assembly line could cause injuries to workers.

However, he dismissed the fine pertaining to repetitive
motion because OSHA could not prove that its solution
for eliminating the problern-slowing down the pace of
the assembly line-would be safer.

Norwalk, Conn.-based Pepperidge Farm praised the
ruling, claiming it has been an industry leader in work-
site ergonomics. "Long before OSHA's interest in ergon-
omics, Pepperidge Farm had been using such tools as
ergonomic audits, medical management programs, em-
ployee and supervisor training, job rotation and rest
pauses," President Richard Shea said in a statement.

Judge Onnger, however, upheld the $394,000 in fines
for poor record keeping and exposing employees to
unsafe heavy lifting.

Meanwhile, OSHA also is claiming a partial victory in
what it believes is the longest ongoing case in its history.
"We met three of the four requirements under general
duty, and this is the first time that the relationship be-
tween cumulative trauma and working conditions has
been established. It should go a long way toward helping
us establish a standard for repetitive motion," said a
spokeswoman in OSHA's Philadelphia bureau.

She said OSHA will likely appeal Judge Oringer's rul-
ing to a full three-judge panel of the OSHRC. From
there, the case could be sent to a federal appeals court
and may eventually land in the Supreme Court.

Roger Freeman, an attorney who has defended a num-
ber of companies against OSHA fines brought under the
general duty clause, said the Pepperidge Farm ruling
highlights the government's need to come up with repeti-
tive-motion standards.

"This is a major ruling that we in this field have been
awaiting. I hope it will speed up OSHA's schedule for
establishing a standard. Decisions like this put even
greater pressure on OSHA to act," said Mr. Freeman,
who is with Davis, Graham & Stubbs in Denver.

But Mr. Freeman, like other occupational safety attor-
neys, said deriving a stahdard is a difficult task.

"The problem lies in applying one standard to a cross-
section of industries. It's the problem we're facing now,
where the only guidelines companies have are the ones
OSHA issued for the meat-packing industry in 1990.
Those don't have much to do with cookies," he said.

When OSHA eventually issues a proposed standard,
Mr. Freeman said, it must be flexible. "Any standard
must afford employers flexibility and the discretion to
undertake the means they feel are appropriate for their
line of business. Without discretion built in, we'll never
have an adequate standard." iii

Update-

Liquidator setback in NFL suit
NEW YORK-The National Football League and half its teams

scored a major victory when a federal judge dismissed most claims
brought against them by the liquidators of their Bermuda .mutual
insurer.

The liquidators sought more than $14.5 million from the NFL
and 14 of its teams, which they alleged were jointly and severally
liable for the debts and liabilities of defunct N.F.L. Insurance Ltd. (BI,
Jan. 20, 1992).

The league and the 14 teams, which had organized N.F.L. Insur-
ance, are not liable for its debts because, as participants in a limited
liability company, they were only required to finance an initial reserve
fund, ruled Judge Peter K. Leisure.

Judge Leisure did allow the plaintiffs to replead a claim for
liability under a breach-of-contract theory. He also let stand breach-
of-fiduciary duty claims against individual directors, arising out of
their alleged failure to properly keep records and meeting minutes.

The liquidators are expected to replead the claims.
In October, a state trial court dismissed a suit by Travelers

Insurance Co., which was the fronting insurer for a workers comp
program written by N.F.L. Insurance, seeking to recover $3 million in
unreimbursed claims (BI, Oct. 19, 1992).

AIRMIC blasts terrorism pool
LONDON-The terrorism insurance pool set up by British insurers

after they adopted a terrorism exclusion on all U.K.-based property
"will not work," says the Assn. of Insurance & Risk Managers in
Industry & Commerce.

The pool-reinsured by the British government-covers damage to
U.K. property caused by terrorist acts. The pool is funded by an
additional premium paid by commercial policyholders to members of
the Assn. of British Insurers (BI, Jan. 11).

However, the pool was set up "without meaningf,il consultation
with either clients or with brokers," AIRMIC claims.

AIRMIC Chairwoman Elizabeth Taylor told members at their an-
nual conference last week that the pool is "seriously underfunded,"
which concerns the Department of Trade and Industry. The DTI and
ABI would not comment.

The pool is underfunded because many British risk managers do
not want to pay the hefty terrorism premium and would rather self-
insure the risk, contends Ms. Taylor, group risk manager of Harrisons
& Crossfield P.L.C.,an animal feed and timber company in Suffolk,
England.

In a special meeting at last week's AIRMIC conference, mem-
bers voiced their dissatisfaction with the pool. Some members say
policyholders should operate the pool, not the ABI. Others believe that
if insurers are charging such high premiums for property coverage,
they should just include the risk as part of the coverage.

Briefly noted
A group of Blue Cross & Blue Shield of Maryland subscribers

are seeking$135 million in damages in a lawsuit filed last week that
alleges mismanagement by six former officers, a dozen former or
present directors and management consulting firm Booz Allen &
Hamilton Inc. A Senate subcommittee faulted the Maryland plan last
year for extravagant expenses and poor service (BI, Aug. 3, 1992)....
President Clinton is expected to nominate Joseph Dear to head the
Occupational Safety & Health Administration. Mr. Dear, direc-

tor of the state of Washington Labor Department, was hired as con-
sultant by the U.S. Labor Department late last week... .Natural and
manmade disasters worldwide caused an estimated $27.1 billion in

insured property damage last year, estimates Swiss Reinsurance
Co....SCOR U.S. Corp. has sold $86.25 million in convertible su-
bordinated debentures to institutional investors in a private place-
ment. SCOR said it iill contribute $50 million of the net proceeds to
strengthen capacity and increase retentions of its operating units,
among other things....All of Alexander & Alexander Services
Inc.'s principal retail brokerage operations worldwide now are doing
business under the Alexander & Alexander name. The change per-
tains to the Reed Stenhouse Cos. Ltd. in Canada and A&A's Alex-

ander Stenhouse subsidiaries in Europe, Australia and New Zea-
land....ACE Ltd. began trading on the New York Stock Exchange
March 25 at $27.50 a share (BI, Feb. 1). The company's shareholders
raised $648.8 million as a result of the initial public offering, includ-
ing $557.2 million in direct proceeds and another $91.6 million from
shares repurchased by ACE....The Equitable Cos. Inc. plans to
raise $600 million in a private placement of convertible securities with
parent AXA Group and other institutional investors. Paris-based
AXA is expected to buy 49% of the offering. Proceeds will be used to
increase the capital of Equitable's life insurance units....In the wake
of revelations of fiscal mismanagement at Empire Blue Cross & Blue
Shield, several Republican state lawmakers are calling for the resig-
nation of New York Insurance Superintendent Salvatore
Curiale... .NYNEX Corp. will take a $3.1 billion charge amortized
over 20 years to account for its retiree health benefits liability under
FAS 106. . . .Donald R. Smith, president and chief operating officer
of Kemper Reinsurance Co., is retiring Aug. 1. . . .The 9th U.S. Circuit
Court of Appeals last week upheld a lower court decision that Aetna
Casualty & Surety Co. was not obligated to provide coverage under a
homeowners policy for a $14.5 million verdict against Rock Hud-
son's estate that was awarded to his former lover. The appellate court
said coverage is pmeluded because Mr. Hudson did not tell his lover
he had AIDS. . . .Federal authorities last week arrested Tony Habib,
head of Bermuda-based Financial Services Insurance Ltd., and
charged him with misrepresenting the company's asset base in order
to obtain authorization to write surplus lines insurance in at least
California and Illinois.
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World Trade Center repai rs ahead of schedule
Bi Insurance Index

1,050

By SARA MARLEY cant claim, particularly m terms of business today The Hartford, Conn -based Insurer oc-
interruption losses, from a pollcyholder in one cupies floors 35-37 of 2 World Trade Center 1,030

NEW YORK-Repair work on the World of the subbasements, said Dave Dawson, assis- Smce March 8, most displaced Aetna em-
Trade Center is running ahead of schedule, tant vp and manager of property claims That ployees have been m temporary office space at 1.010

and nearly half of the tenants already have claim could exceed $1 nullion, he said 1 Liberty Plaza, across the street from the
returned to their offices Kemper National Insurance Cos expects trade center 990 A

One month after a bomb blast ripped less than $1 milhon m losses from a half-dozen Not all companies are so anxious to re-
through an underground parlang garage m the claims, saidl Don Pence, property claims officer turn 970

complex, 59 tenants of 2 World Trade Center of the Long Grove, Ill -based Insurer Big Six accounting firm Deloitte & S
and 93 tenants of 1 World Trade Center had Kemper National began reopenlng its own Touche lS delaying its return until after the f 950 I _-*-
returned to their offices as of late last week offices m the complex early last week Nearly Apnl 15 tax deadline That date wlll comcide

t1

All 350 compames displaced by the blast 300 Kemper employees work on floors 28, 31 with the completion of a detailed cleaning of " 1, 930
may return by mid-April, said Jeffrey Gmen, and 38 of 2 World Trade Center They have the finn's computers, disks, furniture and ar-
general counsel for the Port Authonty of New worked out of Kemper's Summit, NJ, office twork, said Russ Raman, director of market- 1 910
York & New Jersey, which owns the complex mnce the explomon mg "Rather than Interrupt our accountants

March 18 marked the return of the first Crum & Forster Inc of Baslang Ridge, N J., dunng the tax season, we'11 wait," he said ''r> 46 41 4P 4' 4, 47 4' 2 ,
tenant-Gov Mano M. Cuomo, who has of- has received $4 milhon in claims, a spokeswo- Deloitte & Touche moved 1,200 employ- +
flee in 2 World Trade Center-two weeks be- man said ees and 1,500 boxes of files to its Midtown Base= 100 on Dec 29,1978

Source Nordby International Incfore the Apnl 1 target date Tenants of the The three Factory Mutual companies-Al- Manhattan office after the blast, Mr Raman
more severely damaged 1 World Trade Center lendale Mutual Insurance Co., Arkwzight In- said The accounting finn rented meetmg and
began returning on March 29 surance Co and Protection Mutual Insurance conference rooms and 200 cellular telephones Insurance industry stocks fell slightly last

The Port Authority has not yet estlmated the Co -incurred less than $1 milhon in losses Deloitte & Touche, will return to seven
week, as the Business insurance Index

dropped 0.9 points to 972.6 April 2 from 973.5
total damage, Mr Green said Virtually all of- from the explomon, a spokeswoman said. floors between levels 86 and 101 m 1 World

on March 26. Advancing issues for the week
ftces sustained some soot and smoke damage CNA Insurance Cos. of Chicago estimates Trade Center by the end of the month, he said were led by Reliance Group Holdings, up

However, the Property Claun Semnces dnn- only a $167,000 loss from the explosion The World Trade Center loss was mten- 14.3%; Tokto Marine & Fire, up 13.8%; and Al-
mon of the American Insurance Services Meanwhile, tenants praised the Trade Cen- sified by corporate consohdation in recent „ed Group Inc., up 9.3%. Declining issues for
Group Inc estimated last week the bombing ter management for its handling of the years, said Wilham D O'Connell, head of the the week followed Nobel Insurance Ltd., down
caused $510 milhon m msured property dam- cleanup The Port Author*y provided basic nsk management consulting division of De- 11.3%; Zenith National Insurance, down 8.2%;
age, business Interruption and extra-expense cleamng of the offices and common areas, loitte & Touche in Dallas Companies have and Trenwick Group Inc., down 5.1%. The
costs while many hrms hired specialty cleaners for been concentrating employees in central loca- most active issue was U.S. Healthcare, 7.3

CIGNA Corp, one of the most heavily ex- computers and other technical equipment tions like the Trade Center "When you con- million shares traded. The Bl Index was down
posed msurers, announced last week lt would "We've never had it So good," said Mi- centrate people, you concentrate nsk," he said 0.9%; the NYSE Composite was down 1.2%;
take a $25 milhon charge net of taxes and re- chael Magdol, chief financial officer of Fi- The accounting finn expects all losses to be the Standard & Poor's 500 was down 1.4%;
insurance m the first quarter to account for duciary Trust Co International "It's cleaner covered by Insurance with The Home Insur- and the Dow Jones 30 Industrials fell 2.096.
claims from the World Trade Center and the than itt ever was before" ance Co above "a modest deductible," Mr
center's Vista Hotel The mvestment management firm was the O'Connell said British Issues

CIGNA lS a major participant m the Port firstt busmess to return to the World Trade The earlier-than-expected return may not
1 Week

Authonly's $600 milhon m property coverage Center, becoming fully operational on floors necessanly save companies money "To take a
The insurer underwntes $130 milhon of a $290 94-97 of 2 World Trade Center by March 19, computer apart or get the drapes dry-cleaned

Apnl 1 Prloe PIE Div Yield High-Low

Companies pence pence %
milhon excess of $10 milhon layer, and $61 Mr Magdol said

peneepence

costs the same whether you have hght or heavy
Commt Union 610 1*M 325 53 610-608

milhon of a $100 milhon excess of $300 milhon Fiduciary Trust spent more than $1 mil- soot damage," Mr O'Connell noted Genl Accident 589 14/M 35 7 61 589-572

layer (BI, March 8) lion to rent an emergency computer facil- The retlim to the World Trade Center may Gdn Royal Exch 185 14/M 93 50 185-176

Philadelphia-based CIGNA also under- 1ty from Comdisco Inc, Mr Magdol said have a downmde for the Port Authority At Royal 314 14/M 67 21 314-308

wntes property coverage for the VIsta Hotel Sun Alliance 340 N/M 190 56 349-340The company says it has adequate msur- least one New York attorney expects the num-
CIGNA retains about 10% of the risk, reinsur- ance-led by Chubb Corp -to cover business ber of lawsuits to mcrease as tenants return Brokers

ing the remainder with a captive insurance mterruption costs and the expense of movmg "People wlll realize what they have gone Bradstock 141 165 68 48 141-141

unit of the hotel's owner, Ladbroke Group 550 employees and cleaning office equipment through," said Paul Rheingold, a partner with
CE Heath 348 201 213* 61 356448

Hogg Group 186 164 109 59 186-185
P L C of London The capbve retrocedes much Dean Witter & Discover Co, the complex's Rheingold & McGowan "They unll talk to JIBGroup 194 192 100 51 194-188

of the risk The Vista is not expected to open largest tenant, hoped the last of ltS 4,500 em- other people who have filed suit" Uoyd Thompson 284 229 75 26 285-283
for at least mx months ployees based m the complex would return to - The Port Authonty has received fewer than Lowndes Lmbrt 342 135 168 49 342-342

Many msurers reported receiving pnmanly 2 World Trade Center by the end of last week, 25 notices of lawsuits, Mr Green said PWS Holdings 65 97 53 81 66-65

Sedgwick Grp 162 195 80 49 163-162small business Interruption and extra-expense a spokesman said The first of the 30 floors the In New York, lawsuits against pubhc enti-
Steel Br,1 Jones 235 138 177 75 240-235

clalms from tenants of World Trade Center company occupies were opened on March 22 tles must be filed within ten months of an in- WilliS Corroon 195 182 88 45 195-190

Zurich Amencan Insurance Co in Schaum- Aetna Life & Casualty Co's 330 employ- cident, and notice must be given sixty days
burg, Ill, received notice last week of a signlfl- ees were expected to return to their offices before the suit is actually filed ial

Source Philip Olsen, London * Estlmated

88 Industry Stock Report
MARCH 29, 1993 THROUGH APRIL 2,1993

Weekly Year to Date Annual MI(VBk Weekly Year lo Date Annual MkVBk

BROKERS Pnce % change % change High Low Vol (000) $ Ov 96 Yield RE Book value value Pnce % change % change High Low Vol (000) $ D,v % Yield P/E Book value value

Acordia Inc NYS 2288 1.67 6.40 24.75 1513 37 036 157 15 7 01 326 Mutual Risk Mgmt Ltd NYS 37.75 3.21 6.79 4600 2575 37 028 074 22 7.51 5.03

Alexander & Alexander NYS 2488 258 613 2888 1800 237 1.00 402 19 1000 2 49 NAC Re Corp OTC 4300 3.61 617 4475 2175 185 0.16 037 75 1360 3.16

Gallagher Arthur J & Co NYS 3500 370 2389 3500 21.00 117 072 206 24 635 551 National Re Corp NYS 3325 000 1224 3900 1700 175 012 036 19 N/A N/A

Hib Rogal & Hamilton NYS 1613 574 320 1688 1100 95 044 273 23 3.11 518 Navigators Group OTC 3500 294 769 47.00 28 50 10 000 000 27 1569 223

Marsh & McLennan NYS 9288 107 164 97 63 71 25 403 268 289 22 1440 645 Nobel Insurance LTD OTC 688 1129 1702 825 4.25 222 000 000 2 391 176

Poe & Associates OTC 1750 1 41 448 1900 1125 13 040 229 70 264 663 NWNL Companies NYS 61.50 -4 09 20.88 6488 3200 274 1 48 2.41 15 4621 1.33

BROKERS AVERAGE 19 56 22 25 Ohio Casualty Corp OTC 65 75 3 31 4.16 6875 4900 170 284 432 12 43.08 153

CONGLOMERATES & HOLDING COMPANIES
Old Republic Intl NYS 2575 000 352 2738 1875 610 040 1 55 8 1863 1.38

Orion Capttal Corp NYS 4350 169 2297 4600 23.19 112 080 184 10 28.62 152

Berkley W R Corp OTC 4600 108 698 5050 31 00 297 040 087 17 2351 196 Phoenix RE Corp OTC 2438 2 01 54.76 27 00 888 677 020 082 38 1332 1.83

Berkshire Hathaway Inc NYS 12200 0 279 383 129000 86750 1 000 000 49 6437 3
Provident Life NYS 27.63 045 307 31.50 2000 57 1.04 376 11 3038 0 91

190

ITT (Harttord Group) NYS 7975 016 1076 8100 62.50 929 1.96 246 30 6823 117 Re Capital Corp ASE 1550 333 606 1663 1225 3 0.28 1.81 74 1688 0.92

Sears (Allstate) NYS 5250 300 1538 5525 3775 6337 160 305 9 40.18 1 31 Reliance Group Holdings NYS 800 1429 3061 850 413 1761 032 400 3 294 2.72

CONGLOMERATES AVERAGE 18 92 16 RU Cup NYS 2550 286 3.03 2863 1775 57 052 204 11 1792 142
7

St Paul Companies NYS 7975 -047 357 8325 6650 527 280 351 14 5979 133

INSURERS/REINSURERS SAFECO Corp OTC 6438 338 1344 6675 4200 834 164 255 15 3537 1.82

SCOR U S Corp NYS 1975 000 1286 2075 13.13 34 0 32 162 B2 1439 137

AEGON N V NYS 4750 155 1411 48 38 3300 162 068 1.43 8 3406 139
Se,bels Bruce Group OTC 106 6.30 4331 613 038 59 000 000 0 622 017

Aetna Life & Casualty NYS 4863 429 4.57 5375 3800 1665 276 568 88 67.08 072
Selective Ins Group OTC 2450 0 51 1136 25.75 16 75 41 1.12 457 12 20.22 121

Allied Group Inc OTC 44.25 926 3937 44.25 18 75 209 0 72 1.63 11 11.29 392
Statesman Group Inc OTC 1538 238 28.13 1650 500 644 0.20 1.30 9 671 229

Allmerica Prop & Casualty NYS 5825 352 1535 6038 3475 58 044 076 9 4044 144
Tolio Manne & Fire OTC 5988 1378 24.74 5988 3225 91 000 000 120 7093 084

American Genefal NYS 3038 433 4671 3288 2050 1033 108 356 12 3989 076
Torchmark Corp NYS 5863 168 330 6475 3600 360 104 1.77 16 14.87 394

American Heritage Life Ins NYS 3300 186 909 3400 2488 5 084 255 15 1651 200
Transarnerica NYS 52.13 171 859 53.13 4000 612 2.00 384 13 3586 145

American Indemnity/Fin I OTC 788 308 31.25 975 475 54 0 08 102 5 1443 055
Transattantic Holdings NYS 5438 457 3.12 5675 2938 12 028 051 17 21 85 2.49

American International NYS 127 38 1.49 9.81 12788 8200 1606 056 044 16 54 21 235
Travelers Corp NYS 2663 229 229 3075 1713 889 1 60 6 01 3 4385 0 61

American RE Corp NYS 3938 5.70 642 41 75 34 25 238 000 000 39 N/A N/A
Trenvick Group Inc OTC 44.25 509 859 4925 2500 113 080 181 18 2387 185

Aon Corp NYS 54.13 226 023 56.00 39 75 251 180 333 18 27.17 199
United Fire & Casualty OTC 3750 196 964 4300 3675 6 100 267 107 2847 132

Argonaut Group OTC 3400 1.49 1148 3525 2550 220 084 247 10 21.70 1 57
Un,trin OTC 41.75 121 234 4400 3275 397 120 2.87 13 3651 114

AVEMCO Corp NYS 23.13 0 Sdi 107 2800 21 00 13 040 1 73 28 733 3.15
UNUM Corp NYS 5575 346 5.19 5838 3200 830 064 1.15 15 21.88 2.55

Baldwin & Lyons Inc OTC 3650 000 000 3650 2675 0 048 132 9 3085 118

Chandler Insurance OTC
US Facilities Corp OTC 1000 2.44 000 1675 650 364 0.00 0.00 13 964 1.04

375 000 21 05 763 3.75 18 000 000 17 863 043
USF&G Corp NYS 1638 234 3232 1763 863 1111 020 122 96 1029 1.59

Chubb Corp NYS 9300 185 464 9638 6238 949 1.72 185 13 4067 229
USLICO Corp NYS 1738 6.11 3 47 2000 1500 157 0.24 138 5 2980 058

CIGNA Corp NYS 6075 142 362 6800 47 13 672 304 500 11 8173 074
USLIFE Corp NYS 3700 1.66 207 4263 2841 241 120 324 12 6490 0.57

CNA Financial Com NYS 92.88 -0.67 523 102 88 80 50 143 000 000 9 8024 116

Continental Corp NYS
Washmgton National NYS 26.50 000 1522 2800 1688 39 108 408 15 3027 088

25.13 383 651 34.75 20 00 1055 1.00 3.98 12 3832 066

EXEL Ltd NYS
Zenith National Ins NYS 2663 -819 34.81 2900 1550 196 100 376 28 1481 180

4938 154 450 51.00 32 38 511 100 203 9 14/A 14/A

Fund American Corp NYS
INSURERS/REINSURERS AVERAGE 00 79 23 223

8038 -0.16 11.63 8063 6250 46 000 000 58 8185 098

Fremont General Corp OTC 41.38 000 1993 41 50 41 38 0 000 000 2562 1 61

Frontier Insurance Group NYS 4850 2.37 1149 4850 2894 49 060 1.24 17 1397 3 47 HEALTH MAINTENANCE ORGANIZATIONS
Gainsco Inc ASE 17.13 074 2124 1856 7.47 116 004 023 22 265 646

General RE Corp NYS 11475 244 -086 13050 7750 602 188 164 17 4607 249 FHP International OTC 21.25 000 625 29.00 12 50 786 000 000 20 961 221

Guaranty National Corp NYS 2325 109 1772 24 00 13 50 54 000 000 14 9.12 255 Pacificare Health Sys OTC 3550 798 3039 5750 2525 565 000 000 19 390 9.10

Harteysville Group OTC 3000 084 6.19 3275 1775 86 064 213 14 16.77 179 Safeguard Health Enter OTC 900 2.70 769 1363 700 51 000 000 11 403 2.23

Harttord Steam Boiler NYS 5688 152 152 5988 4788 176 2.12 3 73 21 19 74 288 Serra Health Services ASE 1313 -455 3931 21.69 806 129 000 000 12 201 653

Kemper Corp NYS 40.88 354 3797 4250 2075 1178 092 225 12 3766 1 09 United Healthcare Corp NYS 4863 401 1451 68 00 34.25 2067 003 006 29 468 1039

Lawrence Insurance Group ASE 775 5 08 1014 10.25 700 2 048 6.19 129 466 166 United Medical Corp ASE 925 000 45.10 975 613 1 020 2.16 23 1030 090

Ubeny Corp NYS 3150 202 1150 3288 2225 63 056 1 78 13 1843 1 71 US Healthcare OTC 42.75 332 420 5975 2934 7258 0 52 1 22 23 360 1188

Lincoln National NYS 8000 063 940 81 25 50 50 590 304 380 10 5892 136 HMOs AVERAGE 1.2 64 04 17

Markel Corp OTC 3600 069 1520 3625 2300 48 000 000 8 1544 233 ALL COMPANIES AVERAGE 03 41 20 21

System design Nordby International Inc. f
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